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“ The- Commlttee:'on the J ud1c1ary, to Wh1eh was, referred_ the bill

: (S 414} to establish a uniform. Federal pate

ont- procedure for small

businesses and nonproﬁt; organizations; to create a consistent policy
and ‘procedure concerning patentablhty of 1 inveritions made with Fed-

eral assistance: and for other related purp
the same, reports favorably thereon, with m;

mends that the bill as. amended do paes

I PURPOSE

Ev1dence is mountmw that the Unlted Sta
international competltlon i’ the "developme

0ses, having donsidered
amendment, and recom—

tes i falhno* behlnd 1ts
nt of hew ploducte and

inventions. There are a number of mdwatlons of the serzoueness o:E

this trend :
. The United States 1mportat10n of forelon

manufactured goods is

now second: only to the importation of forewn oil (the .8, suffered
& trade deficit m 19:8 of $5 8 b11hon on the 1mportat10n of manufac-

turéd: goods);
~The nunber of T, S patents O*ranted to for

,reloners has r1sen ‘singe

1973 and no_w acfcounts for 35 percent of all’ patents 1ssued in thls

-country ;-

Investment in research and deve]opment over the pa,st 10 years, 1n

copstant dollars, has failed to increase;. ... -

‘American productlwty is growing at'a much Slower rate than that

of our free world competitors; -

Small busmesses, which have complled a, very 1mpresswe record in
technological innovation,:are receiving a dlstressmcrly Iow percentacre

of Federal research and developmefit thoney ;
1)

and'.
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+:'The’ number of patentable .inventions made under.federally-sup-
ported research hag been in a steady decline, even in those years when
the actual research-appropriation-has-been-increased over previous
ears. .
Y The Joint Economic Committee issued on August 18, 1979 a sum-
mary of the midyear report and staff study entitled “Outlook 1980’"
which concluded that the current recession-inflation problem is actu-
ally worse than believed, and that if productivity continues to decline
there will be a noticéable drop. in our standard of living in the 1980%.1

‘While this deterioration probably has multiple causes, an important
factor is very likely a slowdown in technological innovation in the
United States. The role that . technological innovation plays in the
economic well being of our Nation is highly significant. The Senate
Select Committed on Small Business cited a study which attributed 45
percent of the Nation’s economie- growth. from 1929 to 1969 to tech-
nological innovation.? ' '

One factor that can be clearly identified as a part of this problem
is the inability of the Federal agencies to deliver new inventions and
processes from their research and development programs to the mar-
ketplace where they can benefit the public. A prime cause of this failure
is the existence of ineffective patent policies regarding ownership of
potentially important discoveries. In general, the present patent pol-
icies require contractors and grantees to allow the: funding agenecy to
own any patentable discoveries made under research and development
supported by the Federal Government unless the contractor or grantee
successfully completeg lengthy walver procedures justifying Wiy pat-
ent rights should be left to the inventor. Many times the agencies pro-
vide only partial support of a project, but even if the Government has
provided a small percentage of the total money involved in the research
and development, it can take the patent rights to resulting inventions.
" Agencies which acquire these patents generally. follow a passive
approach of making them available to private businesses for develop-
ment and possible commercialization through nonexeclusive licenses.
This has proven to be an ineffective policy as evidenced by the fact
that of the more than 28,000 patents mn the Government patent port-
folio, less than 4 percent are successfully licensed.? The private sector
simply needs more protection for the time and effort needed to develop
and eommercialize new products than is afforded by a nonexclusive
license. Universities, on the other hand, which can offer exclusive or
partially exelusive Iicenses on their patents if necessary, have been able
to successfully license 33 percent of their patent portfolios.t.

_Presently, there are at least 24 different patent policies in effect in
the Federal agencies. These are frequently contradictory from agency
to agency {and. even sometimes within the same agency) and have
proven to be formidable barriers to organizations interested-in par-

_ ticipation in Government work. The mere complexity of these policies

1 “Qutlook 1980's,” Midyear Report and Staff Btudy of the Joint Economle Committes,
Congress of the Unlted States, 96th Congress, 1st session, August 1979, pp. 7-13.

2 “8mall Business and Innovailen.” Report of the Select Committee on Small Business,
United States Senate, on Underntilization of Small Business in the Nation's Rfforts to
Encourage Industrial Innovation, 96th Congress, 1st session, June 14, 1979, P 3.

8 “Government Patent Poliey,” hearings before the Subcommittee or Domestic and Inter-

4~ natlonal Sclentific Planning and Analysis. of the Committee on Science and Technology,

. 0.8, House of Reprezentatives, 94th Congress, 2d session, :Sept. 23, 27, 29, Oct. 1, 1976,
‘pp. 898-807, : : ek e : P AR :
4 Thid,, p. 897, ' f
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constitutes a very real hurdle to universities, nonprofit. organizations,
and small businesses who do not have large legal staffs to negotiate
through this policy maze. Regardless of how unattractive the Gov-
ernment patent policies are, some of these organizations, particularly
universities, will continue to seek research anhd developinernt contracts
and grants for reasons other than the commercialization of resulting
“inventions.: Others, particularly product-oriented small business, re-
frain from participating in Government research and develp%ment be-

canse of these policies. The guestion is how to-insuré that the p
supporting this research is able to use and-benefit from important in-
ventions that they are helping to support, and how to encourage per-
formance of Federal research and development by the most innovative
and qualified organizations. @ 7 - S P
8.'414, the University and: Small Buginess Patent Procedures: Act,
establishes uniform Federal policies with respect to:inventions made
by nonprofit ‘organizations, universities, ‘and small: businesses under
Government-supported research :and development programs. Tt also
authorizes and establishes procedures for licensing inventions owned
by the Federal Government which are not being developed under the

* present lcensing programs. - RSN R
The' bill is designed to promote the utilization and commercializa-
tion of inventions made with Government support, to encourage the
~ participation 6f smaller firms in the Government research and devel-
opment process, and to promote increased: cooperation and colldbora-
tion bétween the nonprofit and commercial sectors. Ultimately; it is

believed that these improvements in: Government. patent policy: will

lead to greater productivity in the United States, provide new jobs
for our citizens, create economic growth, foster increased competition,
male (Government research and development contracting more com-
petitive,; and stimulate a greater return on the billions of dollars spent
each year by the Government on its research and development
oo .. 1L Texr or. SeNnate Birr S, 414
The text of 8. 4141s as follows: e B

. A BILL To amend title 35 of the United States Code; to establish a
uniform Federal patent proceduré for small businesses and nonprofit
organizations; to create a consistent poliey and procedure” eoncerning
patentability of invenitions made with Fedéral assistance ; and for other

related purposes & v TS c
“Beé it enacted by the Senate ond Houss of Bépreseniatives
of the United States of -America in Congress assembled, That
this Act may be cited as the “University and Small Bisiness
Patent Procedures Act”, R S
Sec. 2. (a) AmEnpMENT oF Trrie 85, Untren States CopE,
Parenrs.—Title 35 of the United States Code is amended by
adding after chapter 17, 4 new chapter asfollows: ' '

“CHAPTER 18.~PATENT RIGHTS IN INVENTIONS
it MADE WITH FEDERAL ASSISTANCE. _
“-208‘."'.- Policy and objective, - - - s e ey o
“201. . Definitlons.. ;. Tl e s T T :
“202. . Disposition of rights, . . .~ . . .

. f‘? #

e public -



:'March-m nghts
" Return of Government 1nvestment

.- Preferérice for United: States mdustry
- Confidentiality. . S SRR
Uniform clanses and regulatmns : . o

8, Domestic ‘and _foreign protection, of’ federallsr owned mventmnsr )

. Regulatmns govermng Federal licensing: © =1 SEED

.- Restrictions:on:licensing - of federal.ly owned inventions

.. Precedence offchapter. - ... - g

2 :-Relatmnsmp to, antltrust laws . ; : -

- %Sgc.200. PoLicy AND OBIECTIVE: —-It is. the Pohcy a,nd-,'

Ob]ectlve of .the. Congress to: use the -patent -system .to. pro:

mote the utilization: of inventions arising from- federally sup-... .

ported research or development; to:encourage .maximum : ..

! participation of small business. ﬁrms n federally supported -

- research. and- development efforts; to promote collaboration.. ..

between commercial  conceTns and. nonproﬁt organizations,.

- icluding - universities; te ¢nsure: that.inventions. made, by

".nonproﬁt oraamzatlons and-small business; firms are used in .,

i -3 manher to promote free.competition and: enterprlse bo pro-- . .:

~ mote the commercialization and public availability: of mven-..
-2 tions:made ‘in-the: United States by United States industry; -

- and labor; to ensure that the Government. obtains sufficient .. .. .

rights in federally ‘supported inventions to. meet the needs of .

-the. Government-and. protect: the - public againgt nonuse or . .
unreasonable use: of inventions; ‘and fo; mlnlleB the costs .
of: admmlstermg pohcles in this area. - : o

M8, 201, DEFINITIONS.-—-AS used 1n thlS chapter—-.
S () The term ‘Federal agency’ medns any executive ' -
© ageney as defined ‘in $ection 105 of title 5, United States. =
g :“ C%de, and the mllltary departments as deﬁned by sectlon?
“+102 of title 5, United“States Code. ¢/ a
“{b) The tenn ‘funding agreement’ means any con=:
‘tract, grant, or cooperative agreement entered . into be-
tween any "Federal agency .and any. person.for the
_performance of experimental, ‘dévelopmental, o reséarch

" work funded in whole'or in part by the Federal Govern-
' ment, Such term includes any. assignment, substitution
.. of parties, or subcontract of any type. entered into. for
" the performance of experimental, developmental; or:re-:
.:geprch work under-a funding agreement as herein defined.
%{e). The term ‘contractor’ Aneans. any person that isa
arty to a funding: greement
“(d) The term ‘invention’ 'means n nventlon or
- discovery.which is-or-may. be patenta,ble or. otherwme
.. protectable undar this title: . |
“(e) The term ‘subject 1nvent10n...means any inven-
tion of the contractor conceived or first actually reduced
; to-practice: in-the performa,nce of work under a funding
‘agreement.... :
“(f} The term ' practlca,l apphcatlon means to manu-
. facture in the case of a composition orproduct,to practrce-
in the case of a process or method, or to operate in the
case of a machme or system ; and in eaeh case, under




"dch & 'nd1t1ons as to establish thatthe invéntion is being
éd and’ that 'its benefits are tothe extent permitted
by Taw or Governident: regula.tmns avaﬂa,ble to the pub-
lic én'réasonable terms, -+
“{g) The term: ‘made’ awhen used 3m relatlon to any
iffventiorn means the conceptmn or ﬁrsf, actual reductlon
{o practice of guch: invention.s ~vs
-4 (h) The term‘small: bisiness ﬁrm means s small
business concern as defined: at section:2.of Public: Laty
5536 (15 U:8.0: 632) and: implementing: regulatlons of
- #othe Administrator of the Small Business Administration.
. “(i). The term ‘nonprofit organization’. means: uni-
fiyergities and other institutions of higher: educition or
7 gn organization of the-type- described in:section 501 (c)
“¢3) of the Internal: Revenue Code of 1954 (26:10.8.C.
<1 "501 (¢} and exempt from taxation-under section 501(a,)
of the Internal Revenue Code (261, S G501 (a)).
4SRG; 202: DISPOSITION  OF -RIGHTS. () Hach nonproﬁt
orgamzatlon or small businéss firm anay; within a reasonable
time after disclosure as requlred by paraﬁraph {e) (1) of this
gection; elect to retain title to any subject invention 1 Provided,
however, That' a’funding: agreement may-provide otherwise

“(1) when the funding acrreernent is for the operation of a Gov-

ef'nment Gwned research or productmn facility, (i1):in excep-
tionalcircumstanices when it is determined by the agency that
restriction ‘ot eliinination: of the right to retain'fitle to any
subject: invention will better promote the policy: and ‘chjec-
tives of :thig’ ichapter; or:. (111) whenit+i8 determined by a
‘Government authority 'which 18 authorized by statue or Ex-
editive ‘order+to condiet:foreign ® intelligetice”or éounterin-.
telligence:activities that the: restriction ‘or-elimination of the
r1ght to: retain ‘title Lo any subject: invention: is-necessary to
protect the security ‘of suchactivities: The rights-of the non-

~ profit organization or:small business firm : shall be: subject, to

the provisions of: paragraph (c) of this! sectlon and the other
provmlons of thischapter: e

(D) (L) Any: determmatlomunder_1(11),;oﬁ paracrraph (a,) of
thls section shall be in writing and-aceompanied by a written
statement of facts'justifying the determination. ‘A’ copy of
each stch determination and justification shall-be sent to the
Comptroller General of tHe:United:States within thirty:days
after the award-ofthe applicable funding: agreement, In the
cage’of determinations: applicable to fundmg agreements with
small business firms copied-shall alss be sent to: 'the. Chief
Counsel for Advecacy of the Small Business:Administration.

SH2Y Tfithe Comptroller General believes that any pattern
of 'determinations by 4 Federal: ‘agency” is contrary to the
policy‘and: ob] sctives of this! chapteror'that in agency’s poli-
cies or' practices are othefwite Wiot: in'¢onformanece with this
chapter;the; Comptroller Genéral shall ‘o advise the head of
thie agéncy. The head’of: ths agency shall udvise the’ Comp-
‘broller Genera,l in wrltm 1thm one hufidied twenty days of

R

39-430—79——2
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what action, if any,the agency has taken or plans to take with
respect to the matters ralsed by the Comptroller General.. '
-: %(8). At least.once each year, the Comptroller General shall
" transmit s report to the Committees: on: Judiciary of the -
Senate and House of Representatives on the manner in which
this chapter is being implemented by the agencies.and on such
other aspects of (Government patentpolicies and practices with
Tespect to: federally funded inventions as the Comptroller
Generdl believes:appropriatel w5 o o s L
- %(c)- Bach funding-agreement with a small business firm or
. nonprofit organization shall contain appropriate provisions to
effectuate the following:> .~ - - o
s %(1)r Arrequirement that the contractor disclose-each
‘.. "subject invention to the Kederal agency within a reason-
. < able’time after it is made and that the Federal Govern-
- ment may receive title to:any subject invention:not re-
ported to it within such time. - BERINNPRIRS SN LR g
~ %(2) -A requirement that the contractor make an elec-
“ tion to retain-title to any subject invention within a.rea-
- ‘sonable time after disclosure and that. .the. Federal
" (Fovernment may receive title to any subject invention
.~ in which the contractor does not-elect to retain rights or
- fails to elect rights within such time. - . . - =
< %(3Y . A requirement that a contractor electing rights
i1 - file patent applications within reasonable times and that
. the Federal Government may receive title to any subject
- inventions. in the United States or other countries.in
" ‘which the contractor has not filed patent applications on
- the subject invention within such-times, - . .« . -
(4) With respect to any invention in which the con-
" tractor-elects rights, the Federal agency:shall have a4 non-
i execlusive nontransferable,irrevocable, paid-up License to
“. ‘practice or have practiced for or on behalf:of the United
. States any subject invention throughout the world, and
" may, if provided in the funding agreement, have addi-
tional rights to sublicense any foreign government or in-
‘ternational organization pursuant to.any existing or fu~
. ‘ture treaty or-agreement, USRI DETTIR R
o %(8) The right of the Federal agency to require peri-
+iu -odie reporting on' the utilization or efforts at obtaining
- utilization that are being made by the contractor or his
*licensees or assignees: Provided, That any such informa-
i+ tion may be treated by the Federal agency as commercial
.i--and financial information obtained from a person:and
: .+ privileged and confidential and not subject; to disclosure
.- under section: 552.of title 5 of the United States Cade.
o+ %(6). -An obligation on the part of the contractor,in the
. event a United States patent application is filed by oron
- 1ts behalf or by any assignee of the contractor, to-include
- within the specification -of .such rapplication and any
;. ~patent. issuing thereon, a statement specifying that the
“ -, i Invention was made with: Government snpport and that
- . the Government has certain rights in the invention. -




- (7 “In the ‘case -of -a-nonprofit organization:-(a) 2
' prohibition upon the assignment of rights to a.subject in-
vention in the United States without the approval of the
Federal agency, except-where such assignment is made to
-an organization which has as one of its primary functions
* the management of inventions.and which is not, itself,
“engaged inor does not hold a substantial interest in other
©organizations -engaged in - the manufacture or sale of
products or the use of processes that might utilize the in-
vention or be in competition with embodiments of the in-
" ‘vention (provided that such assigfiee shall be subject to
- “the same provisions as the contractor) ;- (b): a prohibi-
©7 tion -against’ the granting.of exclusive.licenses under
© - United States Patents: of Patent Applications in a sub-
~ jéct invention by the -contractor to persons other than
‘emall business firms for g .period in excess of the earlier
of five years from first commercial sale or use of the in-
“vention' or eight years from the date of the exchisive
license ezcepting that time before regulatory agencies
- mecessary to obtain premarket clearance unless;on a case-
- by-case basig, the Fedeéral agency approves a longer. ex-
" clugive -license, If exclusive field of use licenses are
granted, commercial sale or use in; one feld of nse shall
" not be deemed commercial sale or use as to other fields
“of use, and a: first commercial sale or use with respect to
o product of the invention -shall riot be deemed to end
*  the exelugive period to'different. subsequent produects cov-
. ered by :the invention;. {¢): -4 -requirement that the
" “contractor share’royalties with-the inventor; and (d) a
" requirement that the balance of any royalties or income
earned by the contractor with respect.to subject. inven-
tions, after payment of expenses- (including payments to -
mven‘bors%) ineldental to the administration of subject in-
. ventions, be utilized-for the support of geientific research
foosor-education. o sl L Co
¢+ “(8) The requirernents of sections 208, 204, and 205
o "of this chapters - 0w L o T
-, “(d) If acontractor doesnot elect toretain title to a subject
Invention 1n cases subject to this section; the Federal agency
may consider and after consultation with-the contractor grant
requests for retention of rights by the inventor subject to the
prtéwsmns -of this Act and regulations promulgated here- -
under, - ool s et e T R
“(e) -In -any case when a Federal employee is a coinventor
of any invention made under a funding agreement with a non- -
profit organization or:small business firny, the Federal agency
employing _sudhqomven’rx)r%is anthorized to transfer o1 assign,
_y;}_la,tevelr rlght’fs ﬁl may ?quge in 1t:';)he-su]oj_ect invention from
its employee e contractor subject to: the ition -
forth in this chapter. o ooiect fp the conditions set,
L)1) No,iifuné_lingv--a_.gr_eement with a:small-business. firm
or-nonprofit organization shall.contain a provision allowing.

- 2 Federal agency to require the licensingto third-parties of



[

8

inventions owied by the’ contractor that are not;subject in-

ventions' uriless such provisionhas been approved by. the-head
of the agency and & written ]ustlﬁcatmn has been sighed by the
head of the agency. Any such provisions shall clearly state
whetheér the licensing may be required in connection with the
practme “of ‘4 subject invention; a speecifically:identified work
object, ‘or bothi The head: of the agency: may: not deleoate
the 1uthor1ty to approve prowsmns or sm‘n ]ustlﬁca.tlons re-
uired by this aragraph. - -

4(2) -A"Federal” agency - sha,Il not requlre the llcensmor of
third parties under-any such provision unless the head of the
agency deterniines that: the use.of the invention by others is
necessary forthe practice of asubject invention or for the use
of & ‘work:objéct of the funding agreement and, that such
aiction is necessary to achieve the: practmal apphc&tlon of the
subjéct invention ‘6r work object.’ Any such; determination
ghall’ be on ‘the record: after an- opportunity: for an-agency
hearing. Any action cominenced for- judicial review of such
determmmtlon shall be brought Wlthln s1xty davs after noti-
ﬁbatmn ‘f ‘such’ determination, «

“4Sme. 208, Makeo-Ty RIGHTSi—VVlth respect to any sub] eck
mventlon in whick''a ‘small- business fifm or nonprofit. orga-

nization has' acquired’ title under: this chapter, the Federa,l
dgency under whose funding agreement the subject invention
was madeé shall have the rlo‘ht dniaccordance.with such proce-
dures ag are ‘provided: in reoula,tlons promulgated hereunder
to: requ1re the’ contractor, an ‘assighee: or exclusive. licensee
o0f a " subject *invention ‘to! grantf o -nonexclusive, partially

-exclusive, or‘exclusive license in -any-field of use to s respon-
sible’ apphcant or-applicantsy upon terms that-are reasonable

under’ the circumstances; and ifstheicontractor, assignee, or

exclusive licensee:vefuses such reqestyto grant such a hcense :

1t:>elf if thie Federal a agency determines thatsueh—ss.
RS “(a) “fetion” 18 necessary bécanse’; the: ‘contractor or
_assignee has not taken, or is not expéeted! to.take
' within'a reagonabls time, effective isteps toschieve prac-
tical appli atlon of the sub]ect mventmn 111 such ﬁeld_ of
IR R i S
-8 (bYsaetion: is necessary ot a,llewate healfh or- safety
needs which are not ressonably: samsﬁed_ by the contractor,
¢ hssignee; OF “their hcensees,
s (e Y action: st necessary tow meet reqmrements for
public use spemﬁed by Federal regulations and siich
requlrements ate not 1easona,bly sa,tlﬂﬁed by the contrac-
tor, assighee, o hcenuees T :
G “action: is’ necessary. because the
qQuitred: by section 205 hag niot beerr obtained ¢ or waived or

aoreement re-

* ‘gubject invention inthe United: States it in breach of 1ts
- agreement obtained pursuant to section 205: i
- %S, 2045 RErtan oF GovERNMENT:] 'VESTMENT—(a,) ¢
after the first: United ‘Stateg patents:

because ‘alicenses of the exclusive right to use or sell-any

application ig-filed on a
subject: 1nvent1on ‘aznonprofit orgamzatmn, ! small ‘husiness:
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fitm;, or. an, assighee of & siibject invention :of sticki; an crgas;
nization or firm to ‘Whom such .invention was assigned; for.
- licensing purposes; receives $70,000 inigross income for any:
one calendar year ‘from the licensing of-a subject invention
or geveral related subjéct ifiventions, the- United States shall -
be entitled to 15 pér centum ofall incomie in excess of $70,000.
f6r' that year-other than' any such’ excess income received
under nonexclusive licenses’ (except where the' nonexclusive:
%iggns_eg previcusly held: an’exclusive’ or:partially -exclusive
O %(b) (1) Subject to'the provisions of paragraph (2),if
after the first United States patént application is filed-on-a
subject invention, &' nénprofit organization, o smiakl business
firm, or an assignee of @ subject inventioh of such an organi~
Zation or firm, recelyes gross income'of $1,000,000! for any one
calendar year on“Sales of its Products embodying or manu-
factured by a procéss imploying ohe or more subject invent-

. tions, ‘the United -States shall beientitled: to asshare, ‘the
~amount of which to be negotiated but rot téexceed 5 per:
centum, of all ‘gross income’in excess of $1,000,000 for that
yenr acortiing from such'sales, ool 0
“(2Y In 1o event shall the United States be entitled to an
amount “greater than that portioh ofthe Federal funding
under the funding agréement or agieéments iihder which the’
subject invention or invertions was'or ‘were made expended
on “ackivities related -to'"the ‘miaking' of the invehtion or
- inventions less any amounts received by the United’ States:
tnder subsection (a) of ‘this section.”In any ‘case in-which
more than one subject inverition 1§ involved, no expenditiive’
funded by the United States shall be counted more than'

© once in’ determiining thé’ maximum - amount-to which the
United States is entitled.’ AN S '
“(c) The Director of the Office’ of Féederal Procuretnent
Policy is authorized and directed to revise the dollar amounts
in subsections ‘(a) and (b) of this sectionat least évery three
years in light of changes to the Consumer Priée Index or
other indices which'the Director considers veasonable to use.
CY(d):/The ‘entitlement ‘of the United Stafes nindér subsec-
tions (a) ‘and (b) shall céass after’ (i) the” United States
Patent and Trademark Office issuésa final rejection’ of the
patent application covering’the ‘subject invention, (ii) the
patent covering the subject invention ‘expires, ‘or {1ii)- the
completion of litigation (including appeals) in ‘which such
a;]:t)uteﬁt is finally found to be invalid. " - *, ol
#See, 205, PREFERENCE FOR UNTTED STATES INDUST
withstanding any other ‘provision of fhis chapter, 110 small
business firm‘or honprofit organization which receives title
toany ‘subject invention and no ‘assignee of ‘afly ‘such small
business firm or'nonprofit ofganization shall'erant to any per-
son the exclnsive right to/use or sell any subject invention in.-
the United ‘States inleds stich person agrees that any products
embodying the'subject invention ‘or prodiiced through the uss
of the subject invention will be manufactured susbtantially in




the United States, However, in individual cases, the require-
ment for. mer ) ] .
agency under whose funding agreement the invention. was;

made upon  ‘showing by. the small business firm, nonprofit,
organization,or - assignee that .reasonable but unsuccessful

¢fforts have been made to grant licenses on similar terms to.
potential lcensees:that would be likely fo manufacture sub-
stantially in the United States or that under the circumstances
doinestic manufacture is not; commercially feasible.
“Smo, 206, CONFIDEN(I‘IALITY.—FGdeI‘a{ agencies are . ail-

thorized ‘to -withhold from . disclosure to.the public in--
- formation disclosing any invention in which the Federal -

Governimnent owns or may-own a right, title, or interest

(including s nonexclusive license) for a reasonable time in -
order for a patent application to be filed. Furthermore, Fed- -

eral agencies shall not be required to release copies of any
document which is part. of .an-application for patent filed

with the United States Patent and ‘Trademark Office or with.

any foreign patent office.’ :

- &Spe. 907, Untrory CLAUSES AND REGQLATIQNS-iQFThQ Oﬁiee

of Federal Procurement Policy, after receiving recommenda-~

tions of the Office of Science and Technology Policy, may issue
regulations which may be made applicable to Federal agen-.
cies implementing the provisions of sections 202 through 205
of this chapter and the Office of. Federal Procurement Policy..
shall. establish standard funding’ agreement provisions re-.

quired under this chapter. : . ...

+%SEc, 208, DouzsTic a¥D Formiaiw P;ioq*ﬁémmsz oF Frep-
ERaLLY Owxep InvENTIONS.—Fach Federal agency. is au-

thorized to—

(1) apply for, obtaln, a,n;i Iﬁaiﬁtéin peﬁ;e’hﬁs :oxlgofﬁeri
forms of protection in the United States and in foreign-
- countries on. inventions in which the Federal Grovernment

" ownsaright, title, or interest;. - - .

sive,

the public interest;

- %(8) undertake a}l'_bthe'i_-' suitable and ;'né'(;éssa'ry steps
.to protect and administer rights to féderally owned in-.
ventions on behalf of the Federal Government either

directly or through contract;and. . -

. (4) transfer custody and admini.StratiIOn; iﬂ;-ﬁho.le or
© 1n part, to another Federal agency, of the right title, or,

Interest in any federally owned invention.

"

such an agreement may be waived by the Federal

(2}_ grant nonexclusive, exclusive, or partially exclu--

icenses under federally owned patent applications,,
patents, or other forms of protection obtained, royalty-,
free or for royalties or other consideration, and on guch
-terms and conditions, including the grant to the licensee.

" of the right of enforcement pursuant to the provisions-

- of chapter 29 of this title as determined: appropriate in

Sec. 209. ReeuraTioNs GOVERNING FEDERAL'LiCENSING'-;.
'_[_‘1_1_6 Administ'ra:tor of G_ene_ra,l Services is authorized to pro-
mulgate regulations specifying the terms and conditions upon:
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Whlch any federally owned mventmn ‘may be 11cenr=ed on.a/
nonexclusive partially exclusive, or exclusive basis..
4Sric, 210, ResTRIoTioNs  ON TICENSING OF FEDERALLY
Ownep InvENTioNs——(2a) No Federal agency shall grant any-
license under a patent or patent application on a federally -
owned invention unless the person requesting the license has
supphed the agency with a plan for development and/or mar-
keting of the Imvéntion, excépt that any such plan may be
treated by the Federal agency as commercial and financial-
information obtained from a person and privileged and con-
fidential and riot subject to d1sclosure under sectlon 552 of t1tle‘
5 of the United States Cods. - : :
“*(b)"A Federal agency shall normally grant ‘the: rlght"
to use or sell any federally owned invention:in the United
States only to a licensee that agrees that any products em-
bodying ihe invention or produced through the use of the
. invention will be manufactured substantmlly in the Umted
States. ' g
“(e) (1) Each Tederal agency may grant excluswe or par-
tially exclugive licenses in any invention covered by a fed-
era,lly owned ‘domestic patent or patent application only if,
after public notice ‘and opportunity for ﬁ11n0~ wutten ob]ec-
tions, 1t s determined that— - ‘
~ “(A) the interests of thie Federal Government and the
* - public will best be served by the proposed license, in view
- of the applicant’s intentions, plans, and ability to bring
“the invention fo practlca,l application or otherw1se pro-
~inote the invention’s utilization by the public; -

© “(B) the desired practical application has niot. ‘been,

“achieved, or is not likely expeditiously to be achieved,
nnder any nonexXclusive license which has been grented

_or which may be granted, on the invention;-

R (63) exclusive or part1elly excluswe I1cen<=1ng is a

-~ reasonable and necessary ihcentive to call forth the in- -

. vestment of risk capital and expeénditures to bring the

" “invention to practical application or othermse promote

‘the invention’s utilization by the public;and = =
(D) the proposed terms ‘and scope of excluclwty are
not ‘greater than reasonably riecessary to provide the

. incentive for bringing the invetition to pracmcal Appli-

~ ‘cation or otherwise promote the mventlon s utlllzatlon by

~ the public.

“(2) & Tederal agency shall not grant such exc]uelve or
partially exclusive license under paragraph- (1).-of this sub-
section 1f it detarmines that the grant of such license will tend
substa,n’mally 1o Jessen compétition or regult in undue con-

- centration in any section of the country in any line of com-
merce to which the technology to be licenised relates, or to
create or maintain’ other 31tuet10ns mcons1stent w1th the
antitrust laws. ,

“(3) First preference in the excluswe or partlallv exclu-
snre hcensmg of: federally owned mventlons sha,ll g0 to small



business firms eubmlttmg plans that are, determined by, the
agency to be within' the. eepablhtlee of the firmg and equa.lly
lkely, if-executedy to bring the invention. to pmetleal a,ppll-
cation as any plans submltted by apphcants that are not smagll,
business firms:
#5( d): After. conside, atlon of Whether he int ests;
Federal Government.or United. States, industry, in forelgn
commercs: will be-enhanced, any. Federal agency;may grant:
exclusive or partially, excluswe licenses in.any mventlon Cov-.
ered: by a'foreign:patent. apphca.tlon or:; atent aj:ter public
- néties and. opporturity for. filing written: objections; except,
that a Federal agency shall not grant such'exclusive: or: par-
tidlly exélusive lcense if it determmes that, the. grant of such
license will: tend substantla.lly to lessen ' cpmpetltlon ox, Tesult .
in undue: concentration in any, section of the ‘United States in.
any line of commerce. to Whlch the technolowy to Be llcensed"
relates; or to.create or maintain. other 51Luat10nsf 1nc0ns1stent
with antitrust Taws.
--%(e).,The Federal agency shall maintain & record of de-
termmatmus to grant exclusive or pa,rtla,lly exeluslve licenses..
- o%($), Any grant.of a license shall contain, such terms and,
condltlons as the Federal agency determines appropriate, for
the protection of the interests of the Federal Government and.
the pubho, including provisions for the following: ;.. "
- %(1). periodie reporting;on the. utlhzatwn or.. eﬂ:'orts
o at obtaining utilization that.are being made by the li-
.. -, CENSen: Wlth partlcular reference to the. plan. submitted :
Provided, That. any.’ such..information may. be treeted
- by -the. I‘edelal agency. -as- commerclal and’ ﬁnanc:lal in-
- formation obtained: from a:person and. privileged. and
:confidential and not subjeet to' disclosure ‘under,:gection
552 of title 5 of the. United States. Cod_e, Tl
oo 8 (2), the . nght of the ‘Federal ageéncy to. terrnmate
L stich 1i censs.in Whole or.in part if it determines that the
. Heensee, is. not: :executing. .the plan submitted with its
_ .-requeqt for. a- licenge : and the Ticensee, cannot: otherwise
demonstrate.to. the, satisfaction .of the: Eederal, Aaency
- that it:has taken or:can be. expected to. take within a
.. = reasonable tlme, effective steps to. a.chleve pmctlcal apph— _
.. cation of the invention; .; .
TS (3 the right.of the Federa,l agency to termmate such
Jicenss in whole or in part if the licensee.is:in hreach
< .0fan agreement. obtaaned pursuant o, p ragraph ( )
. of this sectmn, and .. o
o %(4Y the right of the Federal agency to termmete )
o ;.the Ycense in- Whole or.in: part if the. agency, determines
...-khat sueh action. is necessary to, meet reqmrements for
.. .public use specified by Federal. regulatlons issued after.
£ the: date_of the license and such - requnements are not:
reasonably satisfied by the licensee. .
HSre. 211, Precepexce ofF CHAPTER—(a) This’ Ch‘LpteI' shall
take. prenedencﬂ over any.other. Act. which would require a-.
dlsp051t10n of tights in subject inventions of small business

€




firmisor: nonproht orgamzatlons contractors in a manrer thafr
jg inconsistént withithis’ chapter, mcludmg but not necessarlly
lemlted tothefollowing: - '—
v #{1Y section:. 10(a) of the Aot of June 29 1939, aq;
-1 indded by fitle:1:0f the! Act.of August 14, 1046. (7 T. S.C
4971(&) 60 Stat. 1085) ; 3
C ol l sectiorn- 205 () :0f the: Act -of: Augustcla.‘: 1946
(7UDG 1624(a) 5 60Stat. 1090) 3 - - : !
o (8) section: 501(c) ofthe Federal Mme ‘afety a,nd;
= Health -Act 0£197F (30 TLS.C. 951 (c) ; 83 Stat. 742) ;.
LY (4) rsection: 106 (¢): of ‘the’ National Traffic and Motor.
;791;1@13 Safety Act of 1966 (15 U 8.C: 1895, (c) 80 Sta,t
91 g
et B section’ 12 of the Natlonal Solence Foundatlon
-Actiof 1950 (427U.8.C. 1871 () ;82 Stat, 360) 5 < i-. ;
“<4(6) isection 152 of the Aton:uo Dnergy Aot of 1954 (42
U:5.C. 2182568 Stat.943) 5 - - :
- a8 section.- 805 of: ‘the Natlona,l Aeronautms and‘
Spaoe Act of 1958~ (42 .S.C.9457):; . -
e84 8) rsection 6 of:the: Coal: Resealch Develop _ent Act
0f1960 (30U.8.C. 666; 74 Stat,. 337), T LIS I
(9 :zection 4 of the Helium Act A
- (5OUS C:167bs T4:Stat.920).5.- i
H(10Y: section 82 ‘of: the Arms Control and Dlsa,rmaz
+ 'ment: Act of:1961 (22:10.8.C-2572 ;.75 Stat: 634)3.
“{11} subsection () ofséction: 309 0f the: é)palaehmn
/i Regional Development Act of 1965 40 1J.8. App 302
(e) 79 Stat. )y of Hovls x
v “(12) :section 9 of! the Federa,l Nonnucléar: L‘nerg’y%
Research and Development Act of 197 & (42 U S C 5901 §
"88 Stat 1878)5 7 .07 -
¥ 8 4(18): sestion! 5(d) o?f the Consumer Product Safety:’
‘Act (15 U.S.C. 2054 (d) ; 86 Stat. 1211}
“{14).section 3.of. the Act of April 5, 1944_- (30 U S C .
-, 823::58 Stat. 191) ;. L
"~ #(15) section 8001 (o) (3) of the Sohd ‘Vasbe
,Act (42 U.S.C. 6981¢c) ;. 90: Stat, 2829) ; : "
", “(16) section’ 219 of. the Fore1gn As.51stance Act of--
1961 (92 U.S.C. 2179 83 Stat.. 806) ;- -
- o 217 section 427(h) of the I‘ederal Mme Health and
Sa,fetv Act of 1977 (30 U.S.C. 937(h)): 86 Stat. 155) ;.
- (18 ‘section 306(d)} of the, Surface. Mlmn,q and Rec- .
~Jamation Act of 1977 (30 U.S.C, 1296(d).; 91 Stat. 455) 3"
D8 (19) section 21(d): of the Federal Flre Prevention,,
- ﬂlJ?th )Control Act of 1974 (15T, S C. 2218(d) 88 Stat
“(20) section 6(b) .of .the Sola . hotovoltmc gy’
" Research Deve]opment ‘and Demonstratlon Act of 1978 _
. (42USC 5585 (b) ;92 Stat. 2516)5 .. - _
“(21) .$ection 12" of the Native. Latex Commercmhza-;
“fion and Economic Development Act of 1978 (7 U.8.Cs
178 (7)1 92 Stat. 2583) ; and N

C52-430—79——3
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18,

- are amended as follows

- TH(22): section 408 of the Water Resources and Devel-:;'

- opment:Act of 1978 (42 U.8.C.7879; 92 Stat; 1860),
The Act creating this chapter shall be construed totake; prece-:,
dence over any future Aét unless that Act: spec1ﬁca.lly cites
this 'Act and provides that it shall t&ke sprecedence over: this

"4 (b) Nothing in'this-éhapter is mtended to alter the ef’fect
of the laws clted in paragraph (a)-of this section.or any other
laws with respect to-the disposition of:tights in inventions
made in the performance of funding &greements’ with persons
other than nonproﬁt or«ram?atmns or ‘¢iall: business firms.
C4(e) Nothmg in this chapter is intended to'limit theauthor-
ity of agencies to agree to the distribution of rights in‘inven-
fiohs made in the performance of work under- fundmg agree- -
ments with persons’ other’ than” honprofit orgamza,tlons or
small “business -firms in“accordance ‘with :the Statement of
Grovernment Patent Policy issued ‘by-the President on’Au-
gust 28,°1971 /(36 Fed: Reg. 16887), ‘agency regulations, or
other apphcable regulatrons or to 0therw1se Fimit the author-
ity of Agencies to agrée to’ allow uch persons to retmn owner-

sh1;p of such inventions.: : ;
(dy*Nothing:inithiy chapter shall be construed‘,to requlre
the disclosure of intelli genge ‘sourees’or methods or’to:other-
wise affect the authorlty ‘granted; to thé Director( of ‘Central
Intelligerice by: statute: or Executive.otder: forfthe pI‘OtﬁthOIl‘
of 1ntelhoence soureés ormiethods,(« ¢ oty o
C4Spe 919; RELATIONSIIE /10, A.NTI!I‘RUST LAWS.—Nothmg
in this chapter shall be deemed to convey ‘toi-aly. pérson
immunity: from-ecivil or-erifiiinal’ Ttability, ‘or: to: create any
defenses to. attions; inder any:antitmst: lawi: -
(b) The table of chapters for title 35, United: States Code
ig amended: by adding: 1mmed1ate’1y aftp the !Item re}atlncf to
cha,pter 17 the following :. = - . .

Patent richts m inventions made thh Federal assustance
. BEc. 8., AMENDMENTS TO, OTHER Ac'rs —-The follo mo- Acts

(a) Section 156 of" th At mid’ Energy Aot of 1954 (42
US.C! 2186 68 Stat. 947) is amend by= deletmg the Words
“held by the Commlssmn o_r”

“(b). The National Aeronautlc : du_Space Act’ of 1958 is
amended by * Tepealing - bara oraph (g of | sectlon 3Q5 (42
US C. %457 (g) ;72 Stat! 436) T

(¢). The. Federal Nonnuclear Energy Research and” 'De-
velopment ‘Act of 1974 is amended by repealmcr pa,racrraphs
(g), (hY, and {i) of section 9'(42 T.8.C. 5908 (g ) (h M “and
(1) 88 Stat. 1889—1891)

SEo 4, ErrecTive DATE. d the amendments
made by this Act, shall” : ‘undred and eighty
days.after the date of itd nactment except ‘that the regula-
tlons referrod to.dn qeotlon 5 0 'other 1mplemen’rmo- regula,-

g TIns Aot :
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- iorganizations forthe first time. . .-

yrfor the Fedéral agencies, Dating back to President. Kennedy
Met orandum and’ Statement of Government Paterit, Poli y in 1963,
the‘exeécutive branch ha sought to formula,te an, admmlst ative patent
policy to ap}?ly to all 6f the agencies. The récent study of the present
patent, policies presented to the commitiee on. May. 16, 1979 in, the
‘testimony of the Comptroller (General of the Ur_uted States, Mr., Elmer
B Staats, found that thls goal had not b'een reached and that 1eglsla-

ced ] ".z‘:,Senator's Baj'h and; Dolé-on- Februafjr 9, 197 g uwould create
such & patent: policy: for small busmesses_ 51 nonproﬁt

.. Two daysiof heéarings; were held: by the Senate Judmlary oﬁtmb
“tee on May 16, 1979 and on T une 6, 197 9, The w1tn ,
represented. a wide range of 'expert,lps u

individual inventors; small business' presiderits, pate
and the Comptroller Gieneral of the, United'States,

Tni his address ‘to'the: Congress in' Mrch, 1979 6ii 1 tech-
nolovy, Pres1dent'0arter miadé the* e

‘A% 5 Nation, e problems' 'f mﬂam
ment, foreign competition, and
natlonal productwmy'

Evidence supporting th1s observation isiamy lﬁr supphed‘b -recent

- -studies indieating that'the United States is' falhng behing its interna-

‘tional corapétition in-a number:of technological areas: The:most Te-
-cent productivity ‘statistios issued by ‘the Department ‘of Tabor have
‘been: the souree of very real concern:in th Congress as?our produc-
tivity rate continuestoislump. -t o e
Barly in 1977, after extenswe'study and review by 0: agency
panel, the Office of Federal Procurement Policy of the Ofﬁce of an-
-agement and Budget re _ached the follow g.conclu on. ,

- While: astomshmg achievements haveoceurred since World
War IT; there isnow.considerable.evidence that (. U. 8.)-prod-
uet, 1nn0vat10n has elther eveled oﬁ’ Fo) declme' - M8
1ndustrles PETRI it e oo :

~ At a time when meany forelgn compames are‘ted blm
research efforts to vemain ‘in’ ‘the forefront’ finovation i ‘their re-
] ' ' ' lare; actuallv_ ‘eutting

istqubmg

eclmology Celebrating t‘.he 'Centennlal
Congressional Record I 277 1979,

5 Fede;al Governmentr Pollc fon Scle}lee and .
~of ﬁlfsté’o"f Albert Einstein and Thomas Alva Edi

-p. :
8 %3ma]ll Firms and Federal Research and Development,{’.énepurt of the Qﬂiee o

ment Policy., Office of Management and Budget,” Executive Office of the President i’ : r 10.
1877, Introductxon -




" where exciting innovaiions' h-réfiﬁ‘oét-f‘*liﬂxaely"- to be produced. In the
United States, universities and nonprofit organizations conducted
67.8 percent of all the basi¢ reséarch performed last year.” It is im-
g‘f;jati_ve,_ therefore, that we receive the optimum returi on the Federal
rovernment’s ‘basic research expenditures since this is becoming by
far the Jargest source’ cj_fi‘“Am{ehga_ﬁ‘béﬁs" regéarch money,

' A THE COMPTROLLER GENERAL'S SUMMARY OF PREVIOUS ATTIMPTS TO

As .hientlioned; i'b‘eft‘p‘ré

- me; ‘ , ‘previous ‘attempts- to- generate “a - uniform
patent policy which l'Woul‘(f:‘gua-ranteei maximum ‘comimercialization of
the inventions produced: each year by the Federal research and devel-
opment expenditure have:failed to achiéve their objéctive: The Comp-
@roﬂpr General summarized the previous:atiempts to-reach this goal
mM+Nnis: i

form patent policy for the Federal Goyernment, Foremost
among them have beéen the Presidential Memorandum .and =~
Statement of Government, Patent Policy first issued in 1963
and then revised in 1971, These attempts have been relatively

+ i unsuccessful and:policy has developed gver.the.years.on'an ;
agency-hy-agency basis. There are wide variances in the way. . =
agencles have interpreted the Presidential policy and piece-

- meal ‘Tegislation” has ‘made uniform. imiplementation. by the
agencies'increasingly difficult. As a result, today ‘there. are
approximately 20 different patent arrarigeménts employéd

S bythevakious: Executive agéncie TR S
~ -5 The proposed. legislation: (8.,414) iwould;: in-eur:

St i

! , OpPINIoN, %

v rgoraslolig way fin. overcoming this, confusion.. It. deals ex«:

o plicitly ‘with.licensing ard -séts. forth. ownership provisions:

.. for small -«busine_ss,-s;ntf honprofit .organizations, Igowever, ‘the::

treatment of other business entities -would:still:begoverned:
.. by Presideritial policy.or stitutes s ix:: SR ok

_ The bipartisan Commission on’ Government

: vernment Procurement, -
which ineluded: members from the ‘Senate; Fouse; Executive
Branchagencies, ‘and ‘the ‘private-sector; was' established. to
fecorhmeénd improvements i~ alli aspects: oficprocurement,
policy. A major task group of the Commissionreviewed
--..Government patent poliey.. . c. o et i gl eeis 0 1A
«+ +; The; Commission: placed .considerable: importance on .the.
+,7.-need, for- Government. patent.policies to stimulate commer
.+ elalization of ;inventions.: Its December 1972, report, stated.:
- - -that effective patent, policy must, take advantage of. the fact.
that development will be promoted by those having an:-ex-.-
&, clusiyé interest; at'the same time; the policy must provide for .
“others to exploit the invention if an exclusive interest does:
-.". not’produce the desired restilt.. STy Lo

1 Chemical and Engineering News, July 23, 1979, p. 87.
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The- Commlssmn was: skeptical-of-the Presidential policy
. because it relied on after-the-fact disposition of patent rights.

e They saw that policy as causing delayed utilization of dis: -

‘coveries, ineréased sdministrative costs, and a lessening:in the-
“willingness- of somé ﬁrms to part mpate in Government res
'“search work. - g ai : :
Nevertheless, the Comm1ssmn ecommended prompt: ami:f
-umfonn -implementation by, the. executive agencies . so that
“further assessment could be based on actual -experienice. If
such an.assessment. revealed weaknesses in ~the pohcy, the
iCommlssmn snggésted a legislative rapproach which, would
permit retentmn of title by. contractors, subject to, march-in
. Tights and. other: safeguards It also recommended leglslatmn
"oranting all. agencles clear-cut,; authorlty to 1ssue .exclusive
licenses. ., ... - TSR ;
The Commlssmn con51deredt Federal
a,nd Technoloo'y s Committee on Government.. Patent Policy
to be in.the best. posmon to. assess age‘ progress in 1mp1e- ;
menting the rev1sed ‘pO].l(} ; . :

L

cluded representa.twes from most of the R&D agencles, evilu-
ated executive agency experience winder the Presidential’ pol-
icy, and eoncluded, in 1975, that it had ot been effectively or
uniformly 1m1_)lemented The comiittes found that: patent
policy legislation “was'nesded to unify-agendy” ractlces for .
' allocatmg rights to contractor inventions and to ¢larify dgency
authority to grant’excl e"hcenses for Government-owned
inventions, - -

“The commitse’s ¢ 314 : vded a
‘pears to have been influenced by two sitizations; First, thele
was the enactment of patent legislation applicabletc individ-
nal agencies, particularly Sectioh ¥ 6f the Federa NOnnuclear
Energy Research and Development At 1974, with' title—m-
the-Government” orientation. The' sim 1ano’uao'e ha
been incorporatéd by reférenice in other acts aﬁectmg variols
agencies’ R&D' programs, such as’ the wate

_ solid waste dlsposal acts. ' '

The second situation was the confusicn éreated by twa la.w— ard
suits brought against the Government, by Public.Citizens,
Ine., that questioned the authorlty of Federal agenciesto ex-
cluswaly license 1nvent10ns and allow Giovernment contractors
to retain title t6 invenitions. Because both suits were dlsm1ssed
for lack of standmg to sue, and 1ot on- thelr merit, the issue
wag not resolved. ‘

4 Exeoutive age’ncws pmcedfwes amal pmctzces

-GrAO reviewed ‘the current paterit ‘procediites ‘and’ practlces
at selectbd: agenciesiand found that the: ‘Presidential/policy
had not been: 1mplemented umformly Agendles, In-establishs

ree,to move m a,Imos’ﬁ any.di

ing procedures for determining rights to mventmns, are, oftaen: B




S

RESIDENT GﬁRTERS DOMSTIC I’OLICY REVIEW"

The Draft: Report on- Pa. nt Poh_y 1ssued by the Adv ory. - Sub-
committee; on: Patent and Information:Policy 'of the. Adv1eory, Com-
mittes on-Industrial Innovation.: established. as a part of President
Carter’s Domestic Policy Review also considered the effects of Govern~
ment patent policy dnd concluded in-its: December 20, 1978. report:

Experlence has shown' that the Government ‘as @ purchager
or consunier-of goods and services, is not in's pos:ltmn to take
a&vantage «of 1ts ownership of patents'to promote énterprisge.
Private comparies, on the other hand, who arein a positionito
utilize the'patent grant are ordmarlly unwilling to take a fon-
éxclusive licénse under 4, Government-owned patent and com-

mit the necessary funds to develop the invention, sinee-it Has
no protection from competition. This is a megor reason’ that
over 90 percent’ of all’ Government aténts are ' not’ used.
‘Another important reason is that the Government: obtains.
patents’ oir’ fechinology” which,”in“the opiniofi: ‘of ‘th ‘-fpr'ivate
sector, does not provide an attractive busifss opportunity.::

Several years ago, the Federal; Couneil for.Science: and
Technology supported - the  most. thorough study ever con~
ducted on’the issue of Government: patents, commonly re;
ferred to asthe Harbrldge House Report The following ﬁnd-

' were.included in-the report: - " .
overnment o'wnershlp of patents Wlt a.n oﬂ'er of
pubhe use..d
searc _results : :

A Tow, overall commercla,l HtlllZ&th t
generated inventions has been achieved; that rate, doubled
however when, contractors with com,mercml background p051~
tions Were-a.lloweditoke (
1nventlons :

L1tt1e or no antl-competltwee
ownershlp of inventions because. cohtractors nermally licensed
such technology, and wh re they dld not, alternative technolo-
gies were available® L

The Draft. Report concluded

Therefore, all members of tIu_
trensferrmg the patent, rights.on the results of Government-
spunsored research to the- private, sector for commercmhzetlon.
Tn the case of university or private contractor work s ‘
by the ‘Government, the mémbers of this subcommities ecom—
mend that title to the patents would go to the university or
private contractor; but some: memhers féel the ‘Government
should have £#march-in. rights?-(1,e. when the invention isinot
bemgf used. and-lta,ppears that there Is-a.publicneed touse the
the. overnment Would ha.v the: ri ght to transfer

‘on' Pel:egtt agﬂ iI o_%uéatlom
| iDrésented. to -Asalstant: Secre~
tary for Science and Technelogy Jordan J. Barueh Departmeut of Gommerce. Dec, 20;.
- 1878, pp. 1-2, Proposel V. ) .

BDraft Report on Patent Pohcy Advilory Committ
Policy of the Advisory Committee on .Indastrial Tnfevatio




. : ‘”the pmva e sec !
mvention)., . ... In 11 cases, the Governmen
. nonexclusive license to tise and have made for it ‘
T tions ‘founded in whole or in part by govemmenta,l expense o
e Our mformatmn indicates that the United States Gov-
' érniment has been filing in excess of 3,000 United States, patent
. apphoatlons a year, Whlch amounts to apprommatel 3% 'of
~ the total workload in the United States Patent and Trade- ~
- mark Offics, A decigion not to file petent apphcatlons on be-'"
half of the Government, would result in‘the PTO hevmg
“available 3 percent of its total capability that could be dlrecte .
to reducing the backlog in the PTQ and re-issue: program and’
the anticipated re-examination rocedures. In addition, this
"Qecision would savethe time of Government patent attorneys
‘who normally prepars and’ prosecute the patent applications
‘and’ thecost of having patent appl1cat10ns prepared by attor-
'neys in'private praétice. Tinie and money thussqved could be
‘utilized to provide’; eeded services: in other aréas of Govern-
ment Bt o

{3 has be i we 10 trate over 8 er of y‘zars at Federal
agencies are not as suceesstul in dehvermg new products and inven-
tions to the marketplagce as the. .private sector. The result is'that the
public isnot recelving ‘the qu beneﬁts of the resear: ch and development
efforts that it is supporting. It isin the publlc interest to see that new
discoveries are commercialized as qumkly as possible without the
artificial restraints cansed by the utiniecessary delays and uncertainties
of the present (Government patent policies’ which only sérve to make an
already rlsky attempt to' develop ew products Tiore: f a burden on

ATENT POLICTES AFFECT UNIVERSITY R'ESEARG]I AND

Tn 1977 the Federal Government prov1ded;$3 35 hﬂhon ppgrt of
research at: un1vers1t1es, hospitils, and ‘honprofit” orgamza,tlons Much
of this money is spent in basie research Basic research'is not specifi-
cally  geared toiproducing new: 1nvent10ns, bk, ‘seeks te expand the
frontiers of’ knowledge: Patentable inventions often 4 rljse as unexpected
. by-products-of this research effort, The fundlng agency s rarely in a

position:to develop-these reported inventions: It hias been estimated by
many iexperts that the cost' of taking & new’ invention, from basic re-
search through-development and' commercialization costs 10 times as
much as did the Basic research itself. ‘Quite clearly this isan enormous
investment without:any guarantee that the invention will he sticeessful
in the marketplace: Addltmnally a Thedical- d1sc0ve1‘y faces lengthy,
expénsive: Tegulatory - procedures before: any new" tisdicine’ can be
marketed. Mr.: Howard>Bremer, the presidént of the Society of Uni-
versity Patent Administrators, told thé'committee when' questioned by
Senator Bayh of a drug developed at the Universify ‘of Wisconsin
Whlch cost a private hcensee $10 million and took 10,years to complete

16 developmental and" regulatory stages. Tt. should be : remembered
that all of this'timedtid ‘expénse was indértaken without any ﬁna,ncw,l

’ 'Ibid pp 84, Proposal V.
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returns on this investment of time and money. This example is typlcal
of the types of risks encountered in developing and marketing new
drugs which are so important for the health ind welfare of the Ameri-
can public and of the world atlarge. When i Agencies insist on retaining
patent rights to medical discoveries and tty to have them developed
through nonexclisive licensing thére are rarely any takers, The experi-
ences of the National Institutes of Health, which conducts'the medical
research for FIEW, bears this out. A GAO study conducted in 1968
fouhd. that HEW’S policy of retaining patent rights to invéntions
arising from its: eupported research procmms,resulted in an mab1hty
to obtain the cooperatmn of 1ndustry developing potentlal 1mportant
new driugs.1%"" : v
The GAO study coneluded

- We believe it 1s 11nportant to note.that, in a meetmg W:lth
;.a,e'ency officials in June 1966, the Preeldent of -the - United
States e‘xpressed specific 1nterest in medicina] research and i in
-achieving increased practical results from.drug research.in
the. form of treatment of. d1seases Ageney. oiﬁcmls have ‘ad-
vised the President that a major impediment to these. goa,ls
. has been the patent policy which has made it extremely diffi; .
_ cult to make'use of the reeources and services of the pha,rma;-.f, _
' centmal mdustr R .
Tollowing. th1s meetmg, the Pres1dent referred to the sub- .
" stantial ‘amount of funds being spent_annually by NIH on
_bmchemlcal research and, after mentmnm’g he role of riedical -
research in_control of poho and tubercu " n psychl—; '
atrie trea,tment stated st ¢ . T
¢ “These examples provide’ dmmatlc proof’ of - Whet ean b
“achieved if we apply the lessons of Tesearch to.detéct, to dete -
and to cure disease. The Nation faces a heavy demand ot its
. hospitals and health manpower. Medical research, effectively ..
* ‘applied, can help Teduee the load by preventma disease before”
it occurs, and by curing dlsease vrhen it does strike.
o But:the:greater reward is in-the well-being of our clt1zens{*;‘
o ‘;:We ‘must make. sure that. no Jife- gwmg dlscovery ig locked up- -
©in the laboratory.” :- .- or’ : ;
v..,-It is apparent. that HEW ofﬁcmls have :Eor some tlme‘ Tec-
. ocrmzed the, problems . discussed: in: thig report, ‘and:we -have
. ¢ since been informed that remedial: measures aré-arider way:or;
"+ under. cons1derat10n, mc]udlng changes 4n; the patent-agree<
- -, ment for screening and testing: purposes; inereaséd. useiof An-
.. . stitutional agreements, and more- expeditions assignment of
i ,mventlon rights at the time of grant award;-However, until
.1 such time:as the contemplated actions: have heen: fully:imple-
_+.:: mented, it is:net practicable for us to dssess the effectiveness
© of those ivarious meagnres aénd to-determine Whether they will
" ‘enable: 1nvest1ga,tors ‘to.obtain adequate Screening and testing
i 1. services .in. donnection; Wlth thelr HEW-supported reeearch
activitiest?: 1o Do Sy

) "0 “Prnblem Areae Affec?ing Usefu]uess of R .eults of Govemment Sponso

in Marhcmnl Chemistry.” General Aeccounting Ofice; iB--184081.(2), 1968,

: 2 Weekly. eomnilatian f P,residential Dueuments, :I‘uly 4, 1966, P B3,
ﬂﬂnd,pp 8188, i o




L Following | thls Teport, HEW 1ﬁst1tute thé Ing
Agresments (or LP.AS) to’ ¢ope. with'this problem and other means
of expedmously dlsposmg of ‘inventions ot covered by an" LPIA.
The T.P.A, ‘Program prov1des", “first, optlon to quaI" i umversn;les
and nonprofit’, orgamzataons o ti ns that t : ey meke '
IIE\'V—supported reséirch efforts. ‘ - o
“Sin¢e instituting’ the' T.P/A."program a number of potentlally, 1m-
portant new drugs initially’ funded under HEW research have been.
delivered to the public through ‘the involvement of ° rivate industry
in developing; testing, and’ marketlng ‘these discoveries, Prior.to the
LP.A. program, however, not one drug had been developed and mar-
keted from I-IEW research’ becanse of a Tack of incentives to the private
sector to commis the tlme and money e ded to commercmhze these
d1soover1ee_ }3 b

. i 3 1ed by ot r_
agencies such as the Natlona,] Sclence Foundetlon and waé approved’
by the General Servmes Admmlstra,tlon in 1978 and made available
to “all interested agencies tinder Federal Procurement Regulatlon
Amendment 187 a,dopted on January 27, 1978.

Ironlcally, HEW now seemms to be returmntr to lts pre-1968 pa,tent
polices with 'the Tesult that Senator Dole in late 1978 compiled a list
of 29 important medical discoveries. that had been delayed from 9
months to well over a year before I—IEW was able to determine whether
or not the agency would retain’ patent rights. During the delays, the
developmeént-of the invention'is in.limbo becduse potential licensees
are.afraid. that the agency will:insist!on retaining title to the patent:
rights. Followtup reviéw has:shown no improvement’ in- HEW’s-per-
formance. ' (The GAQO patént policy study presented to the Committes:
- on:May 16,1979, alsc found that the Department of Energy frequently
takesiup t0 1. months to process these patent ownershlp requests from
its:eontractors)i <+ 16 A
- HEW-hag: 2lso shoWn EY relucta,nce in recent years to' admlt hew par—

ticipants to the T,P:A, program despite the fact that universities and:
nonprofit | organizations: have a, much better record a,t llcensmg out
their patentsthan the agency.-

There 1§ no: 1ust1ﬁcat1on for Tew: 1nventlons made under univer. 31ty,
nonproﬁt organization; or small business résearch Having ‘to undergo
these long : deleys to’ deterinine: patent- ownership.: Such’ delays serve
to’ serlously Jjeopardize the ability’ of new ‘inventions to bé ‘commer+
cialized. Passage of 3. 414 w%ill ‘end this uineertainty and prevent these'
promising’ inventions from! b" ""g i “ﬂ'ooated under reams ‘of unneces—
sary" ‘buresucratic: redtape: ’

ST should be:noted ‘that: the Hgehcies can’ retam t1tle to- 1nventlons
arising ‘from tesearch” which' onlv received a small-percentige of its
funding from the: Governrmient., Mr, Bremer pointed out'that univer-
sities Teceive their fundihy from 4’ ‘niiimber of sources both private and’
public. Even the receipt of 4 small percéntuge of Federal money how-
ever, can throw the whole issue of patent ownership. into, considerable
confusion; Many- small -companies have told the- committes’ that they
are reluctant. to use, unlvermty research facilities because they. fear

ia Testlmony of Mr ‘Norman Latker patent counsel "Dept, of° :E[ealth ‘ddeation, andﬂ
Welfare, House Suheommittee on Science, Researeh and Techuology, May 26, 1977, 95th
Congress, 1sf zession, p. 8.
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that Any; resultmg patent rights might be “tamted” i the umversﬂ:y'

is also Teceiving Federal support in related research, This serves.to
close off a potentially important avenue of product.development to
the sinall’ businessman_and plaoes small. busmess at & further disad:
Vantage to the Ia,rge corporatlon Wh]lch can, aﬁ'ord to pursue its own
reséarch or can buy 'up promising patents from. sma]ler ompanies;
President Carter has stated that.the creation, of a “partnershlp” be-
tween universities and mdustry is g goal of Federal science and tech-.
nology policy.™ This is a laudable objective. In one recent year, indus:
trial support of uniyersity research amotnted to only $123 million ver-
sug $8.7 billion by the Federal Grovernment However, with out funda-
menta changes ‘Govet 1 ; :
I'eSefLI‘Ch.; any ¢ stibstantial impr ]
“A’niimber of Witnesses also’ pointeéd out to’ the comm1ttee that Whenf
Government agenmes retain title to inventions made by nonproﬁt or-
ganizations or ‘small business contractors there is no ingentive for the
1nventor to remain involved in the possﬂole development of the pa,tent-'
able discovery.’ Virtually all experts'in’ the ininovation process stress
very strongly that sich involvement by the inventor is: absolutely es-
sential, especially when the nvention Was_med under basi search
Where 1t S m‘ ' : \ 1 5}

A 1mportant 1n0'red1ent mlssmg in'Federal résedrch and develop-*

ment-programs’ is the large scale’ participation:of the small business:
community: A distressingly low percentage of Federal'research and:
development contracts-are awarded to smallicompanies (about 3:4%
according to: the Office of Management and: Budget's'Study “Small

Business: Firms and: Federal: Research-and Development,”: -published:

on March 10, 1977). The Senate Select Committee on Small Business
and :the Touse Small Business Committee have:concluded that'based
on:the i impressive: record: 6f small companies:as sotrces of'bold;new in-

novations; it iy in! the public-intérest to secure greater:small busmess;

participation in the Federal research and-development effort.*
+The committee: héard from a nimber ofipresidents and: representa—
tives;of small. businesses who-said that ‘one.of the greatest discourage-:

ments +to. such companies. interested. in.. perfnclli1 ting-in: this: research:

effort are the. present Federal. .patent. policies; These.policies not:only:
© canTequire.that small companies give up patent rights to resulting in-.
ventions, but can. also.require. small business to.license their, “back—

ground rights” (which can consist of prwately financed, patents; or:

other materials: relating: to. the.invention: made runder . Federal con-

tract) to competitors who later work under Federal research or devel-.

opment ‘programs,..This threat;of : havmg to, hcense out. prlvately

acquired, technologies or. 1nformat10n ig a very serious one to the into-.

vative small ¢ company whmh is, trymg to compete in. the marketplace

5 Pederal Government Polic

U.8, Senate, on Underntilization of Small Business In the Nation's Efforts fo. Encourage
Industria] nnovati 16th Congres session, Juny i9 . ;

on Seience and Technolngy Celebrating The Centeunlal'
(ﬁ‘. B’airth ~0f | Albert Binsteln- arid : Thomas Alva- Edison Cong Record, Mal: 27,71979, D

1
15 “Sna ] {Bustndsy and Innovatlon," a Report of the Select Commifte on' Small ‘Bustness;
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qgamst Jarge corporatlons Technologmal edges are i:he orie advantagef
that such small companies have, and when they are forced to’license”
this out to compétitors, their ablhty to suocessfully compete can be':

jeopardized or even ruined, -

The small business attitude boward Federal ‘patent pohey as sum=’
marized very well by Dr. Arthur S. Oberma‘yer, President of Molecu-
lon Research Corporation of ‘Cambridge, Massachusetts who' also Tep-
resented the American Association of Small Research Compames n
his testlmony to the committee on May 16, 1979 : 8

Starting with. fundamentals, the goa,l of & compa.ny st
e -' me.ke profits . . ito maximize return on investment. The small, - ...
. hl h technology company: that has a product to sell usuallv: e
% itself competing. with large companies that:have much. = =
SR O'rea,ter financial muscle - and marketing clout. If. the small..
company is to succeed it.must have a; superior- productand a ... .-
W ARANE - for protecting: its product’s superiority:. If the. small
£ CcOMPAnY’s new product -shows, market. acceptance, big com-. ..:
-+ -panies - will try" to . jumpr:in. with .similar .products;;and .
- .overwhelm the small' company -with massive advertising, .. :
+ o owells developed channels.of distribution, and. sophlstlcated
ma,rketmg .approaches, The: small, high . technology COM= <.
pa:nys prinei Ple protectlon in :the eommerclal market 8. 1ts,
-proprietary. “know-how? and. patent protection. This is the ...
.- Way my-company evaluates its.position. We-will not. enter o,
- newimarket unless we have some: protected: technologmal ad :
: vantege and our reaction is typlcal
{ <+ When; the; Government .is:looking. for a .company to do re-
. search and development; in a-field: -where e haye experience, - .,.:
we are very cautious about submitting a proposal. Even | ;.
though we may be as well qualified as any bidder, we begome
concerned ‘that we may ‘compromise ot patent rights by =e-
cepting, a-contract. Many Government’ agencles requlre that’
sinall businessés who -accept contraets with'them not enly give"
the Government title to any patents coming out of the work;”
_ but also give the. Government background paterit rights} ‘thiat
isy the rlght to Use patents! a]ready obtained and psud for by
the ‘company. As further affront, the Government usually”
#f takesia: rather ‘cavalier attitude t0ward ;protection of any. of =
« '+ the compary’s: proprietary information. or “know-how” 'which. .
©%1s submitted with-d proposak- A1l too -oftenj proprietary in- .. .
formatmn supplied: by:one:company-later-appesrs in another-..., -
company’s proposal. It is no wonder that many companies
which have important:mew .technologies .with significant
patent implications, carefully avmd becommg enta,ngled
S wﬂ:h the Government :

VVhlle there is no shorta,ge of small ‘companies interested in ‘par.”
tlclpatmc in. Federal research and developmient efforts, these busi-
nesses are not necessarily the most-innovative, companies and many
times represent firms whose sole aim' is the aeqiisition’of Governmentﬁ’
grants and contracts. 8. 414 will be a guarantee to the truly innovative
small. company that i in elmost all cases i 'll be al]owed to reta at-

Dl ,k:.tz,:f'.{,.,.r,,,, !




ent.rights on, resultlng 1nve11t1ons made uncler Government grants or,
contreets .

The loss of Smell busmess partlclpetmn under the present pol1c1es;
is also a serious loss to the general piblic. An ititernational panel of:
experts studying the most important innovations made between 1953~
1973 in this country found that of the 319 major innovations intro-
duced, fully 94 percent were made by companies having less than 100:
employees is An additional 24 percent, were. made by, companies hav-
ing less than 1,000 employeest” ™~ e o

The present 24 patent polictes in eﬁect n'the Federal agencies are
a much greater burden for'the small business than for-the large corpo-
ration Whlch can ' afford to retain largs legal staffs.. Moreover, when
small-businessés are afraid to 1nvolve themselves: in (¥overnment re-
gearch and development ‘programs becanse’of fears of losing rights to
important patents, it can be:very diffienlt to find alternatwe means of
financing their vesoarch and development eﬁorts A

It is very difficult for these companies to raise risk oap1tel pnvate-
Iy for developing new ideas. ‘Al ‘too often, the only alternative open
to & small business ig’ to license out thei promising technologles to
larger companies who' can_afford’ to conduet ‘expernisive’research and
development programs The ultimate effect “of" the present ‘patent
‘policies” (which werg formulatéd-in ‘ths hope of: discouraging économie
«concentration by making - feclerally—supported ‘Patents available to
everyone) has been a 'de facto conitribution’ toward: greeter gddnomie
concentration' by dlscouragmv the ‘innovitive’ smill businesses’‘and
cuttinig them off ‘from the use of Gov: rnment reseereh and_ development
money, . ! L

The importance of patént Tiglits to° smell eompemes wis underecored
b}lrl Depgty”"&ttorney Generel A t1trust D1v1sion, Mr Ky . Ewmg
who sai ‘

It s often sma,ll competitors and potentlal entrants Who_
benefit. most. from the, .patent grant..Such:firms may have little’
or mno, ability .otherwise  to gain entry. into .an “established
market. Patent. rights for these firms, provide, a. comp' 3
edge that; can oounter the larger; ; existing comp, titor’s. p’oplllar"
trade name, access toi vestme , r re11able merketmg;
organlza.tmn.‘?; IS , e

S. 414 would ‘remove a" lerge roadblock.-to ‘-full partlolpetmn in
Government research ‘and: development programs, and:will:open' the
door to greater srall biiginess participation in: th1s eﬁort Whﬂe de-
l1ver1ng‘ Hew produets 0 the A.menea,n publlo e et

ACKGROUND INVDN'TIONS

Beeeuse of the concerns so often expressed by W1tnesses ebout Grov-
ernment treatment of “background inventions” of small business con-
tractors the Committee has broadened S. 414 to address this issue. As.
amended S. 414 establishes certain proceclurel requ1rements for agencyf
acquisition of rwhts inbackground inventions. : :

i e
18 Add.rese to the Ban Francisco Patent Tiaw Assooiation, as reprinted in BNA Patent,:
'.l‘rademark and Copyright Journal, No. 428, May 17, 1979, p. D-2.
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.- The background invention issue is particularly acute. When the Gov-
ernment acquires small business’ background rights for the purposes
_ of ‘requiring them to license’ compet1tors Where the Government
seeks background rights for jts own use the:considerations are different.
Accordingly, Section 202(f) addresses only situations in which back-
ground rlghts ave sought for. use by competitors, The section would
not effect, for example, NASA’s or DOD’s authority to obtain licenses
in patents that might cover space or military systems they were pro-
curing. It Would apply, hewever, to DOE or EPA contracts to develop
teohnolowy intended for tise in ¢ivilian markets.

"This gection, attempts to-curb what the Commlttee beheves to be the
1nappropr1ate uge of “back(rround” provisions by the executive agen-
cies, while still 1eavmg the agencies sifficient authority to obtain ‘and
exercise ‘backoroind r1ghts m those specml circumstances when this is.
justified. However the head of the. agency is required to approve the
use of backaround rwhts provisions in each instance when they are em-
ployed. Thls ‘Lpprovel aunthority may not be delegated. The obtaining of
such rights carries with it important pollcy ram1ﬁeat10ns and vitally
affects the ability of smaller companies to compete for -Government
funds, This section simply elevates the decision te usé siich a provision
to .the proper. level and should requue more careful and 11n11ted use
of suoh prowsmns :

RDTU'RN‘ OF- GOWRNDIDNT INV'_ESTMDNT B

Probably the friost oommenf;ed upon feature of S 414 15 its provmon
_callitig for a return to the Government of a portion of income genier-
ated by inventions. Most witnesses, including small businessmen, felt
that the inclusion of such a provision was reasonable and did not ob-
ject, in prineiple; to sharing income with the G‘rovernment However,
a number of witnesses and commentators, including the Comptroller
Generel expressed coneérnwith the specifics 6t the Tancruaore as found
in'the orwmal bill. The dommittee has made & number of chano'es to’
sectlon 204 in résponse to' these comments,

“Ong swmﬁcs,nt change hig been to convert the threqhhold ﬁoures
from an- after tax profits” basis to a “gross income” bHasis. This will
elitninate dlfﬁcult qcoountlno‘ problems that Would have resulted fr om
the original bill:: : .

A mvimber of Wltnesses aty the hearlnrrs were concerned ﬂ’lat the deter-
mination ofthe sharing raticindsr the. omgmal bill would be the sotirce’
of “tonsiderable administrative redtape. -Many persons, particularly

~from the university sector, suggested the establishment of a set for-
mula. These sugeestions wers adopted with respect to subsection {a).
The 15-percent figure wag chosen as being comparable to. the. ‘normal

- share provided to the individual inventor or.inventors by most uni-
versities. Thig subsection has.algo been revised.to make-clear that the.
gharing would be either with the contractor, if the contractor licenses:
dlrectly, or with the contractor’s patent management orgamzatlon if
the . mventmn was a381gned or hoensed to, another oroammtlon for
lic ISIG PUTPOSES.. .o, oo it g el iy dn F o

L -A digtinction, was draWn between 1ncome from exclus*ve oT nonex-

' cluswe licemses to act as a further incentive: towards nonexelusive Ji-.
cens; ing. However thls dlstmctlon Would not:- apply 1n the case When




an exclusive license was originally granted and Iater converts to anon-
exclusive license after the 5- or 8-year periods described in Section
‘ Sinfzigal)]y, the original bill included no specific 1imit on the Govern~
ment’s share of income from sales, but the amended bill sets a 5% ceil-
-ing. This is comparable to typical royalty rates, Hlowever, the factors
that would go into establishing the specific ratio are too diverse to
establish a set percentage. Thus 5 percent is set as an outside limit and
is not intended as the standard ratio. Negotiations would presumably,
be influenced by factors such as the contractor’s profit margin, royalty
rates charged to others or “fypical” in the industry, the ratio of Gov-
érnment investment to total investment, whether the invention- con-
stitutes a major aspect of the product or is merely a minor improve-
ment on a previously existing product line, and others. ' .
"~ Language concerning the maximum .amount of the Government’s
return (which is still found in subsection (b}) has been eliminated
from subsection (a).. This was closely related to the decision, discussed
above, to establish a set formula in lien of negotiating shares on a
case-by-case basis; - - co Lo S
While it is recognized that negotiation of the limit on the amount
of the Government’s recovery could prove difficult, the number of in-
ventions actually resulting in major commercial returns is likely to
be relatively small. Negotiations can be minimized by delaying them
until such times as it is clear that a given invention will be the source of
substantial income. Thus it iz assumed that the implementing regnla-
tions and clauses will not require the development and negotiation of
such figures prior to the time an invention proves commerecially viable..
Furihermore the exact amount to which the Government is entitled is-
not critical. Section 204 is not intended to turn Government support of

R&D into a strietly business proposition. . - - AT
" Finally, as revised section. 204 remedies two other relsted short-
comings of the original bill. The Government’s right has now. been
tied to the filing of patent applications, whereas the original bill had
a ten year period running from disclosure of the subject. invention.
The ten vear period. is eliminated and the Government’s rights now
are based on yearly income. after a;patent application is:filed. Sub-
section (d) has also been added in response to criticism that i would:
be. unfair for the Government to share in: royalties on inventions that
turned out not to be patentable and which competitors could thus use
free of any obligation to the Government or the “inventing” contractor..
IR .G ONIEORMITY [T S
As noted above one of the major difficulties facirig small businesces
and universities that deal or wish to deal with the Government is the
multiplicity of statutes and regulations that impact on patent policy.
S. 414 deals with this problem by establishing a uniform Iegislative
policy that will override conflicting. statutes. The bill also Tequires.
the office of Federal Procurement Policy to develop uniform reg-
ulations and clauses in order to ensure that there is not a new prolifera-
tion of inconsistent implementing clauses and ‘regulations, The bill
~alsorequires the General Accounting Office. to monitor implementatiorn.
- Before 1ssuing regulations and clauses, the Office of Federal Procure-
ment Policy (OFPP) is required to consult with the Office of Science
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and Technology Policy. The committee included this-requirement:to
ensure that, as in the past, the main drafting efforts will be carried
out by the (FOOSET) Committee on Intellectual Property and In-
formation or its subeomimittees. Indeed, those aspects of 8. 414:deal-
ing ‘with nonprofit organizations build very heavily upon the work
of the Subcommittes on University Patent Policy which drafted the
1975 Report on University Patent Policy and the subsequent m}ﬁ)le-
menting amendments to the Federal Procurement Regulations. T
efforts were, in their turn, built upon the existing programs and reg-
ulations developed at National Institutes of Health (NIH) in 1968
and National Science Foundation (NSF) in 19753. We trust that those
individuals responsible for the development of these earlier programs
and the more Tecent Report and Federal Procurement Regulations
amendment, if available within the executive branch, will be assigned:
.a,lmajor role in the task of developing implementing regulations and
<lauses. E ceee e s : :

It is also eéxpected, that executive branch drafting efforts will be
‘coordinated with comments requested from the public, particularly
representatives of the university and small business communities,
“In developing clauses the agencies and QFPP should give recogni-

" #ion to the fact that while the committee believes the traditional ap-

proach of attaching Government rights (be they title or license) to
Heonception™ or “acinal reduction to practice’” should continue, it does
not necessarily follow that the times for reporting, electing, and filing
must be'tied directly to “making™ by set time periods. Particularly,
when Government rights arise hecause of “conception” care must be
taken not to force contractors or grantees to make premature decisions
on election of rights or filing of inventions if the invention is at such
an early stage that it is unreasonable to proceed with filing or licens-
ing efforts. ' T ST

The committee is concerned that standard Federal Procurement
Regulations and Defense Acquisition Regulations provisions may

. force premature decisions, and may literally require the reporting of

inventions within® times that are not congistent with: normal opera-
tional practices and capabilities. For example, current requirements
to report inventions within six months after they are “made” could
lead to forfeiture of rights in numerous inventions if literaily applied.
Many inventions are not actually recognized as useful invéntions for
long periods after their technieal “conception.” The committee be-

‘lieves that language coritained in some of the NSF Institutional Pat-

ent Agreements gearing reporting requiremeénts to the time cognizant
University officials receive notice of inventions may be a more realistic
and ‘reasonable approach (perhaps in combination with some rather”
lengthy overall outside limit). In any case, we urge that the agencies
and OFPP give this aspect of the standard clauses special attention,:

and that changes be made to the current standard langnage. -

H. LICENSING GOVERNMENT-OWNED PATENTS ', =
-S. 414 will also’ allow the agencies to have greater: flexibility in
finding licensees for the patents-that are now In the Government’s
patent portfolio. Dr. Betsy Ancker-JohnséR, Vice-President for En-
vironmental Affairs of General Motors and former Assistant Secre-
tary of Commerce for Science and Technology, told the committes that

ese -
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the agencies are-now:licensing less than 4-percent: of the 28,000 patents.
that the: Gdvernment now owns to. private industry for development.
The .central problem seems to be.that the agencies seek to 1ssue nons
excliisive licenses: for these patents;which are availableto all interested
parties.: Nonexclugive licenses are: generally viewed in the business
community: as mo-patent: protection: at.all; and the: response. to such
licenseshas beendackluster. i ;.70 Sodes v e DR
.'The University. and Small Business Patent Procedures Act would:
allow; the agencies to license out these patentgnonexclusively, partially,
exclusively, or exclusively. depending upon which avenue seers to.be
the most effective means for achieving commercialization, It eliminates
eurrent uncertainty over:the.authority.of many agencies to grant such
licenses. The bill. would require. that.all interested. parties.include in
their application for Government licenses.a plan for commercialization:
of-the patent. and; dgree to submit periedie reports to the agency on
their progress. The bill requires public notice and other procedures be-
forethe issuance of exclusive licenses, but is hiet meant to. discourage
the granting of such licenses: when the plans propesed by prospective.
exclusive.licensees: show. ‘a: greater: commitment. to: commercialization:
than those . propoged by persons seeking nonrexclusive licenses. A first,
preference in such licensing would be given to small businesses in order:
to: encourage increased competition. 0y G o e
- Tt 1 ejsseﬁtia,l_ly ‘&, waste .of public money-to have goed inventions:
gathering dust on agencies’ shelves because of unatiractivéness-of nom-.
exclusive, licenges. The presence of “march-in-rights” In the licénsing:
‘program’ . (where .the agency. could issue additional licenses:to com-
etitors if such licensing were required to meet a: public need) .should:
e, o sufficient -safeguard to protect. public-welfare requirements and.
prevent any usndesirable economic concentration, .o, . Lo
8. 414, however, does not actually mandate more extensive Govern-
ment licensing programs.. However, thebill will. put agencies in-a-posi-
tion.te more .a_c{)eq-u ately respond to requests for exclusive licenses; té¢’
more -effectively utilize the resources row rathei unsuccessively -de-:
voted . to licensing and.teechnology utilization efforts. and :to c-i‘:avi_sef
licensing programs; that might be effective’ at -relatively low cost .to:
the taxpayer.The successiul licensing .0f (Government-owned patents:
represents :a.very real gain to the .agencies since it will-not only en-.
courage: commercialization. of the patents; but -will also bring in’
revenues to the Government through licenising.fees. - . - o - 7
_During the: hearings: on: 8, 414.concerns were voiced with certain .
aspects. of the licemsing provisions of the. original: bill: The original:
biil inchided.a section . specifically. anthorizing.the Department: of
Commerce.to undertake certain promotional activities. Section 208 also:
included. language. specifically. authorizing:certain promotional activi-
ties by the agencies. This language has been. deleted . froin the: bill:
for several reasong, . 7o 5 e a0 s Lo

. The Comptroller General snggested striking language that author-
. dzed the Department of Commerce to establish a revolving fund for
a licensing program based on royalties received. The Comptroller Gen-
eral also expressed-concern that agencies might use licensing programs
as:an. excuse not to-allow other: contractors to retain rights to ‘their-
mventiong, Doyl e Pepdo e D AT e T nney Baanan
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" The eommittes hias also beeri made aware of criticism raised by the
Sibcommittee “on Patents® dnd Information of the:Advisory Com:
miittee on’ Industrial Tnnovation ‘as part 'of ithe Administration’s
recently completed Domestic Policy Review on‘innovation. In .par:
ticular, they" felt that the Goverhment agencies were filing on too,
many inventions and thus divertifig the resources of the Patent, Trades
mark, and Copyright Office. ~ 1 -0 = =% 7 ° oo el

Bl AN e Sy S ONGLOBIeN

- Passage of S.'414 will be an important first step in turning arcund
the: undesirable productivity and innovation slumps: that the United
" Btatesisnow experiencing. While'Government patent policles dre net
the sole cause 'of this trend by-any means, they do represent a-serious
impediment to the effective transferfal 'of new technologies.and discov-
eries from’ the multiibillion dollar Federal-research :and developrment
efforts to the cominercial sector where:they' can setrve the public sup-
porting this expenditure, The Federal Government is expected to spend
$25.9 billion in 1979 on research programs. This expenditure constis
tutes approximately:50 percent of the total research budgetspentin the
United States-this yeéar. It i$ important, and will-become more so-if
the private industry .cutback on basic research continues, that inven-
tiong and-processes-arising from this Government éffort be delivered:
to the-marketplace as efficiently-ag possible. The cubrént patént policy
confusion serves as-an’ artificial barrier discouraging the;commers
cialization of many ofrthese inventions. . -0 T TIn R
::The Federal -Government is now and will continue to be the maost
important -source:of basic research money for the development of new
drugs and medical ‘processes-which are essential to the well-being of
the public. If the benefits of this research are being-held:np or denied:
because of artificial: barriers Such-as long periods.of review by thé
funding agencies befdre patent ownership can be determined:it- can:
be detrimental to the public well-being. It has been clearly demon=
- gtrated’ that - the universitfes and nonprofit.organizations: whe: are
conducting this reseavch effort .are much- more:efficient indelivering
these important digcoveries to the-marketplace than-are the agencies.
3. 414 will allow: such céntractors-to retain-patent rights on these dis+
coveries while allowing the-funding agencies to-have-free access to:
themy,s v o Talvor g et o P s g et U e
¢ i Enactment of 'S; 414 will -also:remove one of the most, serious ob-
gtacles to fulliparticipation ‘in the national research and ‘development:
programs by our small businesses. These companies have demonstrated:
their:willingnessto: take risks that many larger companies: are ot
willing totake inithe:pursuit of new technologies and produets. They
2180 podsess an impregsive. record: as one of the Iead%ng-.:sourceé: of
technological breakthroughs sinice World War-II; but-small business
teceives a’ pathetic share of our research and devélopinent expendi=
ture :each year. . 7 e Teo T Lo s s e g
* +The. présent. patent policies ; work:a much- greater hardship on the:
small business than they-do-on the:large corporationrthat:can afford:
to wall away from unfavorable Government contracts with little: on
no damage’ to their sesearch efforts. Because small businesses donot:
comprise; an antitrust -threat. there seems. to be little justification’ in:
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forcing them .to undergo the same kinds of .case-by-case reviews of
patent ownership petitions that large companies must complete before
Federal agencies will award patent rights. It is feared that the present
Governiment policies have actually.served to cause more economic
concentration by their discouragement of small business participation
in’ Government research and .development programs. When access to
these programs is not open for fear of losing patent and background
rights, small companies may be forced to license promising new tech-
nologies to larger companies who can afford to conduct their own re-
-gearch and development. S . .

" Thus, S. 414 will be the vehicle that:will insure that universities,
nonprofit organizations, and small businesses: will be able to fully
participate in' Government research and development, and will give
resulting inventions a maximum chance of achieving their full com-
mercial potentials. The bill will also adequately protect the legitimate
rights of the funding agencies to. use: patentable inventions.made
urtder their résearch and development programs without any royalties -
or other payments. The agencies will have the..power. tg exercise
‘march-inrights.toinsuré Thalne-adverse-effecty resilt-from-retention .
of patent rights by these contractors~The existence of section 204 of
the bill;the"Government pay back provision, will guarantee that in-.
ventions which are successful in the marketplace réimburse the Fed-
eral agencies for the help which led to their discovery. Although there
is no evidence of “windfall profits” haying-begn made from any in-
ventions that aross-£E6T Tederally-SupPortal Progras, the existence
H%pﬂ:y"bﬁﬂ{ provigich Teassures the public that thelr supportin de-
veloping new products and technologies is taken into consideration
when these patentable discoveries are successful commercially.

8. 414 also provides that. any revenues received by universities or
nonprofit organizations beyond their legitimate expenses be used to
fund. more research. This additional money will assist not only.the
university or nonprofit organization, but will be a very. real benefit
to the public. - .. . o o e e S

‘Additionally, the provisions in the bill. giving the agencies full
authority to license out the inventions already owned by the.Govern- .
ment will increase the likelihood that useTul nventions held in agency:
portfolios will be developed and commercialized rather than lying’
unused because of lack of necessary patent protection for interested.
developers. These unused patents now represent a partial waste of our
vast research and development programs and their development will
insure that the public is receiving the full benefits of this taxpayer- .
supported effort. © e e - :

" The bill should substantially reduce the amount of time and paper-
work now being devoted to the processing of patent waiver petitions
by the agencies and will enable the agency patent staffs to put this time
into other. areas of responsibility. It will also remove from the
shoulders of the Government patent attorneys the onerous burden of
trying to determine the ownership of patents arising from the agen-
cies’ research and development grants and contracts. Many times these
attorneys are forced by agency patent policies to retain title to in-
ventions that the agency simply is not able to develop. 8. 414 will
serve to make suré that the maximum return is received from the
multi-billion dollar Government research and development. effort.
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V SEGTION‘—BY SEoTION . Anavysis -

Outhned below ate the rhost 1mportant featiures of the: b111 ‘
“Section 1 provides that the Act may be cited as the “Unlverswy and
Small Business Patent Procedures Act.” -
¢ %ectlon 2 adds a new chapter 18 to Title 35 of the Umted States
ode. . .
Sectlon 3 amends ce.rtam other acts to elmmate mc()ns1stencles Wlth
S. 414’s provisions on licensing of Government-owned inventions.
Section 4 establishes the effective date of the Alct. : '
% 1_?11 analysm of sectlon 2, the most s1gm.ﬁca.nt portlon of the Act
- follows:

. SEGTION 200 I—‘OLIGY AND OBJDGTIVES

Sectlon 200 sets forth the pohcles and’ ob]ectwes of Chapter 18

. SEOTION 201 DEFINITIONS

, Deﬁmtmns used throughout the chapter are set forth in Section 201,

Most are similar to those now applied to Government contracts. It
should be noted that small business and nonprofit organization sib-
. contractors and assignees could retain patént rights under this chapter.
The term “invention” is meant-to encompass the same-scope as “in-
vention” as defined at Section 100 and also to include design and plant
patents. The refercnce to Title 85, USC, is intended ‘to limit the scope
~ of reportable‘inventions t6 those protectable under the patent laws of
the' United States and does not include subject matter that might be
patentable under a forelg'n pate.nt system but not u_nder Tltle 35

EEGTION 202. DISPOSI'I‘ION oF RIGHTS

Sectzon 202 estabhshes the basic framework for the dlSpOSltl()n of
_nghts in inventions-made by small business firms and nonprofit orga-
nizations under funding agreements with the Federal Government and
for the negotiation for rights-in background 1nvent10ns of Such firms

' a,nd organlzatlon.,. ST
e SECTION 202(&)

Sectlon 202 (a): prowdes that as a normal rale: small buqmeSa ﬁrms
and nonprofit organizations are to have the right to elect to retain
worldwide ownershlp of their inventionsby making an election within
‘a reasonable time after they disclose the invention. Federal agencies are
permitted to use different provisions in three categories of situations.
First, contracts for the operation of Government- owned facilities may
 contain other provisions, although agencies aré not precluded from also
allowing such contractors to retain rights to invéntions.-Second, agen-
cies are given authority to use other provisions in “exceptiona] circum-
stances” if they determine this will “better promote the policies and
objectives” set forth in Section 200. Third, an exception may be used
to avoid compromising foreign mtelhgence or.counterintelligence ac-
tivities. Rights left with small businesses and nonprofit’ orgamzatlons-
are conditioned on the. prov151ons of Sectmn 202(0) and other provi-

smnsofthechapter. e .
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It is expected that the “exceptlonal mrcumstances” exception will be .
used sparingly. An-example of a situation in which it might be used is
when the funding agreement calls for a speclﬁc ploduct that will be
required to be used by regulatlon In such. a ¢ase, it ds presumed that
patﬁ?t incentives will not.be reqmred to bl:mg the. product to the
market,’ "
. Similarly, if the fun&mg agreemment calls for developmental Work on
& product or process that the agency. plans to fully fund and promote
to the market place, then use of this exception might be justified. Tn
such cases, however, it would be within the spirit of the Act for the
agéndy to either define specific fields of iuse to which it will obtain rights
in any inventions at the time of contracting or to carefully structure
any deferred determinations so that the agency “does. not destroy the
incentives for: further development.of any. inventions in fields of use

not of mterest to the agency

SECTION 202(1))

Sectlon 202(b) estabhshes a fratiework for General Accountmb
Office ‘oversight afrency implementation of the chapter and the luge of
the exceptlonal 011 cumstances authomty of sectlon 202 (a,)y(n) .

SECTION 202((:) (1)—(3)

Sectlon 202(c) (1) (3) estabhshes O'eneral I'equlrements for report-
ing. Ainyentions, electing riglits, and ﬁhncr ‘patent applications. Reports
ing of inventions is to be accomphshed w1th1n a “reagonable tnne” after
they aremade. .

Election of rlghts is to be made Wlthm a reasonable tlme after dls- _
closure. Failure toreport;elect; or fileswithin:the preseribed times could
result in a contractor losing all or part of its rights to an invention, -
For example, section 202 contemplates that contractors will:have the
right to elect’ ‘worldwide ' rights’ without the necessity, as is: often the
case now, of’ hstmg each country in which patents will be sought. Hows
aver, if a contractor should fail to' file'in a ¢ounitry in’ Whlch for some’
reason, the Federal agency wishes to secure patent rights; itds’ expected
that, the implementing provisions will allow the agency fo obtain an
assignment :of’ rlghts in the 1nvent10n ‘as: respects that partmular
country I g B

SECTION 202 (c) (4) (3)

Sectlo’n 202( c) (4) requires ‘the' agencies to acqun'e a paid-up, non-
exclusive license for Government. use, and authorizes the refention’ of
the rlo"ht to sublicense forelgn govemments '!.Ild 1nternat10nal orgam--
zations in appropriate circumstances. )

Sectlon 202(¢e} (5) prov1des that ae'enmes shonld have thi rlofht to
Teceive- perlodlc reports on the. contractor s eﬁ'orts at obta1nm<r utlh d
tion of inventionsto whlch itelectstitle. =

~Section 202(c) (6). requires, contractors to include a stafement in ny'
patont applications and patents mdmatmo' that the mvent' 01 :
ported by the: Government e

Section 202(c) (TY contams o Series of hrmtatmns ap : non-
profit organizations but not to small business firms; Section 20‘) (eY (Y
(a) bars the assignment of T.S. rights to subject inventions without
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- agency approval exeept to patent management organizations. The de-
scription of patent management -organizations eligible to receive an
assignment of a:particular:invention is designed to avoid possible
conflicts-of:interest.. Thus to, be eligible to receive an assignment of a
subject’ invention, the patent management organization must not be
_engaged in the manufacture or use of products or processes that might
" embody or compete with products.embodying the invention. It is not
intended; though, that ownership of minor fractions of a corporation
in a given field would bar a patent management organization from
receiving an assignment of an invention in that field.. e
- Section:202 (¢) (7) (b) places a limit on.the duration of anyexclu:
sive licenses under United States patents or patent applications, ex-
cept when such licenses are granted to small business firms, Exclustve
licenses are limited to the earlier of 5 years-from first commercial sale
- or useor 8-years from the date of the license. Language is included to
avoid the problem that the same patent may support multiple licenses
for different products or processes each of which may require differ-
ent development and marketing efforts. However, this language is not
infended to authorize field of use licenses that would violate antitrust
laws. ' - ’

Section 202(c).(7) (¢)gives special recognition:to the equity of in-
ventors, and requires that nonprofit organizations share royalties with
them. It is'not intendéd that Federal-ggencies establish sharing ratios.
ricSection 202 (e) (TY(d) reguires nonprofits organizations to use the
net proceeds of their licensing efforts to further scientific research and
education: R e T e R
“Seetion 202 (¢)(8) requires that standard contract provigions also
incorporate the ‘march-in;’ recoupment, and U.S. preference require-
. ‘ments of sections 208,204, and 205, - - i oo P

PR ST R .. SECTION 202(d) . C T
" Hection 202(d) Provides agencies with the authority to leave rights
with individual inventors in casés when contractors do not elect rights. -
Lot smemowtmoa B
_Section 202(e) authorizes an agency to transfer rights in an inven-
tion made by an agency employee to a small business firm or non-
. profit organization in cases when the invention.was a joint.invention
of the agency employee and a contractor employee.

wedl i BECTION 202(f) < b ]

" Béltion 909 (1) tequites the héad of the agency to approve the uze of
provisions allowing the agency to réquire that a small business or non-
profit contractor Ticense third parties to practice background ‘inven-

tions owned by the confractor.

55 USC 203. MARCH-IN RIGHTS

_ Section 208 establishes situations in which the funding agencies may
-require small business firmsor nonprofit organizations; ot their assign-
ées or licensees, to license subject inventions to which thé contractor
has retained title: The :Government may “march-in” - if‘reasonable
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efforts are not being made to'achieve practical application, for allevia~
tion of health and safety needs, and in situations when use of the in=
vention is required by Federal regulations. Finally, a march-m is
included that ties into the U.S. manufacture requirement of section 2085,
“March-in” is intended as & remedy to be invoked by the Govern-
ment and a private cause of action’ is not created in competitors or
other outside parties, although it is expected that in most cases com-
plaints from third-parties will be the basis for the initiation of agency
BTOIL, e T s TR
Adherence to Administrative Proceditres Act procedures is not re-
quired because of concérns that this could frustrate the effectuation
.of the march-in reredy. On the otherhand, arbitrary exercise of such
rights must also be avoided. The agencies and Office of Federal Pro-
curement * Policy (OFPP) should give "this question careful and
‘thorough congideration and -develop:a procedure that carefully bal-
-ances the considerations on both sides,w - ™ = - R
Nogpecific provisionhas hieen ineluded for judieial review of agency
decisions under section 203, because it is assumed that such review will
'be' available under Chapter 7 of Title 5 of the United States Code, -

. 'SECTION 204, RETURN' OF G-OVERNB-E.EN"I“INVES’I‘M]_BNT :

Subsection (a) of section 200 provides that if over $70,000 in licens-
ing income is made in any one calendar year after a patent application
is filed, the Government will receive 15 percent of the excess above
$70,000 that year."Subsection (b) establishes a similar right when in
any 1 calendar year a contractor has gross sales of over $1 million.of a
product embodying a subject invention. In: such cases, however, the
Government’s share of the excess is:to be negotiated, but may not .

-exceed 5 percent of the gross sales in excess of $1 million. In addi-
tion, the Government’s share is limited to its actual contribution.

. Subsection (c) authorizes and directs the Office of Federal Procure-
‘ln}j:.lent Policy to regularly revisé the threshold figures in light of price
changes. ‘

Su%section (d) cancels the Government’s right to a share in situa-
‘tions when no patent finally issues or when the patent expires or is
beld tavalid.. -/ ¢ sl e e e R

SECTION 205. PREFERENCE FOR UNITED STATES INDUSTRY - -

Section 205 provides that persons receiving exclusive licenses to use.
or sell a subject invention in the United States must agree to manu-
facture any products embodying the invention substantially in-the
United States. Agency approval is required to dispense with this re-
guirermnent, This section is designed to maximize the probability that
‘the jobs created through the commercialization of new products and -
‘technologies based on Government supported inventions will benefit
American workers. - . . s L

: SECTION 206, CONFIDENTIALITY
.. Section 206 allows agencies to hold invention disclosures in-confi-
-dence until patent applications are filed .to prevent the inadvertent
«creation of statutory:bars to patenting because of the possibility that
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-otherwise such disclosures might be available under thé Freedom:of
Information Act, This section applies to disclosures from all Govern-
ment employees and contractors. If ‘also allows agencies to withhold
-copies of Giovernment and contractor patent applications after filing.
Release of applications could undermine the spirit of section 122 and
related patent office interference procedures.. .

. SECTION 207. UNIFORM CLAUSES AND REGULATIONS

Section 207 requires the Office of Fedeéral Procurement Policy, after
yecelving recommendations from the Office of Science and Technology
Policy, to issue regulations and standard funding agreement provi-
:sions 1mplementing sections 202-2085. R

-SECTION 208. DOMESTIC -AND FORFIGN PROTECTION OF FEDERATLY OWNED
v INVENTIONS

Section 208 authorizes agencies to apply for patents, to grant non- -
-exchusive, partially exclusive, or exclusiveé licenses, to undertake other
suitable and necessary stéps to protect and administer rights to fed-
-erally owned inventions, including the right to contract with private
parties for the management of (Government-owned inventions; and
‘to transfer control of inventions to other Federal agencies. - -

"SROTION 209. REGULATIONS GOVERNING FEDERAL LICENSING

~ Sectlon 209 authorizes the General Services Administration to es-
tablish regulations :governing the terms and conditions upon which
.any Federally-owned invention may be licensed. It is expected that, as
‘in the past, GSA will work closely with the appropriate Federal Co-
-ordinating - Council for Science, Engineering and Technology
{FCCSET) committees. - . -~ o : :

" SECTION: 210, RESTRICTIONS ON LICENSING OF FEDERALLY OWNED.

o o : - INVENTIONS SRR .
Section 210 establishes procedures to be followed before licenses
are granted by agencies. It also establishes minimal conditions to be
" ‘included in licenses issued by the Government. . o

SECTION. 211, PRECEDENCE OF CHAPTER L
- Section 211(a) and q;)) makes clear that the provisions of Chapter
18 pertaining to small business firms or nonprofit organizations take
‘precedence over a number of statutory provisions that currently con-
‘trol to varying degrees the patent policies of some agencies. ,
. Section-211(c) states that nothing in this chapter is intended to
affect the policies of agencies with respect to the disposition of rights
in inventions made by contractors that are not small businesy firmg
‘or nonprofit organizations. This chapter should not affect the discre-
tion of agencies to adopt policies favoring Government obtaining title
or contractor, retention of title as is most appropriate to their needs

and the public interest, subject to existing statutes.
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*+Section 211 (d)-is intended, as is Section 202 () (iii), to ensure that
this chapter is not-interpreted in a manner that would compromise

foreign intelligence operations of the United States

L% . 1 SECTION 212, RELATIONSHIP TO ANTITRUST LAWS . =
Section 212 provides that nothing in the Act is nieantto-convey im-
munity under or create defenses to actions inder the antitrust laws.

S0 7 - VI Buoemmawy Tuyacr SmmENT
At the request of Senator Kennedy, the Congressional Budget Office
studied the budgetary impact of 8. 414 on the Federal Government,
and submitted the following letter of their findings:: =+ -l

© " CoNaressiONAL Buperr OFrice,
o U.S. Concress,

s ez 0 Washdngton, D.C., December 4, 1979.
Hon, Epwagp M. Kennepy, | . TN
Chairman, Commattee on the Judiciary, U.S. Senate, Dirksen Senate

- Office Building, Washington, D.C. .~ - 7 T
" Deagk Mr, Cramymax : Pursuant.to Section 403 of the Congressional
Budget Act .0f:1974, the’ Congressional Budget Office has reviewed
S. 414, the University and Small Business Patent Procedures Act, as
ordered reported- by the Senate. Committes on the Judiciary on No-
vember 20, 1979, ) . o
- At the present time approximately 20 different patent; policies exist
within ‘the executive agencies. S.°414 would establish a uniform, Gov-
ernment-wide patent procedure for small businesses.and nenprofit-or-
ganizations performing Government-supported: researchand develop-
ment, The bill® would: automatically. grant- small businesses and.
nonprofits title to inventions arising from Government-supported re-
search unless the contracting agency could justify, through specified
procedurés, holding title to the invention. (Currently,titleisroutinely
retained by the Government.) The gmall business or nonprofit organi-
zation would he required to commercialize the resnlts, and return a

percentage of profits to the Government. In'addition, . 414 provides
atuthority and procedures for the lcensing of all Government-owned.

inventions. Agencies retaining title to inventions could issue-exclusive,
nonexclusive or partially-exclusive licenses to qualified firms, with
preference to small and American-owhed businesses: -

It appears that no significant cost would be.ineurred by, the Govern-
ment ag-a result of enactment of this legislation. It'is estimated that

approximately 15 percent of ¥ederal research and development funds

are awarded to small businesses and nonprofit organizations. Under
S. 414, Federal agencies would be required to set up separate procedures

for these kinds of firms. Some additional paperwork may be required

initially in order to issue and implement those regulations applying

Specifically to sthall businesses and nonprofit organizations. In fime,
however, fewer petitions, negotiations or waivers would probably be
required, because the agencies would retain title to inventions de-

veloped as a result of Federal funding only by ‘exception, and not
automatically. The Comptroller ‘General would also be required to'ré-
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View and issue comments on‘all eases-whers the ALENCY rotains title and
prepare an annual report to the Congress, a,lthough thig isnot: expected
to require a substantial effort. Add1t10nally, it is possible that if Gov-

.ernment contracts become more attractive because of S, 414, bidding

may become. more prlce competltlve, resultmg 111 a sevmgs to the

Government
~Section 204 requlres that 2 small business or nonproﬁt orgamze,tlon
Teturn a portion of incomeé receivéd froni sales or licensing of inven-
tiong funded by (Government research. It is nét, clear at thistime how
agencies would administer' this section. Tt would be'niecessary for agen-
ciesto develop plocedures for monitoring and réviewing firms’ ‘account-
ing records as well as a mechanism for collecting and transferring
Teceipts to the Treasury However, any additional admlmstratwe costs
wonld likely be more than offéet by réceipts, i - ey
_ Should the Committee’ so' desire,’ we' Would be pleased to prov1de
further details on this estimafe. -
' Smce’rey’ PRI L Tty

ALIOE M. RIVLIN !
Dwector o

APERWORK., AND‘ PERSON‘AL PRIVAGY IMPACT
: CSTATEMENT . e e _

e Vix. “Ecoxoag;

At the request ofSenator: Kennedy, the General. Accountmcr(Ofﬂice
studled the economic, paperwork, and- personal - privacy 1mpacts of

S 414 a,nd Submltted the followmcr letter of thelr ﬁndmgs

“Hon. Efwarp M. KDNNEDY, -f

U.8. Senate, Washington, D.C.

COMPTROLLER GDNERAL OF THE UNITED STATES,
B Woshmgton,D (4 Oc:tobe'rg 1979
B—158552 :

Chasrmaon, Commiittee on the Judzmary,

DEAR MR Cuaamman: Your letter of Au ust 28 1979 asked that

we - prépare the analyses requiréd by Senate Rule 29’5 for Senate bill

414, the “University and Small Business Patent Procedures Act.” The

-proposed act, would: establish a Government-wide patent policy for
-Federal agencies to follow in-dealing with small businesses and non-
“profit organizations uf)erfmmmfr Government supported research and

development It would also establish a framework for the licensing of

"~ Government-owned inventions.,

We appreciate the opportunify to assiét you and the Committee in

‘évaluating this bill as required by Senate Rule 29.5. As discussed-with
‘the Committes stafl, we agreed to provide, comments. on, the bill, ad-
“dressing: the rule’s various elements. Senate Rule: 29.5. calls for an ag-
-sessment: of : bill’s: economie, paperworlk, and personal privacy. im-
-pacts: Based: ot a.limited review of Senate bill 414, we believe 1t w1ll

produce no adverse impacts in any of these areas,
- As T -stated’in my May 16; 1979, stestimonsy, on. the: bill before your

-«Commlttee, we belisve the bill represents a positive step-toward achiev-

ing & uniform patent policy for the Federal Government which should -

-lead torlessening the administrative burdension-the agencies-as, well as

" on universities and small businesses.



Rule 29; 5

The’ followmg paragraphs brleﬂy eddrese each element of Senate
‘_ : ‘EGONOMIIG DreAcr . . o
Based on the scenarios descrlbed by experts on the issue of grentmg _

patent rights on inventions resulting from federally-financed research
to univergities and small businesses; “the potential economic impacts of

-Senate bill 414, though not measurable at present, appear to be on the .
whole, more poemve than otherwise.

The Committee may wish to consider dlrectmg ‘the agencies to pre-
pare evaluation plans for assessing the impacts.of the legislation atter
1t has been implemented. These plans.would serve to a1d the Congress:
in conducting.oversight hearings and would provide the basis for eval-
uating the results of a uniform patent policy for small businesses and’
nonprofit organizations. Such. evaluations could also aid the Congress:
in considering whether to legislate a Government w1de ‘patent’ pohcy
applicable to all contractors.

Some: of the, issues which should be addressed inélude’ ‘whether or-
notiseel

The benefits from the potential increase in utilization of discov-.
+eries: would bé better than that derived from the now delayed
utilization, especmlly for-the health and medical-related discov--
eries;

" The a,dmmletretwe costs of present patent pol1c1es Would be-

redueed for publm and private sectors;: : AN _

More inventions would be d1selosed . ' :

More prlvate mvestments m reseereh end development Would
oceur; t
- Inoreased commercmllzatlon Would oceur end prowde more-
benefits and less cost to our economy;

The Government will receive reimbursements and recover some
of its research investments from the prwete seotor under seetmn
204 of the bill; |

- . .Senate bill 414 will encourage free competltlou and enterpmse

- and not stifle competition in the private sector whenever competi-

- tion could bring the fruits of research to the publlc fa,ster and
more econon]melly, and

. Senate bill- 414 would stimulate industrial innovation and lead'

1o health and energy beneﬁte, an 1mp1‘oved technology bese, a,nd

.;econom1c growth.

.ADDITIO\TA.L PAPERWORK BURDENS

.. 'We beheve that with one pos51ble excaptlon Senete blll 414 should .

create no a,dd1t1onal reporting or recordkeepmg requirements_which
are excessive or unduly burdensome. Overall, we believe the bill could

‘result in reduced- paperwork burdens and assocmted administrative.

burdens for the Government and smell buemesses and nonproﬁt orga-.

‘nizations. .

‘As diseussed in’ my test1momr on Senate blll 414 under current pol--

“icies and procedures, substantial administrative and: paperwork bur--

dens can result from the process of petitioning, negotiating; and deter-
mining ‘rights in 1nvent1ons developed under federally supported re-
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search efforts. By granting small businesses and nonprofit organiza-

*tions the option to take title to such inventions, these burdens should be

- reduced. :

One section of the bill—section 204, Return of vaernment Tnvest-
ment—does have the potential for creating recordkeeping problems for-

- some small businesses and nonprofit organizations. This section re-

quires small businesses and nonprofit organizations, which receive
$250,000 in after tax profits from licensing or in excess of $2,000,000:
from sales, to return a negotiated share of such amounts to the United
States up to the amount of the Federal funding. This provision i tied
to two separate 10-year periods: one commencing with disclosure of the
invention ; and the other commencing with commercial exploitation of

- the invention. “

Maintaining the accounting records necessary for compliance with:
these requiréments could tax the capabilities of some small businesses:
and nonprofit organizations. Also, they would be required to maintain
records for a long period of time, even though the thresholds might:
not. be- met. Although these requirements seem likely to affect only w.
small number of businesses and nonprofit organizations, the Commit-

© . tee may wish to consider simplifying the provisions for return of Gov-
- ernment investment. - S :

IMPACT ON PERSONAL PRIVACY

We believe that Senate bill 414 will create no adverse impact on per-

" sonal privacy. Further, confidential business information appears fo be

adequately protected by providing for nondisclosure under the Free-

- dom of Information Act.

We would like to reiterate our reservations about section 202(h)
of the proposed legislation. As I stated in my May 16, 1979, testimony
on the proposed legislation, we would prefer not to monitor patent pol-
icy implementation as currently provided in the bill. We would prefer
to consider this aspect of an agency’s operations as part of our overall
reviews of procurement, contracting, and research and development.
programs. Our evaluation of the agencies’ implementation of the legis-
Iation would be included in our normal oversight reviews,

We trust these comments will assist the Committee in its delikera~-
tions on the bill. S ¢ '

- . Sincerely yours, S
R T ' Exrmer B, Staars,-
. Comptroller General of the United States. -

O







