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Washington, D.C. 20503 .

‘Dear Mr} Frey:

This |1s in response to your Legislative Referral Memorandum
- requesting the Small Business Administration's comments on a

draflt

bill intended to establish a uniform patent policy.

The primary intent of this bill 1s to extend first right of re~

fusal

to invention rights made under Federal contracts, grants

and cooperative agreements to buslness concerns not covered by
Public Law 96-517 which was enacted last year. As you know,
P.L. 96-517 provided this right to small businesses and non-
profit organizations. While we take a neutral position on
extending the first right of refusal to other business concerns

until

the administrative procedures and conditions that attach

to-the right to be promulgated under P.L. 96-517 are definitive,
we take 1ssue with the manner in which the right 1s establlshed

under

the draft bill.

Section 401(v) of the bill repeals all the provisions of

P.L.
small

J6-517 that touch on the allocation of invention rights to
business and nonprofit organizations, and substitutes a

new set of procedures and conditions that apply equally to &all .
contracts, grants and cooperative agreements. In some cases,

the s
dures
many
feren
for tl

- There

ibstitute procedures and conditions correspond to proce-
and conditions in P.L. 96-517 which were repealed. In
bther siltuations, however, there are either great dif-
ces or no similiar procedures or oonditions substituted
10se repealed.

are provisions'in P.L. 96-517, which were based on small

business testimony durlng congressional hearings, and which

prote
These
busins
negov

»t the background invention rights of small husinesses.
protective measures were necessary to safeguard small
>sses from agencles who used theilr economlc leverage to
ate retentlon of such rights as a condition to receiving
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earch award. Prior to P.L. 96-517, if a small business

a background patent (previously existing and with a

ng product) the goverrment could and did require part

shlip of the background patent before giving the grant.
times the requirement was part of the underlying contract's
rplate. P.L. 96-517 baslcally provided for a very clear

e by agencles in the contracts that they were goling to -

re part ownership which would have to be cleared by the

y head.

bill, by its silence, could eliminate the provision in

06~ 517 which precludes universitlies and other nonprofits
assigning future patent rights to profitmaking organizations.
provision insured that big companies could not utilize their
ty to gilve grants to universities and nonprofits as a condi-
to gaining assignment of invention rights generated in part
covernment funds. Absent restrictlons on future assignment,
igger, richer companles could buy out the discoveries of _
country's laboratories. One of the aims of P.L. 96-517 was
sure that universities owned thelr patents and would retain

a royalty from the licenslng of the invention. If not licensable,

a sma!

to th
busin
for a

11 business could be cut out of bringing these inventilons
e public leading to & concentration of inventions with big
>8s. Further, since the new tax law, P.L. 97-34, provides
25 percent corporate write-off for university research

and development, a nearly guaranteed situation exists in which

there

will be attempts to buy out.

The Administration should also note that the administrative
procedures and conditlons to be repealed by the draft bill were

devel
small

at thi

these

»ped over a long perlod of time in cooperation wlth the
business and nonprofit communities. We have no evlidence
s tlme that the substitute provisions are acceptable to
communities, and even if they were, that they would

ultimately pass the Congress in their present form.

We strongly question whether the draft bill's technique of W1ping
the slate clear and starting fresh will enlist the support of the

small
astic

business and nonprofit communities 1n light of the enthusi-
support these communities have glven to P.L. 96-517. Rather

than pursuing this course, we conslider its more appropriate.to:_




Mr. James M. Frey . - 3

1limit! the draft bill to recipients not covered by P.L. 96-517,
and permit P.L. 96-517 to stand as is, subject to changes neces-
sary to achieve consistency where desirable or correct problems
that have been ldentified since 1ts enactment.

Sinceprely,

Michael Cardenas
Administrator
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Legislation : '
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Due ito the time restriction, this office has been unable to

consult with the various offices which would be impacted by this
proposal. ' ' '

However, based upon our cursory examiration, it appears that
the Secret Service may be adversely affected by title III since it
yould not permit the Secret Service to maintain the title to an
invention even where it might be necessary to protect matters
which could compromise protective operations.

~

There is no mechanism to spur Governiment agencies,

once they acquire title, to develcp for practical purposes
Yﬁ - by-produicts of inventions. ©On the other hand, numerous
/7 prrovisipons in the draft kill (section 304} would ensure that
£ - 'the contractor utilizes an invention to the fullest extent.
' These same provisions should also apply to Government agencies.
! . For example, as section 304 which provices for a hearing when-
’ ever an, agency determines that a contractor is not developing -
an invention, the bill should also previde for a hearing when-
ever a contractor, or private indivicdual, believes a Government
agency is mnot developing an invention it nas title to.

; ﬁ The definition of "small busiress {firm" ard "nonprofit 4
] \ﬁ@ organization” in section 103(11) ard (17) should be deleted. A
’ review pf the entire bill indicates there entities are not
mentioned further.

With certain exceptions, =sectinr 271 of the L1ill requires

agencies to acquire title to any invention made under the ceon-
_ tract of a Federal agency. The term "scquire title" is used
i i« often in the bill and should be clarified by either providing a
- W\\#g!  definition within the bill or referencing to the proper statute
o which defines it. Further, when an agerncy acguires title to an
inventipn pursuant to section 301 cof the Till, it must file a.
determihation statement with the Secretary of Commerce. It is’
unclear|{ whether the Secretary must apprcve the proposed. '
acquisition. Consequently, we suggest that the powers of the
Secretary of Commerce, with regard to scction 3Cl, be
clarified. : ' : '






