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James E. Denny, Esqg. —-2- November 18, 1975

issued patents which would give the contractor an excellent
oppertunity 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
outright 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 guickly 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 guestion of
whether a contractor-conceived invention has in fact been reduced
to practice sufficiently to gualify as a background invention
ratbar than as a suvbiect invention can 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 agk 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 quantity and at reasonable prices to satisfy market
needs. 1 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 regquest felt he was able on his own or through a
licensee of his choosing is able to produce the subject matter in
sufficient quantity 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 Government currently address computer
software differently in their respective procurement regulations.
Not all are satisfactory from the CBEMA standpeoint. For example,
Befense Procurement Circular (DPC) No. 74-3 (issued in November,
1974) contains a procurement regulation relating to the Goverunment's
rights in computer software 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-~
tion of this regulation to commercial ADPE procurements has most
serious consedquences adversely affecting proprietary software pro-
perty rights in the commercial markets of the entire industry.

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

has Government-wide procurement coordinating 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
pProvision for Government Rights in Computer Software. Its adoption
for procurement of Contractor proprietary software will avoid such
industry problems as 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 (c)(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. Ve
generally have no problems with the requirement that U.S. background patents
be licensed royalty-free to the Govermment for research, development and
demonstration purposes. Also, the situations under which the contractor
is required to license third parties under U.S. background patents would
not appear to be overly unreasonable although problems c¢ould arise in the
determinations as to what is a competitve alternative and a reasonable
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 strengih he would be if it were not for
the compulsory licensing. With respect to foreign background patents,
it can be seen that ihis compulsory licensing provision could be a serious
detriment to a contractor's ongoing foreign licensing activities.

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 fogsil and
nuclear energy areas naturally has a large background of data and
information scme of which is highly propriéfary and confidential. One
reason for ERDA's contracting with .a company such as C-E is this background
data and expertise developed over so many years. Some of this &ta we
would not be wiiling to make publically available. One example is highly
sophisticated computer programs which it would he advantageous to use in

the course of an ERDA contract but which we would not be willing to make

34.
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One of the serioﬁs defects of the TRDA 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 revocable 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 all,
it is not clear just what level of activity or contemplated future sctivity
will prevent the revocation of the license. Secondly, it often occurs
that‘a 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
exampie, in the nuclear ares, during which these alternative approaches are
being feriodically evaluated for .application but not otherwise actively
pursued. Thirdly, it is sometimes difficult to have a new idea accepted
by the purchasing pubiic. We would consider it inequitavle that the
contractor's rights to use Subject Inventions could be foreclosed in these
instances. We would hope that the wiaver provisions as they might apply
in obtaining irrevocable licenses would be liberdlly applied. However,
gs earlier expressed, we fear that this will not be the apprcach that is
teken by ERDA. Only time will tell, If the contractor cannot obtain an
assurance of the right to use the invention by way of an irrevocable licens
the uncertainty will make it difficult to plan future activity based on
that invention.

" ‘The second area of major concern asbout the ERDA Patent Policy
is the disposition of foreign patent rights and the serjous 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 comiract 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 ccal gasification process &velopment
unit, This project is funded jointly by C-E and OCR with OCR bearing two-
thirds of the estimated $20.6 miliion cost. In thig instance, we were
able to negotiate a contraet in which patents are to be owned jointly by
-C—E and the Government with adjustments being made in royalties te account
for this Jjoint funding. C-E is currently in the process 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 gasification demonstration plant ($20-$40 million). The cdntracts
which C-E has entered into with the Govermment lave related to both nuclear
and non-nuclear energy.

Since C-E has been and wishes to continue to be a significant
Government contractor in tne energy area, it has a substantial interest
in the patent policies under which ERDA will operave. We agree with ERDA
that these policies should stimulate the best avallable contractors %o
enter into energy related contracts with ERDA as well as to stimulate the
uzilization and commercialization of the inventions derived from such contracts.
It is our opimion 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.5., C-E would prefer that title be
retained by the contractor with the Government 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

certaln "march-in" rights to assure that if the contractor did not
exploit the invention within a reasonable period of time, title %o
the inventlon could be obtained by the Government so 1t could be
licensed to another.

ERDA patent policy could, of course, preserve to the Government a
royalty free, nonexclusive license for governmental purposes wlfthout
seriously detractlng from the advantages of leaving tltle to the
inventions to the contractor.

IS 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 111 that does not
exist and would be a dangerous first step toward destruction of
the incentive of the patent system.

If any invention really would be of benefit to the public there
would inherently be a potential 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 licenslng of competitors they have been able to remedy
the sltuation under existing law. It is sufficient, therefore, to
leave the law as 1s. There is no general 111 that requires, or even
suggests, the drastlc 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 1f faced with the prospects of its competitors sub-
sequently obtaining a mandatory license to take advantage of the
effort and expense aglready expended.

CONCLUSION

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

not permit the Administrator the flexibility 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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1y high in relation to cost~benefits of conventional 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 divlet their RsD funds to the area of the innovation in the hope of 'ccmi_ng
‘up with new technical approaches not infringing the patent rights. Although the pioneer—
ing cczrpény and the ERDA may have spent five to ten vears in research, development, and .prep—.
aration for production and comrercial introduction of a synthetic fuel, it is amazing how fast
this iead time can be drastically reduced by a dozen other companies, each spending perhaps
as much or rore money than the inncvator in a crash program that has th& henefit of starting
out from a proven technical approach and market reaction thereto as opposed to just a con—
cept and a forecast of a possible unsatisfied need.

Third, the company must be careful to establish a strong foothold in the mass
market so. that a reasonable market share can be assured.despite subsequent sﬁff ccrrpeti%
+ion, and this can romally only be accom-plished by ?enetration pricing {in other words, |
ét a reasonébly low price per unit) encouraging purchaseré to switch from the closest-~
substitute conventional products.

Fourth, at any given time, there normally are several if not many firms con-
ducting R&D in a particular problem area regardless of. vhether scme are govermment contractors.
Chances are, the first campany to introduce solar energy on a widespread scale will be forced
to meet the price conp&tion .of the next entrant intd the market with a competitive prodess
that does not infringe the first innovator's patent because of the use of a different tech-

James Joule, energy R&D picneers,
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 govermment-funded inventions and
stimilating competitive R&D by other companies that design .around the exclusive rights

santed to the government contractor, who has pioneered a new technology or opened up a
proposed in this testimony
profitable new market application: the exclusive Ticensing”/ - more widespread

23,
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jods of exclusivity is that many entrepreneurs and small businesses will not be able to
achieve market introduction and meet market demand for their discoveries right away because
of limited funds and production resources. Tt is not uncommon for more than a half dozen
yvears to pass by while capltal is attracted to finish developnent and expand the facili~
ties and then flm_sh all of the many thlngs which mist be attended to prlor to full-scale
productlor_l and distribution. 7 '

Even if ﬂﬁe small or med_um sized business does have available the reéources :
for rapldly expandlng +0 meet t'he requlrements of the natlonal market., the prlc:mg facts
of life in industry dlctat.e that prices be set hlgh on new products and equlpment, thereby

delaymg w:l.despread market satlsfactlon There are several reasons: for this.

7 Fixst, the energy ReD company will ke f_c_nli:ced to set a certain minimm price
per mxit in order to. recoué its. total RsD, markei:ing research, and stazt—up ﬁwesﬁent
Wlth:l..n a certaln mairoom nuitber of years based on ant:.clpated sales volume and prof:.t
: mrgln after operatmg expenses and taxes are deducted frcm gross revarme recelved at the
set price. It cannot be expected that the initial price per unit set will be at all in -_
the same ball park or range as the price per unit of the closest substitute pro&ucts Which' .

presmably are no longer as desirable as the patented umovatlon and whose pr:.ce per um.t

I' has been driven down by catpetltwe forces as well as mass productg.on techn:.ques or rra.rketr': '

' satmatlon _ _ , o : o , : :

_ _ Secand, not only does the initial price have to be set‘l"z;i.gh J.n order to o
" recoup the mvestmentln ‘the new'produet béing introduced, but als0 to recoup capital 1n— :'
vested in designs and products poesibiy having no relation at all to the fmal preduct
developwent or breakthrough to ke commercialized. The reason for this J.S that the stai-jis— |
tics show that as many as Afgﬁﬁ of every /:E %Ece)ducts deveioped are either technical or mar-
ket failures. This means that for every immovation that is commercially sticcessful, the N
_proflts that are derlved therefrom mist be sufficient to sustam the mnovator s J.nvest—

ent if developmg and marketmg /f ::lt'rmovatlons, /f S which are abandoned at var:.ous stages

-of development and commercialization. Even a fomer Camnissioner of Pate.nts has reqog-_
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The firms that have little energy expertise and therefore little to lose in
contracting with the govermment will look upon ERDA contracts as another source of reveme

rather 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

enexrgy solutions contracted for by the ERDA, such contractors would lack entrepreneuyrial
incentive and enthusiasm to put in peak performance for innovative results, thereby short—

changing the ultimate goal of the ERDA funding.

A GOVERMMENT PATENT POLICY THAT MAKES SENSE

If we are more interested in comrercial utilization of government/contractor
. inventions then the personal equities of Who should get exclusive rights; and Congress is
‘more interested, then the logical policy -to establish is cone that will encourage the com—
panies with energy expertise to deal with ERDA and commercialize the discoveries stemming
from ERDA contracts after their completion. The positive incentive needed for such en—
couragement cannot be supplied merely by holding out a lot of money for R&D and demon-—
stration projects involving nonexclusive rights. 7

The government should allow contractors to have exclusive rights, with the
. government retaining a Noexclusive grant without the right to sublicense, as long as the
contractor is diligent in expe.ndmg money and effort to convert the work product of the
" ERDA research, development or demonstration project into a cammercially feasible energy

: S _ _ - in concept only

solution;  O(ne practical way of implementing this approach is described briefly below/
Large corporate contractors would be able to exercise an option to receive
L contract completion, whichever occurs first.
exclusive rights on discoveries for three vears after actual reduction to practice or / =~
_ said three year period, '

Within / they are expected to introduce these energy breakthroughs to the marketplace.
They would be required to give bhiannual reports showing their progress and the fact that
they have not abandoned their diligent efforts. If there is no market introduction at the
end of three years, the government could exercise its option to meke the contractor's

exclusive license nonexclusive and give one other nonexclusive license to another

promising candidate, who,in tum'wouid be given three years to introduce the energy device

19, -
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tectionihowever, the small campanies will not be able to risk their or their backer's
capital for commercialization of any breakthroughs on a nonexclusive basis.

But does it really matter whether these govermment contractors commercialize
the discoveries they made during performance of their government contracts? The govern-
ment has obtained title and ownership to .these discoveries and can 1i_cense them to other
firms. Unfortwmately, other angl’)czhrs | do not even have the original expertise that the
govermment contrattors didjwill n?f; have sufficient incentive to camercially introduce
the discoveries to the marketplace because of immediate cdzpe{-j.tion .f-rom other companies

, comercial
asking the ERDA for a nonexclusive license. This is the reason why/utilization of
patents in private industry is five to ten times that of governﬁent patents and the reason
why 7/8 of govemmeni: patents are never licensed at all.

If the firm 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 irre\_rocable waiver is not obtained and such Vridhts- aré
required to practice the work product developed during the contract. For many established
companies in the energy field, the revenués received for a gc)\}ernrzent contract are only
a fraction of the expected commercial benefits to be derived from background patented dis~
coveries and trade secrets. ‘The venture capital decision is a ganble at best, based upon
certain facts from which objective conclusions can be reached, but in 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. spell failure for the venture.

Nonexclusive licensing would be just this type of psychological or irrational, if you will,
factor that would make venture capitalists think twice about putting money into applied
research and development. The average company dr inventor dﬁes 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

ciraunstances, its irmovation, its sweat, its risk and its money .
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menﬁ 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 commercial 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. | g

If the potential rate of return on investment is high enough, the entre-
preneur will take a reascnable gamble with his or his backex®s capital. The key to de~
cision-making here is what.gézéégfﬂsonable gerble. The risk that BOI cbiectives may not b
be reached is dependent on /  fundamental factars, the most important, in the mind
of'tthventure_capitalist,.béing the degres of conpetition.

Now we get into the venture capitalists® mentality. Protection against
corpetition serves as-HxainsumﬂEE”ﬂEﬂ:thE'Wﬂﬁuna;andlﬁs capital sources will re~
coup the investment together with a reasonable profit should the research and develop-
‘ment prove fruitful. Without scme fom of protection, aaqxﬁﬁtprs1«nﬂﬁ.ﬁn&£ﬁe¢eﬁy
copy the immovation éfter technical1kasibilityegﬁtiﬁitialxmuﬂﬁﬁﬁng"success has heen
shown by the entrepreneur. This would put the venburer at a financial disadvantage since
the.odmxﬁﬁiorsvﬂnﬂﬁlbe able to underprice the innovator, who must charge enocugh to

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

in addition to his fimainamuﬁmﬂnuﬁng’cdst.

Campetition in America is nommally minimized or at least contwolled by the
‘new product venturer through the use of a nunber of well known techniques. Most of
these techniques are cnly available to the giant corporations that have well-financed and

agressive Rs&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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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 sincefely,

Allen C. Moore
Director

- ns

ce: Norman Latker, DHEW
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Mr. Kemneth 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,

Sk

K. W. McHenry
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PATENT REWARDS—S

'Pai‘eni‘ P@Eacy m"
;;Gevemmeni' Conh'aci's_‘

I? ese ;procedures may rwork to the detrlment of the Government by scarmg offfthe quahﬂed.;_;

, eveIOpmentDepariment of Amerlcan .,government where meney 1e avallable
has been’ Director of Government. Con- <7, tracts and dete1 mining where my: comp
this capaecity, 1 have come face toface ‘
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Mr. Kenneth L. Cage ' November 13, 1975
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mandatory liecensing of energy-related patents is not needed to carry
out the purposes of the Federal Nonnuclear Energy Research and Development
Act of 1274,

heldon Elliot Steinbach
Staff Counsel

T e temmn . - b s S P g om e P e b e, e e

B



Mr. Kenneth L. Cage ‘ ' ) November 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 dissued 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 9(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, conglderation 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)(il) of ;
the Act, although the proposed policy notes the fact.that nomprofit - :
educational institutions with technology transfer capabllltles may have {
their programs approved by the Administrator, : : ;

It appears from the proposed procedure that.the Administrator intends !
to impose on nonprofit educational institutions not only the requirement R
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
institution. 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 crlterla. ;

“A solution to thls 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, Creatlon of un1Ver51ty technology transfer capabilities should
be encouraged.

B. Agreements permitting qualified universities to retain title to
inventions would create an incentive to develop university
technology trans fer oapabllities .
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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 force. ‘

The publié héaring 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 responding to your question, but what we are say-
ing to you is that in our view, extlusivity in the contractor
is a desirable thing in order to obtain exploitation of
worthwhile inventions.

MR. GOODWIN: I am really asking the gquestion
whether the ERDA patent policy dcesn'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 exclusivity and, perhaps, technically
reduce his enforcement capabilities,

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

MR, GOODWIN: Thank you,

MR, POTEAT: I would like to address a gquestion
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
enargy, what kind of royalties would be extracted from the
owners of the patent at that time?

MR, MCKIE: I think I am missing your question,
sir. :

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 did not; and I think that 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‘ih trjihg to'Set éhy“kiﬁa“
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 bhe
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
hig 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 necessary to
exploit his invention commercially 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
expleoit 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 royvalties 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 or losing? o

et e At

i
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Since 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 firmg, 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 is 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 appreciative of the opportunity to
testify today on a subject of extreme importance to our
association and, we thxnk, to this country

The basis of my testxmony will be a° statement
of general principles which was adopted by the board of
managers of APLA at its regular meeting 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 xnterest

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 bhe preserved in
respect of inventions within ERDA's fleld 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.

SN
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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 field-by-field or area-by-area basis?

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 for 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
energy 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
been making an extremely diligent effort, but because of
the technology, he has not been able to lntroduce to the
marketplace the technology yet. '

MR, WEINHOLD: I guess I have trouble seeing the
relevance of a three-vear period with some of the technology
that takes seven or eight years to bUlld the first plant, or
something like that.

MR. SPERBER: All right. Now you are talking
about -- There is a distinction between prototype production
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 production.

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
commercial feasible thing that can be introduced to the
marketplaca.

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

Now, this iz just the cencept Maybe the terms
are too short. I don t know. ' ' '
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personal equities of who should get exclusive rights --
And I know Congress is more interested in commercial
utilization ~-—- then the logical 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 aftexr their completion,

The positive incentive needed for such encourage-
ment can't be supplied merely by holding out a lot of
money for R and D demonstration projects involving non-
.exclusive 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 demonstration pro;ect into a commerclally
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 option
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 practice, by which
time they are expected to introduce these energy breakthroughs
to the markaetplace.

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 market
introduction at the end of three years time while they have
had this exclusive right in the discovery, the government
could then exercise its optlcn 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 bafore any other nonexclusive 1icenses ‘are
granted by the government,

In this manner, each licensee would be assured
a limited pericd of time in which competition could he
limited o a small group of previous nonexclusive licensees
who have failed to employ enough dlllgent effort to effect
commercialization of the discovery.
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competition from othex companies asking ERDA for a non-
exclugive 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 has already conducted
its own R and D in this area of technology, it risks having
its existing patents and trade secrets licensed to its
competitors if an irrevocabile waiver is not obtained and
the background rights are required to practice the work
‘product developed durlng the contract.

For many éstablished companies in the energy
field the revenuss 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
‘¢an be reached, but in the end, a subjective judgment. A
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 thce about
putting money lnto applled R and D.

The average company or inventor does not care
that exclusxve licenses are sometimes granted and not o
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 alsc return
of the investment itself.

Cenversely, 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 unaltered 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- - 3
ion against competition 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- marketlng
success has been shown by the entrepreneur. This -would put
him at a financial disadvantage since competitors could
under-price the inventor who must charge enough to recoup
hig investment in both the laboratory and marketplace in |
addition to his flxed manufacturlng 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 aggre551ve R and D marketing and distrlbutlon
capabilities, It is unfortunate that entrepreneurs, small
businesses, and medium-sized companies have less options o
in dealing with competition because our nation must rely
more heavily on them than the giants for our energv o
solutions.

It is a fact that more than 60 percent of the
major innovations of the 20th century are based on inventions
of 1nd1viduals and  small business. 1It, therefore, becomes
vital that small business in America be given other forms o
of protection against competition if our country is to have S
an adequate supply of energy innovators and financial =
backers willlng to gamble on profits from energy technology‘

The best form of protectxon for smell business is
patent protection, the limited, exclusive incentive. Trade
secret protection comes in as close second, '

How will the propoeed 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 daring the contract.

]
i
The contractor has the xight to apply for a !

waiver to obtain a revocable exclusive license, provided it |
can persuade ERDA that numerous conditions involving the f
|

|

|

Y’
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28357 y.g. 471, 484 (1944},

27323 U.5. 385, 415, 64 USPQ 18 (1945).

- %833 0.5, 1, 9 (1966).

29710 U.S. 405, 1308 D.C. 594 Feh. 15, 1974 492 F.2d 1317 162 USEQ 1.

{2nd cix. 1974).

BGSLmra. , D..17.

7. 31513;3:3, notes 11~14.

B10e Supreme Court has continuously held ﬂ)&ﬁ: & paténted. invention is ex-
~c1u$ively cwmed by ﬂﬁg patentss, who may use or not use it as he chooses. As with any prog-
‘erty owner, if he wishes to license or sell his preperty, it is his right to use his exclusi
‘awmership (or threat of injurction) as negotiating leverzge to stxike the best deal he can, t
‘based upon the infringer's cost of designing arcund the patent and the relative adiran—
| tages and disadvantages of conventicnal products or a redasigned non-infringing product.

.Bs already mentioned, in commection with n. 15, the Second Circuit held that equity demspded
that the patentse be’ foi:ééd to give away his e.xclus::.ve cwnership Lecause the patént is not

; property that the patentee can use to enbance his negotiating stance.

33President Nixon's Science and Technology Message to Congress, March 15, 1972

34
SWTa. s notes 8-10.
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IGGoldsmi"dz, "The Case for Restricted Campuiscry Licensing® IT APLAQT 146,

150, 151, Summer, 1974.
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l‘me Cecision o enploy venture capital by en outside finencial backar or
by top emovagstant, az the case may be, and to do so profiishly depends prinacily on the
extant fha:t; tha folicdng ccm;":t;ic;rﬁ_ exigt: (1) an esgdlsting and wfulfilled nesd for' a
product oy gervice in the market place; (2) an nnovatdcs in the fomn. of an idea, working

k3

rodel, rough protoivee, ov finished item ow system that has & high prebability of techmica
: '”éasibi_lity for satisfying the vafilfilled mariel nesd at a price thal is not cost proe
ibitive; ard (3) the means to sppmopriately price the product or service so that it will
b%,des'i'.red v the mexbet while at the same tims rre;ntalmrg a suitzble j_o:éfit margin befor:
taxes, a mizdmm satisfoectery ROT (return an investment) throughovt the venture life cycle

a.paximm szidsfactory pavhack duration, and a minimm satisfactory discountad cash value

of tha total pre-taw nat profits to be derived fraa the business venture over an adsguste

1ife cycls of a satisfactory muber of years.

Zihether prefit goals are achieved depends upens (1) ReD, starb-up, and cp-
exatmg expensas for succaessful, planning, -desig:ﬁng; e}'qerizrenting , buildirng, testi:’ig,
Prototype p.:.oiuction'o_f , test marketing, and finally full scale ms_nufagitura and sale of
the product on service; (2) the optimum price/unit that the preduct or service will be
‘bought for over the closed:substitute on the market resulting m a volume of sales at su;::
price level that will procduce the greatest net earmings: and  (3) existing or potential

7 ;{c_tmpetitj.cn;
-3'1519 most camon nethods employed to keep campetition down are: (1) @ highty
skiliful, aggressive, and successful, but not predatory, marketing strategy; (2) a high
cost of entxry of the selected product/markst area thereby eliminating all potential com—
petitors not having or capable of cbtaining equally large financial resources and necessary
facilities and persomel for the venture; (3) a short life cycle of the venturs selected

for investment. due to rapid product cbsolescence, quick saturation of the target market,

[
et
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CUSERIISTON; AMRDUCTY INCERUITY IS5 OUR QLY SEOR AT ENERTY SURVIVAL  —-

There iz a hiondy delionta relsticnship betwesn the petent incentive and ths

cantious, slow-roving geers of highryisk venture capital finaneing. The right 4o cxchvde

for 2 Timited doeation is the dwvpotus for RED coapohition,; discourngumme of suppoassion

ard low prices in the encrgy fleld. 1he mare appesrence or taint of an emasmsolaled

T 2 » > Ta T i PR I - . = . - P3P i :
paeat Incentive will upsalr this delicate alance and result in techwmolosical stagnation,

industTial secrecy end suspression, and high prices. It is significant hsre to point ous

a forrer presicent's conviction that “The mave ack of sclentifis discovery alons is not

enocugh. Even the most irporiant breskitoough vwill heve little impact on our lives un—

less it is pub to use - and putting ar idsa to use is a for wors comolex vrobhblen then

has often been appraciated . . . . Excessive regulation, inadsguate incentives and othar

barriers to inmovation have worked to discourage and even to irpede the -entreprensural
. . w33 o | '
spirit.”

If some entregreneur in the next few years stumbles uwoon & form of enarngy

as new to us as atcudc energy was m the Past century, patents the brsakthocugn,and sup-

prasses it for whatever reassons he may have, there is no cause for alamm. Tha courts have

shown their willingness in the past to refuse inf]m&cﬁ:ions against infringers where the

public welfare is at.s‘:a.ke.34 Judicially sancticned c_:qrgulsorg licensing pursuant the

police powers of the nation will ensure that the naticn's needs for the new fom of ensrgy

are adethtely fulfilled long hefore America is brought to its knees in the Middle Fast.

On the other hand, enactment of a compulsory licensing statute may very well be the subtle

_negative incentive that will prevent taorrow's entrepreneur from discovering that new

form of energy. Who knows? Thether we have carpulsory licensing legislaticn could mean

. the diffarence between war and peace at save point in time. ILet's not worry about Americe

inventors suppressing their pztented soluticns to our energy problemsS. The first and most

dimportant concern is to discover those solutions and socnl

[
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Jpise to whakovar ©o ips:_, the machal ﬂ,cl hairg, 'Ih::s_ lar.ge ccn:.rcm.as wonld nioh fear that

ek L

high profits from hioh mricesivould brdng in new enironts becausc big exmpondes coudd
g T e g RS

. agaip use thelr lavge financial resources o prics the new ent:mﬂ**f* out of the merket,

LS CONMPUL %""f IICERSTRG SnCTICTD BY CUR COHNSTIITITCE

This paper has duch tweated the eccncmig argurents as o Wiy comrilsory ]"1-

RSN

. : M T LT o, R
c:::ns..rg., 33 1&4::::; Ty watter how well.dral tﬂf“ ‘and hew '-‘_"E‘..'s;'el}’ anfarcai, will meﬂtzmly

“Le abusc; in one way or ancther and will Iwﬁ o a redustica in em:..zgv m .)..JJ'JE.EQJ.I‘QF ‘the

T ,cm.. sike
B & hint B -17-.'.‘

'ult d:‘..Sl.'.'.»-».d. b’u’ Ccncr:as, sl EJ:L‘_, bﬁw c.,.r:>c,=f "m, Judie ,,axy v;.c-ze c:wm“tﬂwvv hmm g'

s legislation a:.c‘z’. Wt ;:3 J.t.; mtcﬁmt,thma‘ of ,zﬂ.: % é'm-:é_m__ by cr.,.r s:ormmg Fa ’-zer::?

---'-'-'E‘i*:"st, 1e s "CEJ‘C..;; E “cok a. ::13 sts *mowcd ‘Section 8 cu. A‘:t).me T

of trk., Un.:.tm S'“‘&’CE.: Cunsx..,tumc "mndas th m*& “t:'& CC'*"‘fc..ss s.zml.}. he_v- PC?NE:I.'. - ._To
F

prcm:)l:'a t pm s of sc:_e.c e r.ul arts,. bg ser"‘_u’m~1 /f fmt.ed L_xm—_s Lo aut.ﬂors

emd lnvc_m.o == t’nﬂ excm.;,,we ri gnt tc t}"“-’-:s.J: res aecl::f:v'e W:Lt_:.ugs an'i d:.s Ch ﬁ*s.. T‘.r‘a mern

cr"t;

tmo d::aftea us ':rcrv 3.(33’“ of.‘ t!:"ﬂ C,or':st"...tu.._,cr vere colmlv mte.res ai :1_?1 p:r:cm..:r “m

=

prm*;ss of ac::.erce and Lca:ui. ar*ﬂ“ tm:oagn cl.spm.mtlcn of t,ecm.:a]cc ical prcg: ess with

.- the in en;.1v= c:f rew -““‘t.s 0o in v._“l‘tC"'.S,- witheouts sfrings attached cthar than the mnd;z te or

pnbll.:..c ézsclusuxn 04. tns— J.:1\7\?.r1'2:.1.ur.1.,.2‘:L

TH;Ls comt:.tutmwl }; ow.smn ma rsow reﬂm.::ﬂ mvanto"s to use their chs-

ccvnvles in tl“.'\ mrkﬂtgslace A.or tt:.e bai‘_fs.t of 'C.h._ pub.b.c. ' If the' dr:aft:r“n and framers
of the Ccmsumtlon ‘had ary such mte.nt, w:;ula fot they have ch..nged the prov:l.slcn ta " the
exclus:wa r:.ght to usa treg.r mspecm.ve wr::.t:.ng..\ c.nﬁ. ch.scover:.es"" Th., dra.fta%an cL,d not
waﬁt to qua.'L'Lfy ox rest..d.c:* t‘ne rafard tc: J_nve.n..o:r:s Wlth the. require.mnt of use becaus‘, :
they were mte'cestei J.n a f‘trcng mcmﬁve fo_. tb& .,ole puz:pose of da.ssanma*arg teclmolom
wpon which furtl*:._r progress could ke made for t 2 general benefit of the country's economy
The resson why the framers of the Constitution did not restrict the reward to the conditicr
of use is that a strong incentiize is nesded to convince the inventor to disclose his secret
for once it is disclosed, the discovery is no lenger cwned by -the inventor unless he hes
an extlusive r:.gbt thereto for a limited periocd of time. This exch.s:.ve/é: tlrues the in-
ventoxr's cwnership in the property, which, as the exclusive owner for a limited pericd of

time, he may or may not commercially exploit.
-15-
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-becauSe busmnesses will rely on truﬁe secrecy as c::nosed to patn..nt Protaction for ex-~

-cluding ccxnpe..xmon, Without patem.. protectlcm,, thers is no public Jlsalosu.rea, ani it be-
cames a sinple matter to put a new ‘product devalcpment wnder wreps with neither the

| 'govermrent now cmpetltmn the wiser {since no patent will issue describing the brﬂak#
thmuqh} Tﬁ. reascn why a carpany would b@ marm lﬂrely 0 ﬂup;_a"es.; an invention tbnt.
'is kept as a trade ecre*- is clear enough; fear that the secret will be cracked once the
moduct is introduced to the market and that tnere will be mns:lmt. copgmg ard stiff
price cczrpetitm:z be...c)r@ the mnovato*- has had a chanc.. to *eccup ..’cs m.resi:ment " In
t‘ru.s s:t,tuat..cn, e\-tendlrg the life cycle of ‘the em.stmg Drodu:t bemg sold by the irme~

| vator. bescmes an a*-t‘cactlvn altamat:.ve. _

ﬁm CONPULSORY LICENSING REI)UCE OR II\CREASE THE COST CE' ENER"Y SOLU"IGJS"

Cap:..talmn ami tba paten mce.m....ve work hamd in hand to ;.ncze¢se ccme-f-m.tlc
and lovar pr:t.ca., ccn.,ran:y w the behefs of rzzny' cc:‘pulso*‘y la_censmg aﬁva“,aues. Tetls
get into the m.tty gr:.tty of the real 'mrlcl, for rel:.ance on sweﬂpmg ger*aaluat:.cns

7 w:.ll mt convince anycne of t!".eu: truth.

- 'First, although the new preduct may be superior, there;s always a breaxeve:
pomt whete the high prlce of a new product: w:x.llst:.ll Irakejt._hé oldmeff:.cmeni. cns mora
- Gesirable to. st:t.ck m‘.th or pm:cr' 'ﬂms ; thé new product or erergyfac:z.ll"y rmst be

reascnably pnced in relatmn to. t‘ne emstmg -F-.thods of sat:.s‘ymg the m;:ket nced Tm.c
is espec:.ally true J.n t.he energy f:.e.ld vihere, unlike a cmsmrer-—onentad ma::xet, prc-
fessicnals are 1'4::0 .,hrewd to make capz.t‘al expend:.tues that are e’xcess:.vely hJ.gh in re-
-latwn to cos*‘--benef:.ts of ccnvant:.cnal apparatus
7 Secoxﬁ, a busmess venture that reaps an e:ctremely hlgh proflt der:.ved from
a high price coupled w:.th a potsntially large markst dewand will encourage potential com-
petitors to divert their RsD funds to the area of the imovation in the hope of coming
up with new tecrmcal apiaroaches not infringing the patent rights. Although the rpioneer-
ing campany may have spent /'flt‘rie /t?ears in research, development, and preparation for
- production and comercial introduction of a synthgt:.c fuel, it is amazing how fast this
lead time can be drastically reduced by a dezen other companies, each spending perhaps ag

mich or more meney than the innovater in a crash program that has the benefit of starting -

P, - ST

W
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fa;.lure ?res:.mt Kennadg sxmmd :.t up Well when he stated that the mc;entl.ves and

prote::t:n.on a.vallable in the patent system that are exclu.;:.valy affarded to the owmer of
a pa’cent are ﬂl._ bulwark upcn which he can risk emstmg caps.tal and attract new capital
for demlo;_:xtent of ma:d:ets for products, marketable prcduc‘:.s, tha. ccnstructlcm. of plam.s,
~ the anployment of labor, ard increasing the: grcss natmnal product.?.z

. ,; WILI- mm LICENSING RETARD OR PRCFOI’E SUPPRE‘..SICN’

. . Ina free mar.{et env:.romt where tha patent :_nce.nuve is intact, the
c:mg:etn.tors in anj glven .mdus‘-"y or teclmclogy mll ger-erally :anest in a ce.rt:a:.n a:rmnt _
. of resea.rch ‘and &velc};:mt m order tc mprcve e}astmg pmducts and J.nxmate new prcd- |
ucts totaketh...place of theoldon._sbefore the carpetition thhaoldprcductsor '
mprovanents of the old produ:ts obsolete or mdesi.rable in the eyes of the marketplace,

Given:the fast pace of tecm.ology t&y and the accelerated cost of R&D per new prcduc"

:tmprovement or new proauct verture, the canpany thaf: has made a breakthrough cannot af;.orﬂ |

Lo ceray- ccxm‘.e.rcn.al:.zatlon or the _nmvatz.cn me.rely becausa J.t may make an e:usung prod—
uct obsolet_ o:: mﬁ.s:.rable to 'mrket. - _ 7
: L : { S ﬁzmmegses tcday ccnspzcuously avo:.d the carriage mdust:y synd.rc:r.e. At the
ﬁmqfthec.enmyf:hQI'Drsé-dmmcamage ::nustz'y'behttlec.andxgnonedtheentre-

prer.e\#s of ‘tha times who 'wa.v*a experimenting with autancbiles.. Can::l.agaﬁ were.» big busi-

_ n&esandﬂzepmfitablefmsinthaterawere ROt abouttoprmnteanytbmg thatwnuld

| rePla#e caniagesaéthepmrymdeoftransmrtatmn. Wz.thmafewyeaﬂs thecar—
s carnagL fimms that

refus' to fa::a real:.ty ana. the inev:.tahle obsolescence of the:.r prcaucts.‘ : “Busmessas to-

Five to be abld tobhn&om: the.products of tcxrp:rw that are better than the
: of yeste.rday, .obsblescmce be.ing the very reason, becanse b know that J.f they
; Fodt t, thieir_cmlpefiitors w:.ll If there 4a amnsbuacy

betweaﬂ* é:cnpet:.tors t}: smas, then this’ is a ]Ob for the ant:.trustilaws, rr;ot ccnpu.‘lsory__

3

.ng (wh:.J-nmlh hm:¢ nonccnsphators and ‘the! nati:m s ensrgy g%bals as.'L‘a.' whole) .
i _ 7 f:x:reéapitallstnustmeth:.stbl paybackandp.:odmt{:.fecycle
| The time beméen pmdnct devélc:.nmt eqhd m.rket acceptame ofa newhl'.raakthrbugh

. : \ : :;‘ S
e
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‘greatdr funds for financing @i}?ansion into the 'larger yolure parket sectous thatw:i.ll -

subsequently be hit with ta’ptmg pm.ees lowerad frczn initial intz‘c&uctmn pr:.ce.

. Since the ccmpulsory l;i_cansmg proposa.ls all, in one form or anoi'h.r, aédr%s
vﬂu:mselves to the situztion where the pubh.c need for the mvantmn is not. reasonably sat-~
-.mled.due,t? high prices that cammot be afforded by, most. that, have tb.e need in the
" Eirst few years,. it is alwost inevitable that the inhovatbi:'s naed'to- iecoup his invest-
'nentas fa.stasnosszblemtheearlyyearsmllclashmtnthenskthatﬂlemncva
r't:mn w:.ll ‘be corpulsory l:..cansed to c:xrpet:.tors. . 'I'm.s s:.tu.atmn becoes one more bar-
‘rier facing the venture capz.l.allst in the energy field should cca@ulso:r:y ]_Lcensmg leg:.s—
lation be enacted M:mey will e:.the.;. £low to nm—energy ventures or things will be done
“in secrecy without rel:.ance on patent Drotecncn.

In a Hart—t; ,e cmgqlsory l:.\...nsmg statute, b.lSlnESS&S, ‘small aqd laz:ge,
”‘f face add:.tz.onal negative incentives. - Not only would a patented enerqgy solutacﬂ be sub;cct
a--3 ccnpulsory hcens:.mg, but also the kn"w—hm pecessary to oommrcz.a}.ly work the patent-
ed. n‘xventmn, notws.thstand_ng that it rm.ght cc:gr:se trade secrets that have sn.gm_f:“:.can’c v
~value to other aspects of the innovator's business. . ' ' S
a Ifthe-stamtedoesnotspecﬁlcallyrequuecczrpensamn for’checap:.tal.:
expended cn r&search, c’.evelogsent, ma:.&et mt:cd.xc!:..on ancI custcmer educata.on, the award
of som standaza nominal royalty such as 5% of the sales pr:.ce of eachi faclllty mstau{
at:.cn or eqxnp:ent sale .15 a.hrost a ce.rta.mty. The mnvoato*-'s mmre w1ll have been a
fa.:.lure because its payh:ck, pmﬁ:.t, a.nd ROI gcals wﬂ.l nct be rached ' |

A further d:.sadvantage of a marpulsory l:x.censing sta.tul:e m the energy f:.eld

j'is thatmmtterhwwaidraftedaﬂhmgood—mtmumedﬂe statnte 1s, becauseof ;
-'ﬂ&mb..xentna‘b.are,th.revdllbeabuse Themerefactthattherelsaca-gulsoryh—
. d‘ensmg statute in the energy f:.eld w1.1.'L encot.rage :.ts use wheneve.r exped:.ent cpr ccm'rem.en...
'J;tsacx.stencew:l.llalsowake:.tseemllketh_newarﬁagprcvedwayofavoﬁmgmfnnge-
nentmtheeyesoftheene:gymdustxy Seekmgacmpulso:ylmensecouldbecméﬂ:e .
ttungbodoandcouldprmnteafluncypflltlgat:.mascpposedtosettlanentbyams

-]gg&negaﬁati.mashasbemdoneupl’wnm




Hmzever, 'c.h_ :.nnc:vatar may not use all oﬁ thn patented mewatﬁnm in. f-n.. .

i':l':':.].l.mc_; all of the market needs that could ke fulf:l...lea ﬂlareby The inncvator may also _
_ .decz.de thatthemarket. _snotyetready to apprecmt:—z or utilize thed:.scovaradbraak—'
‘ thrcmgh for at least ancther 5 yea:s
_ - If cczr;mlsory }.J.cen.s:.ng 1eg:.slat:.cn ax:nsts ¢ such ::rpmvemenfs and breakthrcuc
"mywmdup mt‘n,.hands ofccxrpet-_w.mrs a.’c‘terbe:.ngpaten;.ad meu.skcfﬂuslgp:en
_ J.ng would be a negat:.ve z.ncaitwe tm minimize nm&uct :m;:rovamt and research activi-
ties for develcpmg second and thixd generation energy solutmns ox to keep sm:h a.c:t:x.v:.- ‘
‘ties secret w:.i.hout rehance cn patenkt pmt:ecta.on. '

Eh.. fallacy that conpulsory l:.censmg 1eg:.slatmn can do vary litte ha.m +o
7 anyoneother'dl.nthogea}rw‘ﬂmthastatute is a:.rredcanbe:.llustratedbyloc}ungatthe
;_ca.rcm:stancesofth.snallbusm.ssrran,a]_so.-' -
. The oompulsaq hcans:.ng prcposals that have been popular to date generally
allow the mwvator /%é.%;s a.fter pa».a:rt :;ssuance to ccrmerc:.al:.ze the :anentwn pricr 5.
_subject:.ng it to ccxrpulsory llcen;.a.ng. ) Ixany entranraneurs and. swall busmess&s ‘have the
- capab:.l:.ty of ma.‘rmg significant ccmtrlbutmns in solmg our ene:gy pmblans, but they -

_ m_L‘L not be able to meet I"_Jﬂcet dema:xi far their d:.scovenes r:.ght away because of J.um.ted '

_i_fmﬁsandproductmnresoumes Itlsnotuncc'rmforahalfdozmyearstopassby
:.whz.le cap:.tal is aﬁgﬁeﬁ&fmshd.velo;n&n‘a:ﬁexp&dﬂzafacmﬁesaﬂﬂwnfmsh
allofthemany /. whmhm:stbeattendedtopnortofmﬂl—scaleproaucumandd;s-
tribution. Ehermeyman}mowthatlftheymvastmahlghnskemergyvanm,they
m:st prcva.de suffz.c.zent cap:Ltal to car:.y the pro;}ect for a rn:mber of yea.rs If a com-
pﬂsoryhcensmgsmumemuldpenmtcﬂze:smrecmveahcensemﬂnmergysolwm
/t?ggresafterltmspatentedbecwsemﬂcetdanmﬁmmtbeingadequamly satisfied by .
.'thebusimssventure, ‘Venture mp:.tal axﬁ/tggeptlven&ss ofsmallbusmess managementm
en&'gyvenmresm.llsmelydryup. ' '
o Evm;fthemllormed;mszzedbus:nessdoeshaveavaﬂabletheresources
fc:r: ::apldly e:qpandmgtoneet therequra:mfs of the na.t:n.onal rarket, the pricing facts
--'af l:.fema.ndtst:yd:.ctate thatpnc&sbeset h.w.ghonnet-rproduc'sa.ndequz.;nmt. There .

are seve.:al :ea.scms for tlns




Forth in datail by Tem Aznold and W. Brown Yorten, Jr. ' ‘ w:'.th m—dspf:h r%gsgdn-' /

ing for specifie provisions that would prevent abuse of the compulsory licensing Lae:.lg
‘For instance, legislation would have the safemlard that the pate.ntee has not been able to
rﬁeaéqnably satisfy the publ‘ic need for the invention for at least a /tir’;eg:ce pericd and the
'invanﬁ_on or discovery patentsd mist be of prirary importance in a general field of en-
deavor, |

| HOW WILI, BRCIMENT OF COMPULSORY LI@NSD.’G &MLY AF.E'BCT E’I‘m R&D"‘

/proccnents:
who advocats ccxrpulsory l:.oansmg in order to

The basic premise of the

weed out suppressicn and who feel that such 1egislation is a ._'Logical and practical exten-_— o

_sion of the case law and the erd purpose of theConstJ.tutJ.cn,:.s that small and laige
businesses alike have nothing to. worry about. as. long as they c'lo not try to suppress.an -
energynmovat:.cn mezefofe,_ there is real-ly 1o harm done by having tha ccmpulsory.li_—
‘censing law and scrething Gefinitely to be gained if suppressicn does or will exist in

. the energy RsD field. | " '

| I.et s take a look at the fa.Lacy of th:Ls bes:.c pre:m.se of c::z:mlsozy 3_1.--'
censmg advocates ;usmg’ the large corparate R&D labcratory 2s an example.
I.t :Ls standard pracuce for the Iesearch afmmlstrator to mvest:.gate a mme
ber of d:.fferent tecimcal apomachs ::.n solving & part:.cula:: prcblem or aesvelcpmg anew
p:oductforthetasktobepe.rfamed Itlscamtoseeseveralparallelmranuons

evolfea durmg the research and develomment process. - At scme point, scure ‘of the approacmev?

willbeabandcnedarﬂoxﬂytheccuple ﬂuathavethebestchanceofsamsfymgﬂaemrket
reed at a profit will be tﬁt marketed. Fmally, a s:.ngle pmtotype w:x.ll be selected for
full—scaleprcduct:mamima:ket mtroductwn Evem:ually eventlnsproductw:.llbe ime-
p:cvedafter fieldrepor's are recelvedonnaﬁcetpraferences andtecrmxcalbugsdurmg

the flrst year cr two. |
‘ Buring this process of research, develosment and ccmarc:.al:.zatmn, patent:
appl:.cauons are nomally f:.led on same of the inventive approaches that are. eventually

abandonedanddeﬁmtelymthebestandsecondbestcandldats form:ketmtxoductm .
A_ftex_wa.rds, cne or more pat_ant applications will be filed on the changes nadetomprcve
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The propanents of corpulsory licsnsing appear to appreciate the valus of |

the patest incentive in pramtmg RsD and new product introducticn. They know new E:na]:‘gy

w}erf-ures wan't be finaneed without scme form of protaction against ccpying and near

tenn ccmet:.t:.m, and they feel that: patent protecticn is prefe::rad ovar the aLi.*tu:"xad:.:.-ar= . .

. .of industyial secrecy. . _ |
In fact, c:i*@llsr:,ry licensing advecates exphasize thet re:mv:‘.ﬁg the right—

to exclude would only be n the most mfrequent s:l.‘-uatwns, when v.arranted Ly the econemic
- evils of sappresa:.cn or inadacrate sunply of an energy innovation: ve:r:y mch needad by
the pub.‘u.c. To sx.,:.f'"port: this v:s.ew, the tzack record and experiences with ether compul_scxy
l:.censmg lzws both abrezd and in this: cctmt'cy are cit ed.7

 Varipus legel positions have b‘ﬁ..""l set forth to lend cred:.b:.l:.ty a.nd a pur—-

pose to the logic for ccmpul;ory licensing. First, there are cases gc:.ng all th,.,. way _
-~ back to the 1800's that are precedents for ccz'::alsory licensing wh..re the publld heali.h

cx welfa..e is at S'l'ake.a In . Ca.f;y of Mn_hmukee . Actlvated Sludge, nc., -thef.'

court held that if "the injunction ordered by the tr:al cc:urt z.s ‘made . peman..nt in th:r.s
case, it mtﬂ.d clcse the sawvage plant, leaving the entirve curmty w:.thcut any zreerlsw

.- for disposal of raw sewage other than nmning J.t into Lake M:Lch;gan, th..reby pollumg its

- waters and erdangermg the health and lives of that and other adjo:.n.mg cc:mt:.es “9 _

. Lﬂcem.se, in Vitaxm Teckmolog:.sta v. Wisconsin lAlm'm. Regearch Formdatlm, the couﬁ}

fused to e.nforce a patsnt because ".‘Lt is the pocr people su.fer:.ng with. r::.::kets who cl:n—-

10

stitute the principal’ nerket fcn:ippeuee s fmopol:l.zed prowsses anﬁprcductsJ , j E
L
At thepresenttme, U.S. cependemeonthez\:e!?nata.msandothersmthewormfomful-

‘ ',.lelmg cm: enargy needs is a t to the nation's welfare and defense. It :Ifs no ]]mge...

) pu:acucal to rely on courts not to| grant J.njund.lons an a case—by-case basis fd:r the
.irmed:.ate and w:.d.espread use of ene.rgy solmm.
‘ Smﬁ,ﬂ:ereareﬂksenﬁmalso;eelthatlegmslatmn:sneededmprevent

‘the courts fm going ove..board m{ ezesculamg the patent grant. In Hoe v. ton éaa.lv,
\
Advertlser Corp., the cou::t conclided that gran..mg an :.njunction aga.mst :.nfhrgen.ént

wculd mt be of any advantage to t#:e plamtszs "except to coerce a setl-_‘l.erent

AT
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£ OUICKEST WAY TO ENERGY INDECRRDENCE

The end preduct desired by (;'ong“esé 7is r.aé..‘.ly available l&wpriwd solu-
t:.ons to cur energy prcblems. 'ﬁus end result :LS attainable only after ccrrm:’cmll...am
of the most promising c:f nany different tec:hnclogz.c.«..‘!. approach..s and J.npovat,.cns in the
energy field. The 'mesns by which this v;nc‘_i restit can be. achieved in ﬂ"x]e fastest possibla
mer is n;:x;ﬁe other than good old-fashicned research and develcpment competition aveng
f£irms within the energy J.ndust:;'y If hundreds of small businesees and !dozens of major
corporatmnb are all en..imsn.astlcally trying to develop their ovm tedmologlcal solutz.cns
to our ersrgy goals, w:z.theac:hofsaldfms Lmrmﬂ_rguncntheummuonsarﬁ.effczts
of others and hoping to be the first to present the public or ERDA hlth a cozmerc:.ally

. feasible breakthrough, then this is the ideal aﬂms::here for expedl.tmg enercry mde:end.,rcc

‘What is the ideal conhinatien o*"' incentives to motivate R&D cgrpatluon
withi:i the energy industry? The kasic nnt:.vat.ons for budgeting ReD fc:r vent':urns in any
mdusi::y are well established; the prime incentive be:.ng a satisfactory ROI.I |

"If the potentz.al. rate of teturn on investment is h:".gh enédgh, the entre-.
preneur will take a reasonzble ganble with Iis or his backer's cap:.ta.l. ’Ihekey t'o.d.e-‘-
. c:.s:.on—mlu.ng here is w‘i,.,t is a rea.fnable gexble. The risk that _ROIi,obje;ct%.ves may not
Pe reached i3 dependent on three fundamental factors, the rost ‘diportant, in the mind
of the venture cap:.tahst. be:.ng the degrea of ccx:rme’t:.:t.t:.c>n.2

Now we get into the venture cap:.tala.sts’ mental:.ty. Proftection ayainst '
'cmpeuum serves as the:.nsurance thatthevanturerandh:scap:.talscurcesw:.llre—
ocoup the investment togetheﬂ with-a reasonable profit shoul& the resdarch and develop—
me.nt prove frmtful Without sane for.n of prctect:.c:n, ca*pet:.tors uld mred:.ately
- eopY the innovaticn after technical feas:b:.l:.ty and J.m.t:.al m::ketmg success has been .
shm-an by the entrepreneur. t!his would put the venmrer at a fmanca.él d:sadvantage s:.nce
: the cmpet:.tcrs would be able to unéerpr:.ce the mnovatcr, #ho must é;harge encugh tc
_ recoup his substantial pioneermg .mvestment in both the, laboratory hnd the marketplaca,
B madd:.tmntoh:l.s f;xedmanp.factwcmg c_:ost. _
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I think that is one reason why we have a lot of

inventions where title was retained by the contractor, where

little was done.

I was just wondering whether there was the
feeling that because ERDA was in a more direct commercial
area, or use area, -that this would not occur if we adopted
a policy such as this?

MR. HUMPHRIE: There may be some companies where
the patent attorney by hlmself makes the determlnatlon
whether or not to flle. '

‘If he ig doing his job well, of course, he makes
the determination from overall benefit as an asset to the
company, rather than is it a technological advance. :

In writing our policy whether or not to file,
we have a committee who helps us make that determination,

I would point out one additional thing, too,-
Leonard. If you have an invention coming out of an
R and D program, it may be a few years ahead of the
commercialization. So there are those cases or those
exceptions, where you feel that due to the early nature
of the invention that you can't really establlsh right
now its commercial value.

You, neVertheless,'would go ‘ahead and file it.
But vou still would have an eye out to thosge inventions
which do provide a definite business asset and value to
the company in the way of commercialization.
MR. RAWICZ- Thank you. -
fAny-other questions?
Thank you.
MR, TORMEY: ‘Thank you very much.
MR HUMPHRIES° Thank you.
MR. RAWICZ: Next on our agenda, we have
Mr. Gratch, Director of Chemlcal Sciences Laboratory of_-

Ford Motor Company.

MR. GRATCH: Good morning,
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the invention and just sits on it, I think the Act should
have clear words to protect the public interest against
such a contractor.

That is what I meant by protecting the other
rights of the government. I don't think we, as a country,
should just 1lie back and, after we have selected a con-
tractor and then he does not proceed vigorously to pursue
inventions, pursue patents, pursue licensing, take it ali
away .

If you yield the title to him without some other
_provisions to protect us from that, then I think it would
be a bad act, Therefore, there should be words in there
to permit such action by the government.

MR, RAWICZ: -Any other questions?
I can ask mine. |

‘When we studied uge of inventions, we established
a low-use rate of inventions from government research. While
I was at NASA, we used to ask contractors, basically aero-
space industry, to report on the use of the inventions.

We found that while the percentage used was
higher, a good number of the corporations we contacted
-that had title to the patent hardly recognized the patent.
They got it and filed it and weren't using if.

The problem I;have_in the suggestion that industry
retain title, subject to whatever rights the government would
have, is that historically we have seen very little use of
these inventions when industry does retain title and very
little use when the government retains title.

So I guess the problem I have is, why would that
be a solution, letting industry retain title when historically
no use occurs when they do?

MR. TORMEY: Lee is anxious to answer that
question, sir.

MR. HUMPHRIE: I think we should draw a comparison
here, Leonard.

Where is the use most likely to be made?

e LR
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What is your corporation's normal policy on
licensing your technology outside, and, number two, speci-
. fically the clauses suggested in the regulations recently
issued was an attempt to draw a balance.

I would like your comments on how well we did
that.

MR. TORMEY: Lee, do you want to speak to the
licensing of our technology on the outside?

MR. HUMPHRIE: Our company policy is that we
are very much interested in licensing. We have used our
technology to form companies, joint ventures, some of
which are successful, some of which are unsuccessful.
But that is the risk you run, of course. That is the
bhusiness entrepreneur risk, capital investment risk.

As a general proposition, though, we'are
interested in licensing.

With respect to —— if I understood your
question -- how does the ATIA propose handling the back-
ground license problem; is that correct?:

MR. DENNY: That would be good enough, yes.
MR, HUMPHRIE: - Yes,

The resolution in the proposed model Act was
one arrived at with much anguish in the ATA.  There was
considerable difference of opinion, There were those that
felt that no background rights should be granted.

It was finally resolved on the basis that more
or less, as the GE position was here this morning, that
there undoubtedly, or there might be some subject inven-
tions which require a license to practice, a license in
the background inventions of the contractor.

We decided in the ATIA, as a majority, that such
rights would be granted to practice the specific product
or process that was the subject matter of the contract. I
believe that that is a fair and equitable position. I believe
it is one which should make. the AIA proposed legislation
acceptable. :

MR. DENNY: Have you had a chance to focus on.
‘the specific language in the ERDA proposed regulations,
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MR. RAWICZ: Thank you.

MR, WEINHOLD: Thank you for your statement. I
think it sharply draws the key issue we are facing now, if
the contractor performing under a government contract
develops something and it really wins, who gets the bene-
fits,

I guess as it is set up now, the government
would get the patents and 30 on under these provisions.

You are proposing sort of the opposite extreme,
that it would remain fully with the industry.

MR, TORMEY: Yes, sir.

MR. WEINHOLD: I am wondering if you have con-
sidered some of these sort of intermediéte type approaches
in which perhaps the industry would retain all the rights,
but there would be some sort of provisions for paying back
or sharing in the equity or something like that, so both
the taxpayers and the industry would share from these
benefits?

MR, TORMEY: We have.,

As I said before, I think that this question is
extremely complex. I am not a patent attorney. But even
as an engineer, I can see the enormous spectrum of this
problem, as you say; from one end, ownership by the govern-
ment, to the other end, ownership by industry. And I can
visualize that there are many intermediate points along
the line where some kind of equity might be traded back
and forth .

My conclusion, however, is that I would prefer,
because of simplicity and because of the urgency of the
present ERDA problem, that we go to the industry end and
have title reside with the source of the invention.

But I appreciate the myriad of choices in between.

MR, WEINHOLD: Thank you.

MR. RAWICZ: Mr. Denny?

MR. DENNY: In your suggestion that we leave

the invention with the source, of course you are speaking
from the position of a corporation.

B —
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{d} The term "Contractor"™ means any pexrson
that is a party to the Contract.

(e} The term "Subject Invention" means any
invention, discovery, innovation, or improvement
which, without regard to the patentability thereof,
falls within the classes of patentable subject matter
defined in Title 35, United States Code, Section 101
and is made by the Contractor in the performance of
experimental, developmental, or research work called
for by the Contract.

(£ The term fDisclosure" means a written
statement sufficiently compiete, to the extent
developed by the Contractor, as to technical detail
to convey tc one skilled in the art to which the
invention pertains a cléar understanding of the nature,
purpose, operation, and, as the case may be, physical,
chemical, or electrical characteristics of the
invention.

{g) 7The term "Made" when used in (e) above means
the conception or reduction to an operable physical
erbodiment for the first time or the first practice of
the process.

() The_term "Practical Application" means tu
manufacture in the case of a composition or product,

to practice in the case of a process, or to operate in
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obtain a license under any patent for any invention
not made in the performance of such Contract.
OTHER PROVISIONS

Sec. 9. 1In the event a Contractor and any
person applying for a license under these provisions
cannot reach agreement as to the disposition of
rights on reasonable terms and conditions, including.
a reasonable royvalty, or other consideration, the
parties may have recourse to any Federal District
Court of competent Jjurisdiction.

Sec. 10. All other Acts having provisions for
ownership of Subject Inventions inconsistent with the
rovisions of this Act are hereby amended.

Sec. 11. If any provision of this Act, or the
application of such provision to any person or circum-
stance, is held unconstitutional, the remainder of
this Act or the application of such provisions to
persons ox circumstances other than those as to
which it is held unconstitutional shall not be

affected thereby.
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has been the principal developer of the field.

Any license pursuant to this Sub-
section_S(a) shall be on reasonable ferms and con-
ditions and shall be royalty free unless the Con-
tracteor has made a substaﬁtial coﬂtribution at
private expense (which may include the conception
of an invention, privately-developed technology, or
cost sharing under the contract or otﬁerwise) to-
ward the making of such invention, in which caée
the license shall include a royalty or other con-
sideration to the Contractor.

(b) In other cases, if the Contractor 1s not
making reasonable efforts to make practical_appli—
gation of the Subject Invention, any person meeting
the requirements of Subsection 6{(a) above shall have
the right to a license under the United States Patent
for such Subject Invention, under reasonable terms |
and conditions, including a royalty or other consider-
ation to the Contractor.

(¢} No license will be regquired to be granted un-
der Subsections 6(a) and {b) above, the scope of which:

(l) exceeds that necessary to comply with

the requirements of the governmental regulation, or

(2) exceeds that commercial use which is an

express principal purpose of . the Contract, or
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such additional right.

(b) The Contractor shall promptly provide the
Government with a disclosure of each Subject Inven-
tion which reasonably appears to be patentable under
the laws 0f the United States. The Government may
duplicate, publish, and disclose such disclosures;
provided, however, a reasonable period of time prior
to publiéation shall be “afforded to permit the filing
of patent applications thereon.

(¢) The Contractor shall within a reasonable
pericd of time after disclosing a Subject Invention
notify the Contracting Officer if the Contractor
elects not to file a patent application thereon or if
the Contractor has filed and elects not to continue

prosecution thereof. As to Subject Inventions upon

which the Contractor elects not to file a patent appli-

cation or elects to discontinue prosecution of a pend-
ing application, the Contractor upon request of the
Government shall convey to the Government such rights
as may be required fbr the Government to file such
patent application or to continue the prosecution of

such pending application, reserving to the Contractor

at least an irrevocable, royalty-free, nontransferable,

world-wide, nonexclusive license, together with the

right to grant sublicenses.

'(d) As to those Subject Inventions referred to in,
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PROPOSED

Government Procurement

Inventions Incentive Act of 197-

This 2ct is to establish a uniform federal policy
concerning the allocation bf rights in inventions.made
in performance of a Government contract. The Constitu-
tion of the United States recognizes that it is in the
public interest to provide incentives to make inventions
and discoveries; and that thé public benéfi£5-from the dis-
élosure of such inventions and discoveries. ‘Prudent Go-
vernment policy recognizes such factors and also the
legitimate interest of the CGovernment and the public in
inventions made in performance of certain.Govefnment contracts.

Be‘it enacted by the Senate énd House of Representatives
of the United States of América in Congress assembled,

Section 1. This Act may be cited as the Government
Procurement Inventions Incentive Act of 197-

| DEFINITICHNS

Sec. 2. Appendix "A" sets forth the definitions

hereof. | |
RULES AND REGULATIONS

Sec. 3. The President shall issue such rules and

regulations =us may be necessary or desirable to carry out

and effectuate the policies and provisions of this Act.
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its contribution.

Provision for the collection of reasonable royalties,
or other appropriate consideration, furnishes equitable
-means for partial recovery of development costs or othexr-
wise compensate the contractor for its contributions,
and make the benefits of the invention available for use
in the form of improved goods and supplies for the public.

Section 6 (b)

Section 6(b) is intended toc allay any concern that
a Contractor may attempt to suppress an invention mdde
under a Government contract. The invention rights in
such cases will benefit the Contractor only if it insures
that the benefits are made available to the public through
manufacture, practice or licensing. This Section should
also be read in conjunction with Section 5(b)} which grants
the Government the right to publish "Subject Inventions®
thus making the knowledge thereof available to the public.

Secticon 6{c)

It serves the public interest to induce qualified
contractors possessing the best technology and highest
capabilities to compete for Government-sponsored research

and development contracts. It should be recognized that
such competition and participation inherently stimulates
innovation and invention. It follows, therefore, that

the basic commercial right to exploit innovations and
inventions in business where the Government should not

be a competitor should be in the contractor who logically
is in the best position to apply orx license its innovations
and inventions to improved products and services for pub-
lic use and benefit. This clause spells out that the
scope of the license which must be granted is no greater
than the extent of the Governmental or general public need.

Section 7

Section 7 assures that the inventive results arising
out of Government research and development contracts are
‘made available to the public in fulfillment of Sections
5 and 6. This Section forecloses a Government contractor,
who has achieved a dominant patent position, from preclud-
ing a licensee under Section 5 and 6 to enjoy that license
to use the results developed under a Government contract
to bring the new product to the commercial market place,
or to use the new process for public benefit. Because the
contractor is entitled to reasonable compensation for a
license under his dominating patent, the contractor is
encouraged to compete for government contracts in his




Section 4

Under this Section the contractor retains title to
"Sub ject Inventions" subject to rights granted to the
Governimment and Public under Sections 5, 6, and 7.

The retention of title by the contrdctor is essen—
tial to the effective utilization of the incentives in
our Patent System. Thus, the fundamental Constitu-
ticnal purpose to encourage the making of inventions
is served. Because the contractor not only has the
necessary know-how but also the incentive to advance
its own innovations, it is in the best position to com~
mercialize the patent and thus bring its benefits to the
public. Finally, the most competent firms - generally
those having a privately developed patent portfolio -
are induced to -~ rather than inhibited from - competing
for government research and development contracts and
expending private funds in resecarch and developnent ef-
fort in areas of concern to our Government.

Section 4 further provides for unenforceability of
subject Inventions or the assignment thereof to the
Government at its option, where a Contractor willfully
and with deceptive intent fails to report subject inven-—
tions. Thus acts amounting to deliberate deception are
necessary to divest Contractor of its rights to its own
invention, and the rights of the Government and the Public
are fully protected.

Section 5 (a)

' The license rights of the Government under this sec-
tion are essentially those now provided in the Armed
Services Procurement Regulation (ASPR}, U. S§. Department
of Defensa, and which experience clearly demonstrates,
fully meet the neads of the Government and insure that
the Government will not he obligated to pay royalties for
the use of "Subject Inventions".

Section 5(b)

This section obligates Contractors to disclose each
"Subject Invention" to the Government so that the Government
will ke able to identify and inventory its rights under such
inventions, as well as to publish "Subject Inventions”
after a reasonable period of time of sufficient duration to
parmit the Contractor and/or the Government to file patent
applications thereon. (See Section 5c¢). Thus the Govern-
ment is in a position to publish "Subject Inventions" and
in that manner make known to the public such knowledge.
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extensive use of existing industrial know-how and faci-
lities; and more importantly, demand an appreciable
proportion of the valuable technical resources at hand.
In a well managed firm, technical rescurces must be _
applied to thcse efforts having the greatest potential
for return and where there is the widest latitude for.
broad range thinking.

To make Government contracting, for research and
development (R&D), attractive to the most gqualified
contractors, those most expert in the field, the incen-
tive of retaining rights to inventions made in the
performance of the Government contract but useful in
the private and export sectors must be present. Other-
wise, and under present policies, Government contract
work tends to be performed by the lesser qualified,
produce less innovation and results in a lower gquality
of work. = An example of this adverse impact is found
in the apparent lack of industry interest, based on
the small number of participants, in developing private
use of atomic energy because of the strict "title"
policy of the Atomic Energy Commission.

When the Government contracts for R&D, the
obhjective is to have developed and delivered to the
Governnent the contract end item, be it information, a
device, a.method, or a system. - No contract requires
that an invention be made in contract performance. In-
ventions azre a fortuitous by-product of the contract
which are neither contemplated or bargained for at time
of contracting. The contractor is neither paid extra
for making an invention nor defaulted for failure to do
50. The Government receives i1ts part of the bargain
when the rescarch work is performed and the end item 1is
available for Government use. Then, it cannot bhe
stated that the Government. should acguire title to va-
luable patent rights for which no amount has been
included in the contract price. In short, the contrac-—
tor should retain title to inventions made under
Government contracts.

COMMENTARY ON AIA PROPOSED MODEIL PATENT STATUTE

The Aerospace Industries Association believes
there is an urgent need for a Federal patent policy and

32§




DXISTING FEDERAL POLICIES

Existing Federal policies fall within two general
categories" a "title policyv" undexr which the Government
acquires title to Subject Inventions and Subject Patents
and the contractor normally retains a rovalty-free non-
exclusive license therein, and a "license policy" under
which the contractor retains title and the Government
acquires a royalty—-free, non-exclusive license.

Actions by the Congress to formulate patent policy
have resulted either in the enactment of a "title policy"
or a statutory requirement that "patents . . . be fully
and freely available to the general public". This
latter statutory requirement has been implemented as a
"title policy". '

In 1963, President Kennedy issued a Memorandum and
Statement of Government Patent Policy to guide executive
agencies, not otherwise governed by statute, in allocating
rights to inventions made under Government grants and
contracts. The Presidential Policy, developed after
extensive interagency deliberations, seeks to accommodate
the varicus Government policies and in essence embodies
both "title® and "license! policies.  The Presidential
policy also includes. "march in rights" under which, where
the conitractor retains title, the Government may under
certalin situations reguire the granting of licenses,
either royalty-free or on other reasonable terms.

Significantly, the Presidential Patent Pclicy was
revised in 1971 to enlarge the authority of agency heads
to waive title to contractors and to authorize the grant
of an exclusive license under a Government-owned patent.

The Commission on Goavernment Procurement, which in-
cluded distinguished members of the Senate and House,
in its Report recommends the prompt and uniform imple-
mentation of the revised Presidential Statement of
Government Patent Policy. The Commission Report also
includes an alternative approach which would, with but
two exceptions, allow contractors to retain title to
"Subject Inventions”, the government obtaining a royalty-
free, nonexclusive license together with certain “march-
in rights.” Thus, the Commission's alternate approach
is, in essence, a license policy.
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Censtitutional purpose of the Patent System is “To
promote the progress of the uszful arts", i.e., foster
tie development of new technology to thereby raise the
national standard of living and improve the economy.

The Patent System, created for the primary benefit of
the people as a whole, offers the inventor a patent to
induce him to make an invention and then a complete dis-
closure of his invention to the public, which he could
otherwise maintain in secrecy. When the patent issues
its disclosure not only teaches the public the use of
the inventive concept but also affords. the public the
opportunity to build upon and improve such knowledge.
For a very nominal sum anyone can obtain a copy of the
patent from the U.S. Patent Office and thus obtain the
knowledge taught therein. This requirement that a pa-
tantee must disclose his invention to the public coupled
with the further regquirement that a patentee must
successfully petition a Federal Court to enjoin the
unlicensed practice of his paténted invention should lay
to rest ancother common mishelief that a patentee can
suppress his inventilon and thus deny its benefits to the
public. TFurther, at the expiration of the patent term
aryone may freely use the invention.

The incentives and present benefits of the American
Patent System have been summarized in the Report of the
Preosidenit's CZommission on the Patent System (L966) as
follows:

"Agreeing that the patent system has in the
past performed well its Constitutional man-
date 'to promote the progress of ... useful
arts,' the Commission asked itself: What 1is
the basic worth of a patent system in the
context of present day conditions? . The mem-—
bers of the Commissicn unanimously agreed
that a patent system today 1is capable of
continuing to provide an incentive to re-
search, development, and innovaticn. They
have discovered no practical substitute for
the unique service it renders.

"First, a patent system provides an incen-

tive to invent by offering the possibility of
reward to the inventor and to those who support
him. This prospect encourages the expenditure
of %ime and private risk capital in rescarch
and development efforts. '

"Second, and complementary to the first, a
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A contractor is ordinarily interested in staying
in business, staying competitive, and advancing his capa-
bility. In the U. 8., industrial scene, the contractor is
the producer. All our goods or processes come from the
producer. He is the major factor in determining whether
or not a product is made, is awvailable, and is successful.

It is in the public interest that due regard
be had for this particular position of his. If his posi-
tion is eroded or hamstrung by disincentivizing acts, or
inefficiency of the procurement process, everyone feels
it, the contractor, the government, and the public. If
he performs his function well, everyone benefits,

It is vital to maintain in this country a
strong, competitive, healthy industry. That is desirable
in government procurement as well as in commercial procure-
ment, Certainly, rules and regulations are necessary to
maintain order and equity. But the fewer unnecessary con-
straints imposed by laws and regulations to the conduct
of business, especially ERDA business, the more effectively
business can function.

As pointed out previously, government support,
in and of itself, does not justify government ownership
of things historically owned in this country by private
industry ,

We appreciate the hard work that has gone into
forming the patent provisions of the present ERDA Act,
We can see the difficult compromises that have been made
by both sides in the debate between title and license.
We believe the waiver authority granted to the Administrator
represents a definite move away from the strong government
title~holding position. However, the move should be made
to a more optimum point. -

The patent policy ERDA should follow under
present statutes is one which provides the most contractor
incentive, yet provides for the government and the public.
It should be one which is the most efficient, requires the
least negotiation, yet protects the government and the
"public interest." One which warmly encourages a contractor
to bring his background to‘government procurement.

-In our opinion, the ATA proposal does Just that,
and we recommend it to you.
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I would like to talk a bit about the government
interest. Our position, which is the same as the AIA posi- -
tion, we belleve, is strongly supportive to the proposition =
that the government interests regarding ERDA 1nVentlonl
and patents should be protected at all times. IR

In those cases in whlch-use of the patent is
desired by the government, the government should have the
free and unencumbered right to use the inventlons and such
right should be 1rrevocable.

In order to assure that other government rights
be assured, there, of course, must be a disclosure and
reporting system placed upon the contractor. Such system -
should be simple and direct. - e

Even in this area, investigations, review boards,
and other administrative procedures may become inefficient
and time-consuming. If the contractor retains patent rights
as proposed herein, there is greater motivation on his part
to identify and to apply the invention and less interest '
on the part of the government agency to lnvestlgate and
review., - -

"The classical argument often advanced for
government ownership of inventions reduced to practice
under R and D contracts is that the government "pald for
ig." '

Payment is only part of the story, we submit.
The contractor brings to a contract his capability, back-
ground, facilities, personnel, which is the "quid pro gquo"
to match the government's purchase price.

The contractor's role in the area of contribu-
tions is customarily to contribute his commitment of time,
talent, and energy, all of which should be recognized as
fully as valuable as the dollars it takes to buy them.,

Public interest, I feel, is bagsically what ERDA
is all about. We, the public, have a problem and Congress
has enacted ERDA to solve it.

- The public is interested in getting better and . -
less expensive energy products and services. The public
wants to get out of this energy mess now. An efficient,
simple system, whlch is effectlve, beet serves the . "publlc
interest.™ - : - S

[—
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It is clear to us, as a high technology com-
pany, that the right to retain a property interest in tech-
nological developments under government contracts provides
more encouragement and incentive to enter into government
ERDA contracts than the present licensing provisions of
the nuclear and nonnuclear laws and regulations.

This incentive issue i3 even more important
when the contractor has substantial background and capa-
bility in the field of technology of the contragt and
when the need for progress is critical, as in this current
energy crisis. He, even more s¢ than others less skilled,
should be afforded sufficient incentives to bring these
forth and use them in the govermment contract, rather than
discouraged through their potential loss by background or
mandatory licensing,

It must be recognized that the smaller ERDA
research and develcopment contract opportunities are
closely reviewed by each potential contractor to deter-
mine whether or not winning will compromise his background
technology by reguiring title to the government in the
contractor's prior concepts or, possibly, as occurs in
many cases, a license in his background patents.

He may simply find that the small R and D con-
tract effort and potential gain are not worth the back-
ground losses. Generally, small businesses in competitive
product lines are reluctant to contract away their back-
ground patent rights.

The basic tenant of the U. S. patent system
that ownership of inventions be maintained at the source
appearsg in the light of our experience to be sound. It
should be continued by ERDA and applied as widely as
possible, It appears to us to provide the best climate
for the creation and commercialization of the new tech-
nology needed to overcome the energy shortage. Every-
thing reasonable should be done to encourage the creation
of this new technology.

The issue is critical.

On the subject of efficiency, it appears on
inspection to be more efficient, both technically and
economically, to retain and exercise patent rights at
the source than it is to transfer such rights to the
government and then attempt to transfer them owver to
other users.




The position we favor will require modification
of the existing ERDA nuclear and nonnuclear statutory
enactments. We wish to point out why we con51der thls
step to be necessary. - .

Our fundamental position, gentlemen, is that
title to inventions made in the course of or under an
ERDA contract should generally vest with the source of
that invention, but with provisions to protect the -
interests of the U. S. government and the public.

This position is in basic agreement with the
Aerospace Industries Assoclation (AIA) position, which is,
of course, the position of the majority of the aerospace
firms in that association.

The AIA position is set forth in a proposed
Model Government Procurement Inventions Incentive Act
which has been promulgated by the AIA. A copy, together
with commentary on that proposed Act, is attached to my
presentation.

Rockwell International has been active in
framing the AIA position. We believe that our proposed

. Act brings into better balance the triumvirate of interests,

those of the government, the public, and the contracting -
industry of this country as they work in concert, under
ERDA to resolve the energy situation looming up in fromnt
of us.

The fundamental theme underlying our position
is that technology should better be owned by the indus-
trial segment of a nation than by its government. Today
technology, or technical knowledge, is number one as
the most important tool in the production of goods and
services, It should reside in the hands of its natural
operator, industry, even though in those cases where it
is supported and financed by the government, provided due
regard is made for the public interest and the ERDA mission
is not compromised.

"Public interest," we submit, is best served
by the ERDA technology benefiting the public through

industry directly rather than through government indirectly.

-I wish to develop my argument along five lines.
I hope to show that.
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I would say primarily by Mr. Green and myself.
There are quite a number of points which must be satisfied
before one becomes eligible for a waiver. This is expressed
in statutory policy. I think, at least it has been our
impression, that it will be very difficult for us, at least,
to meet these qualifications.

We are hopeful that there will be some, some
instances in which we can. Back at the time the law was
passed, there were two different policy statements being
considered. At that time, our comments were asked. Nobody
had a vote unless you were a member of Congress, but we
indicated our support for the provisions which were adopted
on the basis that at least we would have a chance for waivers
some day, perhaps under some 1nventlons.

We would really, given our "druthers," prefer to
see more freedom in the administrators. In other words,
we prefer less statutory requirements and more administra-
tive freedom with the people who are really there working -
with the contractors, working with the developments and
who hopefully have a good feel at that tlme '

But we simply don't have any facts at this point
to say that a change is absolutely necessary. Can you add
anything to that? o ' '

MR. GREEN: Just to second it.
MR. KIMBALL: Thank you.

MR. RITZMANN: Could you elaborate on what you
mean by assured right to proceed with the foreign filing
when the Government doesn't? '

It seems to me that before you can file a form,
you have to ask the Government whether they are going to
file, Isn't it the same as the present administrative
approval?

MR. MANBECK: ©No, again, as we understand it,
under the present arrangement the Government will choose
whether or not it wishes to file. At that point, let's
say it does. All right; then obviously it will file.

But let's say it chooses that it will not. In that case,
we still have to come in under the clauses and say, “May
wa file when you have said you are not 901ng to?“ ”

L
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But the commercial businesses are not used to them and fear
a detrimental effect on their operating.

We have a couple of contracts hung up right now
on the point of the right to use.

MR, DENNY: I think this right to use question
has to be looked at, If it was in anothexr section as
opposed to Part IX., probably it would have been addressed
more specifically.

I would make the additional comment that some
of the changes, hopefully advanced, that have been made in
our regulations that were published, have bsen almost on a
negotiation-by—negotiation basis. Sometimes there were
times when field people knew what they were doing, and
sometimes that was not the case.

The patent counsels that were here vesterday
and today are meeting following this for the purpose of
getting together. It has been a confused atmosphere. I
hope we w111 get a lot more consistent.

Whether that will make you happy or not, I won't
promise., ' ' : '

MR. FINGER: I think, Mr. Denny, that it is
important to point out that the most recent contract that
was signed by one of our divisions includes a blanket
restriction on the use of the data developed durlng the
contract, and it says it shall not be used except in the
performance of a contract.

_ MR, MANBECK: I would like to add that this is
probably the only division of General Electric Company that
would accept such a contract. I am surprised that even they
did.

MR. DENNY: I do not find that hard to believe,
We revised Part IX, This restriction comes from another
part of ERDA regulations in which there may be lots of
inconsistencies and things we have to patch up yet.

I can understand this possibility, and I think
we will be addressing this point in ERDA,

MR, RAWICZ: Thank vou, Bob.

Dave.
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contracts, it is essential that the contract clauses do not
inhibit the obtainlng of foreign patent coverage relating
to that information.

We thank you for the. opportunlty to present
comments in behalf of General Electric and hope that they
will be accepted and considered for appropriate action.
We would be pleased to take any questlons You may have.

MR, RAWIcz:"Thank you.
Do we havé_any guestions?

The question I would ask is, from your experience
with operation under the Atomic Energy Act, do you see any
problem of applying these same waiver prodedures to atomic
energy inventions as we have w;th_;hose_regulations?

MR. MANBECK: I would like to ask Mr; Green to
answer, if I may, since he has more experience, I know,
than I do., ' ' ' '

MR. GREEN: The question is whether the waiver
procedures proposed for the nonnuclear would seem to be
appropriate for the nuclear area?

MR, RAWICZ: Right,

MR. GREEN: Insofar as I am concernéd; I'ieé no
reason why they would not. It seems to me that there is
desirability for uniform treatment of both areas.

MR. RAWICZ: Thank you.

MR. DENNY: It would have been nice if the regu-
lations which came out on October 15 would have come out on
February 15, but that is just not the way it happened.

A lot of the experience with which you are dealing
or have been dealing and commenting on is a combination of
policies from various agencies. Particularly in the patent
area, we have progressed a little more rapidly in change
than we have in data.

Mentioning the data problems, you identified
two. Have you come up- agalnst a SLtuation,yet that you
just could not resolve, or has it been mostly the time and
effort to resolve them?

[ —— b i e R A A
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The background patent clause itself muat, of
course, be carefully administered if it is to avoid adverse
results. As now written, it is directed to items or pro-
cesses which are a subject of the research, development, or
demonstration work performed under the contract. This is
fair, but industry experiences problems when ERDA field
personnel try to expand, to an unduve degree, the field of
technology covered by the background clause, .

- For example, the background clause in a contract .
with a limited purpose, say, the development of an improved
current transformer, should not apply to all patents in the .
field of electric transmission and distribution. The exam-
ple is entirely hypothetical -— at least, I hope it is. I

“hope we are not working on a current transformer. But we
see just such approaches made in real life contracting.
.Particularly for a multi~-line company, this causes problems -
and delays 1n the contracting process, and in an aggravated
case could even result in an inability to accept the con-
tract work, - The clause itself is reasonable, but we suggest
that ERDA. headquarters should take further steps to prevent
over~reaching by sincere but misguided field personnel.

They are given a ¢lear directive against over-reaching in
paragraph (8) of the proposed regulatlon, byt follow-up by
headquarters is needed. S

Turning now from background rights to foreground
inventions, to our understanding, American industry as a
whole believes that commercialization of foreground inven-
tions can be ‘best, accompllshed by leaving ownership with
their originators, in this case innovative ERDA contractors.
We see no reason to disagree with this view; it is a matter
of human nature that you tend to put more effort into what
you own than what you don't own.

On the other hand, it is too early in the history
of ERDA for us to cite concrete examples which would indicate
or provide that ERDA'sg mission is being impaired by the
existing statutory and pollcy arrangements. We have as yet
no experience with the waiver procedures for. foregoing inven-
tions and prefer not to comment on them until we see how they
work in actual practice,

A suspicion exists that the rather 1engthy statu-
tory and policy requirements for waivers will result in few
being requested and even fewer granted. This, if so —— and
as I indicate, this is only a suspicion -- will effectively
eliminate patents as tools for speeding commercialization. -

HOW@VEI: such result remains to be seen, and until then, we

-
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Moreover, this is not the only problem with the
optional clauses. There is an equally, if not more, serious
problem, in relation to the growing trend for ERDA to make
multiple, competitive awards for early technological devel~-
opment phases of long texrm R and D programs. Frequently '
and perhaps generally, these multiple awards will be to
companies that usually. compete in the related commerciali
businesses. We would certainly not consider it acceptable
to provide the government with proprietary data that it
could then furnish to these competitors, in the normal
 commercial businesses.,

But yet, the proposed regulatrons prov16e for
just that since they stipulate that ERDA would have the
right to furnish the background data of any contractor .
to any other oontractor 1nvo1ved in the program."‘ :

In essence, therefore, we believe that the pro—
posed optional clauses on treatment of prlvately developed
background data- el -

(1) do not serve as a policy, since they do- not
establish adequate guldance and direction. and -

(2) do not provide adequate protection of the
contractor 5 background proprletary data. o

From. this dlseu331on, you can see we obvrously
~ believe the proposed data policy needs modification, but
that a good start has been made. We will be submitting
more detailed comments to Mr. Denny on this subject and
would be pleased to elaborate on the points further at .
your convenience. : : . : :

MR.-RAWICZ: Mr. Manbeck...

MANBECK. If I may go forward nov on. the
patent part of our presentation. :

As everyone in this room is aware, Section 9 of
the Act of 1974 sets certain requirements which ERDA must
meet in its handling of patent affairs, but the statute
does allovw reasonable administrative flexibility within
its mandated reguirements. We feel the statute is work—-
able in its" present form, ‘and at least to date, experience
has not proven ‘a need for major changes. - :

The same holds true, in our view, with resyect to-
the Atomic Energy Act. 1Its patent policy provisions are such

7/



We had thought that once ERDA's new patent and
data regulations were issued, any such terms would be dis-
continued. Indeed, we were encouraged upon receiving and
reviewing the proposed regulations published October 15 to
note that the basic data provisions prescribed for general
usage do not adopt the concept that the government should
acquire ownership of foreground data. We assumed from this
that the only limitations on contractor use or disclosure
-of foreground data would be those imposed by the patent
and national security provisions of the contract. We were,
therefore, disturbed to learn from recent discussions with
ERDA personnel that ERDA may well continue to include pro-
visions in its contracts limiting the contractor's use of
foreground data. ‘

As I indicated earlier, we believe that any pro-
cedural or administrative obstacles which prevent or -delay .
the contractor’s ability to apply new energy technology
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is inconsistent with our national objectives. Such obstacles

will retard, not accelerate, the generation and appllcation
of new technology to meet our national energy needs. We,
therefore, urge that ERDA expressly .adopt the prlnclple
that there shall be no contractual limitations placed upon
the contractor's right to use foreground technical data.

Now, let me come to tha_second major issuc we
faca. '

We belleve the contractor -] background proprie~
tary data must be protected. :

The proposed ERDA regulations published on o
October 15 provide a basic Rights in Technical Data clause
prescribed for general usage that we think represents a
constructive approach. It sets forth a sound basis for
the establishment of a workable ERDA policy concerning
proprietary data. Basically, thls approach provides that
the contractor need not include proprietary data in the
documentation it may be required to furnish under the con-
tract. The government, however, retains the rlght to '
inspect such proprietary data for the purpose of evaluating
the work performed under the contract or verifying the true
proprietary nature of the data. Although there are some.

suggestions that we will be furnishing to Mr. Denny's office

to clarify several points in the language used, we belleve
that this approach is a reasonable and proper one.

_ But‘we have serious problems ana concerns stem-
ming from the so-called optional data provisions that are
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persuade some of our commercial businesses who have never
done business with the government that it would be to their
benefit to participate in ERDA R and D programs, and those
of other agencies involved in solving our energy problems.

When I think back to my days at NASA and AEC, I
can't help but contrast the situation there and that with
which we are concerned today in our energy R and D activi~-
ties. In my NASA and AEC activ;txes, we required the -
development of products to be furnished to and used by
the government for the conduct of its missions. Since
the technologies involved were also often employed in
defense products, it was only natural that both markets
were served by an aerospace/defense segment of industry
whose R.and D had been supported largely by the Government
and whose prlncipal business activities were with the
Government. The contractors were accustomed to dealing
with the special requirements of the Government and con-
tracting progressed on a generally even keal.

In the present situation,.ERDA‘s mission is to
accelerate the development and commercial application of
base technologies that have frequently been developed by -

a segment of industry that has had little experience in
dealing with the Government. These companies have developed
technology at their own private expense to provide new, com-

“petitively advantageous products for nongovernmental customers.

Specifically, this has been the history of development in the
fields of electric power generation and electric transmission
and distribution, where our company has been very active.

In such highly competitive, commercial bus;—
nesses, most participants have continuously invested their
own funds to develop and improve their own base of proprie-
tary data in the form of design criteria, manufacturing
processes, design techniques, analytical tools, et cetera,
_that' they must have and apply in order to introduce new
competitive products. The proprietary data so developed
usually represents large investments and is highly valued
as a competitive tool. It is accordingly carefully guarded
against any disclosure that could ultimately result in its
becoming available to competition,

The activity participation of such commercially
oriented enterprises in ERDA~gponsored R and D programs in
our view will be essential to accomplishment of ERDA's mission.

However, we believe that improperly formulated and administered

ERDA data policies could act as a substantial deterrent to such
participation. o
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PROCEEDINGS

R e A vt min  wmep ey W g —

CHAIRMAN JOHNSON: Good morning and welcome to
the second day of our public hearings of ERDA patent policy
and issues connected with that subject.

I have a few administrative announcements £irsi

this morning. We are receiving a number of letters and
other statements which will be available in the lobby.
We don't have the ability to reproduce them in sufficient
gquantities, so if anyone is interested, they can be read
in the lobby and they will be in the formal record of our
proceedings and they will be considered by ERDA.

Secondly, we have made arrangements for coffee

to be delivered at 10:00 o*clock this morning and at 3:30.
So we will be taking short breaks to stimulate us. We are
going to ask you if you would be so kind as to make a small
contribution if you are interested in having the coffee,
because otherwise the man on the hook at the moment is
myself, As much as I love the subject, I would like
some help on coffee, It is not going to be possible
for me to be here, certainly, this morning. I may be
able to be here this afternoon, but in my place as the

presider will be Leonard Rawicz, Deputy General Counsel,
- formerly patent counsel of NASA, and one who is well known
to many of you in this room.

So we are very interested in hearing the
presentations that will be made today and to preside
over the session here is Len Rawicz.

MR. RAWICZ: Thank you.

I guess we are all ready, so let's start off
with our first presentation today.

H. H. Green, Harry Manbeck, and Harry Finger of
General Electric Company.

MR. MANBECK: My name is Harry F. Manbeck, Jr.,
‘and I am General Patent Counsel of General Electric Com-
pany. As such, I am responsible for the integration of
the legal affairs throughout the company dealing with
patent and data matters. I am here today with
My, Harold B. Finger, General Manager of the Center for
Energy Systems of General Electric, and Mr, Harold H. Green,
Jr., Patent Counsel to the Energy Systems and Technology
Division of the company. Mr. Fingexr and I wish to offer.
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