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issued patents which would give the contractor an excellent
opportunity to plan capital investment early in the game. This
exclusive license could be limited to a term of years but pro-
bably should not be limited to less than ten in order for the
contractor to recoup his investment. This intermediate position
(between title and non-exclusive license) would be useful where
ocutright title to the contractor might be met with some reserva-
tions by ERDA and still might provide the necessary incentive
for the contractor to forge ahead in making the subject matter of
the contract quickly available to the general public. Such a
right of exclusivity for planning capital expenditures in making
technology available to the general public is most important.

At the outset of research contracts, many times the question of
whether a contractor-conceived invention has in fact been reduced
to practice sufficiently to qualify as a background invention
ratbz: than as a svbliect invention ¢an ke troublesome I am sure
you are aware of the cases in this area. I would suggest that a
provision be made for the agency and the contractor to agree in
advance where a proper showing is made by the contractor that the
invention has (or has not been) reduced to practice prior to the
contract undertaking, which agreement would be binding on the
agency and create at least a rebuttable presumption in favor of
the contractor in any subsequent action with third parties or other
agencies. :

With respect to the requirement that contractor grant background
patent licenses to responsible parties upon written application by
the ERDA, I would ask that you consider an amendment thereto where-
by the contractor upon such application either agree to the grant
or demonstrate to the ERDA that the public interest will be better
served if the contractor is given a reasonable time in which to
supply the subject matter covered by the background patent in

- sufficient guantity and at reasonable prices to satisfy market
needs. I appreciate that your proposed section takes into account
some of these factors but it does it in a retroactive manner rather
than a prospective manner. That is to say, if the contractor at
the time of the request felt he was able on his own or through a
licensee of his choosing is able to produce the subject matter in
sufficient guantity and at a reasonable price to satisfy market
needs, he should be given the right to do so. As the regulation
now stands he must already have been doing this or otherwise is
subject to the grant of the license to others. The contractor thus
loses control over exclusivity of his background patents. If he
takes a government contract under those conditions, any prospective
licensee must be advised that his exclusivity would be marred by a
possible request from someone else in the future if at the time of
the request the subject matter covered by the background patents
was not in the form of a commercial item. The contractor should
have at least the right to reduce the subject matter within a
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Organizations within the Goverament currently address computer
software differently in their respective procurement regulations,
Not all are satisfactory from the CBEMA standpoint. For example,
Defense Procurement Circular (DPC) No. 74-3 (issued in November,
1974) contains a procurement regulation relating to the Government's
rights in computer sofitware which is causing serious problems for
the commercial ADP industry. This regulation applies to Government
funded software as well as existing and future privately funded pro-
prietary software which is normally commercially oriented. Applica-
tionh of this regulation to commercial ADPE procurements has most
serious consequences adversely affecting proprietary software pro-
perty rights in the commercial markets of the eantire industry.

The General Services Administration (GSA)Y, which it is understood

has Government-wide procurement ccordinating authority over commer-
cially available, general purpose ADPE, has recently developed and
issued a Standard Solicitation Document for ADP Systems after exten-
sive consultation with Federal agencies and the ADP industry. GSA

is currently promulgating regulations which will provide formal guide-
lines for its use. This document includes a Standard Form contract
provision for Governmment Rights in Computer Software. Its adoption
for procurement of Contractor proprietary software will avoid such
industry problems ag arise from the application of such procurement
regulations, for example, as adopted in DPC 74-3., We submit this
matter to you for review and consideration with respect to ERDA related
procurement of Contractor proprietary software.

Subsection (¢)(1)(ii) within the aforementioned Rights In Technical
Data clause requires the Contractor to grant to the Government and
others a royalty-free license to reproduce, dispose of, etc., "any
and all copyrighted or copyrightable work not first produced or com-
" posed by the Contractor in the performance of this contract....”
Since it is currently a common marketing practice for computer soft-
ware developers to make their respective proprietary computer software
available as a copyrighted work, and under an agreement not to provide
or make such software available to others, CBEMA recommends that pro-
tection of private sector investments in computer software design and
development calls for insertion of the following phrase after "work"
in the quoted language "(c)(1)(ii)" aboveé :

", other than computer software,"
CBEMA recommends a similar amendment to subsection (d)(1)(ii) within
the clause entitled "Rights in Technical Data-Special® so that the
subsection with amendment (see underlined) reads as follows:
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The background patent provisions of the patent policy is another

aspect which could be a deterrent to contracting with ERDA. We

generally have nc problems with the requirement that U.S. background patents
be licensed royalty-free to the Govermnment for research, development and

demonstration purposes. Also, the situstions under which the contractor

is required to license third parties under U.S. background patents would
not appear to be overly unreasonable although problems could arise in the
determinations as to what is a competitve alternative and a reascnable

price. The problems we have with this "compulsory licensing" provision
is the mechanism by which "terms reasonable under the circumstances” are

to be determined and who is to make the determination. Since the injuctive

relief is no longer available to the contractor, he is not negotiating
with the third party with the same strength he would be if it were not for

the compulsory licensing. With respect to foreign background patents,

it can be seen that ihis compulsgory licensing provision could be a serious
detriment to a contractor's ongoing foreign licensing activitieé.

The Technical Data provisions of the ERDA proposed policy create
some additional problems with respect to entering into ERDA contracts.
A company such as ours which has a long history in both the fosgsil and
nuclear energy areas naturally has a large background of data =snd
Onel

information some of which is highly proprietary and confidential.

reason for ERDA's contracting with,a-cbmpany such as C-E is this background

data and expertise developed over so many years. Some of this data we

would not be willing to make publically available. One example is highly
sophisticated computer programs which it would be advantageous to use in

the course of an ERDA contract but which we would not be willing to make
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One of the serious defects of the ERDA Patent Policy as viewed
by our company is the provision that the contractor will retain only a
revocable license to Subject Inventions. We understood ERDA's reasons
for wanting revoceble licenses but it is still considered to be inequitable
that the contractors rights to use a Subject Invention can be terminated
even in the limited situations provided for in the policy. First of ali,
it is not clear just what level of activity or contemplated future sctivity
will prevent the revocation of the license. Secondly, it often ocecurs
that & contractor will have a number of different alternative approaches
being considered as a solution to a particular problem. There may be an
extended period of time, perhaps extending over a period of years, for
example, in the nuclear area, during which these alternative approaches are
being periodically evaluated for .application but not otherwise actively
pursued. Thirdly, it is sometimes difficult tc have a new idea accepted
by the purchasing public. We would consider it inequitavle that the
contractor's rights to use Subject Inventions could be foreclosed ifh these
instances. We would-hope that the wiaver provisions as they nmight apply
in obtaining irrevocable licenses would be liberally applied. However,
as earlier exprgssed, we feaf that this will not be the approach that is
taken by ERDA, Only time will tell. If tﬁe contractor cannot obtain an
assurance of the right to use the ipvention by way of an irrevocable licens
the uncertainty will make i1t difficult to plan future activity based on
that invention.

The second area of major concern gbout the ERDA Patent Policy
is the disposition of foreign patent rights and the serious limitations
placed on the foreign patent rights which the contractor does retain. C-E

has, for many decades, been very active in the foreign licensing area.

€,
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The most significant contract currently under way.is the
contract entered into in 1974 with the Office of Coal Research to design,
build and operate a S5-ton-per-hour coal gasification process dvelopment
unit. This project is funded jJointly by C-E and OCR with OCR bearing two-
thirds of the estimated $20.6 million cost. 1In this instance, we were
able to negotiate a contract in which patents are to be owned jointly by
C~E and the Government with adjustments being made in royalfies to account
for this joint funding. C-E is currently in the prccess of proposing to
ERDA two cost sharing projects, one reldting to an industrial fluidized-
bed boiler demonstration project {$15-$25 million) and the other relating to
a coal gasifiecation dgmonstrafion plant ($20-$40 million); The contracts
which C-F has entered into with the Government lave related to both nuclear
and non-auclear energy.

Since C—E has been and wishes to continue to be a significant
Government conftractor in the energy area, it has a substantial interest
in the patent policies under which FRDA will operave. We agree with ERDA
that these policies should stimulate the best available contractors to
enter into energy related contracts with ERDA as well as to stimulate the
uvilization and commercialization of the inventions derived from such contracts.
It is our opinion that certain aspects of the proposed ERDA policy do not
foster these goals in the best possible way.

Addressing first the subject of the allocation of the principal
rights to Subject Inventions in the U.S., C-E would prefer that title be
retained by the contractor with the Governmeni reserving an irrevocable,
non-exclusive, paid-up license for Governmental purposes. Also, such a

provision could provide for a liberal licensing policy on the part of the
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Mr. R. Tenney Johnson
December 15, 1975
Page Two

certain "march-in" rights to assure that if the contractor did not
exploit the invention within a reascnable periocd of ftime, title to
the invention could be obtained by the Government so it could be
licensed to another.

ERDA patent policy could, of course, preserve to the Government a
royalty free, nonexclusive license for governmental purposes without
seriously detracting from the advantages of leaving title to the
Inventions to the contractor.. '

TS MANDATORY LICENSING OF ENERGY RELATED PATENTS NEEDED TO CARRY
OUT THE PURPOSES OF THE FEDERAL NONNUCLEAR ENERGY RESEARCH AND

DEVELOPMENT ACT?

No, definitely not. This is a remedy for an ill that does not
exist and would be a dangerous first step toward destructlon of
the incentive of the patent system.

If any invention really would be of benefit to the public there
would iInherently be a potentlal market which the patent owner would
not ignore and industry would surely bring the invention to the
market place.

In those very few instances where Courts have found that public policy
necessitates l1licenslng of competitors they have been able to remedy
the situation under existing law. It is sufficient, therefore, to
legve the law as 1s. There is no general ill that requires, or even
suggests, the drastic remedy of mandatory licensing.

If there were mandatory licensing, the incentive to invest effort
and risk capital to bring an invention to the market place would

be seriously eroded. No one company could be expected to make such
an investment if faced with the prospects of its competitors sub-
sequently obtalning a mandatory license to take advantage of the
effort and expense already expended.

CONCLUSION

The patent provisions of the Atomic Energy Act and the Federal Non-
nuclear Energy Research and Development Act are too rigid and do

not permit the Administrator the flexlblllty needed to assure parti-
cipation of the most highly qualified potential contractors in
assisting ERDA to accomplish its objectives. Changes in those patent
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ly high in relation to cost——benefiﬁs of conventicnal apparatus.

Second, a business venture that reaps an extremely high profit derived from

a 'high price -coupled with a potentially large market demand will encourage potential com—

- petitors to divert their R&D funds to the area of the innovation in the hope of coming

up with new technical approaches not infringing the patent rights. Although the picneer—

ing ccmpany and the ERDA may have spent five to ten years in research develomment, and prep—
aration for production and commercial intreduction of a synthetic fuel, it is amazing how fast
this lead time can be drastically reduced by a dozen other companies, each spending perhaps

as much or more money than the innovator in a crash program that has the benefit of starting .
out from a proven technical approach and market reaction _thereto as copposed to just a con-
cept and a forecast of a possible unsatisfied need.

Third, the campany must be careful .to establish a strong foothold in the mass
market so that a reasonable market share can be assured despite subsequent sﬁff ccm_lpeti_—

" #ion, and this can rormally only be accomplished by penetration pricing (in other words, |
at a reascnably low price per umit) encowraging purchaseré to switch from the closest-.
‘substitute conventional products.

Fourth, at any given time, there rormally are several if not memy firms con- |
duci;ing R&D in a particular prcblem area regardless of whe_ther some are governnént contractors.
Chances are, the first campany to introduce solar energy on a widespread scale will be forced
to meet the price compdition of the next entrant intd the market with a canpetitive process
that does not infringe the first innovator's patent because of the use of a different tech-

_ James Joule, energy R&D ploneers,
nical approach. Iet's face it. We are no longer in the age of "James Watt and / when a
a seventeen
patent on/solar device literally meant a / year monopoly. — Today, the solar energy prior
art would prevent anyone fram monopolizing this energy source with broad patent claims.

In addition to -spurring utilization of govemneht—-furﬁed inventions and
-stimulating competitive R&D. by other companies that design around the exclusive rights '

santed to the government contractor, who has picneered a new technology or opened up a
proposed in this testimony

profitable new market application: the exclusive llcensmg '/ mwore widespread
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iods of exclusivity is that many entrepreneurs and small businesses will not be able to .

achieve market introduction and meet market demand for their dlscoverles rlght away because

of limited funds and pxoduct:_on resources. It is not uncommon for more than a half dozen

years to pass by while capital is attracted to finish development and expand the fecili—

ties and then finish all of the many things which must be attended to priOr to full-scale

productlon and distribution.

Even if the small or medlmn sized business doeas have available the resources -

'for rap:.dly expand:.ng to meet the requlrements of the natlonal mavket, the prlc:mg facts

of l;l.fe in industry dictate that prices be set high ¢n new products and equipment, {:hereby'

 delaying ﬁidespread market satisfaction. There are several reasons.for this.

Fl.rst, the energy R&D oongpany will be forced to set a certa.m mnmu:m pr:l.ce
pexr umt in orﬂer to. recoup its total RsD, mar:{eting research, and start-—up nwesﬁnerrt
mth:.n a certa:m. maximm number of years based on antlc:l.pated sales volume a.nd pIOfl.t

. marg:.n after operatlng eJ@enses and taxes are deﬁucted from gross revenue received at the

set price. Tt cannot be expected that the initial price per unit set will be at all in - S
the same ball park or rarige as the price per wit of the closest substitute pj:bducts Which .
presumably are no longer as desirsble as the patented :_tmovatlon and whose pr:.ce per unlt = ‘

" has been driven down by carpet::.tu.ve forces as well as mass product:.on techmques or ma.t:ket |

saturat:l.on .

Second, not only does the initial price have to be set'-l;ﬁ.gh' in—order'to - o

B recoup the :mvestaent in the new product belng introduced, but also to recoup capltal in- -'

vested in designs and products poss::.bly having no relatlon at all to the f:mal product

development or breakthrough to be cammercialized. The reason for this is that the stat:t.s-

tlcs show -that as many as /- of every /f Yoducts developed are either technical or mar-
ket failures. This means that for every Jnnovat.'l.on that is commercially successful, |
,-ﬁrofits that are derived therefrom must be sufficient to sustam the mnovator s .mvest—- _

'nent 3.11 develop:.ng and marketing /f %E%ovatlons , /f o‘ﬂrwhlca are abandoned at varlcus stages'
of develcpment and cammercialization.  Even a fomer Comm.ss:.oner of Pa.tents has recog-
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| The f:u:ms that have little energy expertise and therefore little to lose in
contracting with the government will lack upon ERDA contracts as mo&er source of revenﬁe
ﬁ:ather' than as the start of an R&D venture which could mushroom into a possible commer-
cial application. Because there would not be a strong motivation to commercially apply the
energy solutions contracted for by the ERDA, such contractors would lack entrepreneurial
incentive and enthusiasm to put.in peak performance £or innovative results, thereby short-

-changing the ultimate goal of the ERDA funding.

' A GOVERNMENT PATENT POLICY THAT MARES SENSE

If we are more interested in commercial utilization of government/contractor
inventions then the personal equities of who should get exclusive fights; and Congress is
- more interested, then the logical policy -to establish is one that will encourage the camw—
parﬁes with energy expertise to deal with ERDA and commercialize the discoveries stemming -
:Erom' ERDA contracts after their ccmpleftlon The positive incentive needed for such en- -
couragenent cannot be suppl:.ai merely by holdmg out a lot of mney for RaD and deman—
stration projects involving nonexclus:.ve rights.

The government should allow contractors to have exclusive rights, with the
government: retaining a Nonexclusive grant without the right to sublicense, as long as the
contractor is diligent in expending money and effort to convert the work product of the
- ERDA research - development or dem:)nstratlm project into a cammercially feas:l_ble anergy

in concept only
solution, One practical way of implementing this approach is described briefly below/

Iarge corporate contractors would be able to exercise an option to receive

contract completion, whichever occurs f:l.rst.
exclusive rights on discoveries for three years after actual reduction to practice or /
sald three year period,
Within / they are expected to introduce these energy breakthroughs to the marketplace.
They would be required to give biannual reports showing their progress and the fact that
they have not abandoned their @iligent efforts, If there is no market introduction at the
end of three years, the govermment could exercise its option to make the contractor's

exclusive license nonexclusive and give one other nonexclusive license to another

promising candidate, who,in tu:m' would ke given three years to :introduqe the energy device
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tectionshowever, the small campanies will not be able to risk their or their backer's
capital for comercialization of any breskthroughs on a nonexclusive basis.

But does it really matter whether these govermment contractors comrmercialize
the discoveries they made during performance of their government contracts? The govern-—
ment has obtained title and ownership to these discoveries and can license them to other
firms. Unfortunately, other firms do not even have the original expertise that the
government contrattors didjiﬁlt:ca:{ have sufficient incentive to camercially introduce
the discoveries to the marketplace because of immediate campetition fr_om other corpanies

, commercial
a;sk:ing the FRDA for a nonexclusive license. This is the reason why/utilization of
patents in private industry is five to ten times that of govemﬁent patents and the reason
wiy 7/8 of government patents are never licensed at all.

If the fim bidding on the bioconversion contract has already conducted its
own R&D in this area of technology, it risks having its existing patents and trade secrets
licensed to its competitors if an irrevocable waiver is not obtained and such Vricrhf's are
required to practice the work product developed during the contract. For many established
conpanies in the energy field, the revenues received for a government contract are onl_f
a fraction of the expected commercial benefits to be derived fram background patented dis-
coveries and trade secrets. The venture capital decision is a gamble at best, based upon
certain facts from which objective conclusions can be ‘reached, but :Ln the end a subjective
Judgment.- A fundamental factor in the psychology of such a risky decision is first con—
sidering the critical va:;:iablés,. those that by themselves can speli failure for the venture.
Nonexclusive licensing would be just this type of psychblogical or irrational, if you will,
factor that would make venture capitalists think twice about putting money :Lnto applied
research and development. The average compary dr inventor does not care that exclusive
licenses are sometimes granted and are not revoked. It does not know that,chances are, its
background rights will not be compulsory licensed. It only cares about its own particular

circumstances, its innovation, its sweat, its risk and its money.
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men£ contractor to invest his private funds in bringing the results
of energy R&D for ERDA to the marketplace.

What is the ideal combination of incentives to motivate
the comhercial'application of ERDA within the energy industry? The
basic motivations for budgeting R&D for ventures in any'industry

are well established; the prime incentive being a satisfactory ROI.

If the potential rate of retwrm on investment is high enough, the entre~
preneur will take a reasonable gamble with his or his backer's capital. The key to de-
éision—mék:ing here is what ;‘.gvgr ;:leasonable garble. The risk that ROL chjectives may not
Ee réached is dependent on /  fundamental factors, the most important, in the mind
" of the venture ¢apitalist, being the degree of campetition.

Now we get into the venture capitalists® mentality. Protection against
campetition serves as the insurance that the venturer and his capital somrces will re-
coup the investment together with a reasonable profit should the research and develop-

-ment prove fruitful. Without save form of protection, competitors would imiediately
copy the innovation after technical feasibility and mz.t:.al marketing success has been

-shovn by the entreprencur. This would put the venturer at a financial dissdvantage since

the ocn@etltors would be able to underprice the immovator, who must charge enough to

recoup his substantial pioneering investment in both the laboratory and the marketplace,

in addition to his Fixed manufacturing cost.

Covpetition in America is normally minimized or at least controlled by the

‘new product venturer through the use of a mmber of well known techniques. Most of

these techniques are only available to the giant corporations that have well-financed and _

agressive R&Dymarketing and distribution capabilities. It is unfortunate that entrepre-

neurs, small businesses and medium sized companies have less options in dealing with com-
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THE CRISIS IN COMMERCIALIZING GOVERNMENT FUNDED R&D

November 19, 1975

© Testimony by Philip Sperber

Introduction
‘The Quickest Way to Energy Independence

How Will the Proposed Policies and Procedures
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.and the Possibility that Background Inventions
.-and Trade Secrets May Be Licensed to Others?

A Government PétentfPolicy that Makes Sense

Vhat- Are the Iong Range Effects of Widespread
‘Exclusive Licensing by the Government?
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In its future report to the Congress on the patent-waiver clause, we
hope that ERDA will be able to make a strong case for providing title

to the universities to permit a realistic transfer of technology for the
public benefit. It is my understanding that a number of well-qualified
university patent administrators will be in attendance at the hearings
-next week. Since many, if not all of these men were program participants

at our conference, I am certain that they will state the case well for the

.university research community in the U. S.

Very sincerely,

Allen C. Moore
Director

ns

cc: Norman Latker, DHEW
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Mr. RKemneth L. Cage
November 11, 1975
Page 2

the best way of insuring full commercialization and thus making the result
available to the public. Recent ‘experiences have shown that when the
Government takes title to patents, it is difficult to encourage commercializa-
tion. We are confident that ERDA's proposed patent policy, properly
implemented, will work to the fullest benefit of the public.

Very truly yours,

K. W. McHenry
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Mr. Kenneth 1. Cage November 13, 1975
Page Four

mandatory licensing of energy-related patents is not needed to carry
out the purposes of the Federal Nonnuclear Energy Research and Development

Act of 19274,

heldon Elliot Steinbach
Staff Counsel
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Mr. Kenneth L. Cage ' : . . Novenber 13, 1975
Page Two ’

Thus, it is clear that Congress intended that those educational
institutions having technology transfer capability which desire to maintain
patent rights in inventions developed under ERDA contracts should be

permitted to retain such rights so that they may exercise their abilities in

transferring technology.

In Vol. 40, No. 73 of the Federal Register issued on Tuesday, April 15,

1975, ERDA added a new appendix to 41 CFR Part 9 — 9 relating to Patents -
and Copyrights. The following statement appears in the section relating
to waivers—

"d. Approval of University technology transfer program. Paragraph (11)

of subsection 2(d) of the Federal Nomnuclear Energy R&D Act provides
that in waiver determinations, -consideration should be given to the
extent to which universities have technology transfer "capabilities and
programs approved by the Administrator. Pending the development

of an approval process within ERDA for university capabilities and-
programs, consideration may be given to the approval of such programs
of a university [sic] approval by another agency will not meet.the
statutory requirement of approval by the Administrator, approval

by other agencies will be relevant information to be:. considered by the
Administrator."

In spite of the express language of the Bill, the interpretation in. the
Conference Report and the statement quoted above from the Federal Register,
ERDA now proposes a new policy and procedure relating to patents, data and
copyrights. Its proposed procedure does not implement section (d)(11l) of
the Act, although the proposed policy notes the fact.that nonprofit
educational institutions with technology transfer capahllitles may have
their programs approved by the Administrator. ‘ e

It appears from the proposed procedure that the Administrator intends
to impose on nonprofit educational institutions not only. the requirement
that they have an approved program for technology transfer but the further
requirement that all-other criteria noted in the legislation be met by the
ingtitution. . This is totally inconsistent with the intent of the Congress

to give special treatment to nonprofit educational institutions, in recognition

of the fact that they cannot meet many of the other eriteria.

-A solution to this problem has been proposed by the University Patent
Policy Ad Hoc Subcommittee of the Executive Subcommittee of the Committee
on Government Patent Policy of the Federal Council for Science and
Technology. In July 1975 this Subcommittee issued a Report stating that—

A, Creation of university technology transfer capabllitles should
be encouraged.

B. Agreements permitting qualified universities to retain title to
- inventiens. would create an incentive to develop university
technology transfer capabllities.
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Is there any comment that any member of the panel
wishes to make? ' '

Well, with that, I want to thank everyone here,
members of the task forxce. ' ' .

The public hearing is adjourned.

(Whereupon, at 5:35, the hearing was adjourned.)
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I think that is a right determination. I am no.
sure I am reSpondlng to your question, but what we are say-
ing to you is that in our view, ex¢lusivity in the contractor
igs a desirable thing in order to obtain exploitation of -

worthwhile inventions.

MR. GOODWIN: I am really asking. the question
whether the ERDA patent policy doesn't accomplish in
substance the objective that you have, disregarding the fact
it may put an administrative burden upon the contractor to
obtain this kind of execlusivity and, perhaps, technlcally
reduce his enforcement capabilities,

MR, MCKIE: I am not sure I am really competent
to answer your question, I am not that acquainted with the
details of operation of ERDA, patent policy so I could actually

answer that guestion.
MR. GOODWIN: Thank you..

MR, POTEAT: I would like to address a question
toward what kind of royalties under your system, where you
say the exclusive rights reside with the contractor -« Have
you given thought to where ERDA spends money, inventions -
are made, title rests with the contractor, in the area of
energy, what kind of royalties would be extracted from the
ownars of the patent at that time?

MR, MCKIE: I think I am missing your_questibn;
sir. L

MR, POTEAT: When you gave us what you felt was
the best policy, it was one in which exclusive rights were
residing in the contractor with title, with the right to
obtain foreign patents and the right to license. others. You
did not go on to elaborate or discuss the royalties that may -
be exacted from the licensing of others.

MR, MCKIE: No, I 4id not; and I think thét is
best left to the normal operation of the marketplace. Royalty
rates vary from case to case, depending upon what is felt by
the parties and what is negotiated by the parties as a
reasonable amount of the royalty.

One of the difficulties in trying to set any kind
of an arbitrary rate, is that it will not match any situation,

let alone all.
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the right to grant licenses to others and the right to
obtain foreign patents. Appropriate safeguards against
non-use could be provided by march-in rights or a require-
ment to license other after expiration of a reasonable
period of exclusivity or lack of interest of the contractor -
in exploiting the invention.

With the title in the contractor, administrative
burdens of both the government and the contractor will be
minimized., Moreover, independence in enforcement of any
patent rights will be assured.

It is our understanding that a particular matter of
study for this group is the question of what is called
mandatory licensing. APLA feels very strongly that any
provision for mandatory licensing is contrary to the public
interest because it diminishes the incentive to invest and
the incentive to exploit inventions. If the inventor or
his assignee is faced with the possibility that a license
to use his invention can be forced from him by government
fiat, he will have considerably less incentive to make and
publish inventions through the patent system., Moreover,
his incentive to invest the time and money neé¢essary to
exploit his invention commexcially will be diminished by
the possiblity that someone not having invested that time
and money will be able to copy the product of his invest-
ment by obtaining a mandatory license. The provision for
a right to exclude provided by a patent is a part of a
‘pragmatic approach to incentive to invent and incentive to
exploit inventions. These incentives should be maximized
in the public interest. They should not be emasculated by
mandatory licensing, or by governmental ownership of patent
rights. _

As I have said, APLA is most grateful for the
opportunity to appear here and present its views. Thank
you. ' '

MR, DENNY: Thank you, Mr. McKie,

You make reference to divesting the contractor
of his prior background data rights, patent rights, and the
contractor losing his background patent and data rights.
Requesting the contractor to license both of those for
reasonable royalties only when it is necessary in order to
practice the results of the contract that ERDA was attempt-
ing to get, does that fall within your definition of
divesting ox 1osing? _ o

B
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gince it may be of interest to you to assist in
interpretation of my remarks, I will state that I am in
the private practice of patent law in Washington, D, C.,
and have been for nearly 25 years, in various fims, I
have been active in the American Patent Law Association
for nearly all of that time, having served as chairman of
-several committees, and as an officer or board of managers
member for some nine years.

APLA 1s governed by a board of managers consist-
ing of 22 lawyers from various areas of the United States.
Our board includes corporate and private counsel, as well
as one law professor. :

We are most'appreoiative of the opportunity to
testify today on a subject of extreme importance to our
association and, we think, to this country

The basis of my testimony will be a statement
of general principles which was adopted by the board of
managers of APLA at its regular meéeeting yesterday, '
November 18. I will not seek to go into detail about
legislation, current or proposed, and certainly not about
rules and regulations. My testimony will deal with policy
which we think should be adopted for ERDA's efforts, in
the national interest,

A fundamental basis for our position; and what
we think should be ERDA's position, is that the patent
incentive should be employed as an important element of the
efforts to solve our current energy problems. Throughout
the history of this country the opportunity to obtain a
patent has furnished an important incentive to development
of new inventions. This incentive should be preserved in
respect of inventions within ERDA's field of particular
interest. -

The opportunity to patent not only encourages
invention but also encourages exploitation of inventions,
once made, It is notorious that most inventions require
a great deal of work and time before they can be succes-—
sfully exploited on the commercial market. Without the
right to exclude granted by a patent, one seeking to exploit
an invention would be deterred from making the necessary
investment in commercial development of that invention,
because the copyist would be able to come in, without the
investment of the original developer, and take over part or
all of the developer's market.
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technology to the marketplace. Would this three years be
a good number for all technologies, or would it have to
be negotiated on a fxeld~by-f1eld or area—by—area bagis?

MR, SPERBER: Later on in my testimony, I was
going to also tell you that for small business, I would
recommend an initial period of five years foxr them to
introduce the R and D technology to the marketplace. And
if they are successful, give them another five years of
an exclusive license to satlsfy the nation's needs for the
enerqgy solution.

I have picked three years for large corporations
and five years for small business as’ arbitrary terms to get
them to diligently work towards those deadlines to intro-
duce the technology to the marketplace. '

I am talking a concept now. Surely; in the
ERDA provisions there could be a clause providing for an
exception at the discretion of ERDA to extend the three-
year period if they felt that the former contractor had
bean making an extremely diligent effort, but because of
the technology, he has not been able to introduce to the
marketplace the technology yet. ‘

MR. WBINHOLD: I guess I have trouble seeing the
relevance of a three-year period with some of the technology
that takes seven or eight years to bulld the first plantT or
-something like that.

MR. SPERBER: All right. Now you are talking
about -~ There is a distinction between prototype productlon
right in the laboratory of the R and D firm, and gearing up
for full-scale production and perhaps the construction of
plant facilities for full-scale productien.

Introducing the invention to the marketplace is,
in my view, still in the prototype phase. Three years is -
enough to show that they have made something into a
commarcial feasible thing that can be introduced to the
marketplace.

Full-scale production; they would have six
years for it: The second three-year period to satisy the.
naeds of the marketplage.

Now, this is just the concept Maybe the terms
are too short. I don t know. | S

e
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personal equities of who should get exclusive rights --
And T know Congress is more interested in commercial
utilization --. then the 1ogzca1 policy to establish is one
that will encourage the companies with energy expertise

to deal with ERDA and commercialize the discoveries
stemming from ERDA contracts after their completion.,

The positive incentive needed for such encourage-
ment can't be supplied mersly by holding out a lot of
money for R and D demonstration projects involving non-
-aexclusive rights. The government should allow contractors
to have exclusive rights with the government retalnlng a
nonexclusive grant —— without the right to sublicense, as
long as the contractor is diligent in expending money and
effort to convert the work product of the ERDA research,
development or demonstratien project into a commercially
feasible energy solution.

One practical way of implementing this approach
will now be described briefly in conceptual form,

I am not going to get into details. Large
‘corporate contractors would be able to exercise an optlon ,
at the time of either bidding on the contract or at the time
of identifying an invention or discovery during the contract,
an option to have exclusive rights on such discoveries
for three years after actual reduction to pfactlce; by which

time they are expected to lntroduce these energy breakthraughs'

to the marketplace._

They would be required to give bi-annual reports
showing their progress and the fact that they have not
abandoned their diligent efforts. If there is no nmarket
introduction at the end of three years time while they have
had this exclusive right in the discovery, the government
could then exercise its option to make the contractors'

exclusive license nonexclusive and give one other nonexclusive

license to another promising candidate who, in turn, would be
given three years to introduce the energy discovery to the
marketplace before any other nonexclusive licenses are

granted by the government,

In this manner, each licensee would be assured
a limited period of time in which competition could be
limited to.a small group of previous nonexclusive licensees
who have failed to employ enough dilzgent effort to effect
commercialization of the dlscovery. '

p



competition from othex companies asking ERDA for a non-
exclusive license. '

This is the reason why commercial utilization
of patents in private industry is five to ten times that
- of government patents, and the reason why 7/8 of govern-
- ment patents are never licensed at all. If the firm bid-
~ding on the bio—-conversion contract hasz already conducted
its own R and I in this area of technology, it risks having
its existing patents and trade secrets licensed to its
competitors if an irrevocable waiver is not obtained and
the background rights are required to practice the work
product developed during the contract.

For many éstablished companies in the energy
field the revenues received for a government contract are
only a fraction of the expected commercial benefits to
be derived from background patents, discoveries and trade
secrets. The venture capital decision is a gamble at best,
~based upon certain facts from which objective conclusions
can be reached, but in the end, a subjective judgment. A
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fundamental factor in this risky decision is first studying

. the variables, Honexclusive licensing would be just this-
" type of psychological or irrational, if you will, factor
that would make venture capitalists think tw1ce -about
puttlng money'lnto applled R and D,

The average company or inventor does not care
that axclu51ve licenses are sometimes granted and not
revoked. The average company does not know that its =
background rights will not be compulsorily licensed. It
only cares about its own particular circumstances, its
innovation, its sweat, its risk, and its money. Thus,
the mere presence of a nonexclusive licensing policy by
ERDA, regardless of how infrequently used it may be, will
become the critical factor in the minds of many venture
-capitalists that will cause a high risk venture evolving
from an ERDA contract, to become an unjustified gamble
having too many unknowns that could prevent not merely
a return on the contractor's investment, but also return
of the investment itself.

Conversely, in the presence of exclusive licensing,

financial backers and top management of government contract-

ors will continue the confidence they have exercised in the
past in the energy field while they were funding their own
private research because of their'ﬁnaltered'expectation of
meeting their goals once they have decided to take the rlsk
of technical, market or patent failure. '
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venture capitalist being the degree of competition. Protect-
ion against oompetition serves as the insurance that the
venturer ‘and his capital sources will recoup the investment,
together with a reasonable profit,: should the R and D prove
fruitful. Without some form of protection, competitors
would immediately copy the invention after initial marketing
succaess has been shown by the gntrepreneur, This would put
him at a financial disadvantage since competitors could
under-price the inventor who must charge enough to recoup

- his investment in both the laboratory and marketplace in
addition to- his fixed manufacturing costs,

Competition in America is normally minimized or
at least controlled by the new product venturer by the use
of a number of well-known techniques, most of which are
only available to the giant corporations that have well
-financed aggreSSive R and D marketing and distribution
capabilities., "It is- unfortunate that entrepreneurs, small
bu51nesses, and mediumPSized companies have less options
in dealing with competition because our hation must rely
more heavily on them than the giants for our energv '
solutions,

- It is’ a fact that more than 60 pexcent of the
major innovations of the 20th century are based on 1nvnntions
of individuals and small business. It, therefore, becomes_j
vital that small business in America be given other. forms
of protection against competition if our country is to have'f
an adequate supply of energy 1nnovators and financial ‘
backers Willing to gamble on profits from energy technology.._

The_best form of protection for small business is
patent protection, the limited, exclusive incentive. Trade
secret protection comes in as close second,

How will the proposed policies and procedures of
ERDA on patents and data affect commercialization of energy
R and D? “Well, in a nutshell, the proposed ERDA policy is
that the contractor will normally get a nonexclusive license,
the government gets full title and ownership, and the
government will have the right to license third parties on
the patent and trade secret rights conceived and reduced to
practice under and during the course of the contract, as
well as any background rights necessary for practicing the
work product developed during the contract.

The contractor has the xright to apply for a
waiver to obtain a revocable exclusive license, provided it
can persuade ERDA that numerous conditions involving the

e e
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l’:he Cocision to enploy venture capital by an oubsids finsncial backer or

by top manacswank, &z the case may be, and to do so profitsbly depends primacily on the
ig ] Y

e;ctnt th.a:t tha folloeing conditions exist: (1) an existing and wfulfilled need for' a
Jproduct o gervice in the mexhkat place; (2) an Innovabics in ¢he fome of an idea, working
pgdel, rough protolype, ox fir nishad item op system that has & high probahility of techudca

Zféﬁsibﬁity for satisfving the walldlfilled market nesd at 2 price that is not cost pro—
Bibitive; ard (3) the means to appropriately price the product or service so that it will
be desired by the market while at the same tims namtaamg a suitzble prdfit _rmﬁrgin befor:
taxes, a minimen satiefsctory ROT (returm qn investment) throughout the venture life oycle
a.raxdmm satisfactory payback durastion, and a minimm sat:lsfactazyﬁisqcmted cash value
of tha i:otﬂ. pre-tax net profits to be derived from the business venti_re ovex an auc.-_{ll’:.

1life cycle of a satisfactory mumber of years.

Zether prefit goals are achieved depends ugon: (1) ReD, start-up, and cp-

era‘.:mg expenses for sﬁccz—:ssflﬂ_; ‘planning, designing, experimenting, building, testin oy

h

1]

&)

§

prototype production of, test maxketing, and finally full scale menufacture and sal
the pmd'uc‘c cr service; (2) the optimum pri ice/unit that the product or service wm ba
bought for over the closes:substitute on the market resulting in a volure of sales at suc:‘
price level that will produce the grestest net earnings; and (3) existing or potential

: _;::_c_tn'r-pg-:ti_t;i.on-l
-3’I‘he most comon methods erployed to keep competition down are: (1) a highly
skillful, aggressive, and successful, but not predatory, marketing strategy; (2) a high
cost of entzy of the selected product/market area thereby eliminating all potential come
petitors not having or capable of cktaining equally lazge financial resources and necessars
facilities and perscmel for the venture; (3) a short life cycle of the ventire selected

for invest:r&nt_. due to rapid product cbsolescence, quick satuxratieon of the target market,
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IO AMATCICRN TEEINUITY IS CUR QNI SEDP AT ENERGY &

TEDS QUR SURRCRT

(s SUEVIVETL: -

There is a hishly delicate relaticnship hetvesn the patent incentive and the

cantions, slow-asring gesrs of high-visk venturs capital financing. The right to axchide

for 2 Limited Gurabion is the iopeivs for RED coopotiidon, dlscourogonane of sy

coaggion
.

ard low prices in the enswgy field. The mere appesrence or taint of an emsaculaied

patent incentive will upser this delicate halance and result in technolozical staopation,

imstzial secrecy nd sumpression, and high prices. It is significant hara to point ouz
z former pre-:sm:a.ﬂ*"‘s cenvicticn that "The mare act ¢f scisnzific dia x:ﬁazy alons is not
encugh. Bven the mosk iwsortanis braak‘:}?mqgh vill heve Iittle inpact on our Ej.vés un—
Iess it is is pub tc: use ~ and putting z» idea to use is a far mors cc-mle:' r‘cc:blem than
has on:ten been wrec:.atai . o« » o Excessive reguldtmn, inadsguate incentives dr:;? ot’:ar
ba:.r::a.c.cs to imovaticn have womcd to dl.:courage arci even to 3r;:_3ed== the am_r:n e
sp:*ﬁ:.. «33 | |
IL some entra anem. in the nmn: few years stu‘rbles men Z Fo_,h. of. energy
as new to us as utC‘T.‘u.C energy was in the Past century, Pat\.ﬂt.;.\ tha braakthro .h:,:z,auc" sup-
presses it fc:r whatever reasons he mzy have the,e. is no cause for alarm. Thz courts have
shown their willingness int’r@ past. to refwse _mjunct.x_cns_ _aga.u_nst infrincers where the

public welfare is at .st?_.ﬁ‘:_s_k.-3 4

- Judicially sencticned compulsory licensing pursuvant the

plice powars of tl".e nation will ensure that the naticn's needs for the new fom of enexgy

are_adaquately fulfilled long before America is brought to its knees.in the Middle Fast.
Cn the other hand, enactment of a campulscry licansing statute rey very well be the subtle
‘negative incentive that will prevent tavorrow's entrepreneur frem discovering that new
form of energy. Who knows? Thether we have conpulsory licensing lagislaticn could mean
the difference between war and peace at sane point in t:.re Let‘s not worry ebout Americe
inventors suppressing their patented solutions to our energy prohlems. The first and most

dmportant eoncern is to discover those solutions and soon!
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rise to whatever peint the mavkst x.'Ld bzirg, These large conpandes would nbt fear twi*"

h:.ga rrofits from high pricesivould bring in new entrants becausa big cxpanies could

ik

- again use thelr lavws financy f:m, resources to price the new en’cd.;m*‘t~ ouk of the market.

IS Cﬂvﬁ”JLSG?Tf LICENGTRG. SanNCTIONTn BY CUR CONSTYTUTI:

This paper has dush irested the eccmc—:oig., ;."C_j'tl"r"""h.& as to why compulsory l;.—-

'cémingfll;g amcm-' o watter how well. c:.‘.a.gt--a" ‘and hesr r:a:,,eg o::f':;rr'%fi,. will inevitably

“be a‘**us\,; in cne way o another and will 3n-m_ to 2 rwi tien in e.,mgv R.;D u.:@.:::mgr g3

ived hgr ch‘c:::r:v* f Bu‘- bm; u:c,h.s m., jud,z.r*_.az:y VJ.&":‘? cmmﬂ c..e::\,r l:.mm g'

:_.flegj__sla ion a_r*.c':’. what 1:3' J_ts “intar tauc;: GE t‘*é;éﬁ'in&éhﬂeﬁ by our:; Fonmdhg ¥a ?%_an-,?

F.'stt, 1& s ta.r:;; a 1co}«f. ai: e LSLES "T-fO Lw.d S@c;.mn 8 o.;. A.u.cha 1‘

Qf En Uru.tua Sts Cunsz;.tuttc?l m:ov:i.des x_ruﬁ' “i' o CO"Q'I‘:.S“ snall. hdv-—- 9@ c;r.,..., TG

nrc*bt:a t;.“- pr-gre:a of sr:..e_ = :;r:I us::ml art;, bg sex,"*mnc; /f iﬂm.. /J. ‘..LT.ES to c.utt"ars

-.,a:'}d :ancn..o 5 tho. e?cg.us:we rd g il to t}ﬂu: Test -"\'i'btj:‘e w:.tLLgS r_m’. dz...ccvc:“.;::s » ’I‘he man

10 CIaftE}Cl ..h:l.s; “DIOV...&J.GH ox th_ Cbnstﬁ.tth v.ere colely :mtea:es ed in prcmu:f the.

) publ:x,c: mﬂlusuﬂ cn. the .mvent:.ch..

e p::om*sss of sc:,er'ce and u..,emul ar:’ gn a:.saa*u:m:mn of .,ecm‘olf{;r c:al prog“ﬂass with

.- the inc en\,.u'* of rav—ﬂ:ﬂ gite) 'mr\.ﬁ-“}* S, mthout su:,rgs ﬁ*’:ac.h@d other than the mandate of

24

T‘u.s mnst:,.ttmo'lal prov:s:.on G&.: ‘ot IZE""IJ.J... 2 mven to use theix chs-

ccva“les J_n tlr«-.,, markntg}_ace tl"g ba'lﬂf.l.t oa mc publ_m If \.he C‘.!I'oft:"_.ll and framers
of t'he Gmst_ltut:.on ‘had ary such mtent, wou.lr* not thay Have chenged the prov:z.smn to " the
exc:lus:.ve rlght to use tbm.r respect:.ve wr.v.tmga and d.:.sc**ver:.es“” m, draftsrsn aid not
want to qual_my cr restnc*' the reward to inventors w:.th the z:eqmrem_nt of use becaz.s\. :
they were mterpsted :t.n a strong mcent:.ve fov' th. ..ole puz:}_:\ose of da.sse:m.nat:mg tecl'mclom

upon vhich furth_r prcgress could be made for the gane.ral bar..f:x.t of the couwntry's econany

' '"he reason why the framers of the Ccnst::.tut:.on did not restrict the reward to the conditicr

Of use is that a strong incentive is nesded to convince the inventor to disclose his secret

for once it is disclosed, the discovery is no longer owned by rthe inventor unless he has

an exclusive rz.ght thereto for a limited pericd of time. This exclt.s:.ve/);“-*t:.r't.es the in-
ventor's ownership in the property, which, as the exclusive owner for a limited pericd of
time, he mey or may not ccmmercially exploit.
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' 'hsca'USe busine ses will rely on trme secrecy as c:mosec’l to patent Protaction for ex-

clth g corpetition. Withouk patent protectmn, there is no public zhsclc::sum, end it bé—
cares a =:mg;rle matte.r Lo put a new product develc;?mnt undar weaps with naifher the
goverm@t_ nor competition the wiser (since no patent will issue describing the bra:uf
through). The r_eamn-why a company would be more .likely o supé::ésa an invention that
'is kept as 'a trade sécret is clear enough:f&ar that the secret wz.ll ba cracksd ance the
produc;t is introducsd to the market and that the.re will m immediate ccpfmg and st:.ff
‘price cc:zrpet:.t:.on bem::c the mnsvatox: has had a cha.nce to *'ecoup A.’ts m:estment. In
thls s:.tx.ahcn, extend:.rg the life cytle of ‘the e}.lstmg product be_.ng sold by “:he irme
“wvator, becrmes an attractlve alte.matn.ve. ‘

WIIL CCQMPULSORY __ICE'.’.\'SB\'.G REI)LCE OR II\C."_REASE THE CCOST O’E‘ F_NERGY SOLIT'IOJS"

Copltc?_ll..x a.rﬁ tbe pat)ant J.ncentz.ve wor‘c harcI in hand to _nc::.a“e cca:meu.u.c
and lover pnces, ccn*"*axy o the bal.:.efs of mny CC:“DUJSC‘FY llcansmg aivw _&s. “Tet's
) get into! the nn.tty gr:.tty of the real worlrl, fcr rel:.ance on swenpmg gare_.aluat:,cns
| wa.ll not convince anyone of ttu.r truth.

First, although the new product may be superior, there is alwavs a brea:cave:

po:.nt whete the high pr:Lce of a new product mllstz.ll nske tha oi;ir'}j..ﬁew_ffiéient cne more

"'desirabl e to. s;ticic with or puir:hase 'ﬁms, the hé'w preduct or er.ergyfac.zh‘-y ﬂmﬁﬁ'{: be
reasc:nably pr:.ced in relat:.cn to- the ex:..stmg *E*mods of satls‘ymg the mr‘net naed ‘I,'m.c
is especnally trz.n m the eneryy f:.eld where ' unl.xke a cmsm‘er—-on&nted market, pra~
fessmnals are too ...hra»ad to make cap:.tal expe.ndz.tu:es that are excess:.vely hn.gh in re~
-latmn to ccs"-benef:t.ts of ccmrenﬂcxml apparatus |
_ Setord, a busmess venture that reaps an extremely hJ.gh profs.t der:.ved Erem
a high price coupled m.th a potentially 1a:ge market derf'a.nd will encourage potential come
petitors to divert their ReD funds to the area of the imnovation in the hope of coming
up with new technical approaches not infringing the patent rights. Although the pionee.r—
ing campany mey have spent /f:.tge /t;nears in research, develcgment, and preparaticn for
production and comercial introduction of a synthe}::.c fuel, it is amazing how fast this

lead time can be drestically reduced by a dezen other campanies, each spending rexhaps as

nmnormremreyﬂzanthe mrnvatormacrashprogrmthathasthebene.z.tof start'.:.ng .

s, T
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fa:.lure. Pres:.dsmt Kermady sunmed J..t up well mm he stated f:.h.at the :.nc;entwes and

proteotlon ava:iable m. the patent system t'nat are exclmlvaly a.fforde:i to the owmer of
a patam: a.re the bhulwark u‘pon whs.ch he can r.uak em.stmg cap:.tal and attract new capital
for develogrant of marketa for products, n‘a.rke\.able nroducts, the construct:.on of plam.s,

$ 22
the anployment of lakor, and increasing the gross nat;mal prodw:t

' 'wzz.n CCMPULSCRY LICENSING RETRRD CR PROVOTE SUPPRESSTION?

‘ _ ‘Ina free maz:.{et env:::ormant where tha patent lncent:.ve is J.ntact, the _
ompeta.tors in any g.wen :.ndust...*y o taclmology w:.ll gerex’ally invest in a certa.:.n anmnt
_ ofresearchanddwelopmntmordertomprovee:astmgpmauctsanﬁmmvatenewpvod-
'_ ucis totake the place of theoldonesbefore the campetition / theoldproducts or
“improvements of the old prodx..cts obsolete or mzdesn.rable in the ey&s of the maﬁcetplac_._
Glven|the fast pace of tecm.ology toc’.ay and tha accel..rated cost of R&D per new product
mp:ova-rent or new proauct venture, the carpany thaf: has made a breakthro\.gh canm{:' é:f;.or' '
Lo aegay ocrmrc:.allzai:lon or the ...n:u:rvat:.cn me.rely beca.usa :.t may make an ex:lstmg prod-»
uct o:rsolete. or md..s::a.ble to "carket'.. . .
_ L - Bus:.nelsses todsly oonspxouously avo:.d the carriage mdustry syndrcn:e. At the

'l:m:an thacanwryf:hehorsé-drawn cam::.age mstry‘behttlec: and :Lgnored.the entre-
pme#s of the tmeé'r w’m we_.'Je expennmhrg mth. auto*cb:.les. Ca::nagee werer big busi-
 ness arﬂtheprof:.table fms in t.hat erawerenot abouttoprcmte anythmg thatwould

‘ |

ca:r:.ages as the prma:ymde of h:-an.soormuon. Within a ﬁew years, the car-

rlage. mmmmmmfmofMMWalmmmm\mgLfmﬂﬁt

refus tofacereahtyandthemeuﬁbleobsolesoenoeofthe:.rprodncts lBus:.nessesto—-

daysﬂmetobeabletommémtﬂ:epmductsoftammﬂaataxehette:ﬂmthe .
.products of yesterday, obsc:lescenoe be.i.ng thevery reason, because they knowthat :.f tloey
't lprmgmtabefﬁte:pu'oduct,thelrcompeutorsmll Iftherke i 1d aoonsp:.racy
betwee:i competitors to suppress, then th:.s isia Job fo:r: the antttmst‘ laws, rrot Xy
hée:smg {v&ucnmulﬂlmrl;nonoonspimtors and the: nation s ene.rgyg] asla wholelb. |
‘ 0 he venture qapltallst st meet his ﬁor., yback and pl:odm:t life cycle
goals. 'ﬂze t_un¢ be tween prloduct devélasment mrket acceptzme of}a new. l:rreakthrévug
tal’ces ggm fpr ttt.e a?erage i:mvatmn and, as t]ime pa$ses, :.ncreaseh lnme ar;d more Eue
-11-

!

i
i
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‘greatdr funds for financing agmim into the larger yolure rarket sectors that will S

subsaquantly b2 hit with tﬁ@mg prices lowered frem initial int:rcductmn pnw. -
Since the corpulsory l::.censmg proposals all, in cne fom or anoth.x, address
' u‘::mselve.s to the situation where the public need for the mvantzon :Ls net reasonably sat~
-isfied due to hich pr:.caa that canmot be afforded by, m::st that, have the ne‘:—d in the
" First few years, it is alwmost inevitable that the mnovatorfs need to recoup his invest-
ment as fast as ‘possible in the early years will clash with the risk that the innovam
p tion w:.ll be cczrpu_sory l.u.censed o cmpet:.tors. Tm.s s:.tua.tz.cn becomes one more bar-
:rier facing the venture cap:.;.a.hst in the energy field should ccr@ulsory lJ.cens:mg leg:.s—
“lation be enacted Meney w:.:Ll e:.tber flcw to non—energy ventures or things will be &ono :
secrecy w:t.thnut reliance cn patant pxotact:.on.
In a Hart—q fe cmz:m:lsary la.\._nsmg statute, b.lsmesses, =il a.rfd large, _
:1f face addz.i::.onal negat:.ve mcentn.ves. "Not qnly W?ﬂ,'d a patanted energy. solut;pq e subje._ct
'Ito comoulsory l:.cansmg-, but a_Iso the }mw-hcwr\ecessary to corm..rc:.ally ﬁzdr‘c the patent-
ed mv\,ntz.m, not:m:hstand.mg tha.t it rru.ght ccrpr:.se trada secxets that have sn.gm.f:.cant .
-value to other aspects of the mnovator's bus:.ness. -
If the statute does not sgec:_fz.cally raqu:.ra cc:rpensatx.on fox the cap:n.tal :
eJﬂ:ended c.n research, davelopaent, ma::.kat mtrcd.:c:t.on and custcr:er edu:a...mn, fhe award
of some standard nominal rcyalty such as 5% of the sales pr:.ce of eac.h fac:.lz.ty J.nstall-
ai::.on or eqtnmant sale is a_‘l.unst a cextaanty. 'me :.nnvoator's ventu:e w:.u. ha.va been a
fh:lure because its payback, prcf:.t, and ROI geals w.1.11 fot be rea.ched
A furt‘ner dzsadvantage of a mamulso..f lz.censmg statute J.n the enargy f::.eld
that no natta.r hcwwe.ll dz:a.fted and hcw good—-:}.ntentlmea tha statt:l:e :Ls, because of

mh..rentnature, th-remllbeﬁuse Themeref ¢ thatthaca:sacc'?tﬂsoryh-'
J
, de.ns:.ng statute in tma ena.rgy f:.eldwulencourage :.ts use whaneve.r exped:.ent q;r comemem.

'I‘!:s apustencemualsamakeltseemlaketh_naqa:ﬁ wayof avo:.dmg‘mfnnge—-
|
nmt;.ntheey%ofﬂzeenergymdustzy Seemgacaqsulsoryllcensecouldbecmethe .

'th:mgtodcandcouldprmntaaflua:rypfhtlgatlmasopposedtosettlmtbyams

llpangthnegouatj.mashasbeendcnaupltonow o
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chaver, the umcvator my not use all of th=- pat:en‘*ed Jm:mmtg in ful- -

"fJ.lhng all of the:rark..t needs that could ke fulf:....leﬁ th..reby The innovator may also .

: dec:.de that the mark.t _s not yet ready to appreciate or utilize the discovered break-—

: ﬂlrwgh for at least another 5 years.

_ If mp-alsozy l:.censz.ng legz.sla.ta.m exnsts, such mpmvemen’cs and breaktmcm
"-mywmdup mth..hands of canpet:.bors afterbe.mgpatanted 'nmez.z.skofthlshg;pcm
:mg would be a negative :.ncantwe 0 mmmzﬂ Drtdur::t mravarant and researc:h activi-

| _ t.w.-s for develcpmg second and thu:a generation energy solut:.ons or to keeo such act:.v:.— B
“ties secret w:.t:mut rel:.a.nce on patent protection. '

'Ih_. fa.llacy that carpulsory licensing 1egzslatu.on can do very litia ham o
anymeoﬂlermthoaearvdunthastamte is amadcanbelllusﬁ:atedbyloo}ungatﬂue
mrmmtances of ths srrall businessman, also. - . - )

- - Theccmpu]soxy l::.censmg proposals that havebeenpopulartodate generally
allow the mevator /t?ias after patenl: :-.ssuance to cmmermab.ze ‘the invention pricr tb .
_ subjectmg it ta. ca:pulsory lJ.CEHSJ.I‘g. : Hany antrecreneurs and efnall bus:.ne-sses ‘have the :
capabzl:.ty of makmg s:.gm:.cant cantr:.butmns in solmg our energy pmbla'us, bt they '

--m.‘L'L not be able to met m.:‘-cet dararﬂ for their d:.sccvar:.es nght a.way because of b.m.teq '

-_fmdsandprcductmnresources Itlsnotunocnrmforahal_fdozenyea.rstopassby
While capital is amgged t0 £inish"develoment. and expa.nd the fac:.llﬁes:and then finish
'allofthemany AR mdzmstbeattendedtopncrtofull—scalepmcucumanddms-
.'mbutwn memneymenlmowthatlftheymvestmathhnskenergyvanmre,they
mstpravidesuffic;entcapz.taltocarxythepro:ectforanumbaofyears I:Eacnn-j
pulsoryhcmingsta&tewuldpenmtothersmreceweahcamemﬂﬁenergysdm
/ﬂngeeoéisafterltmspatentedbecausemﬁetdmﬂmmtbemgadequatelysat:..sf:.edby
.the busmess venture, venture cap:.tal a:ﬁ/re%ept:.verms of small business managerrent o
energymb.mesmllsmelydryup. ' ‘

e Exm;fthesmnormedumsnedbmmessdoeshaveavaﬂableﬂmmscurces
_'fcrrapldlya@andmgtoneettherequtsofﬂienammalmket,thepr:.c:mgfacm
afh.femindusuydlctatethatpricesbesethlghonnavpmductsandeqmmt.  Theve
fareseveralreascnsfcrthis I , R e -




forth in Gstail by Tem Rrrold and W. Brown Morten, Jr. with in-depth To03ce-

ing for spscific provisions that would prevent zbuse of the compulsory licensing la.q.ls

For :‘ixstance, legislation would have the safégua.rd that the patentee has not been able to

reasonably satisfy the puslic need for the inventian for at least a /EEE period end the
im.ent:m or discovery _p_at:entgsi_m._st ke of prirary importance in a gemgral £ield of en=
|  HOW WIIL BECTMENT OF COMPULSORY LICENSING REALLY AFFECT ENERGY RED?

/prooonents.v
who advecate carpu]sory l:.cans:.ng in order to .

Tha basic pmee of the

weed out St:poressm and who feel that such leglslaﬂon is a logical and practical exten- -

_ s_mn of the case law and t’:ze end purpose of the Constitution,is that small and large
‘businesses alike have nothing to worry about as ldig as they do not try -to. suppress- an’
energy ‘imnovaticn. Therefore, there is really no ham done by having the corpulsory -
cens:rq law an:li's'caefhing dafinitely to be gained if su;:pressﬁim;does.o-rrwﬂl exist J.n
‘.tﬁeenerg'yR&sz.eld' o
Iet’s teke a loak at the faLacy of t‘m.s bas:.c prem.sa of carpulso:y J_'L- '
: censmg aﬂvocates ,uszng the l.a.rge corporate RsD laboratory as an exan'@le. '

It is standard practwe for the rssearch aémm::.stramr to mvest:.gate a mm=
be:r: of d:.ffexent techm.cal approaches J.n solv:.ng a paz:tiw.lar prcblem or develcpmg a new
pr:oductforthetasktobeperfamed It:.scczmmtofseeseveralparallelmvertmns ‘

evolved dur:.ng the reseaxch and develomment pu:ocess. ‘At same pcu.nt, sare of the approacher

wﬂlbaabandcnedandonlytheccuple thatha.vethebestchanceof sausfymgthemarket
reedataproﬁtm.ll be testmarketed F:mally, a smgle protctypew:.llbe selected for
fullwscale prcduct.mn axﬁ ma.rket mtroduct:m Evem‘:nally even this product will be ime-
proveda.fter field reports are recelvaionnaﬁcetpreferenca ancltechm.calbugs dur:.ng
the f:.rst year or two. |
_ Dur:mg ‘c.m.s process of research, development and ccmercialz.zat:.on, patent
appl:.cam.ons are mmally f:.led on scme of the mvent:.ve approaches that ara evantually
abandonedanddef:mtelymthebestandsemdbestcandldates formarketmtmduct:m
Aftervards, cne o rore patent applications will be filed on the changes mds to irprove




The prooenents of corpulsory licensing appear to appreciate the value of

the patent incentive in promoting RSD and new product introducticn. They know new enargy

vmtures won't be fina,nbsd without scame form of protection against copying end near

term cmpeta.t;m, and they feel that patent protecticn is prafarrai over the altémative .

. of J.ndu&bl&l secrecy . ,
In fact, carpulsery Jicensing aczvocat&s eaphaslza that remcmng th.. righi
to exclude would only be _J.n the most mfrequgnt situvaticns, when warranted by the' econcm:.c
evils_of stppression or.inadsqua.te 'sxmply of an erer.gy hmcvat:.onverymch needed l:y :

the r.tu.?:)li;:.6 pite] su;.port: this view, the tz:ack record and expenemes wi.th other oor@ulsory

hcensmg lzws both abresd and in thz.s coumntry are ¢it ed.7

 Varicus legal positions have b=e.n sat forth to lend cred:.b:.l:.ty azﬂ a pur-
pose to the logic for cc:rrg.ru].:o:y licensing. First, there are cases gm.ng all the way‘!
-~ back to the 1800's that are precedents for corpulsory Llicensing vhere the publid health

o welfa‘:e is at stake.a In . City of Mil:xe'aukee . Ac!:ivated 'Sludge, Inc., - the

court held that J.f "the injumction ordered by th= trial court is| made pemxan_nt in th:.s
case, it would close the savage plant, leaving the. entire ocmmm:.ty without ay, rea.ns. '
for disposal of raw sewage other than nmning: z.t into Lake M:.ch;gan, thershy pollutuné; its
- waters and endangering the health and lLives of ﬁhat and - ot‘r:ar ad;o:.mng c:rnm:.t:.es "9 _
i I-JJcew:se, in Vitamin TeCImolog:.sts v. Wisconsin lAlurzm. Research Fomdatmn, the courti
-fused to enforce a patent because ":Lt is the pcor pecple sm.fermg with r::.d-:ets who cbn-
stitute the principal nerket far Appeliee’s wlopolued procesdes and prcducfsl o0 b
‘Atﬂiepr&senttune, U.S. c&penqueontheAm?nata.msaﬁothersmthewoﬂpdfoﬂful

. \
'.f:l.llmgourmergyneds:.satm:eﬁxttothenationswelfa.marﬂdefense. Itirsmlcmge.

- |
mactz.cal to rely on ccurts not to gmnt :.njuﬁc.:.ons on a case-by—czse basis fér the
irmed:.ate and w:.despread use of enérgy soluucn$ ' '
‘ Secmﬁ,the:eareﬂi:sewkaalso#eelﬂmtleglslatm:sneededtoprévent

the cour:ts f:ccm gomg cve..boa.rd :.n{ masculamg the patent grant. In Hoe v. ten E‘Ja:w.lv

|
Adve.rl:lser Corp. , the court concluded that gra.n._mg an m:unct::.on aqamst :.nfnrgenént

would not be of any advantage to t#ue pla:mtlffs “except to coexce a setl-_lexmt

C w3e
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THE (UICEEST WAY TO ENERGY TNDECENDERCE

The end product desired by Congress is resdily available 1&mrimd solu-
_t:xons to our energy preblems. This end result is attainable only after comvareialization
of the mst promising of many diffevent tecrmologlcal appmach..s and :.nnovai;.cns in ths
energy field., The mesns by which' th:Ls efid result can be achieved in thfs. fastest possibléd
penner is none othex than good oid—rash:.onﬂﬁ resea.mh and d...velo;mémt ch@et:x.tmn am:mg
firms within the ensrgy mdustzy If hmdreds of small busme..ses ard dbze.ns of majoxr
ccmporatlom are all entlms:.asf;lca.n.ly trying to de.velop their o t&chnolog:.cal soluta.cns
to oo encxgy goals, wztheachofsa;dfmmgrmnrgmthemmvammsandefforts
of others and hoping tm ke the first to presant the public or ERDA w:.th a comnerually

- feasible breaktlrough, then this is the ideal a‘hmsphe::e fox: e.mds.tmg enﬂqy J.I‘det:&-hdJCﬁ

" What is the idsal combinaticn of incentives to I_mt.':.vate RJ&D chmtluon
wiﬂ-zm the ‘energy industxy? The kesic mtivatibns for budgeting R&D Eor \'%Eanmres J.n ariy"
Industyy are well established; the prm\.ﬂ. mcc"it.we bemg a satlsfactczy ROT .I'

"If the potential rate of return on mvestnent is h:.gh enough, the. entre-.

preneurw::.ll tzke a reascnzble garrblew;.thh:.sorh:.s backe::s cap:.ta.]. 'mekeyto d_
cz.s:.can-makarg here is what is a xea..-.cnable garble. The r:sk that RDleobjectlves may not
ke reached is mﬂpendentmthree fundamental, ;ac!:ors, themst:r@ertant, inthem:.nd
of the venture cepitalist, be:.ng the degree of cmn:et:dn.on.z _

o Now wer get into tha ventm:e cag:r.talists' mentab.ty. Protection ayaunst
cmpet:.tmn Sserves as the znsuranca ’d:atthe venfmrerandh:scap:.tal sourcesw:.llre—-
coup the investrient tcgethef with a reascnable profit shculﬁ the resdarch and devvelop—
_mant prcve frm.tful Without same form of protect:.m, competitors wc%uld J.nred;ately
'ccpy the :.nncvat:.cn after technical feasab:.la.ty ard mua.}. na::ket:.n% success has bemz
-shown by the entrepraﬂeur._ Th;.s wol.ﬂ.d put the vent:.‘::er at a ﬁ.nanc:.qal dlsadvantage s:.nce
'the qmspetltorshmldbeabletounderpnce the mnavator, who must #harge enough to ‘
. recoup his substantial pioneering mvestment in poth t.he Jaboratozy brd the marketplac:e,
. Snadda.ta.mtohss f:xedmmzfacturmg cost.
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MR, DERMER; It is our position that handling it
by the regulations would be satisfactory. If you would like
to have the Act amended, that would be £ine, too.

MR, DENNY: One of the problems, when you solve
one problem you get .into another, Our six months was
created as the result of all government agencies trying to
help contractors by having the same set of regulations and
time limits, This six months you will find in the FPRs.
It is one of the things we thought was a problem to the
contractors, There was an attempt to get it uniform through-
out the government. ' '

But you are saying we have a uniform problem now.
MR, DERMER: The problem is the same.

MR. DENNY: Thank you very much, Mr. Dermer. We
apprec¢iate it, ' :

Is Mr. Sperber here?
MR. SPERBER= Yes; I am,

Good afternoon, gentlemen. My name is _
Philip Sperber. I am counsel and an officer of the Cavtron
Corporation, and I am an officer and director of the
Ultrasonic Industry Association.

However, the views that I am going to express
" today are personal, based upon my experience as a lawyer
and businessman in industry. '

A couple of weeks ago I submitted a 20-or so
page statement on whether mandatory licensing is desirable
in the nonnuclear energy field, and subsequently, I received
a call and was invited to come down to perhaps summarize
that statement and subject myself to questions.

It is a very complex area, and I feel that since
you do have this lengthy statement from me, that we can
better make use of our time by allowing me to apply the
concepts of my statement on mandatory licensing to the
specific proposed policies of ERDA on patents, data and
copyrights. So, with your indulgence, I would like to do
this. Then you can gquestion me on either issue, either
mandatory licensing or my views on ERDA's patent and data
policies., =~ . B ' ‘ '

(The complete statement follows.)
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government won't want the data, but might want you to license
third parties whichﬂmight,he a little hit different,

Someone mentioned we are not going to be the
user of much of this non-nuclear technology ocurselves, so
our regulations were intended to provide for that possibility,
too, '

Earlier I was talking about on page 7 of your
tegtimony. "Views have been expressed by some lawyers in
government to the effect that even though a contract is
negotiated between ERDA and the contractor, and executed
by authorized officers of both, negotiated patent data
terms and conditions on the contract are still subject to
judicial review pursuant to the language in the ERDA Act
or the Atomic Energy Act."

MR, DERMER: I was referring, in that section --
I apologize, I did comment on judicial review, I was
referring there to a determination at the outset of the
contract that a given invention is a background invention.
Absent the matter of fraud, if a determination is made
during the contracting stage, it should be lived up to
by both parties. A contractor then enters a contract with
knowledge that one of his inventions is deemed a background
invention, rather than a subsequent review perhaps under
Section 152 of the Atomic Energy Act, to the effect that
it may not meet the statutory standard, but is a
negotiated resolution of this guestion during contract
stage.

MR. DENNY: I see. Does the panel have any other
questions?

MR. BLASEY: I have sort of a two-part question.
Does Westinghouse have a policy now for the time required
from conception of an invention to reporting it to manage-
ment?

And the second, if ERDA was to accept your
proposal in that area, would it be appropriate to
establish a time which is, as I have described, from
conception of idea to reporting?

‘MR, DERMER: We have no established internal
time period within which we instruct our inventors to.
submit disclosures, Our encouragement system is something
we use for ocur own inventions, as well ag government
contract inventions. We feel that we should not have a

4...____.»-;—{‘._%}!_{!\ e e e T
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think we have focused on that, probably not to the extent
that I am sure we will now,

I might add one point. One of the reasons why
we changed the past language for licensing third parties
from upon request of the third party to upon request of
ERDA was the foreign company issue, with the idea that it
is very likely that if a domestic company was doing an
appropriate job there would be no need for a regquest from
a forelgn company.

However, I am sure you suggest we put that in
there a little more directly.

On your comment about foreign licensing, I
assume you were talking about the tltle, 1icen51ng of
foreign government.

MR, DERMER: A waiver of foreign rights can
frequently be subject to a reservatlon of rlghts to forelgn
governments.

MR, DENNY: You are right. Okay. In the
regulations, a positive ERDA decision would have to be
made before that could be applicable._ I hope that is
accurate, ' -

MR, DERMER: It is our view that consideration
by the U. S. Government toward the cross~licensing of
foreign governments in those countries where the electric
utilities are owned by the government should be done only
under very stringent standards,

MR, DENNY: We don't have our standards labelled,
but a positive decision would have to be made under our
regulations, first.

MR, DERMER: Yes, I am aware.

MR, DENNY: One of the reasons I am relatively
delighted with section 9 myself was the response to your
comment about court challenge. With the suits that have
been instituted against the government for various decisions
on excluseve lieensing and granting of waivers, I believe
in our legislation it is definitely put to rest. It
states that the decision on waiver is in the Administrator,

In the conference report it states that hearings
are not required in order to do this. At least I believe

"“\\‘\_
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1., There is no technical or economically
available substitute for the excepted item,

2, The excepted item is deemed necessary for
the effective implementation of the agency's program and,

3. The contractor has the right to appeal the
questlon of necessity of licensing to the highest levels
of the agency, and that determination will bind the con-
tractor.

It is submitted that the latter category of
proprietary information has withstood the test of time and
is a practical resolution of the requirements of the govern-
ment, the national interest, and the contractor's private
position. It is recommended that either the ERDA Act or
regulations be amended to permit specifically the use of
terms and conditions respecting proprietary information
that I have just mentioned. ' :

I feel compelled to comment on just one addi-
tional aspect of the ERDA regulations relating to the time
limits for reporting inventions, for requesting waivers
and for the institution of forfeiture procedures.

The ERDA Act calls for the reporting of
inventions "promptly." The proposed regulations call for
reporting of inventions within "six months of the conception
or the first actual reduction to practice." Westinghouse
has continuously exerted substantial effort to ensure that
government contract inventions are promptly submitted and
reported.

Certain of our facilities employ full-time
patent liaison personnel whose primary function is to
ensure compliance with our contractural commitments created
by our government contracts. Westinghouse also employs an
internal award system to reward inventors through monetary
payments for the submission of 1nvent10n dlsclosures that
are worthy of patent protectlon.

Despite these efforts, it is clear to us that
Westinghouse will not be able to comply with the reporting
requirements called for by the proposed Regulations in most
cases, It should be noted in this respect that Westinghouse's
record for promptly reporting inventions has been acknowledged,
albeit informally, by several government offlces as being
among the best in the industry.
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technology without giving mandatory access to privately
owned foreign patents, We find no basis for extending
mandatory licensing regulations to the foreign arena in

any act of Congress or under the regulations of any govern-
mental agency. The government has no compelling need for
such a requirement, which only functions to reduce the

value of a contractor's commercial assets which were develo-
ped at private expense.

It is important to emphasize that we are
addressing privately funded assets of the contractor.
We strongly urge that if mandatory licensing is retained
in the proposed ERDA regulations with respect to back-
ground patents, it should be limited to licensing of United
States patents.

We note that the proposed regulations provide for
the licensing of foreign governments under foreground patents
and data pursuant to a treaty or agreement between the foreign
government and the United States government or an agency
thereof, It must be recognized that in the electric power
area, certain foreigh governments own the electric utilities.

.Examples of such government ownership are Italy, France,
England and Sweden, For the United States government to
license the foreign government in a country where the
electric utilities are an arm of government is in effect
the licensing of the entire market in that country to use
the fruits of United States government funded technology.
A foreign manufacturer in that country receives United
States government funded technical data under the United
States Freedom of Information Act and its customer, the
government~owned utility, under the proposed regulations,
would in addition have a patent license to insulate it
from adversely owned patent rights.

In order to give American industry an advantage
in competing in those foreign markets by virtue of the
investment of United States tax dollars in the ERDA program,
we strongly urge that licensing of foreign governments under
patents obtained from ERDA programs be entered into by the
United States only when the most urgent needs of the United
States are fulfilled by such licensing programs,

Another area of the law that we believe requires
clarification relates to patent and data contract terms and
. conditions that are negotiated by contractor and ERDA
.- persannel, ' o B :

'.‘\\\?“ )
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We believe that our patent system is successful
because it functions in the following manner:

Mr. "A" brings a new design of a cireyit breaker
to the market after filing patent applications teo protect it,
Competitors "B" and "C" begin to lose sales because their
.customer is impressed with "A"'s new design, "B" and "C"
look at "A"'s patent protection and design new and improved
‘circuit breakers of their own «-~ hopefully avoiding "A"'s
patents.

As Dr. Ancker-Johnson indicated in her testimony
in the House inergy Bill hearings in February, 1974, invention
is a step-by-step process -~ the opening of successive doors,
The net result -- new and constantly improved products -- a
lead in technology for the U. S.

What will compulsory licensing do for us? In
our opinion, the stifling of invention is what it will do
for us, Under a compulsory licensing system, "B" and "C*
copy "A"'g design with the knowledge that no injunction
can issue against them and that, at the worst, they can
have a license on reasonable terms, This assumes that "A"
bothered to improve his product in the first piace.

If we must have compulsory licensing of background
patents, it is our opinon that such licensing must be
confined to U. S. patents under the exceptional circumstances
set forth in the proposed ERDA regulations and, thus, not
include foreign patents as is set forth in the. proposed
ERDA regulations.

No one to date has noted that the proposed ERDA
regulation define a background patent to include not only
domestic patents but foreign patents as well, It is in
this area that Westinghouse asserts that the ERDA regula-
tiong have exceeded the intent of the Act, especially
Section 5h(l) of the ERDA Act, and have gone entirely too
far,

~ It is well known in business circles that
American companies have extremely difficult times competing
in today's foreign marketplaces, Our successes in such
foreign markets ocqur mainly where the American companies
are technologically ahead of their foreign counterparts.
This technological lead i= normally bhased upon a strong
patent position in the countries in question and results
in substantial entries on the plus side of the United States
balance of payments ledger.
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frequently happens, 8mall business is interested in getting
into new areas, Large businesses reluctantly so.

That is all,

MR, HILL: So you would justify the two-tiered
systam, then, on the flexibility and speed of reaction that
you think small business has?

MR, SCHELLIN: That is correct, yes, sir.

MR, EDEN: Where large fixrms have no intention of
utilizing their inventions, & small business would get the
rights?

MR. SCHELLIN: That is correct.
MR. EDEN: 1If a small firm had an invention and

had no intention of commercializing it, would you allow a
large firm to come it?

MR, SCHELLIN: Yes. I don't differentiate on the
contractors being small or big in that regard.

MR, DENNY: Thank you very much,

MR, SCHELLIN: Thank you.

MR, DENNY: It is now about five minutes after
4:00. I think it might be appropriate to take about a ten-
minute break.

We will reconvene at 4:15.

{(Recess, )

MR. DENNY: Our next speaker is Mr. Dermer, who
is a patent attorney with Westinghouse Electric Company.

Mr. Dermer, glad to have you here.
MR. DERMER: Thank you.

My name is Zigmund Dermer. I am a member of the
Westinghouse Electric Corporation Patent Department.

On behalf of Westinghouse Electric Corporation, I
should like to express our appreciation for the opportunity
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MR, SCHELLIN: It depends on the relative market
and control over it,

For instance, the Anderson Company, for example,
is a relatively small company. As you may know it makes
the Anderson Company windshield wiper blades., ANCO is the
trademark they operate under,

That is considered a large business because they
control a large portion of the market. Yet employee-wise
they are quite small,

I can tell you only of three or four companies
that make windshield wiper blades. Just look at the rubber
inserts.

So this is important, too, as far as SBA is
concerned, '

MR. EDEN: A firm can be considered quite large,
but nevertheless is a small business by SBA definition,
though?

MR, SCHELLIN: Not by small business, But the
query, saying very few companies would be excluded, this
may be true.

If you look at the fact that we are living in
an oligopoly and the large businesses are few in number
but are in major control of the economy,

MR. EDEN: If our sole concern were utilization
of the R and D results, should we still have a two-tiered
approach? Would you still justify making a distinction
between a large and small company if utilization were the
only cbjective?

MR. SCHELLIN: On the basis that small business is
innovative, I would say yes, we should begin with a two-tier
utilization -- waiver rights, whatever you are talking about,
a two-tier government patent policy.

MR. EDEN: In other words, with utilization being
the only criterion on which we made decisions, we would give
patents to the small firms, or exclusive licenses, but deny
them to the large firms? Is that your answer?

MR. SCHELLIN: You are giving it to a qualified
small business, say, to the detriment of a large business, if

S,
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licensed third party would lie if he has shown that he meets
the test of use under the first recommendation whether or
not the third party is small or big business, or unless
demonstrated by the ERDA licensed third party that the
practice of the invention constitutes a material necessity
to the benefit of the public.

5. We recommend that ERDA have broad genaral
statutory authority to purchase or license patent rights
which may be the background patents of a contractor or may
be the patents of a third party.

We also recommend that ERDA be given authority
to settle infringement claims administratively out of any
available funds. Concomitantly with the latter, ERDA should
promulgate informal procedures for administering patent
claimg to insure fair, prompt, and equitable treatment of
claimants.

0f course, overall coordination of administrative
claims procedures should be assigned to the Goverament Patent
Policy Review Board, recommendation number 3 in the above,
to achieve prompt and equitable settlement of claims.

6. We believe that the present various statutes
allocating to the government all rights to the information
or data resulting from its contracts should be repealed,
and there should be enacted, in their stead, a uniform data
policy setting forth broad statutory principles governing
the allocation of such rights,

This uniform policy should (a) provide for uniform
concepts for all government contracts, defining the technical
data and protectable technical data and prescribing the
government's and the contractor's rights in each type of
data; (b) provide for uniform handling of proposals and
regstrict their use for evaluation whether or not such propo-
sals contain restrictive markings; {c) permit contractors to
obtain adequate copyright protection in foreground data when
such copyrights will be an incentive to achieve commerciali-~
zation or the publication and dissemination objectives of
ERDA,

7. Specific statutory provisions should be
enacted to give the owners of background data, a judicial
remady for compensation when such data is misused by ERDA,
provided such data has been submitted to ERDA with proper
restrictions on its use or disclosure.
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It is to us ridiculous for the government to agssume
that because it picks up the cost of only one-tenth of the
cost of innovation, someone would be willing to spend the
rest to bring an untried product to an untried market with-
out a degree of exclusivity.

Having in the foregoing stated that it is essen-
tial to maintain a climate for small business because of our
belief of the philosophic concept of liberal capitalism, we
must now state that just as NSB and NPC has proffered the
concept of a two-tier government policy at other hearings at
other times on many issues inc¢luding taxes, NSB and NPC also
recommend a two-tier government patent policy.

Just as there are set-asides for small business
as defined by the Small Business Administration, there must
also be a policy of set-asides to licensing small business
only, for patent royalties if found desirable, Such licens-—
ing must have some attribute of exclusivity for a period of
time which need not be the entire life of the patent. The
license granted may encompass a field of use or may be limited
geographically.

There are many who would urge against exclusive
licenses for any time period to anyone, small business or
big business, Such people feel that what all of the tax-
payers paid for should belong to all, What is overloocked
is that research performed by the private sector is also
partly financed by other taxpayers in a way, as such costs
are usually tax-deductible, so the taxpayer winds up
absorbing the costs for a major portion of research anyway.

l. We therefore recommend that legislation be
enacted to make entirely clear the authority of ERDA to give
cognizance to a two-tier government patent policy. This
would be accomplished by giving ERDA the authority to waive
rights amounting to a grant to a contractor of a non-exclusive
royalty free license up to exclusive license for a reasonable
royalty for a period less than the life of the patents with
a right to sue,

Further, that qualified small business be given
special preference who may or may not be the contractor in
acquiring an exclusive license, which may be for a field of
use or geographic, for a reasonable royalty for a period
of time less than the life of the patents with a right to
sue,

ISR .
Y



434

entrepreneurial aspect and spitit., But even at its best,
the large corporation will never be as enthusiastic about
innovation as its tiny competitors.

It has a huge investment in existing products and
procedures that it would prefer not to write off too quickly.
It usually makes more economic sense for it to seek incre-
mental improvements in productivity rather than to concentrate
on a new product that may or may not work, Its vast internal
bureaucracy is always, to some extent, a conspiracy against
innovation.

We at NSB and NPC believe and talk abhout liberal
capitalism, We are referring specifically about a political-~
economic system in which small busginess is given the opportu-
nity not only to survive, but to prosper. If the Soviet
Union were, tomorrow, to permit their major nationalized
industries to sell shares to the public, in order to raise
capital, it would not involve any grand reformation of their
system. On the other hand, if they gave entreprenurial
freedom to small business, it most certainly would.

Now, turning to patents, it is known that under-
lying the patent system are three fundamental assumptions.
Pirst, it is believed that the patent system promotes the
making of inventions,

Second, it is believed that the patent system
provides the necéssary incentives to develop inventions
commercially once they are made.

Finally, it is believed that the public disclosure
required by the patent law promotes scientific and technologi-
cal knowledge.

It should readily be apparent that of these three
assumed benefits, only one would appear to be significantly
affected by ERDA patent policy. Public disclosure of inven-
tions made under government contracts can take place under
the contract terms no matter what policy is chosen,

The effect of the incentive to invent would also
appear minoxr since the government, in paying for research
and development work, has supplied much of the incentive for
invention. In addition, there are many other motivations
than the present system which lead to inventiocn,
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I am here as a member of the Board of Trustees
of the National Small Business Association, a Washington-
based prganization with more than 40,000 members and affili-
ates througnout the United States, My function with the
National Small Business Association is to keep them informed
and abreast of matters that affect the intellectual property
interests of the membership.

I am also here on behalft of the National Patent
Council of which I am the Executive Vice-President. This
organization has as its membership individuals and generally
smaller companies who are the owners of patent rights,

For the reason of the diversity of economic
interests involved in the membership of the National Small
Business Association, and the National Patent Council,
this statement as well as the other matters with which we
are concerned is necessarily of general import. That is
to say that we do not deal in this testimony with speciazl
considerations or developments that concern one industry
Only .

Such matters are best left to the voices and
interests of the traditional trade associations, each of
- whom are expert in their own area.

As a prelude to our recommendations, we at NSB
and NPC are continually dismayed and chagrined at how little
interest there apparently exists in the condition of small
business in the United States today. Big business is in
the limelight to such a degree, and is in the center for .such
passionate debate, pro and con, that the smaller business

is an invisible figure not taken into account or reckoned
with.

Please bear with us as we develop our thesis
further, We believe it is necessary as what we say now
explains our recommendations,

We would indeed agree with the textbook authors
that big business may be designated "quasi-public"
institutions. We must in all fairness state that big
.~ business is c¢ertainly far more important today economically
and peolitically than it ever was. Economically, because
the over-all health of the economy in terms of investment,
economic growth, employment, hinges very much on the health,
or lack thereof, of big business, This also affects
thousands of suppliers to big business,
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I think the real answar is that we need to
worry about such a thing, We are pleased to license it
to get maximum revenue,

MR. GOODWIN: I notice you are concerned about the
delay involved in negotiating waivers. I am wondering if you
have any suggestions as to how that might be accelerated or
decreased.

MR, HAUGHEY: Oh, yes.

DR, SMITH: I think it would be helpful to have
a finite, fairly small set of options that are worked out
so that each case doesn't have to be handled on an indivi-
dual basis. I think that may be part of the learning pro-
cess as we begin to do business with you,

If there are some blanket arrangements that can
be assigned for broad classes of contracts, that would be
very helpful. Actually, we run into no difficulty at all
in negotiating license patent policy under the terms and
conditions of the Defense Department. We find their
arrangements guite acceptable, I suspect that some part
of the delay and the time it takes to negotiate an ERDA
contract is due to the fact that we are in an early stage
of the formulation of policy and practice,

MR. DENNY¥: I would like to welcome to the panel
Mr, Poteat.

MR. POTEAT: In your prepared text, you said
broad royalty rights to ERDA are required in ocur contracts.
We are talking about a nonexclusive license for research,
demonstration and development. '

Wbuld you care to comment on that in regard to
your statement of a broad background right to ERDA?

Secondly, with regard to third parties, what is
required is a license, background license to responsible
parties, and the term "reasonable under the circumstances.”

I would like you to comment with regard to that
part of your statement,

e e i ek e

- DR, SMITH: T think what is called for here is
some flexibility. That is the point we made earlier,
Perhaps my prepared statement is a little strong,.



MR, EDEN: We heard virtually the same thing
from General Electric this morning,

Does this seem to be the patent licensing
poticy of larger firms generally?

MR. HAUGHEY: I think that is true. We have
less need for exclusivity, We can compete,

I think it is not out of order to say we are a
fairly large organization. We anticipate this year about
$1.3 billion worth of sales, Nearly one-half of that is
R and D work.

We have about 2000 members of technical staff
throughout the company. We are a fairly large operation
in high technology. '

MR, EDEN: Would you agree with the view,
therefore, that complusory licensing constitutes the
greatest disadvantage to the small- or medium-sized
companies?

If the larger companies haﬁe.an open-3oor
policy, compulsory licensing can't hurt them at all.

MR, HAUGHEY: I think that is true, It can't
hurt us as much as a small company. With us it is a
procedural matter of negotiating something we are already
willing to negotiate.

It is just a matter of getting the job over with
and making a reasonable profit on the technology we spent
so much to develop.

MR. EDEN: There are several reasons why you
might have arrived at a policy of liberal licensing,
First, you may decide that you are not vulnerable to
competition from licensees of the patents that you hold.

MR, HAUGHEY: May I ask what you mean when you
say, "You are not vulnerable®?

Sometime ago I was part of a decision to accept
a patent indemnity for an $86 million commercial contract
where maximum 11abillty was the total cost of the contract
of $86 mllllon.
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on the courts against someone who is inclined to infringe
first and negotiate later, you have destroyed our opportu-
nity for a licensing negotiation, or at least very seriocusly
disturbed it.

MR. DENNY: The comment was made that as far as
licensing is concerned, the contractor would prefer to have
the first option to supply the marketplace. Concerning our
background clause, in essence, on of the objections I have
heard to it is that it's up to us to decide what we would
have, This is a step in that direction, :

You mentioned the contractor would like to have
foreign rights as a first option, I would just comment
that foreign rights that are set forth in the statute and
regulations which you may have, 1f we don't file, is not
considerad a waiver.

Someone asked me earlier, that is one of the
reasons for all the complicated provisions attached to it,
because it is not considered a waiver. The possibility of
asking for that first option in foreign rights is available
under waiver possibility, So that is an approach to that,
As you say, whether or not we work these things out depends
on hoth of us,

Any questions from the panel?

DR, FUMICH: I just have a kidding comment. I
just want to say if we can deal with the Hughes Company,
we can deal with anybody.

DR. SMITH: As far as our business is concerned,
we are like anybody else, We are a profit-making, taxpaying
organization, We try to be competitive,

MR. WEINHOLD: You made comments about your
not doing a lot of business in the energy area now and you
hope to, depending upon the incentive.

What are you saying about the past regulations
and stuff like that?

Has it been patent regulations and things like
that that have kept you out of the energy business, or
has it just been otherwise not seeing a particular market
potential or profit? .
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At the very best, the delay means that it takes
a while before you get on with the job, That is bad. At
the worst it may mean that you have to dismantle a team of
scientists and engineers because you just don't have any
means of supporting them during the period of negotiation.
Very possibly, if some of the earlier topics we have touched
upon are properly resolved, it won't take so long to arrive
at suitable tarms and conditions, But I think it is very
important if at all possible to be able to expedite the
negotiation of these contracts,

I have not listed contractor ownership of foreground

patent rights as a primary concern, As the people £from
General Electric mentioned this morning, it is too early for
us to see how well the waiver policy will work, We will be
quite happy to give it a try. It would be nice to have
foreground title, but I don't know if it is really neces-
sary., We will take a wait and see attitude on that.

Another point. that has been touched upon is the
matter of our own ability to use data that is generated in
the course of a contract for our own purposes. It does look
like the proposed regulations take care of that matter
satisfactorily.

In conclusion, we are most concerned about the
protection of our background patent rights and data; and we
urge that the policy allow easy vesting of foreign patent
rights in the contractor. We vigorously oppose mandatory
licensing and we hope that policy and practice can be
developed to allow expeditious negotiation of the contract
terms and conditions,

The Hughes Aircraft Company has a good deal to
offor here, and I think the job of getting on with develop-
ing new energy alternatives is a very important one. I
would like to see us more involved. I think if the incentives
were improved a bit, we would very likely plunge right in.

Thank you.

MR. DENNY: You mentioned disbanding research
teams. A friend of mine was working with Hughes and was
on gsuch a team that was disbanded. It was not the govern-
ment's fault, however, It was yours. It was on the lunar
landexr, and the product you produced was so successful we
didn't need the backup systems that had been planned for and
broke up yvour team early.
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The purpose of the present hearing, as I understand
it, is to determine how well the policy and regulations are
accomplishing the balancing job of providing incentives for
industry on the one hand, versus protecting the public
interest on the other. It is our view that the incentive
end of that balance needs to be strengthened, There are
many scientists in my laboratories and throughout the
company who would love to work on energy problems, Frankly,
we hava had to discourage them somewhat because we do not
see where we will be able to profitably invest the company
resources to obtain an adequate return for that investment.
I think the trend as I detect it through the course of
these hearings is in the right direction., I hope it does
work out that way, '

For the remainder of my time, I would like to
concentrate on four specific topics, the first one being
background patents and data; the second, foreign patent
rights; the third, mandatory licensing; and the fourth
topic, (which is a little different), the time and energy
it takes to negotiate acceptable terms and conditions with
ERDA to do a job.

You have heard many times yesterday and today
about the problem of background patents and data, In
practically every negotiation we have had with ERDA we have
gone round and round on this issue, In our experience, the
tendency is for the ERDA organization to ask for very broad,
far-reaching background rights,although over a period of
time it may be possible to negotiate something that is
acceptable. We have one particular example I might relate
as a kind of case history.

We have developed a new proprietary high power
electric switch over the last decade or so, We have spent
savaeral million dollars to bring this switch along., It
turns out as we talk with people in the various ERDA
laboratories around the country and also with gome people
who are working in the fusion game abroad, that it may
be possible to apply this switch to help solve some difficult
switching problems in nuclear fusion research,

So we have triesd to come together to develop a
subcontract with one of the ERDA-zponsored organizations to
apply the technology we have in this area., Frankly, it's
been very difficult, We have a good patent position. The
primary product is going to be used in the electrig utility
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We believe our market system can best serve the
public interest by maintaining the historic function of the
patent system and the traditional roles of government and
industry in the functioning of that system in connection
with government contracts,

Thank you for your consideration., Bob Teeter and
I will be happy to answer any questions you might have.

MR, DENNY: Thank you, I hope, as I have heard
sevaral times during these hearings, the fear of there not
be a waiving, the fear of giving up data rights, or the fear
of this or the fear of that, will not discourage industry
under this new set of reulations from at least giving us
a try. We are, in fact, here trying to do a little bit of
a balancing act. We want to encourage industry to cooperate
with us. There is a real concern on the part of some members
of Congress that technology might be sSuppressed and misused.
This perhaps has caused us to add in some insurance, or as
a previous sgpeaker referred to it, castration, where the
need might not be as streng.

For example, our background patent clause has
been identified as something which may cause a problem, I
hopa you will read that very carefully. That clause was
very carefully drawn.

If I may paraphrasé it in nonlegal language, I
think it says, if you have technology that is necessary in
the enargy field, then we will ask you to license for
reasonable royalties, Beyond that, I think it doces not
bacome involved., That is what we are hoping to establish.
Under our new data policies, we have tried a little bit
different approach. And please do not hesitate to submit
proposals to ERDA because of that data policy.

I think generally what that says is, number one,
we don't want your proprietary data as a general rule. 1If
you have some that should be involved, let us know. Then
we will decide whether or not we think it is necessary. I
think this is a legitimate job for ERDA, If we feel the
program mission needs certain data, then we need certain
data, All I hope we can expect to give industry is before-
hand notice: "This is what we need, This is what we do
not need," . : o a

Then you can make up your mind whether you want
the contract or not, I have seen several contracting
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contract. This means that contractors most capable of
contributing constructively to the energy R and D pro-
grams may be deterred, and in some cases dissuaded from
participating, because of ebligatory licensing provisions,
Such provisiong may not permit a reasonable profit or
royalty, when government funding of further development
is appropriate.

The stated objective of ERDA's patent policy is
to provide an incentive function to stimulate commercial
industrial development in energy fields, and in doing so
to protect the public interest. :

Industry conducts R and D to develop superior
products or tc develop more productive less costly processes,
The purpose of this R and D is to obtain an advantage in the
marketplace, The advantage is lost when it must be shared
without an adequate consideration,

To support ERDA's mission, contracts with industry
for development of energy saving alternatives are desirable,
Alcoa and others like us are most interested in obtaining
ERDA funds to conduct R and D in those areas where we have
competence. However, these areas of competence, in Alcoa's
case, for example, have been our business success since
the company's founding, Our background knowledge in these
areas iz invaluable., We do not believe it equitable to
relinguish this to the government and all our competitors
in return for contract support alone.

The ideas for investigation of energy-saving
alternatives in industry will largely come from the
companies in each industry -- after all, they are the
‘experts in their field. 1In order for ERDA to he succes~
aful, these companies must then use those ideas which are
successfully developed. The products of ERDA's R and D
programs will not be used by ERDA, but by industry in the
marketplace for the benefit of the public. I think this
iz a key point. It is a departure from the way the Depart-
ment of Defense and NASA operate their patent policies.
They use the products that they fund R and D for,

To enhance the ¢arly application of these suc-
cessful developments ~= to reduece the R and D to practice
and save energy -- the incentive of awarding title to the
corporate contractor should be the rule, not the exception,
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justified it, It is merely that the present ERDA policy
makes no mention of it. I would just assume that this will
be the same practice that has gone on before and will be
carried ovar into the new policy.

MR. GOODWIN: Are you saying there are no
sitwations under which the government should attempt to
obtain patent rights to inventions developed under its
contracts in connection with the ERDA field of operations?

MR. TABIN: We were taling about ERDA taking
title here. What are you referring to here?

MR, GOODWIN: I am trying to find out just how
far you carry your view that patent rights in the hands
of the government have no potential for the government
getting commercial utilization of the patent rights,

MR, TABIN: The government is not a commercial
entity, I mean, it fostered the development of a specific
area. It can fund money for basic research. Somehow, it
must get these rights transferred over to industry some
way so that industry can carry them forward, These rights
- could be transferred on a nonexclusive or excluseve basis,

All we are saying is that in certaln situations,
nonexclusive rights are all that is required., ' In certain
situations where a small company may not be willing to put
in the risk capltal, an exclusive license may be required.

In certain situations, certain rights which are
developed should be licensed on a nonexclusive basis,
irrevocably, In other situations, it should be revocable.
I say the system must have a certain flexibility to take
care of various situations and various needs.

I think one has to look at the objective which
you are seeking and try to frame a policy which meets that
objective,

MR, GOODWIN: In effect, you are stating that in
some situations, at least, the government should acquire patent
rights?

MR, TABIN: Certainly., I have never said anything
to the contrary. '

MR. DENNY: Thank you very much,




promising for the moment. He wants this simply as backup.

MR, TABIN: You have to remenmber another thing,
That is an invention which was made by that company, not
by somecne else. It is his own invention., He is working
on a particular system; he has made an invention, It may
be important for him in the future. He dcesn't know, You
ara saying the government should be able to withdraw it, I
think that is wrong.

MR, EDEN: I recognize the difficulty, both
equitably and otherwise, My objective is to expand utili-
zation. I am suggesting that your solutlon is an impediment
to that objective.

MR. TABIN: T guarrel with that, 2s I say, I
think it is very inequitable in any event. I say that
company, having made that tremendous investment, deserves
to have that, 1f you want, in his hip pocket in the event
it is needed in his development of the asystem.

1 think if he goes out, drops development of the
system, you have a different situation.

MR. DENNY: Further gquestions?

MR, RITZMANN: Mr. Tabin, could you briefly de-
scribe the ownership of General Atomic?

MR. TABIN: Yes, General Atomic presently --
General Atomic Company is a partnership which is 50 percent
owned by Gulf 0il Corporation and 50 percent owned by Royal
Dutch shell.

MR. RITZMANN: In your statement you say "ERDA
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should protect prime contractors by seeing that subcontractors

include such provisions as may be necessary to agssure that
results of the work of the subcontractors are available to
U, 8. contractors, their affiliates and licensees."

De you also mean through U, 8. affiliates and
U, 8. licencees?

MR. TABIN: I mean both U, S. and foreign., I
have indicated earlier, the only way a U. S. contractor can
exploit his technology in certain countries is by way of
either llcenslng or by minority positions in foreign compa-
nies. Normally, U. 8. companies involved with advanced

P

R



412

risking that much, And I can't see ERDA taking away their
rights in this area, making the license -~ ganceling their
licensa in order to foster some peripheral utilization of

the invention. They can still do that, as I say, in other
fields of use,

They can give an exclusive license to a small
company that wants to develop that for some specific purpose.

MR. EDEN: Presumably you are asking for a change
in the statute which would have the effect of providing in
every case that the license granted to the contractor would
be irrevocable for his particular field of use,

The difficulty to which this gives rise is that
it precludes an exclusive licensing program later; whether
it is a small firm or a large firm makes little difference.
If a prospective licensee perceives that he has a potential
competitor in GE or some other firm, would he then take that
exclusive license, put in his capital, develop the invention
to the point of marketability, knowing that GE could step
in at any moment?

MR, TABIN: You are trying to tell me that there
is one specific invention GE needs and they are not going to
risk their hundreds of millions of dollars in developing
it unless they have exclusive rights in that invention.

I don't agree.

MR, EDEN: No, There are 26,000 patents that
alraady exist, With respect to virtually all of these, a
nonaxclusive irrevocable license is retained by some
contractor,

. Before we can attempt to license these exclusively,
we are going to have to revoka the existing nonexclusive
license,

MR, TABIN: You are going to have to weigh your
priorities and what you want, whether you are interested in
.developing new ways to utilize our energy sources, or you
are interested in some other purpose,

I think the primary purpose of ERDA is to develop
new ways for utilization af our energy soeurces, I think
there should be no impediments in that directioen,

T et e e s,



410

justification for it, There is no need for it. It seems
to me any inroads you make on our own system downgrades
the system.

I for one don't see the reason for doing so. As
I nave said, there are remedies in the remote situations where
the government has to act in the public good.

MR. DENNY: Do other members have questions?

. MR. RITZMANN: Following that a little bit, do you
think the existence of a compulsory licensing provision has
been a daterrent to performing research and development in

a field even though it has not been used?

MR, TABIN;: It has not been a deterrent to General
Atomic Company. I can tell you whether it has been 2 deter-
rent to some other companies, smaller ones,

On the other hand, as I say, the inventor who
makes an invention that is important to the national good
will commercialize it, will utilize it, will license it for
his betterment. He is going to try and exploit that every
possible way he can. There is no known case of any situa-
tion where he has made an invention and blocked industry,
blocked the invention from coming to the public,

Certainly, if you have an invention and you license
that invention, you deter others from inventing, somebody
said leap frogging, from making better inventions or improving
the technology. That in itself is detrimental. If one can
point to any specific good that would be good by compulsory
licensing, I might agree, change my views. But I can't see
any,

DR, FUMICH: The Office of Coal Research is fund-
ing a coal research project with you for some time now. What
is your reaction and what is your opinion regarding whether
the proposed ERDA policy compares favorably with the Office
of Coal Research patent policy that was at the time under the
Department of Interior?

I am just curious.

MR, TABIN: I think the present ERDA policy is
probahly an merovement
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other governmental agencies. Its mandate, to make the patent
policy of ERDA conform, to tha extent possible, with the.
patent policy of other agencles, is not that compelling.,
There are examples of overreaching suggest in the propoged
rules. : .

For example, the examination of records provision
which is designed to permit ERDA to identify subject inven-
tions, actually goes far beyénd what is necessary and even
beyond what would be permitted by way of dzscovery Ain the .
courts for such a purpose. ‘

Thank you,

_ As we had discussed before, wa are interaated in
your comments ahout acquiring rights to, the inventions of.

the subcontractors.. Again, as I mentionad to you, those were.

first devaloped by the Department of Dafense and Armed Forges

Procurement Ragulations, at tha requast of industry.

X only mention. that to identify that this is a
many-facetad problem area. . .

Yesterday we had testimony, I think, by Mr. snyder,
who made a comment that nuclear energy was only five percent
of the. energy now produced in the United States. I think
in the context in which he made the comment there was an .
implication that this mrght have been because of AEC's patent
policy »

You made mentioh at the bgginting-of your testi-
mony about the problems of huge investment and safety, long
lead times,

Would you like to comment as to the effect AEC's
patent policy might have had on the commercialization: of
nuclear enargy?

MR. TABIN: I would say that the policy itself
has had little or no effect other than the amount of funding
put in by the AEC. It takes an enormous ‘burden of mopey to
develop new systems, I think we have been faced with a
changing economic situation which has wvastly altered variaus
pradiations in the development of systems.
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a contractor in connection with subcontracts which it lets
in the c¢ourse of the perfermance of a government contract,
It is clear that a contractor should not use its ability to
award subcentracts ag economic leverade to acquire rights
for itself in the 1nventions resulting from a subcontract.

Howaver, one must keep in mind the'purpose of the
subcontract, and ERDA should protect prime contractors by
seeing that subcontracts include such provisions as may be
necesgary to assure that the results of the work of the sub-
contracts are availakle to U, 8§, contractors, their affili-
ates and licensees.

For example, a contractor such as General Atomic
Company, whe is uging its best efforts to develop a new
power system, often f£inds that a particular sybtask which isg
necessary for the. develoPment may best be done by an outsids
organization, Accordingly, it engages a subcohtractor for
performance of the specific task desired, The objective is
to develop a small link in the over-all system being developed
by the contractor.

Each llnk in the system is of equal importance to’
the contractor in attalnlng its over-all objective. It is
important to the contractor that the results of the subcontract
work he made available to it for evaluation and use, The
benefits of this subcontract work must also be made available
to the. gontracﬁor 8 licsnsees and- affiliates.

As indicated earlier, the only way a2 U. 8,
company can enter certain foreign markets is by either
licensing its technology or taking a minority position in
a2 foreign company, Howevar, under tha usual foreign rights
accorded ta a subcontractor, the subcontractor would not be
required to make the invention avallable to the foreign
‘licengees or affiliates of the prime contractor.

Clearly in this case, the U, 8, prime contractor_
should be protected and considered, if vou will, as a third
party.benaficiary to the contract between ERDA and the sub-
contractor, . This can be accomplished by ERDA's obtaining a
guitable commitment from the subcontractor which would assure
that the benefits resulting from the work under the sub-
contract would be made available either by the sale of equip~
ment ar by a license to the contractor, its affiliates and
‘licenseas, both in the United States and abroad.

N,
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vhen seeking ‘a particular component such as a
safaty device for & system, a heat shield, a‘steam generator
design, a new fuel element’ design, et cetera, one is likely
to consider various alternative concepts and eventually select
for the first major effort that concapt which appears most
promising, The other concepts which are not pursued at that
.point are not dropped., If they are worthwhile, they are
maintained as bhackup devices, for economic changes which
make the selected system less desirable, et cetera.

Not only are the rights to all of its inventions
needed by the contractox, but also be its licensees. It would
ba much more difficult for a company “to make licensing
arrangements if the licensees did not have the benefit of
exploring all concepts considerad by the lioensor.

It might be argued that the foregoing considera-
tions will be taken into agcount by ERDA in handling any
request made by a contractor for an irravocable license. Our
answer is that in our limited experience to date with ERDA's
policy, particularly in the raequirement that the Justification
be similar to that of a waiver, it would appear that ﬁhis is
not .the c¢ase or if it is, puts on ‘the contractor a very large
burden which is not necessary,

Understanding the desire of the government to have
the public obtain the benefits of new technology developed
under government funds, we suggest that contractors be per-
mitted to retain an. irrevocable license. under inventions
developed by its émployeas under government contracts, but
in order to satisfy other oonsiderations of the government,
limited to the specific field of use in which the government
contract and the contractor's program is diracted.

The license granted would be revocable in other
fields of wse, For example, tha irrevooable license ¢ould
be limited to use in connaction with high temperature gas-
cooled reaotors, fast gas-cooled reactors, et cetera,
depending on tha.typa of work,involved.

The propoged policy states that where necessary
to pragtige the results of government financed contract
work, the government may acquire the right to direct licens-
ing of a contractor's background patents to insure reascnable
,public ayailability and aooasaihility. With that broad
~gtatement we have no guarrel. '
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A patentee should ba entitled to obtain the same
‘reward by maans of licensing as he would otherwise make by
personally exploiting the patent, in the gourse of which the
reward to the inventor is generally equated to the benefit
which he provides the public.

The reward to the patentee is one of the problem
areas in compulsory licensing, since there is no fair way of
setting the royalties under compulsory licensing. Compulsory
‘dicensing is used in some foreign countries, and some refer-
ence has been mada to that, most being dasignad to bring new
industry into the country, which purposa does not exist in
the United Statas.

We can see no othar benefit from such .foreign
compulsory licensxng practices. If one looks at the foreign
compulsory practices one finds it is really not necessary,
that it is. very 1little used axcept in the one instance which’
I indicated in order to encourage companies to start new
businesses within that country.

What is clear is that the United States pre-
eminently is in the forefront in advances in technology.
Such advances have been made more rapidly in the United
States whare compulsory licensing provisions do not exist.

Under the proposed patent policy, title to
inventions developed under government contracts vests in the
United States, unless the Administrator waives all or any
part of these rights. Under appropriate situations, and’
when requestaed by the contractor, ERDA says it will consider
waiving of patent rights either at the time of contracting
or upon the reporting of an identified invention.

Where the government takes title to an invention
arising out of the performance of work by a contractor, the
contractor retains a revocable non-exclugive paid-up license
with the right to grant sublicenses of the same scope and
revocable under the same terms and conditions,

A contractor in special circumstances may request
an irravocable license by submitting a written reguest with
appropriate justification to the contracting officer, From
cur experience in the implementation of . this proposed policy,
the request for an .irrevocable license must follow the same
basic form as a requéest for a waiver although it may be
granted under altered conditions.

b et




400

follow in order to carxy oyt the purposes of the Atomic
Energy Act and tha Federal Non-nuelear Energy Rasearch and
Development Act of 1974, We,realige ‘that a great deal of
work has gone into the development of the proposed patent

. pelicy by ERDA, with the aid of the interagancy task force,
with the intent of accomplxshing the mission set out for
ERDA by Congress and, at the same time, attempting as far

as pogsible to bring the patent policy of ERDA into conform-
ity with that of other agencies.

Looking at the over-all policy, we believe that
ERDA has, in the main, done an excellent job in taking into
account the needs of industry, particularly big industry.
However, there are a few specific areas in which problems
exist which we would like to discuss.

Although ERDA's proposed patent policy dces not
make any reference to compulsory licensing, we undexstand
that this is presently under consideration. As we are all
.aware, compulsory licensing is included in the Atomic Energy
Act of 1954 and &n the Clean Air Act of 1970. '

This quastion of extending authorlty for compul-
sory licensing to the other areas has been under digcussion
for many years witnout resolution.' The real questian to he
answered at this tima ia whether such legislation is neces-
sary in order to carry out the purposas of the Federal Non-
nuclear Energy Rasearch and Development Act of 1274, We
balieve not.

Much of what I am going to say has been repeated
manifold by othar speakers, bug perhaps it is worth repati-
tion,

No specific patent situation where compulsory
licensing is needed has been identified.  Without that, no
mexitorious claim of real need for such autharity can be
advanced, One hears the argument that, even if one cannot
foresae a spegific need for compulsory licensing, thére is
no harm in including a compulsory licensing provision as
insurance against the remote possibility that a company
obtains a patent which blocks the industry, and that nc harm
will result, so long as sufficient safaguards are included,
such as the requirements of necessity, unavailability of the
invention to potential licensees, no. reasonable alternative
means for achiev;ng the results, and reduction of competition
axists, et cetera.
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as most of you kpow, is heavily involved in the development
of various advanced reactor systems, including high tempera-
ture gas-cooled power reactors, a fast gas~ccoled reactor,

a gas-cooled direct c¢ycla steam turbine reactor system, and
a HTGR coal gasification system,

In addition, General Atomic¢ is working on various
other systems for the utilization of sources of energy
including gystems utilizing solar energy and thermonuclear
energy. In the development of these systems, as in other
areas of advanced technology, such as new typas of aircraft,
space exploration, et cetera, the cost of development of new
systems is beyond the financial capability of even the largest
of coxporations in the private sector.,

This has resultad in a cooperative affort between
the government and induStry in the development of such
advanced technology, and, in the energy field, has led to the
establishment of ERDA, whose primary mission is to assist in
the devalopment and ultimate utilization of various sources
of energy.

Congress has recognezed that the development of
better and cheaper energy will benefit the public ‘and help
to maintain this nation as a preeminent force in the world.
Neithex the government nor industry can do this job alone,
hut together they can provide a framework for ultimate success
in this objective.

We have looked at ERDA's proposed patent policy to
sae whather it properly takes into account the interest of
industry as well as the government and will result. in the
objectives sought., To properly appraise our comments on the
proposed,poliey, yqu-shculd ke aware of certain facts.

Companies involved in the development and market-
ing of commercial nuclear reactors are each heavily committed
in the industry in terms of money and financial risk,

Enoyxmous sums have been'spent by the large companies involved
in this area. These companies are subject to the vagaries

of the nuclear industry, including changing licensing and
safety regulations, extended development and construction
periodsa, et cetera.

In order to prove out a new congept or designm,
one may have to spend large sums in the construction of large-
scale equipment and run such equipment through extended test-
ing; or, in the case of nuclear fuel, one may hava to irradiate

5



We will adjourn now until 2:00.

{(Whereupon, the hearing in the above-entitled
matter recessed at 12:45 p.m. t0 reconvene at 2:00 p.m.
the same day.)
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practical engineering appxoach than a basic research approach,
the way they approach the problem.

I wonder if you would have any comments on how
you would foresee an Institutional Patent Agreement applied
to an agency such as ERDA which will have basic and applied
reseaxrch, development, and demonstration, rather than the
agencies that have their mission in basic research.

MR, BREMER: I think you can look at it from
this standpoint. If you have in mind that ERDA's approach
iz going to be to functionalize the fusion reaetion, that
is very basic. I don't think, as a matter of fact, that
any one, because of the public interest in this situation,
is going to get any dominant position at all. I think the
same probably applies to energy storage, if that energy
storage is accomplished in the very substantial amounts
that it must be.

However, there are many inventions that can he
made even though the nature of the grant or contract tends
to be basic where, in order to get the results of that
program into public use for the actual bhenefit of the
public other inventions have to be made. A good example
of that would be in the situation where you would have,
let's say, cryogenic energy storage. You have to have a
converter to put the energy into storage and to take it
out,, (We have already had disclosures of means to do that.)
Those are the kinds of inventions that would f£find their way
into the commercial sector and possibly for other uses as
well,

I think you have to look at the total picture
and not just the basic "how do we generate the enerqgy
itself," but rather "how do we generate it and translate
it into public use.” I think it encompasses many, many
areas 0f discipline,

MR. RAWICZ: I guess what I was coming to is
that suppose ERDA in its mission decides to find better
ways to generate energy from coal? And its mission was
not just to do the basic research and development, but
even establish demonstration plants tc show that this can
be done on a commercial level,

Getting away from what NASA does, getting more -
towaxrds trying to show a commercialization of the tech-
nology we are developing, I wonder how the patent policy,
say at the university, doing the basic research, would.
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as is done through NTIS., If we have people that are willing
to accept those non-exclusive licenses, and diligently work
in the area and fulfill the public's needs, we will not
license other people unless they are in fact willing to
enter into the same kind of development program or unless
the public's needs aren't fulfilled.

In other words, it becomes a limited non-exclusive
in a sense,

MR, EDEN: It is clear from the figures we have
heard thus far that universities do a much better job of.
getting technology transferred to industry than the govern-
ment does.

The government has less than five percent of
its portfolio under license, whereas universities have
between a third and a half. There are two reasons:

First, universities have staff people who are /
attempting to license whereas the government does it ery |
passively. .

Second, universities are in a position to offer
exclusive licenses whereas the government is not, I am
trying to assign some quantitative index to those two
reasons.

Am I correct in understanding you to say that
the ability of universities to offer exclusive licenses is
a very, very small portion of the reason for their success?

MR. BREMER: No, I think you have to categorize
that a little bit., The ability to offer an exclusive license
may be of paramount importance., Whether you have to offer
one is another point. As far as staff is concerned, we
operate with three people in our licensing area currently.

We are still able to handle the number of inventlons that
we do per year.

MR. EDEN: That is two more than the Depariment
of Commerce has.

MR, RAWICZ: Anybody else?

MR, WEINHOLD:; You mentioned a great deal of
statistics were were very impressive. I wonder what frac-
tion of that would be sort of 1life sciences or things not
directly applicable to energy, and what might be more the
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field in particular have had inventive concepts and where
WARF has already filed patent applications prior to their
receiving any federal funding, are looking for other
sources of funds, preferably from the private sector, or
from the utility sector, rather than working through ERDA
bacause of the potential impact that they see: First,

in the background rights picture and, secendarily, in

the so-called contamination of the total package.

MR, DENNY: That wasn't exactly what I was
driving at. I think I understood your testimony to be
that when you were working under grants oxr contracts
with HEW your invention disclosure rate was low for the
Institutional Patent Agreement.

MR, DENNY: And thereafter your disclosure rate
was high, both under government support.

MR. BREMER: Yes.

MR. DENNY: What is it, just the reluctance of |
the inventors? : -

MR. BREMER: Yes, it is the reluctance of the
inventors, When the IPAs came in and we could establish
a flow pattern to the handling of the inventions where
the Foundation, in our case, did most of the work and
people in the University administration also did some of
the work., Once that became known, the inventors were-
much less reluctant to say that an invention had been
made. - The tendency before that time had actually been
to take the easiest way and say no inventions had been
made during the course of the grant or contract.

MR. DENNY: Thank you.

MR, EDEN: I may not have heard your figures
correctly, but I gather that your outstanding licenses
were all on a non-exclusive basisg; is that correct?

MR. BREMER: I should qualify that. We generally
try to license on a non-exclusive basis if we can., It per-
mits us to retain our options., Thus, in case of potential
infringement, we have retained the option to offer a license
on reasonable terms,

B ———— oo
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As another aspect of this university situation,
and I recall Mr. Rawicz's comment about the travel monies,
let me translate for you some of the activities of the
association between WARF and the University of Wisconsin.
Since that association began in 1925, WARF has had some 40
inventions which have been licensed and which have produced
net royalty income, some very small, some very large. Of
those 40 inventions, 14 have produced between $10,000 and
$100,000 each; nine have produced between $100,000 angd
$1 million each; and three have produced more than $1 million-
each. Those 40 inventions were culled from 1,500-plus, '
disclosures which were brought to WARF and from which came
about 360 patent applications and 240 issued patents,  We
have roughly between 70 and 100 disclosures still under
consideration and, as I mentioned earlier, get new ones
at the rate of 60 to 70 per year.

Currently, the pending U; S, unexpired patents
which we administer total somewhere between 275 and 300.
These patents represent in reality about 165 licensable
areas of technology, since, as I mentioned before, the
licensable technology is represented by more than one
patent in a number of cases,

Using those figures as a base, only about one
out of every 40 disclosures considered for patenting and
administration during WARF's lifetime have ultimately pro-
duced some income. The rate of failure is traditionally
high in this kind of operation. We have done one other
thing in relation to this which I think you may find inter-
esting. We have taken the income generated by each of those
40 licensed inventions and have tried to translate that via
the royalty income into estimated sales which the licensees
had to make to generate that royalty income. The results
of that translation are these: four of the inventions
repregsent $1,5 billion in sales; nine inventions represent:
$£80 million in ‘sales; 19 represent $20 million in sales;
and eight represent $1.5 million in sales.

Keep in mind that is only a single university's
impact., That can be multiplied by the university communi--
ties throughout this country to the point where the effect
upon the economy will be evident, and I should also add
that the effect upon the balance of payments, which hasn't
been suggested here before, is substantial. I believe there
is a Licensing Executive's Society Report that estimates
some $2 billion in flow of funds from licensing operations
outside of this country hack 1nto the country.
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The risk is greatly reduced by the certainty that the pro-
duct is commercially feasible and perhaps acceptable to
the public, for that has already been proven by the inno-
vating company. Currently, Instltutlonal Patent Agreements
which we have with the Department of HEW and the National
Science Foundation contain provisions which amply protect
against inactivity by an invention management group via
the march-in rlghts clause. That clause also protects

the public interest in the event of collusive arrange-
ments which would tend to concentrate market power with
any one or a small group of licensees.

It must be firmly kept in mind that in almost
every case where a university-made inventlon is concerned,
development of the invention, and this includes market
development, is an absolute necessity. Unless ERDA or
another agency itself plans to do such development, a
licensing arrangement is called for wh;ch will encourage
investment of private funds,

The real issue is, then, who can do a better job
of transferring the technology, the government through its
agencies, or the university through its own use, or through
other associated groups? In accordance with the proposed
regulations, the burden is now completely on the university
communities to demonstrate their technology transfer capa-
bility.

I believe we can fairly ask the question at
this point whether ERDA or any other agency's capability
in transferring the technology can match that of the
universities, It is submitted that the mere publication
in the National Technical Information Service of inven-
tions available for licensing is not a matching capability.
Who will review some of the 4,500 U, S. or 3,500 foreign
ERDA patents and ¢ull ocut from those interesting technology,
-and who will ask very often for permission to use that tech-
nology when the government owns the patents? ‘" '

The recommendation on behalf of the University
of Wisconsin is, therefore, to urge the adoption of
Institutional Patent Agreements with gqualifying univer-
sities and the elimination of the mandatory licensing
requirements.

At this point, I think I will jump into some of
the empirical data, if you want to call it that. It may
anticipate some of the questions, but we wxll entertain _”
any of those you care to pose,
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Agreement is an arrangement which is looked upon at the
University and also by WARF, since WARF is the designee
of the University under such Agreements, one with HEW-

and the other with National Science Foundation, as being -

the most efficient type of arrangement for invention"
handllng.

We should also tell you that as a feature of
its licensing policy, which, ‘incidentally, includes a -
formal agreement between WARF. and the University, so that
all obligations of the University to Federal agencies are
racognized, WARF generally requires a licensee to engage
in a development program with regard to therinvention
licensed, the end result of which is intended: to transfer
that technology into use for the benefrt of the public.

Against the protoccl of that development pro-=
gram, the licensee is normally required to make reports.
If such reports do not show a- significant advance of
the technology against the protocol, it is grounds for
the cancellation of the license. : ‘

In several current_situetions where inventions
are in the development phase, the licensees are currently

fast approaching the marketing stage. Since the majority -

of the University of Wisconsin inventions tend to be in.
the life sciences, and, therefore, medically or nutri-
tionally oriented, considerable delay has been encountered
because of the necessity to prove conclusively the safety
and efficacy of such products.

In contrast to the long development times
required where human and animal ingestible products are
concerned, an invention which is being administered by
WARF under a case—byncase determination by the NSF has
moved from the point of a patent appllcatlon baing filed
into the marketplace in less than one year's time. ThlS
invention constituted a real breakthrough in the field
of spark spactroscope , and it -~ and improvement inven-
tions made thereafter, have literally revolutionized that
field.

Even in this situation, however, in order to
have a company undertake the necessary development program
to place the results of the inventor's investigations into
public use, some incentive by way of limited exclusive
1icense ‘had to be offered o

384

%§
i



(No response.)
MR. RAWICZ: Thank you.
MR. MC CARTNEY: Thank you, Mr. Rawicz.

MR. RAWICZ: For the next predentation, we have
Howard W. Bremer from the University of Wisconsin.

MR, BREMER: Good morning.

MR. RAWICZ: Mr. Bremer, are you representlng
the University of Wisconsin?

MR, BREMER: Actually, I am here in a dual capa-
city.

Thank you, Mr, Chairman, gentlemen.

I am representing the University of Wisconsin,
with authorization, but do function as patent counsel for
the Wisconsin Alumnji Research Foundation which really is
the invention administration arm of the University of
Wisconsin, :

It was apparent from the questioning of uni-
versity representatives yesterday, particularly Mr. Hill,
and Mr. Eden, that they were interested in some empirical
data. I think one of the other gentlemen asked for "hard"
data. Because of those questions, I have altered the for-
mat of what I was going to say today; and I think I will
give it to you in two parts.

First, the recommendation that the University
of Wisconsin has in this situation, and second, some of
the data that I have available. Fortunately, I came
prepared with some facts and figures that I think may
suffice for your purposes.

As I said, I am here on behalf of the University
of Wisconsin, The practical information that has been
derived from the association between the Wisconsin Alumni
Research Foundation and the University will enable me to
give you some data which may be either responsive to your
questions or perhaps anticipate some of them. I think at
the outset we can say the position of the Univergsity of
Wisconsin can be considered reflected in and to be in
agreement with the conclusions expréssed in the report
of the University Patent Policy Ad Hoc Subcommittee, which
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to where we have had an average of 50 inventions per year
reported, most of which went to application., We are now
averaging 75 to 85 disclesures per year now, most of which
are sent for application through selected patent counsel_

For those inventions that are filed and that
are issued as patents, our licensing program is very
flexible as to the type of invention. We are using
every method possible to transfer technology. We employ
patent management firms which yow are aware of, such as
Research Corporation. We also use internal technology
transfer staff for cur own direct licensing negotiations.,
We use commission agents for our technology transfer where-
in they have a specialty, such as in medical technology,
' for representation to companies, '

We find that by this flexibility, by not having
ona methodology of transferring techno}ogy, our capabllities
of getting an invention 11censed are greater.

I would say that our accumulated royalty income
now is $800,000 total for the last four years. . One of
these days, we hope that our royalty income will increase
a great deal in order that we can expand our research and
development in those fields that we feel need expanding.

Many of our inventions have been developed
without government. funding at all, but we still pour
“royalty income back into research in areas of scientific
discipline that also receive government contracts and
grants. So there are benefits to the government as well,
resulting from our transfer of technology.

MR. DENNY: Thank you.
MR, MC CARTNEY: Thank you.

MR. KIMBALL: In the absence of the institu-
tional patent agreements which you describe you have with
HEW and its existing provisions, would your university
~consider taking R and D work from federal agencies with
patent provisions other than what you have in the insti-
tutional agreements?

MR, MC CARTNEY: Yes, of course. We weigh the
benefits of contracting with any sponsor we deal with. 1In
the case of the National Science Foundation, they also have
 institutional patent agreements and we are entering into
one with that agency. We have had nothing but very fine
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Moreover, the public's interest would gsuffer,
since many worthwhile inventions could not be commercialized.
We urge you to consider the exclusion of mandatory licensing
of energy-~related patents from your rules and procedures,

Thank you for your consideration in allowing
the Committee on Governmental Relations to express our
views and opinions on your proposed policies and proce-
dures, '

MR. RAWICZ: Thank you.

I think this is a rather significant statement
because the COGR Subcommittee on patents has been instru-
mental in developing guidelines in many universities,
especially those who have not become aware of this
problem, and has taken an active role in developing
university patent policy as it relates to development.

Do we have any spacific guestions of
Mr. MeCartney? -

Mr, Hill.

MR. HILL: I guess, Mr. McCartney, this guestion
is similar to what I asked the other university members
yesterday. '

As a Committee officer, it occurs to me that
perhaps it would be better, if you're willing, to write
a letter later, The question asked both by me and
Mr. Eden yesterday was how many patents are involved per
year -- for the membership as a whole, or for each college?
How many licenses are obtained? How many of these are
exclusive, and roughly how much money is involved? And
who gets it when you get done with it?

Some appears to go for college administration
and some for patent costs, some for the professors and so
forth. : :

It would be helpful if in general terms you
could ocutline that for us perhaps by letter later.

MR, MC CARTNEY: I can reply to you for my
own institution. We have had patent relationships with
the HEW for several years and we provide annual reports
to that Department as required by our agreement,
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criteria spelled out in the report to retain title to
inventions made under agency or administration raesearch
awards,

The conclusion of the Subcommittee Report. are
set forth in brief;

A, Creation of university technology transfer
capabilities should be encouraged.

B. Agreenments permitting qualified universities

to retain title to inventions would create an incentive to
develop university technology transfer capabilities. .

C. Additional benefits would flow if guali-
fied universities retain principal rights to resulting
inventions, . Those benefits would be recognition of co-~
sponsor equities. Many times at universities, the govern-
ment does not provide the total costs of a research pro-
ject and funds from other sources must be used.

2, Ease of Administration. (Case-by~case
decisions would be eliminated, reducing administrative
work for both parties.)

3. Use of Royalties for Support of Scientific
Research and Education. (It would be in the public inter-
est for universities to generate and retain income to
cover their patent administrative costs and to support
education and research from such income.)

As I understand from previous university testi-
mony, the majority of universities retain royalty income
they receive and direct it back into research and develop—
ment.

4. Use of Management Capability for All
Inventions. (Universities would be able to use their
management capabilities to transfer all their technology,
whether government-supported or not, thereby expanding
utilization of inventions, rather than having a large
warehouse of inventions such as the goverrment has had
over the past years. )

5. Training of Further Technology Transfer
Managers, (If universities are permitted to retain rights
to inventions, more personnel in the area of technology
transfer will be trained. And we recognize the need for
this )
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Act of 1954 (42 USC 2011 et seg.) and the
Administrator determines that...

"(¢) Under such regulations in con-
formity with the provisions of this section
as the Administrator shall prescribe, the
Administrator may waive all or any part of
the rights of the United States under this
section with respect to any invention or
class of lnventlons made or which may be
made by any person or class of persons in
the course of or under any contract of the
Administration if he determines that the
interests of the United States if he deter-
mines the general public will best be served
by such waiver,..In making such determina~-
tions, the Administrator shall have the
following objectives.

"(11) In the case of a nonprofit
educational institution, the extent to
which such institution has a technology
trangfer capabxllty and program, approved
by the Administrator as being consistent
with the applicable policiesg of this sec-
tlon."

We cite for further reference the cOngre331onal

intent to this section of " the Act,

"The reference in subsection (d)
(11). to nonprofit educational institutions
with approved technology transfer capabili-
ties and programs is included among other
reasons to assure that these institutions
would not be d;squalifled from considera-
tion for a waiver due to a lack of estab-
lished commerczal positlcn or. manufacturing
capablllty. The approval requlrement in the
subsection is designed to assure that such
ingtitutions do not become a conduit for
avoidance of the safeguards prov1ded through~
out the section. There is no intention for
other nonprofit or research institutions to
meet any lesser standard than requlred of
other applicants,”

The proposed policies and procedures that the

Administrator has announced in the October 15 Federal
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MR, RAWICZ: The point I was trying to get to
was that there is compulsory licensing of certain indus-
tries based on antitrust.

Your statement states that compulsory licensing
in the energy field would not be beneficial across the
board for further research and development, there would
be no desire to, say, invent around the blocking patent.

I was wondering if there was any exXperience
on consent decrees where the industry, a particular
technology was subject to mandatory licensing, did that
in fact impede the growth of that technology.

MR. HAZELTINE: I can't really say on that,
but I feel that represents a specific instance just as
it would in the energy field where the court deemed it
appropriate to exercise its discretion by requiring that
there be compulsory licensing in that specific instance.

But it is not a broad, general provision
covering every patent.

MR, RAWICZ: Thank you,

Are there any questions?

(No response.)

Thank you.

MR, HAZELTINE: Thank you.

MR. RAWICZ: Thank you for coming and presenting
a statement of behalf of the Philadelphia Patent Law Asso-
ciation. '

Next, we have Clark McCartney coming down.

Mr. McCartney is Director of Contracts and
Grants at the University of Southern California.

We seem to have struck a note with universities
at this hearing.

MR. MC CARTNEY: Good morning.

MR. RAWICZ: Either that or they have morxe travel
money than we thought. '
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ugse of technology which that contractor evolves and, in
effect, recommends to the government.

One practical difference between contracting
with the Department of Defense to carry out development
activities needed by said Department and contracting with
ERDA is the fact that the ultimate use of the result pro-
duced by an ERDA development contract may be not under
prime contract or subcontract to supply equipment to a
privately owned public utility.

We believe that a very important question is
presented as to whether the government should be permitted
to require mandatory licensing of energy-related patents
generally and for purposes unrelated to the practice of
the technology developed under the contract, and thereby
deny to the contractor the injunctive remedy. .

We believe that there are very substantial
reasons why it should not.

First, we believe that to do so would result
in substantial discouragement of independent investiga- ..
tion in the energy field which would not be in the public
interest, and, second, we believe that there is no real
danger that the absence of the requirement for mandatory
licensing would prevent inventions resulting from inde-
pendent investigations becoming available to the public.

If the owner of such patent refuses to follow
a reasonable approach to licensing, this will increase
the incentive to others to invent a different or perhaps
even better way to accomplish the same result.

Secondly, 35 USC Section 283 gives the court
discretion as to whether an injunction should be granted
or denied. '

It may be assumed that the court in any given
instance would exercise such discretion in view of the
circumstances involved to ensure a result in the public
interest. '

As you are aware, there are a number of
instances in which this has been done.

For example, Vitamin Technologists, Inc.
V. Wigsconsin Alumni Research Foundation, and also the
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statement this may not be equitable for the government to
obtain rights just because there was a reduction to prac-~
tice in the final step of making the inventlon, I would
like to propose the otheér situation.

If the government does all the work, builds
the model, et cetera, it will get no rights if the excep-
tion were granted prior to the contract. It seems it is
drawing a line somewhere. Sometimes it will be inequit-
able for the contractor who had invested his money up to
the point where the government completes it. On the other
hand, in some cases it will be inequitable to the govern-
ment because the government would have done the bulk of
the funding to bring the invention up to the point of
last test so there is a reduction to practice.

In other words, what has happened is that we
have a legal test and not an equitab*e test applled.

You point out a situation where the test may be
inequitable to the contractor. The same tests may be in~
equitable to the governmsnt. Would you have a comment on
that? ' '

MR. GRATCH: If I understand you correctly, you
are referring to the case in which the invention is con-
ceived as part of a government contract -

MR. RAWICZ: Prior to. The contractor proposes
that he would like to build this for the government. He
in fact gets a contract, it is built but is not success-
fully tested. So legally we do not have a reduction to
practice. The government obtains no rights. The contrac-
tor goes on, completes the work, Now he owns the whole
invention.

I am pointing that out as perhaps an 1nequ1t-
able situation.

MR. GRATCH: Sir, I am only a dumb mechanical
engineer, and this is a legal question. But it seems to
me that this should be a matter to be handled in formu-
lating the contract.

If there is a clear-cut chance that a substan-
tial fraction of the monies spent in a contract will be
of such a nature, then in that case the negotiating team
should have some prov151ons to glve the government some
rights.
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Would you agree to that?
(Messrs. Spielman and May nodded assent.)

MR, KIMBALL: Approximately how long did it
take you to secure this waiver you speak of from the
time you made the decision to go after it?

MR. GRATCH: Probably two months, two to three -
months,

MR. XIMBALL: Thank you.
MR, RAWICZ: Mr, Hill.
MR. EILL: Yes.

Mr. Gratch, I have just a guestion about Ford
Motor Company.

As I understand, Ford Motor Compary is in fact .
a family of corporations. What happens if a government
agency contracts with either Ford Motor Company or one of
its family corporations? . Does that aspect of Ford sub-
contract or sublicense to other aspects of Ford, or is
it some sort of mors informal arrangement?

MR. GRATCH: It is not informal. The normal
procedure is that the contract, whatever it is, spells
out definitely who is covered.

For instance, it may cover all of our affiliated
companies which would then be defined in a certain manner,
companies, let's say, in which we own more than 50 percent.
That is just an example. :

A contract may be simply with one of the sub-
gsidiaries, In that case, the contract should define
exactly what it is.

In the case of patent provisions, since we have

some arrangements with some of our foreign subsidiaries,

usually we are careful in our patent clauses to define

the relationship with foreign subsidiaries quite clearly.
MR, HILL: Thank you very much.

MR. WEINHOLD: One guick question for you.
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such means of protection. As I understand, in cases in
which the owner of the invention has been definitely
wrongful, courts have refused to grant injunctive relief
against an infringer. 1In a case in which the patent owner
-has not been wrongful, but the infringement of his patent
is necessary for the public interest, even in those cases
the courts have refused to grant injunctive relief,

I understand there has been a case -- I don't
know the details; my colleagues can give you the case --
of a sewage treatment plant that would have been closed;
and, again, the courts refused to grant injunctive relief.

There are means to treat the exception. But I
urge that one should not impose restrictions that would
damage seriously the national interest just to protect
againgt those exceptions.

MR. RAWICZ: Dr. Fumich.

DR. FUMICH: Much of your discussion has been
devoted to proposed changes in the legislation. I think
some of them have merit. What about the present legisla-

tion and our approach in carrying it out?

If you had your "druthers," what would be your
major suggestion about making it easier for you to come
in and talk to us, within the parameters of the present
legislation?

MR. GRATCH: Within the present legislation,
g0 far we have had only one difficulty; and that has been
with the intexrpretation of one of the sections of Para-
graph (h), the one in which our interpretation of the Act
is that the Administrator has the right to decide whether
any license required in case of march in is exclusive, non-
exclusive, et cetera, whether that can be decided at the
time of contracting or not.

We believe the language allows the decision at
the time of contracting. If that is a correct interpreta-
tion, we are okay.

‘ We have had a little difficulty on that point.
Except for that, so far our problems are with the statu-
tory language, not with the interpretation.

We are concerned by some added restrictions that

apparently are proposed in the regqulations. Since that is -
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MR. GRATCH: You raise several points. First,
as to the reduction to practice. In areas in which we
have sufficient expertise, we often can be quite sure that
an invention will work without building a working model
{(and it may be gquite expensive ‘to build a working model),
by simply completing engineering designs.

As I understand the Act, such an invention would
8till be subject to the ERDA provisions because actual
reduction to practice means bullding a worklng model.

As an example, we have one such invention we
are working now on a method of producing ceramic. That
method may be useful in our ERDA program. The method was
developed quite independently of that in some of our
exhaust catalyst programs. Until we apply the method to
the making of beta alumina tubes, we have not actually
reduced the invention to practice in that application.
Therefore, in that case we would have invested much more
in the invention previous to the contract, but if we use
the invention under the contract we would lose the rights.
The loss would be quite sweeping under the present language.

We think that that is unfair. Now, as far as
your guestion, your real question, our answer is flexi-
bility. PFirst, the Federal Procurement Regulations do
provide protection for the government. The provide that
the government can march in and can, for instance, insure
that the licenses are granted to responsible applicants,
et cetera. Those provisions would make sure that the
government can protect the public.’ e :

We are not taking the position that exclusive
rights in a subject invention should be left to the inven~
tor without any restriction. If the inventor diligently
pursues those inventions, that may be well in the best
public interest.

As you know, one of the problems with the
‘26,000 patents the government owns is that inventors
would not touch them because they have to spend a lot of _
development money and never be sure that after they developed
it a competitor would not get the invention on equally favor-
able terms without expenditure of money. Sometimes the best
way to get an invention developed commercially is to leave
it to one group or one industry to do it on an exclusive
basis. But that would be open. If that industry does
not do the proper job, under the Federal Procurement Regu-
lations the Government could still step in and insure that
the invention was used for the public benefit.
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In conclusion, I would like to emphasize that it
is essential that ERDA provide incentives to industry if
they wish to encourage its participation in ERDA programs.
The patent system is one of the strongest means for pro-
viding these incentives. ERDA clearly recognized this in
the notice announcing these hearings. There it stated that:

"The objective of ERDA patent policy
is to provide an incentive function to stimu~
late commercial industrial development in
energy fields as well as protect the public's
interest."

In our view, the key to ERDA's attaining its
objective of providing an incentive function is flexi-
bility in dealing with industry. This flexibility must
be permitted by both statutory and regulatory policy so
that the agency can treat the egquities of each contract
on an individual basis.

Our experience with the patent staff of the
Chicago Operations Office headed by Mr. Arthur Churm and
with Mr. James Denny in negotiations during the past year
indicates to us that ERDA personnel are quite capable of
representing the interests of the government and the public
without being restricted by a policy which denies flexi-~
bility. :

The maximum incentive which a flexible patent
policy can offer to a contractor is the opportunity for
retention of title to any invention conceived or first
actually reduced to practice under the contract. This
will serve both as an incentive for industry to partici-
pate in ERDA's programs and as an incentive for industry,
once it elects to participate, to commit £fully its
resources.

It is essential that industry capital as well
as its technical, managerial, development, and marketing
expertise be dedicated to ERDA's programs if the technology
is to be brought to the point of practical application in
the shortest possible time,

We have stated in detail the specific problenms
that we foresee and the solutions we recommend. Certainly,
we believe that mandatory licensing would be a deterrent
to industry participation and that it should not be adopted.
The "subject invention” definition and the march-in rights
spelled out in the 1974 Act as administered by ERDA are a

.
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If the proposed regulation language represents
ERDA's interpretation of the statutory language, we urge
amendment of the 1974 Act. In any event, it is hoped that
the Administration will not feel bound to follow a restric-
tive policy with respect to irrevocable licenses pursuant
to Section 9, paragraph {f) of the Act. To do so would
restrict the flexibility which the Administrator must
retain in order to work effectively with private industry.

It is particularly important to avoid any amend-
ments to the Act that would further curtail flexibility.
Specifically, it would be regrettable if statutory provi-
sions or procurement regulations were adopted so as to
mandate that a contractor license its background patent
rights. BSuch a change would discourage participation in .
research and development work by those with the greatest
capabilities of achieving the desired objectives.

The potential contractors with the most exten-
sive background would be exposed to the greatest risk by
reason of mandatory licensing provisions. Thus, the
greater the background, the greater the deterrent to
participation.

: Subsgtantial corporations, such as Ford Motor
Company, are willing to grant licenses on reasonable
terms and conditions under their patents. You may ask
if that is the case, why should Ford object to mandated
licensing of background patents? The answer is that we
simply must be in a position to negotiate the matter.
Removal of the right to injunctive relief materially
weakens a bargaining position established at consider-
able private expense. Loss of that right certainly
makes development at private expense much less attractive.

The 1974 Act directs the Administrator to make
recommendations with respect to mandatory licensing. 1In
our opinion, the Administrator should recommend that no
mandatory licensing provisions be enacted. Our main con-
cern is that, in general, mandatory licensing would prove
to be a counterstimulant to the achievement of the new
technology which Congress sought when it enacted the 1974
Act.

The patent system provides an incentive for
inventors to invent and disclose their inventions. This
concept is clearly stated in Artiecle 1, Section 8, of the
Constitution, which states that "The Congress shall have
the power...to promote the progress of science and useful

e ——— e
e

P



356

fulfill health, safety, or energy needs, or
(¢) for such other purposes as may be stipu-
lated in the applicable agreement."

Paragraph (h) (7) provides that the Administrator
shall have the right, commencing three years after the grant
of a license and four years after a waiver is effective as
to an invention, to require the granting of a non-exclusive
or partially exclusive license to a responsible applicant
or applicants upon terms reasonable under the circumstances.

If these paragraphs are interpreted as we
believe they should be, such that the various types of
licenses are alternatives available to the Administrator
and he, in his discretion, has the flexibility to elect
one at the time of contracting, then we are not troubled
by this portion of the statute.

It has been our interpretation since first
reading the paragraphs in question that the licenses men-
tioned were intended to be in the alternative so as to
give the Administrator flexibility in negotiating with .
potential contractors at the time of contracting.

Further, unless the statute is so interpreted,
the contractor is completely disabled from granting any
licenses since he must always hold himself ready to grant
an exclusive license at the Administrator's direction.

We are concerned about this situation as a result of our
experience during negotiations with ERDA,

In those negotiations we sought provisions in
the patent clause of the contract under which the
Administrator would have elected at the time of con-
tracting the form of license we might be required to
grant pursuant to paragraph (h).

Qur arguments may have been persuasive since
the language of Section 9-9.107-4(e) of the proposed ERDA
patent regulations appears to suggest that the Administra-
tion has interpreted the language of paragraph (h) as
referring to licenses granted in the alternative. If
this is not the interpretation which is intended by this
language, we urge that the regulations and, if necessary,
the 1974 Act be clarified such that ERDA can, within the
scope of the 1974 Act, view the various licenses in the
alternative. ‘ _
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Third, the conditions under which the FPRs per-
mit the government to march in are very specific, thus
giving the contractor a fair opportunity to avold them if
90351b1e.

On the other hand, the conditions under which
the 1974 Act permits the government to march in are very -
vague and uncertain and may lead to significant disputes.
It is our recommendation that the statutory title policy
of the 1974 Act, and the march-in rights provisions there~
of, be changed to those of the Federal Procurement Regulaw
tion=. : =

It ie interesting to note that while the ERDA
patent provisions were purportedly fashioned after the -
NASA statute, the NASA march-in rights are essentlally
those of the FPRs. .

The‘risk of losing rights, especially title,
for which we bargain at the time of contracting based on
our equities is a servere deterrent to accepting ERDA
contracts. However, the possibility of losing rights
in inventions which are conceived outside the contract,
but first actually reduced to practice under the contract,
is an even more severe deterrent,

Because the term "made"™ igs defined in the Act
as meaning the conception or first actual reduction to
practice of an invention, all inventions which are con-
ceived other than under a contract, but which are first
actually reduced to practice under the contract, will be
subject to the march-in provisions of the 1974 Act even
though a valid patant covering the inventlon may have
been obtained.

An invention for which all legal rights have
been established and which has been completely developed
and engineered by a company with its own funds could thus
become the property of the government if the first working
model is built under an ERDA contract and a waiver of title
to the contractor is refused, or, if granted, is ultlmately
ravoked. :

As a result, inventions in which the contractor
at the time of contracting has substantial equity and may
nave licensed to others could be lost. Clearly, this is
an area in which the title policy and march-in rights of
tha 1974 Ac¢t place an onerousg and unfalr burden on the con—
sractor, thus discouraging his participation.
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However, the private sector is not particularly
pleased to place its well established position at risk for
a government contract. The patent provisions of the 1974
Act are sufficiently onerous to cause the private sector
to consider long and seriously the risks of accepting an
ERDA contract. Mandatory licensing could well drive those
private sector companies most qualified and who have the
most valuable background information out of the field,
leaving all future work to be done at government expense
by those who do not have any valuable background to risk.

As a United States company, it is our desire to
participate in solving national problems, but we question
seriously whether the risks it imposes on an established
private position can be prudently assumed. Specific
examples will be developed in the course of our comments.

The statutory policy adopted by Congress in the
1974 Act is that the government shall own all rights in any
invention conceived or first actually reduced to practice
under an ERDA contract. It may, under certain specified
circumstances, waive all or any part of those rights to
the contractor. _

However, the threat tc established technology
in the private sector becomes apparent in what are commonly
called march-in rights under the statute. Paragraph (h) of
Section 9 spells out these march-in rights. They are a
clear manifestation of a policy based on the rule that
what the governments gives it can take away at any time.

Paragraphs (h) (6) and (h) (7) of the Act specify
that the ERDA Administrator may terminate any waiver in
whole or in part unless the contractor demonstrates to the
satisfaction of the Administrator that he has taken effec-
tive steps, or within a reasonable time is expected to take
steps, necessary to accomplish substantial utilization of
the invention in question.

Paragraph (h) (7) also provides that the Admini-
strator may revoke any waiver if the waiver has tended sub-
stantially to lessen competition or to result in undue con-
centration in any section of the country in any line of
commerce to which the technology relates.

Thus, even though a contractor succeeds in
obtaining a waiver, a sword of Damocles hangs over his
head and could terminate that waiver at any time. We
assume it is unlikely that a waiver would be revoked
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