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PREFACE

In October 1963, after 18 months of intensive interagency deliberations, the President issued a
Memorandum and Statement of Government Patent Policy. The Policy established, for the first time, basic
criteria to guide all executive departments and agencies not otherwise governed by statute in allocating
rights to inventions made under government grants and contracts. The Policy was viewed as a first attempt
to establish a central rationale for allocating patent rights government-wide in accordance with the public
interest.

Because of its newness and the great concern of government and industry over the subject, the President
provided for continuing evaluation of the Policy to determine the need for revision. In December 1965, the
Federal Council established the Committee on Government Patent Policy, to examine the principles
established by the Policy and their effect on the public interest. The Committee, comprised of policy level
officials from the R&D sponsoring agencies represented on the Federa! Council and representatives of the
Departments of State and Justice, first identified the basic policy questions underlying the President’s
Memorandum. It determined that three questions represented the fundamental policy issues:

(i) What effect does patent policy have on industry participation in government R&DD programs?

(iiy What effect does patent policy have on the commercial utilization of government-sponsored
inventions? :

(iii) And what effect does patent policy have on business competition in commercial markets?

In considering a way to examine the questiens, it concluded that a study contract would best collect and
analyze the necessary data. In September 1966, the Committee commissioned Harbridge House to study
the policy questions and to prepare reports which would: (i) help test the effects of alternative patent
policies; (ii)lead to affirmation or revision of the President’s Policy or assist in formulating useful
legislation; and (iii} be useful to executive departments and agencies in administering government-wide
policy, whether established by Congress or the Executive Branch.

The accompanying final report and three research reports describe the study findings. Volume [
surnmarizes findings on the three policy questions. Volume II reports on Question One—the effect of patent
policy on industry participation in government research and development programs. Volume EII reports on
one aspect of Question Two—the efforts of eight federal agencies to promote commercial utilization of
government-sponsored inventions. And Volume IV reports on Questions Two and Three—the effect of
patent policy on utilization of government-sponsored inventions and business competition,




Summary and Ana]y31s of Findings

A. Study Objectives and Approach

The primary. purpose of the Harbridge House. study
has been to provide government policy makers with data
to evaluate the effectiveness of government patent
policy in achieving policy objectives. The study sought
answers to three basic questions which underlie the
government’s objectives concerning patents ansmg out
of government contracts:

(i) How does patent policy affect commermal utili-
zation of government-sponsored inventions?

(ii) How does patent policy affect business com-
petition in commercial markets?

(ifiy How does patent policy affect participation of
coniractors in the government’s research and
development programs?

A three-phase study effort was undertaken to answer
these questions: In phase one, existing data was
gathered to determine what relevant information was
already available. Phase two consisted of a utilization
questionnaire survey to gather a broad body of new data
on a large sample of government-sponsored inventions.
And, phase three involved case studies of inventions and
contractors in the utilization survey to develop a fuller
understanding of the effects of patent policy on them.

The first phase involved four separate tasks. A
literature search was conducted to determine what
existing data were available on the study questions. In
addition, three research tasks were conducted within
government activities to (i) determine the promotional
programs of eight government agencies; (ii) review re-
ported instances of industry hesitation or refusal to
participate in programs of the Department of Interior
and the National Institutes of Health (NIH} for reasons
relating to patents; and (iii) examine 100 contractor
NASA waiver requests to determine the basis for waivers
of patent title granted by NASA. These tasks, useful in
themselves, also provided background information in
conducting phases two and three of the study.

In the second phase of the study, commerc:al
utilization of all povernment-sponsored inventions
patented in 1957 and 1962 were surveyed through
questionnaires? to gather data on utilization and l-

1For government agencies other than DOD, AEC and NASA
all patents issued from 1956 to 1966 were included because of
the small number of patents issued on inveniions of those
agenc;es in 1957 and 1962.

Coples of the questionnaires are included in an appendxx to
this report.

censing of a large and statistically s1gmf1cant group of
patents. A two-year sample was selected to ensure
against bias in patents issued in a given year, and the
years 1957 and 1962 were chosen to allow enough time
for - sample inventions to. be applied commercially.
Although -the sample predates the current policy estab-
lished by the Kennedy Memorandum of 1963, patent
rights -in -sample inventions were allocated in different
ways - under various programs making it possible to
project the results of the study in terms of current
policy. S -

Questionnaires on each 1nvent10n were sent to orga-
nizations which developed them regardless whether the
conttractor or the government retained title; Similar
questionnaires were also sent to firms which requested
licenses to government-owned inventions, whether devel-
oped under contracts on in government laboratories, to
compare conditions under which inventions might be
used with and without exclusive rights. Both included
questions on the size and business orientation of the
responder; the nature of the invention; the role it played
in its commercial use; the speed with which it was
applied; the type and amount of private funds invested
in applying it; the sales attributable to the invention; the
extent to which it was available for and resulted in
licenses by patentee; and the reasons for nonutilization
where it was not used commercially.

Questionnaire responses were received on about 60
percent of the sample inventions and were analyzed to
determine the patterns of utilization, and the effect of
patent rights and other factors on commercial use,
licensing and business competition. The data were also
used to select areas for case research in phase three of
this study.

The case .research. in phase three gathered more
detailed data on selected. government contractors and
inventions to understand better the factors which
control decisions to utilize government-sponsored inven-
tions, the utilization - process, the effect of utilized
inventions. on business competition and the factors
affecting willingness of contractors to participate in
government-sponsored R&D programs. Five groups. of
case studies were conducted: .

{i) Twenty-one high and low ut]]lzers of sample .
inventions were interviewed to determme the
reasons for their performance. .

(i) All sample inventions of TVA, and the De-

partment of Agriculture and Interior were
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compinies -predominantly in. either: the commerc1a1 or
the govemment ma:kets

1, Effect of Agency Mission and Commercial Potehtial
of Sample Inventions on Utilization - :

The R&D mission of -the sponsoring government
agency was found to have a critical effect on the
commercial applicability of the sample inventions. The
Department of Defense, NASA and AEC accounted for
some 90 percent of contracted research and more than
98 percent of the patents arising under contract in the
years under study. Inventions covered by these patents
were designed to meet operating requirements of these
agencies rather than civilian needs in the great majority
of cases. Their commercial applications, therefore, were
essentially a by-product of governmental uses and
depended largely on coincidental overlap between gov-
ernment and commercial requirements, Thus, over 70
percent of the reasons advanced by responders as most
important to nonutilization: of sample inventions relate
to their limited commercial potential, This in no way
measures their value for their intended use, but simply
indicates the effect of differences between operating
requirements of the government and civilian needs in
commercial markets. '

On the other hand, commercial inventions with
significant utilization were- among the patents of these
agencies in the fields of transistors, vacuum tubes,
numerical control devices, computers and gas turbine
engines, where the necessary commercial overlap did
exist.

The sample mventlons of other agencies—such as the
Department of Agriculture and Interior, and TVA—~were
highly oriented to civilian requirements reflecting the
civilian orientation of their R&D missions. Since most of
the Agriculture and TVA R&D programs are conducted
in-house, the sample included few inventions developed
by their contract programs. However, these were supple-
mented with in-house inventions for which the agencies
granted licenses. All that were used commercially, were
used without exclusive patent rights. This was largely
attributable to three factors: the commercial orienta-
tion of the inventions, good potential demand for their
use, and sufficient government development of the
inventions to show their commercial feasibility, Not-
withstanding the commercial potential of these govern-
ment inventions, agency promotion within: industry was
important in achieving utilization of Agriculture and
TVA patents because of the need to convince firms of
their commercial value. In several instances, utilizing
firms acquired some measure of patent protection by

developing patentable nnprovement to the govemment
inventions.

Two causes predommated in cases where the inven-
tions of these agencies did not achieve commercial
utilization. Lack of fult technical development of the
inventions Was the most frequent and important. No
market need due to the complexity of the invention, its
high cost compared with other methods or the avail-
ability of more practical alternatives was second in
importance. It is probable that some measure of exclu-
sive - rights might have encouraged private firms to
complete technical development of some inventions not
fully “developed by the government where adequite
demand existed to make them attractive investment
opportunities, -

The R&D programs of HEW and. Interior 111ustrate
still another effect of  mission on utilization. The
programs of these two agencies are oriented to civilian
needs, but .in many aspects, are directed toward basic
rather than applied research. The sample inventions that
have resulted from their work have not, for the most
part, been sufficiently developed to prove their com-
mercial value. However,-should thexr inventions reach
that- stage in programs - like water desalination, and
medicinal chemistry, broad commercial utilization could
reasonably be anticipated because of the strong potential
demand for commercial innovations in these fields.

2. Private Dévelopment Costs

Information on private development costs required to
apply sample inventions commercially was somewhat
sketchy due to the age of the sample and the confi-
dential nature of the data. But the information gathered
showed significant differences in the types of costs
incurred on DOD-oriented inventions (with exclusive
rights owned by the contractor/utilizer in almost all
cases), and civilian-oriented agency inventions (with
nonexclusive licenses owned by the utilizers). '

Private investment was heavily concentrated in tech-
nical development of DOD inventions. Fifty-six and
eight tenths (56.8) percent of private dollars were spent
for development compared with 22.7 percent for pro-
duction facilities and 20.5 percent for marketing the
product. In contrast, only 21.1 percent of private
investment was required for technical development of
civilian-agency inventions, while 52.2 percent was spent
on production facilities and 26.7 percent on marketing,

The data confirms the relationships observed above
between agency R&D mission and commercial potential
of sample inventions. Civilian agency inventions, in
general, are closer to commercial products when govern-
ment development is complete than are. DOD mventlons

v



policy from:license rights to title rights would limit the
government-sponsored R&D activity of firms in this
category because of possible conflict with company-
sponsoted research activities, Contract opportunities
would be examined on an individual basis and, in many
cases, the government might be refused.

A fifth group of firms regard patent rights as essentlal
to their business activities, and are careful to avoid
government claims or conflicts over ownership of inven-
tions. Their policies generally lead them into one of two
business patterns, In the first pattern, firms will assure
corporate ownership of patents before initiating work on
a government -contract. They may assure ownership
either. by negotiating contracts that permit them to
acquire title to patents on inventions they may develop,
or by developing and patenting basic inventions with
limited private funds and then seeking contract work in
order to develop additional technical competence, push
the state of the art, explore a new technology, or
determine if commercial applications may begin to be
drawn off, In these situations, firms deliberately select
areas of government research to match their commercial
interests in order to generate product ideas with com-
mercial possibilities. New research firms with sirong
technical abilities and limited capital typically foilow
this pattern, as do specialized firms that have concen-
trated their business in a limited area of technology.

In the second pattern, firms consciously isolate
government work from their commercial operations and
pursue these activities separately. The sample firms in
this category did -only a small percent of their business
with the government and were quite independent of it.
Frequently, inventions derived from government con-
tract work by these firms will be assigned automatically
to the government to avoid title conflicts or com-
mingling with company-sponsored R&D, In other cases,
government R&D will be undertaken only in areas where
there is no potential conflict with corporate proprietary
objectives and in order to enhance the corporate image.
The technical value of government  contracts to the
commercial interests of these firms is rarely considered a
valuable supplement to in-house research and devel-
opment.

‘Many diversified companies follow deferent patent
policies in their commercial and government markets.
These firms may place a strong emphasis on maintaining
proprietary positions in commercial markets and express
a relative lack of interest in patents arising from
government work. The primary purpose -of securing

patents on government-sponsored research discoveries ds
in the case of the wholly government-oriented firms, is
to provide professional recognition for technical per-
sonnel.

_Lastly, an important difference was observed between
the research-oriented firms doing business with DOD,
NASA and AEC, and ihe product-oriented firms whose
interests are aligned with Agriculture and- TVA. The
former were much more aggressive in their search for
useful innovations in the work they performed than the
Iatter who tended to rely on the results of government
laboratory programs for innovations in their fields, Thus,
atthough the food, textile, and fertilizer industries are
less patent-conscious, they are also more conservative in
the risks they are willing to take in applying new
inventions. This accounts for the frequent need for
active government. promotion of Agriculture and TVA
inventions even when the inventions appear to have clear
commercial applications.

4. Effect of Patent Policy

Notwithstanding the varying roles asmgned patent
rights by the firms described above, the key questions is
whether permitting them to retain exclusive rights will,
on balance, promote utilization better than acquisition
of title'by government.

The study data indicate that the answer is yes in at
least the following circumstances: .

(i) Where the inventions as developed under govern-

ment contracts are not difectly applicable to

- commercial uses and the inventing contractor has
commercial experience in the field of the inven-
tion. This occurs most frequently with DOD,
NASA and AEC inventions. In the case of DOD,
the fact that it does not actively promote

_ commercial use of its patents is an added factor.
In these instances the inventing contractor with
commercial experience appears to be the logical

- candidate to attempt utilization either d.lrectly or
by licensing others; and .

{ii) Where the invention is commercm]ly oriented but
requires substantial private development to per-
fect it, applies to a small market, or is in a field
occupied by patent sensitive firms and its market
potential is not alone sufficient to bring about

- utilization. Inventions in this category may arise
with . any agency and may have had only limited
government development toward a commercial
application.
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utilized—either’ developed thém m-houie of took
title to them when developed under contragt.”

(iii) And industrial owners of government-spofisored
inventions have been willing to license them
upon request or, where they were unwilling to
license, alternative technologies were available to
competitors in the great majority of cases,

Based on all observations of the sample inventions we
have found little evidence of adverse effects on business
competition by permitting contractors to retain title of
governmeni-sponsored inventions,

D. Effect of Government Patent Policy on
Industry Participation in Government R&D
. Programs

The effect of government patent policy on industry
participation in R&D programs was the most difficult
factor to measure because of the difficulty of obtaining
data on the question. However, a useful vnderstanding
of problems. in this area was obtained by studying the
medicinal chemistry program of the National Institutes
of Health (HEW) and various contracts of the Depart-
ment of the Interior. This aspect of the study attempted
to answer such questions as: :

(i) Do competent business organizations refuse to
undertake government R&D work—either en-
tirely or in selected areas—because of -govern-
ment patent policy?

(ii}) What effect does policy have on apphcatlon ofa
contractor’s most advanced pnvate technology
to government programs‘?

(iii) Does patent policy have any influence on the
flow of information concerning new develop-
ments between a contractor’s govermnent and
privately sponsored work?

The data available to us only allows us to define some
first-order effects of the policy in this area,

Industry’s main concern about participating in gov-
ernment research has been the compromise of private
investment in research and invention, Frequent objec-
tion was made to the “‘peephole”™ effect of government
programs, whereby the government receives rights in the
accumulated results of private work. The “peephole™
effect has its counterpart in patent matters where an
invention has been conceived at private expense, but
reduced to practice undér a government program. The
traditional patent provisions classify this as a govern-
ment invention and dispose of its rights under the terms
of the contract.

The reach of the contract has been extended in some
program to background patents owned by the contractor
at the time of contracting. This practice causes the

sharpest ‘industry réaction of all because firms feel
caught between their wish to participate in government
programs and the need to protect their private invest-
ment and competitive position.

"The major adverse effects of ‘patent pohcy on
participation are program delay, loss of participants,
diversion of private funds from government lines of
research, and refusal to use government inventions and
research when questions regarding a company’s proprie-
tary position are raised. These -adverse effects occur
selectively, but they have occurred at important points
in government programs observed in the study.

The key to the participation questions, however, lies
in the attitude of prospective contractors toward the
role of patents in their activities. As noted in connection
with utilization, patents have varying importance -to
organizations doing business with the government. In-
dustrial firms whose major business objective is partic-
jpation in government work and systems-oriented com-
panies in the study sample were at one end of the scale
and were found to assign patents a- secondary - role
compared with technical and management competence.
Patents typically were used by the former to provide
recognitition to technical personne! and to project the
creative quality of their work to their government
customers. Systems firms, on the other hand, were
found to rely on patents to ensure design freedom,
provide material for cross licensing agreements as well as
to recognize creativity in their technical personnel. The
data indicates that firms in these two categories are not
likely to refuse to participate in government R&D for
patent reasons. However, systems firms may encounter
part101patxon problems at the subcontract level if the
government acquires title to all inventions developed
under its program.

On the other hand, firms which place a high value on
patents for defensive purposes tend to choose among the
areas in which they are willing to undertake government
research and may decline to- participate in. programs
which impair their operational flexibility. And, firms in
research-intensive industries like electronics and -new
technically-oriented firms seeking to develop a propri-
etary product-line through government research. were
found to rely on patents to establish proprietary
positions. These firms tend to be selective in their
government-sponsored research and may decline to
participate in programs which conflict with their pri-
vately sponsored research and development or which do
not promote their growth objectives for proprietary
lines.

Firms which follow this policy even more fully try to
assure corporate ownership of patents before initiating
work on a government contract or may consciously

TiX
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PART I The Study Task

The goal of the Harbridge House study ha§been to
determine the effects of government patent policy on
the objectives it is designed to achieve. Essentially, these
objectives are three:

(i) Encourage participation in government resea:ch
and development programs;

(i Promote commercial utilization of govemment
sponsored inventions; and

(iii) Foster business competition.

While it is easy to agree on the policy objectives, it is
hard to agree on how best to achieve them. Lack of
information on the economic effects of the policy has
been a major obstacle in this respect. There have been no
ready answers to such questions as:

() Is commercial utilization of government inven-
tions achieved best under government or con-
tractor ownership?

(i) Is substantial investment over and above that
supplied by the government necessary to achieve
utilization: If yes, are exclusive rights necessary
or useful in attracting private capital for further
development, or will such investment be made
when everyone is free 1o use the invention?,

(i) Do competent firms refuse to undertake govern-
ment R&D work because of government patent
policy? Does the policy affect application of the
contractor’s most advanced privately developed

technology to government projects? Does it
affect assignments of personnel to government
contracts? And, does it affect the flow of
information between the contracior’s govern—
ment and privately sponsored work" '

(iv) What are the effects on competition of the
acquisition of exclusive commercial rights to
government-sponsored inventions? Do they -in-
crease or decrease concentration in commercial
industries; cement or dilute posifions of leader-
ship. in industry; create or eliminate significant
areas of market power?

A major objective of the study has been to acquire
and analyze information which would help answer these
questions. As described in the Summary and Analysis of
Findings the study was accomplished in three phases and
the data were gathered through several related tasks,
which were researched for 18 months within govern-
ment, industry, and educational and nonprofit institu-
tions. Since the research data are a significant source of
new information on the role of patents within govern-
merit,” industiy, and nonprofit institutions, they are
reported in some detail in the research reports which
comprise Volumes II, I, and IV of the final report.
Names of organizations and other information received
in confidence are disguised throughout the study.



TABLE 1
CONCENTRATION OF R&D FUNDS (1965) IN RELATION TO AGENCY AND
GOVERNING POLICY CRITERIA AND PATENTS ISSUED (1957, 1962, 1965)

($ in Millions)
R&D Obligations Patents Issued: Contract Work
. o . FY 1965 ) '
Policy Criteria Agencies ($ in Millions) 1957 1962 1965
Extramural Intramural Title | License | Title | License | Title License
1. Principal Rights in Government A, Public Service
1(a)(1)- End item intended for Agriculture $ 617 $155.7 0 0 1 1 2 0
commercial use by Interior 38.5 84.4 1 0 1 o o 0
general public. HEW 682.7 174.8 2 1 4 2 3 0
: VA .8 36.9 ] 0 0 0 1. 0
1(a)(2)- Purpose of contract to VA 3 5.5 0 0 0 0 1] 0-
exploge fields concerned NSF 183.2 14.5 0 0 0 0 0 1
with public health or - - - - - —
welfare, $967.2 $471.8 3 1 6 3 6 1
(9%) (16%)
B. Public Service and
1(a)(3)- Contract pertains to new Mission-Oriented
fields with Government as
sole or principal developer. Commerce 19.4 485 8 ) 7 0 0 o
FAA § 417 $ 345 0 ¢ 0 8 1 2.
1(a)(4)- Contract requires opera- NASA 3,999,9 871.0 0 4 4 7 19 4
tion of Governmerit research -+ AEC 1,233.6 32.8 266 33 289 8% 250 5%,
or production facility or - - — - - o
coordination and direction [1(@)(1}, (2) and $5,294.6 $986.8 274 39 300 113 270 T1-
of work of others. 1(b) also applicable] (48%) (33%)
II. Principal Rights in Contractor C. Mission-QOriented ‘ ‘

1(b)- Contract builds upon existing DOD $4,805.6 $1,542.9 206 958 221 1,501 407 NA
knowledge and contractor has 43%) (51%) ‘ -
technical competence and es- [1(a)(2), (3)
tablished nongovernmental and (4) also
commercial position, : applicable]

* AEC rights in these inventions vary. In some it holds a nonexclusive license only,
In others it holds a general license with exclusive rights in field of atomic energy,

£-1

Source: Annual Report on Government Patent Policy,
Federal Council for Science and Technology,
June 1966, and study data, :
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Public-service agencies, on the other hand, have had
few patents from R&D contracts (see Table 1) because
their contract programs are small, more oriented toward
basic research, and conducted predominantly with edu-
cational and nonprofit institutions. In fiscal 1965, they
obligated $986.6 million for extramural work, or 8.9
percent of the total obligated for work outside of
govermment agencies (see Table 1), and $864 million—
87.7 percent (see Table 2)—was spent with educational
and nonprofit institutions. Specific agencies exceeded
that mark, with over 99 percent of Agriculture’s, all of
TVA’s, and more than 92 percent of HEW’s share
obligated with those institutions.

The net result of these operational patterns is that the
Section 1(a) “government title” criteria will apply to
very few government-sponsored inventions, while the
Section 1(b) “government license” criteria will apply to
the great majority. The contract inventions of the
mission-oriented and mixed-activity - agencies come
largely from applied research in the industrial sector,
while those of public-service agencies come from basic
research at educational and nonprofit institutions. And
the great majority of government-sponsored contract
inventions come from military-oriented programs of the
Department of Defense which bear little relation to
consumer uses.

I-5



TABLE 3

SALES AND DEVELOPMENT COSTS ASSOCIATED WITH COMMERCIAL
UTILIZATION OF INVENTIONS BY CONTRACTORS (1957 AND 1962)
($ in milions)

Amount! of Actual | Amount! of Actual Development Costs: Number of Licenses
- N . ‘ in Use for
Domestic Sales From: | Foreign Sales From: . iy
3 ) Inventions With:
-, Inventions (e Inventions | , . Average? | Average” | 4, e . .
Critically | yith 2 ([:rrt:gg?]tﬁt With a Amount! Perceﬁt jn j Percent in Pe::ﬁﬁ jn| Critical |Supporting
Important | gupyorting InventionsSupporting Technical | Productioniyarketing | ROl Role
Inventions | Role Role Development| Facilities
Total Sample 193.63 117.07 47.28 47.65 26.33 56.8 229 20.5 31 40
DoD 193.48 117.05 47.18 47.65 25.88 56.8 219 21.3 29 38
AEC 0 021 0 0 52.5 45 2.5 1 2
Other Agencies A5 0 .10 0 70 20 10 1 0
1957 DOD 100.85 103.37 45.80 40.32 58.3 20 21.7 12 13
1962 DOD 92,63 1368 1.38 1.33 22.29 56.2 22.7 21.1 17 Coa5

U To date of response to questionnaire,
Average for those responding to this question only.

totaled only $29 million in sales. ThlS amounts. to
annual? sales of $20 million for the five inventions with
high sales and about $659,090 for the other inventions
in that class,

. In relating sales to the concentration of patent
holdings, it was found that not one of the top ten patent
owners has a sample invention with cumulative sales of
more than $2 ‘million, even though the group holds 52
percerit of all the patents, Only one firm, ranked in the
it to 25 group, had a. patent with 51gn1f1cant ut111za-
tion—3$70 million to the date of the survey.

When private development costs were compared with
utilization, it was found that firms spent at least $26
million in bnngmg the inventions into commercial use. It
is’ difficult to generalizée on thése data because many
fitms prov1ded no information. However, the data
aval_lable_ does indicate that about 56 percent of private
funds were spent in technical development and the
balance was divided about equally between production
facilities and marketing.

*Computed from the date of patent application to the date
of the survey. Three years were allowed for filing an application
prior to issuance of patent. On this basis, the availability of 1957
inventions is 13 years; and of 1962 inventions, elght years. The
average avallablhty is 10.5 years for lnventlons in both sample
years, ‘ . .

2. Licensee Sales and,Dev.elobment Costs

Table 4 shows comparable sales and. development
costs associated with licensed government-owned inven-
tions. The government issued 342 licenses on 126 survey
inventions, ten of which were used by 50 licensees.®
These inventions are concentrated in agencies other than
the Department of Defense.” The AEC and the Depart-
ment. of Agriculture. account for the largest number,
owning 65 percent of these patents and . issuing 55
percent of the licenses.

Domestic and fore1gn sales to the date of the survey
were $210.3 million, compared 1o $405 million for
contractor inventions. All but $7.03 million of this is
attributable to inventions which play a critical role in
theu commerc:al use. ; &

Unlike . contractor = inventions. where sales related
primarily to DOD. inventions, DOD-related sales. here
account for. only .4 percent ($75,000) of the total.

S%ince it is common knowledge that government-owned
inventions may be used without a formal license, it is probable
that more inventions are being used than are noted in govern-
ment records, although no data were available as to the exact
number

DOD owns only 19 percent of the mventlons and 1ssued
only 9 percent of the licenses, -
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organizations interviewed that actually receives annual
royalty income of six figures, still regards patent
administration as marginal from a purely financial point
of view. The average net annual royalty income of the
three institutions of higher learning with the most active
programs in the study was $100,000. Several institutions
were currently enjoying higher incomes attributable to a
single invention or the settlement of a law suit, but in no
case did royalty income approach that of an industrial
scale.

As reported by The Patent, Trademark and Copyright
Journagl,® the average annual gain for each utilized
patent is about $70,000, This figure seems high to us,
since our study revealed that firms frequently overstate
the value of a patent by equating revenue accruing from
the invention with end-product sales. In addition, the
figure of $70,000 does not resemble the return on
inventions to nonprofit institutions.

Overall, only 10 percent of the survey inventions
from nonprofit institutions reached commercial utiliza-
tion. One of the patent development firms interviewed
in our study estimates that 10 to 15 percent of the
disclosures it receives result in patents three to four
years after submission; 25 percent of these patents are
eventoally licensed, with 3 percent profitable. As for
dollar value, once every three years a university inven-
tion is likely to result inan annual royalty of $50,000 or
more,

Expectation of large returns, which appears to bea

principal motivation behind the upsurge in patent
interest among nonprofit organizations, is not likely to
be fulfilled for many of them. At best, a well-organized
patent program, using the personnel required to meet
reporting commitments- under government contracts,
may expect to reap a modest return for a nonproﬁt
orgamzatzon

C. Concentration of Patent Holdmgs and Utlhza~
tions _

1. Contractor-Owned Inventlons

Both utilization and patent holdings of survey inven-
tions are heavily concentrated in a few firms. Table 5
shows the levels of concentration among the top 50
responders. Consistent with the concentration of R&D
funds in industry generally, the top five hold rights in
31.2 percent of the inventions and account for 27.2
percent of the inventions utilized. The top 25 hold 70.7
percent of the mventlons and 67.6 percent of the
utilizations. : :

8 “The Economic Impact of Patents,” 2:3403-362, 1958.

Concentration slows markedly with the next 25
firms, the top 50 holding rights in 82.9 percent of the

‘inventions and achieving 81 percent of the utilizations.

Although the overall rate of utilization is 10.4 percent,

_ the record of the top 50 firms is consistently below that

mark. Only 65 of 192 reSponders reported any commer-

‘cial utilization at all.

2. Invention Holdings and Utilization by Firm and
Percent Government Business

Table 6A shows the percent disiribution of holdings
and utilization of sample patents by size of firm and
percent government business. Both patent rights and
utilization of inventions are heavily concentrated in large
companies. Firms with annual sales over $200 million
account for about 37 percent of the responders but hold
rights (title and license) in 80 percent of the inventions
and account for 72 percent of the utilization. Table 6A
indicates that these same firms (annual sales over $200
million) have the following characteristics:

(i) Firms in the 0 to 20 percent government
business category _inclu\de 20 percent of the
responders, have title in 33.9 percent of the
inventions, and accounﬁ for 19 percent of the
inventions utilized;

(i) Firms in' the 20 to 30 percent government
business category comprise 5 percent of the -
responders, have title jn 19.8 percent of the
inventions, and account| for 27.5 percent of the
inventions utilized; |

(iify Firms in the 50 to 80 percent category include
2.5 percent of the respion_ders, have title in 8.4
percent of the inventions, and account for 12.5
percent of the inventions utilized; and

(1v) Firms in the 80 to 100 percent government
business category make up 8 percent of the
responders, have title in 17.6 percent of the
inventions, and account for 13.5 percent of the
inventions utilized,

Highlighting the record of this group of firms with
sales over $200 million is the heavy concentration—20
percent of all responders—of firms doing 20 percent or
less of their business with the government. These firms
own a larger share of inventions (33.9 percent) than they
have utilized (19 percent). In contrast, large firms in the
20 to 50 percent category constitute a much smaller
percentage of the responders (5 percent) but propor-
tionately own (19.8 percent) and use (27.5 percent)
many more inventions than any other class of firms in
the sample. Large firms doing 80 to 100 percent of their
business with the government comprised only 8 percent
of the responders, but they owned (17.6 percent) and

I-9
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TABLE 64
PERCENT OF RESPONDERS, HOLDINGS, AND UTILIZATION OF PATENTS
* BY SIZE.OF.FIRM AND PERCENT GOVERNMENT.BUSINESS .

= Percent of Ré‘qunder's; ’

-
= Percem of Patent Holdings
L]
=]

= Percent Title

Pexcent Utilization

*Sizé of firm ($ in millions).
**Percent Government business,

ir-1




TABLE 7.—
NUMBER OF USES PER GOVERNMENT-OWNED INVENTION

Total DGD AEC TVA Agriculture - Other
Inventions in Use 10 2 1 2 4 1
Number of Users 50 2 2 36 9 1
Number of Inventions Used
Most Frequent Use 1@32 1@ 32
Second Most Frequent
Use . 1@3 1@73
Third Most Frequent Use 1@2 1@2
Once . T@1 2@1 1@1 3@l 121
Number Not Specified By
Invention 6 3 3
heavily oriented to civiian needs, and they normally TABLE 8

develop their inventions fully for consumer use and
actively promote utilization by manufacturers and the
ultimate consumer.® This combination of factors is
largely responsible for their high record of utilization
while retaining title.

D. Factors Affecting Utilization

1. Contractor-Owned Inventions

With the patterns of patent activity in the survey
identified, the data were analyzed as to the major factors
affecting utilization. Contractor rights, prior experience,
percent government business, size of firm, field of
technology, form of invention, kind of agency, and year
of patents were all tested for their effect on commercial
use.

a. Patent Rights, Prior Experience, and Year of
Patent. Of all the factors, patent rights and prior experi-
ence show the strongest association with commercial
utilization. Table 8 correlates these factors and the year
of patent with the rate of utilization. The year of the
patent issue appears to have little effect on utilization,
but utilization drops from 23.8 to 13.3 percent when ex-
clusive rights are not available!® and from 23.8 to 6.6
percent when prior experience is not present.

? Volume III describes the promotional programs of Agricul-
ture, TVA, and six other agencies.

16 it is not possible to state categorically that exclusive rights
in themselves are responsible for the shift in utilization since
contractors had the option to acquire or waive title to most of
these inventions under DOD contracts, and presumably waived
title only when the invention clearly was of no use to them.

CORRELATION OF PATENT RIGHTS, PRIOR EXPERIENCE,
YEAR OF PATENT, AND COMMERCIAL UTILIZATION

Rate of Observations
- . Commercial { (No. Utilized/
Characteristics of Invention Utilization Total No.
{percentl) | Observations)
Year of Patent
1. 1962 patent, contractor
has title and prior ex-
pertence 22,8 78/341
2. 1957 patent, contractor
has title ind prior ex-
petience 25,6 50/195
Title (both years)
1. Contractor has title and
prior. experience 238 128/536
2. Contractor has no title, but
has prior experience 13.3 8/60
Prior Experience (both years)
1. Contractor has prior ex-
perience, but no title 13.3 8/60
2. Contractor has no prior ex-
perience, but has title 6.6 63/948
3. Contractor has no prior ex-
perience and no title 2.2 4/176

1 Computed by dividing the number utilized by the total
number of observations, - :
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TABLE 9

INTERNAL PATENT MANAGEMENT
TEN HIGH UTILIZERS

Size of Firm

% Government

Compan : Number of Applications | % Government-Sponsored % Company-Sponsored
pany ($ in millions) Business Filed Per Year (Approx.) _Applications¥® Applications*
Q over 1,000 65-80 Not Available 20 80
S over 1,000 40 960 12 88
A 200 -1,000 40 75 33 1/3 66 2/3
G 200 -1,000 30-40 150 15 85
R 200 -1,000 10 500 10 90
E 50- 200 85 125 14 86
H 50- 200 75 75 25-30 70-75
N 50- 200 70 140 25 75
M 5- 50 10-40 25-30 25 75 .
¥ under § 20-50 Not Available Not Available Not Available

*Percentages are approximate.

TABLE 10
INTERNAL PATENT MANAGEMENT
ELEVEN LOW UTILIZERS
Company Siz.e Of. F.irm % Gowzemment Number of Applications |% Government-Sponsored | % Company:Sponsored
($ in millions) Business Filed Per Year (Approx.) Applications*® Applications*
B over 1,000 80 1,000-2,000 2-5 95-98
C over 1,000 2 510 1¢) 99+
1 over 1,000 75 300-° 350 331/3 66 2/3.
&) over 1,000 50-90 70 25 75
P over 1,000 95 175- 200 50 50
T over 1,000 30 600 10-15 8590
D 200- 1,000 10 1,000 0 (since 1962) 100 (since 1962)
U 200- 1,000 55-70 250 20 80
F 5- 50 85 Not Available Not Available Not Available
K 5- 50 90 5-6 100 0
L under 5 Not Available 30 65 15
*Pefcentages are approximate,
TABLE 11

EFFECT OF FIELD OF TECHNCLOGY ON UTILIZATION

Mechanical Inventions

Inventions in Other
Fields of Technology

Commercial Use with
Title and Prior Experience

Commercial Use with
Title but No Prior Experience

Percent Observations Percent Observations
33.3 40/120 11.0 25/227
20.6 89/431 5.2 38/725




FIGURE 1-2
DOMINANT INDUSTRIAL ATTITUDES TOWARD PATENTS
AMONG TEN HIGH AND ELEVEN LOW UTILIZERS

(CONTRACTOR INVENTIONS)

1. Patents have no importance 4. Patents are important in establishing
o . proprietary positions ’
Company F - $5-50 million * - Indusiry 4 ** - 85% *** ) .
Company K - $50-200 million - Industry 6 -90% Company C - Over $1 billion - Industry 7 - 2%
Company A - $200 - 1 billion - Industry 3 -40% Company J - Under $5 million - Industry 6 - 20-50%

Company L - Under $5 million -Industry 6 - NfA ¥¥**
Company T - Over $1 billion - Industry 3 - 30%
2, Patents are of little value, compared
with technical know-how

5, Patents are essential to
Company E - §200 M - 1 billion - Industry 4 - 85% business activities
Company B - Over $1 billion - Industry 5 - 80%
Company O - Qver $1 billion - Industry 1 - 50-90% Company L - Under $5 million - Industry 6 - N/A
Company P - Over $1 billion - Industry 1 -95% Company M - $5-50 million - Industry 7 - 10-40% } Pattern 1
Company Q - Over $1 billion - Industry 2 - 65-80% Company N - $50-200 million - Industry 4-70% -
Company U - $200 M - 1 billion - Industry 3 - 55-70%
Company R - $200 M - 1 billion - Industry 2 - 10% Company C - Over $1 billion - Industry 7 - 2% } Pattern 2
Company D - Qver 51 billion - Industry 7 - 10%

3. Patents are valuable for

defensive purposes 6. Patents are judged differently in

commercial and government work

Company B - Over §1 billion - Industry 5 - 80%
Company G - $200 M - 1 billion - Industry 5 - 30-40%
Company H - $50 - 200 million - Industry 5-75%
Company I - Over 51 billion -Industry 5 - 75%
Company O - Over $1 billion - Industry 1 - 50-90%
Company P - Over $1 billion - Industry 1 -95%

Company C - Over $1 billion - Industry 7 - 2%
Company D - Over $1 billion - Industry 7 - 10%
Company S - Over $1 biltion - Industry 3 - 40%

* Indicates range of annual sales at time survey patents were issued.

#* Industry Key: :

Military & Space Systems & Airframe Manufacturers

Aircraft Engines & Components Manufacturers

Diversified Products & Service Firms {military & commercial)
Instruments, Components & Subsystems Manufacturers
Electronic & Communications Equipment Manufacturers

R & D Firms

Commercial Product Firms

E I B N VU O

*** Indicates approximate percent government business during sample years.

*%EE Not available




TABLE 13 :
INVENTION UTILIZATION
ELEVEN.LOW UTILIZERS

(CONTRACTOR INVENTIONS)

Number Utilized - | Total Commercial Sales

Rank in Patent Holdings Number | . X .
.- Company - Patent B With Commercial Sales Million-Dollar .
_ o Holdings | Title [License | Number]% of Sample| Utilized Over:$1 Million Inventions
Company I 2 84 - 47 131 6.5 ) 5‘ . 0 | A 6.0
Company B 4 18 1 119 58 5 1 U 20
Company T 5 67 so 17 57 3 - 0 : 0.0
. Company P 7 75 7 82 40 5 0 oo
 Company C 9 s7 s 62 3.0 o 0 ' 00
Company U 12 39 3 42 2.0 3o 2 S 500
éompanyo 16 30 0 0 14 4 0 o 00 |
Company L 19 % 0 %6 12 o o 00
Company D 21 13 9 22 10 3 0 0.0
Company F . 35 11 .0 11 5 o 0 7-0.0
_ Company X 39 8 1 __2 _ 4 0 o 0.0
TOTAL _ : : 651 3L5 28 3 : 72.0

more carefully the areas in which they are willing to
undertake government research, Faced with the possi-
bility of being unable to obtain title to patents they
develop, these firms may refuse to contract in research
areas that would impair their operational flexibility.

(5) Patents Are Important in Establishing Proprietary

Positions. Firms having this attitude actively seek owner~-

ship of patents to establish and maintain’ proprietary
positions in new technologies as well as in established
product areas. Invariably, however, estimates of market
potential and corporate investment requirements deter-
mine which product areas are developed. The makeup of
the patent portfolio of these firms may indicate the
direction for product development in order to
strengthen proprietary positions, but development is
rarely, if ever, undertaken solely because patent protec—
tion is available, o )

Of the four firms showing this attitude, two (J and L)
are small (less than $5 million sales) and two (C and T)

are large (more than $1 billion in sales). One of the small’

firms is a high utilizer; the other small firm and the two
large firms are low utilizers. The large firms hold 8.8

their business activities,

percent of the patents and about 2.3 percent of the
utilizations. The small firms hold 2.1 percent of the
patents and 1.5 percent of the utilizations. The low
record of utilization’ by the small firms in’ this' group
masks their importance as potential cominercializers of
government inventions. They actively seek new product
ideas in the R&D work they perform and, consequently,
they have very different outlooks from the firms
described under (2) above. That their utilization is low is
partially due to the fact that they often participate in
advanced R&D government programs where the chances'
for immediate commercial spillover are small.

A change in government policy from license rights to
title rights would limit the government-sponsored R&D
activity of firms in this category because of possible
conflict with company-sponsored research activities.
These companies would examine contract opportunities
on an individual basis and, in many cases, might refuse
to contract with the government

" (6) Patents Are Essential fq Business Activities.
Firms in this category regard patent rights as essential to’

and are careful to avoid
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substantial private development to perfect it, applies to a
small market, or is in a field occupied by patent sensitive

. firms and its market potential is not alone sufficient to

bring about utilization. Inventions in this category may
arise with any agency and may have had only limited
development toward a commercial application by the
government itself,

2. Public-Service Agency Inventions

The public-service agency inventions all achieved
utilization - without exclusive rights. Utilization was
achieved primarily because the inventions were highly
commercial in nature and because they were extensively
developed and promoted by the sponsor agencies.

‘a. Commercial Nature of the Inventions. The con-
sumer orientations of the public-service agency inven-
tions makes them more attractive to prospective users
than inventions—such as those of DOD—which are not
originally intended for public use. (The utilized inven-
tions of public-service agencies are identified in Table
14.)'% The inventions that achieved the greatest suc-
cess—potato flakes developed by the Department of
Agriculture and the fertilizer inventions of TVA—all are
used in products having broad consumer demand. The
sugar beet extraction process, another important Agri-
culture mvention,'provides the sugar beet extraction
industry with a cheaper and more convenient process for
extracting water in the manufacture of beet sugar. The
dialdehy de’ starch inventions {Agriculture) have applica-
tions as wet-strength paper additives, the foam-mat
process (Agriculture) provides one of the most inexpen-
sive ways of dehydrating foods; the cotton opener
provides a more efficient method for opening, cleaning,
and blending cotton; and synthetic mica has a wide
range of uses as a superinsulator in the electrical and
electronic industries.

Even the inventions that have not been used are

commercially oriented (Table 15). Among these are two

processes for desalination of water, a mechanical crab-

* picker, a method for preserving walnuts, a process for

flameproofing fabrics, a textile fiber cleaning machine,
and a process for extracting oil from shale. As shown in

‘Table 15, the reasons for their nonutilization are largely

technical and relate to the invention’s state of develop-
ment. '

b. Role of Agency Mission—Development and Pro-
motion. It is not coincidental that these inventions
originate with the public-service agencies géince the

12 Case -studies of these inventions are presented in Volurrie:
IV, Part I[,

missions and R&D programs of these agencies are
oriented toward the civilian economy. To the extent
that they select their research to fulfill civilian needs,
these agencies function—with one essential difference—
like industrial firms locking for new markets: Since they
are not required to earn a profit, they are freer than
most industrial organizations to sponsor high-risk re-
search with future, rather than imminent, utilization
prospects. This pattern is particularly significant with
Agriculture and TVA since their programs benefit
conservative industries, such as food, textile, or fer-
tilizer, which perform little of their own research or
development. These agencies have become, to a large
extent, the research arm of these particular industries,
This relationship is noted in a number of the cases in
Volume IV where the companies involved attribute lack
of utilization to the government’s failure to carry
development of the invention far enough.

The extent of development undertaken by these
agencies is a second major factor in achieving utilization
of these inventions without exclusive rights. Research
shows that the agencies have to develop the inventions
extensively for commercial use before firms will attempt
application without patent protection.

The Department of the Interior experience illustrates
the importance of full development. Much of its
research—particularly in water desalination, coal, and
oil—is basic in nature and parallels work being performed
by research- and development-oriented firms that are
sensitive to patent rights. And although Interior’s re-
search has great commercial potential, the technology
involved is speculative and commercially feasible inven-
tions are still in the development stage. Industry has
hesitated, in many instances, to undertake private
commercial development of these inventions without
patent protection. Here, nonexclusive rights have not
been as effective as with Agriculture and TVA inven-
tions. When  research is performed under contracts,
patent rights are often an issue (see Volume II, Part V)
and resulting inventions, because they are not yet
economically feasible, do not spark wide interest in
industry. Similar reactions are found in the government’s
health programs, discussed in Volume II, where drug
firms will not use the results of HEW research if these
results appear to conflict with their patent position.

Development. alone, however, may not insure com-
mercialization of public-service agency inventions with-
out exclusive rights. Often intensive promotion is needed
to° convince potential wuvsers of the invention’s
commercial value. For example, the Department of
Agriculture market tested potato flakes in supermarkets
before food processors picked up the invention. TVA
has had similar experiences with fertilizers it developed.
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. TABLE 15

NONUTILIZED INVENTIONS
(PUBLIC-SERVICE AGENCIES)

Case Sponsor | Patents |y ;cengeesy - Reasons for Nonutilization  Private
. Agency Involved . C Wt Investment
11,  Solar 5till Interior 1 1 Only technical feasibility demonstrated; . None
' government now funding alternative methods
12,  Electrolytic Process for :
Desalination of Water Interior 1 1 Development work not finished None .
13. Hydrate Process for }
Desalination of Water! Interior 5 1 Development work not finished; patent $495,000
rights issue with firm
14,  Centrifugal C-ompression‘ : .
Distillation - - : - - Interior 1 -1 Utilization tried but servere technical Some
: problems encountered
15.  Shale Oil Interior 1 1 No market need'yet, although thought to Soma3
' have promise; patent rights problems
16. A Calcium Carrying Agent .
for Medicinal Applications Agriculture 1 1 Research not yet complete; thought to have $100,000
. promise
17.  Gelsoy (Manufacture of
Sausages} - Agriculture 1 1 Lack of availability of raw material: no Some?
USDA follow through 2
18,  Textile Fiber Cleaning . Agriculture 1 4 Utilization tried but severe technical problems $20,000
Machine encountered _
19, Flameproofing of Fabrics Agriculture 3 5 Chemical and raw material problems About $80,0004
20. Coumarone Derivatives Agriculture 1 -1 Technical problems; reorganization of firm None?
21.  Preservation of Walnuts Agriculture 1 1 More pracﬁcal alternative method developed ‘ Somez_
concurrently
22.  Vinyi 9, 10-Epoxystearate Agriculture 1 1 Chemical limitations and high cost relative to  None
other methods :
23. Honeycomb (Uncapping ) ,
Apparatus} Agriculture 1 25 No market need; too complex for commercial None
' i application
24,  Deamidized Gliadin Agriculture 1 1 No market need; licensee not in business
related to potential use
25, Mechanical Crabpicker Interior 1 2 Development unsuccessful to date None

1 This case also documented in Volume il
" “ Development undertaken on cooperative basis with USDA (amounts not available).

3 Records not available.

4 Amount spent by only one of several commercial firms attempting to utilize,
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h. Characteristics of Inventions of Nonprofit Insti-
tutions. Inventions arising out of nonprofit research have :
a distinctly different character than the patentable ideas :
arising from R&D contracts with industry. In nonprofit. |
research, the -end product is normally “software”— ;
scientific findings—and patentable ideas take the form of
concepts rather than hardware. In industry R&D, on the :
other hand, the result is usually “hardware”—a product, }
process, or component—and a working model at least, {
will have been developed. e i

The task of a nonprofit organization is over and the ; ;
contract has been fulfilled when the organization sub-;
mits a research report. Funds are rarely available tof
reduce the discovery to any. practical application, and}
interest and motivation to seek utilization are often a]soi
absent. The idea of following an invention through
development and production to a marketable product is
alien to the academic and nonprofit environment. For
this reason, the patent licensing profession refers to
academic invention as a “bare bones patent.” Industry
must take it from there.

In contrast, under comparable government research
contracts, ‘the industry contractor normally seeks to
promote follow-on work that will further develop his
findings—ultimately, into a product. Should contract
research result in an invention with commercial possi-
bilities, in-house funds may be assigned to develop and
exploit it.

Nonprofit research inventions usually require a larger
investment for commercialization than industry dis-
coveries because nonprofit inventions are.frequently at
an carlier stage of development. In our investigation, the
nonprofit institutions repeatedly emphasized the addi-
tional investment industry has made to develop products
based on nonprofit discoveries. In Case 1, for example,
the industrial licensee invesied a quarter of a million
dollars in the tomato harvester after eleven years of
university research developed a patentable prototype.
The patent development firm in Case 16 has already
made a comparable investment in seeking applications of
holography, and still the patented disclosures relate only
to the mathematical theory of wavefront reconstruction,
rather than to any marketable three-dimensional imaging
device.

The institute in Case 3 has been extremely critical of
development firms that license university patents to
companies which are not prepared to invest the neces-
sary development capital. In short, inventions from
nonprofit concerns are grains of sand about which a
pearl may be formed only if industrial development is
undertaken,

Another characteristic of nonprofit 1nvent10ns is that
they stand alone. Their isolation is 2 major obstacle to

utilization, since most inventions are- not marketable
products in themselves. (In only 55 inventions investi-
gated by Harbridge House was the patented discovery
regarded as critical to the product.) The industrial
product is often protected by a cordon of patents, as
illustrated by the list of patents on a packet of Polaroid
film. A university invention, on the other hand, is a
one-shot “patent, Even if the patent specification dis-
closes an ingenious invention, the -patent claims which
define the scope of the monopoly are likely to be
narrowly drawn. Whereas industry will add to its patent
arsenal as a product is improved, a university patent, if it
is to be licensed at all, must be licensed on the initial
effort. Thus, the patent development firm in Cage 16 did
not begin to see a return on an invention which
revolutionized an industry until the basic patent had run
for thirteen years." By then, however, the industrial
developer had patented a line of industrial 1mpmvements
over the basic invention.

Industry can profitably keep an innovation “on the
shelf” until the time is right to market it. Furthermore,
cross-licensing agreements between firms extend the
economic utility of the industrial patent. Nonprofit
inventions, on the other hand, remote from the market
to begin with, are perishable if unlicensed, since the
nonprofit organizations do not have manufacturing
operations. All the above characteristics of inventions
developed by nonprofit institutions make them hxgh-nsk
commercialization ventures.

c. Patenting Versus Publishing Research Results.
Another major factor which affects invention utilization
by academic institutions is the drive to publish research
results. This drive produces a dilemma where utilization
of ‘inventions is concerned, since patents are the only
protection for the inventions of nonprofit institutions.
In the nonprofit environment, there is no economically
useful equivalent of “‘proprietary data”™ or industrial
trade secrets. While industry may benefit from these
alternatives to patenting, the secrecy involved is counter
to the tradition in university and.nonprofit research.

This tradition reflects the relative values academic
institutions place on publishing and patenting the resulis
of their work. Publications are central to scholarly
pursuit. Invariably, the results of research, except those
limited by the terms of a grant or contract, are fully
disclosed through articles in scientific and technical
journals. Patents, on the other hand, have traditionally.
been reparded as irrelevant at best and, at worst, as
an indication of unworthy commercial motives. All
but one of the educational institutions interviewed
declared that publication of research results is preferred
even if, by doing so, patentability of an invention is

[-25



TABLE 16
TIME LAG FROM PATENT APPLICATION TO FIRST COMMERCIAL UTILIZATION
CONTRACTOR ACTIVITY FOR SAMPLE YEARS 1957 AND 1962

. 13 4-8 29 9% | Total
Independent Variables Yﬁa(:s Years Years Vears Yeuts
Sales of Firm
Less than $5 million 3 4 2 0 3 9
$5 - $50 million 8 6 7 0 1 21
$50 - $200 million 5 11 3 3 , 6 22 -
Over $200 million 37 33 22 0 14 92
TOTAL 53 54 34 3 24 lﬁ
Prior Activity :
Yes 41 36 13 2 8 92
No 12 19 21 1 16 53
145
Percent Government Business
0-20 ' 16 14 20 2 2 52
20-50 16 10 3 0 2 29 -
50-80 10 11 1 0 7 22
80-100 11 20 10 1 13 42 |
: 145
Field of Technology _
Mechanical 14 22 12 1 6 49
Other : 39 33 22 2 18 96
145
Form of [nvention
Material 12 10 6 0 2 : 28
Process 2 4 0 0 3 6
Component 22 17 7 1 10 47
End Product 17 24 21 2 9 64
145
Kind of Agency
DOD 50 53 31 3 24 137 .
AEC 1 3 0 0 6
Other 1 1 0 0 0 2
145

*Years between filing and first expected commercial utilization. This column is not included in the row totals,

F. Reasons for Nonutilization

The survey questionnaire asked contractors and
licensees to enumerate reasons for nonuse of government
inventions in which they had rights. In each case,
responders were asked to rank 10 different reasons
according to their importance in the decision not to
utilize. Significant differences which appeared in the
answers of contractors and licensces are summarized in
Tables 17 and 18.7

1711 Tables 17 and 18, the first row indicates the number of
times a reason was ranked first, the second row, the number of
times a reason was ranked second, and so forth.

1. Contractor Inventions

Contractors indicated that the low commercial poten-
tial of their government inventions is the greatest barrier
to utilization. Over 70 percent of the first-ranked
reasons in Table 17 are in this category.’® These
inventions are derived mainly from defense programs
and most are too far removed from consumer needs to
be truly useful commercially. Developed under hardware
programs in many instances, they represent applied

18 These reasons include no commercial potential seen (420),
technology too sophisticated {171), expected market failed to
materialize (208), and invention became obsolete (236).
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TABLE 18
REASONS FOR NONUTILIZATION OF INVENTIONS
(NONINVENTOR LICENSEES OF GOVERNMENT-OWNED PATENTS, 1957 AND 1962)

Frequency
Percent
- o g
- - 3 N 2 f‘: Qo ) @ E -] <]
Reason for No g 5':?'3” S8 §22 58 He 8 g "ég - Egg 3% 5 §
. 25 Eg Ede (B33 | £2 | 229 | BS =% | 488 | sS7 | Eg £ g8
Commercial sz &3 g8 | 8Eg 50 TEF 28 =g é“éﬁ 258 £ 3 & &
Utilization 2 fc | B |tg: | BEg | 385 | £5 | 85 | EES | 5s% | 8B g | E
Qg oy a8 § = Ba C | OA Z EE | 22 e
=]
1 23 9 16 0 8 5 3 0 0 19 - 2 7
(13.1)* (23.2) ()] (11.6) (1) (43) (@ () (27.6) 29 Q0.1
. 2 53 6 2 2 2 4 . 0 1 5 3 13
g (15.4) (5.1 GBI (5D (10.3) (26 © (2.6 (12.8) @7 (33.3)
L
2 3 74 1 2 0 2 2 6 0 1 1 0 3
_; ( 5.5) (11.1) ©) (11.1) (11.1) (333 O (5.5) ( 5.5) ()] (16.7)
S 4 80 0 1 0 1 7 1 0 1 1 0 0
)] (8.3) 0] (83 (58.3) (83 (0 (8.3) (83 )] ()
5 82 1 0 1 6 1 0 o 1] 1 0 0
(10.0) 4] (10.0}  (60.0) 10.0) (O (0) #0) (10.0} (U] )

671

*Percentage is the total responses for a reason, divided by the total responses given for that row.
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_ y . TABLE19
FACTORS AFFECTING REASONS FOR NONUTILIZATIO

N OF INVENTIONS

“Pechnical Marketing
Utilization Fact Reasons for Reasons for Number of
12ation ractor Nonutilization Nonutilization Observations
(percent) (percent)
Contractor has prior experience. 39.7 60.2 405
Contractor has no. prior experience, 316 68.3 958
Contractor has title. 35.9 64.0 1,187
Contractor has no title. 21.0 78.0 176 o
Contractor does more than 50% of his business with the
government, 29.7 70.2 841
Contractor does less than 50% of his business with the
government. ) 40,9 - 59.0 522
Contractor has annuat sales over $50 mitlion, 338 66.1 1,177
Contractor has annual sales under $50 million. 34.0 65.9. 186

. TABLE 20

EFFECT OF PRIOR EXPERIENCE ON REASONS FOR NONUTILIZATION
(GOVERNMENT-OWNED INVENTIONS)

TFechnical ‘Marketing Number of
Reasons Reasons Observations
(percent) {percent)
Prior Experience . . 76.4 23.6 17
No Prior Experience . 50.0 50.0 44
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program of developing inventions to the point of
commercial feasibility. Potato flakes and frozen orange
juice are two of its wellknown successes. That agency,
in promoting potato flakes, sponsored pilot production
of the product and performed a market study in
supermarkets in a major city to determine the product’s
consumer appeal. The study was then made available to
the food industry to stimulate interest in the product.

Notwithstanding the utilization programs employed
by government agencies, none except AEC has an
express statutory mission to increase business competi-
tion in commercial markets for its own sake. When it
does occur, however, it is an indirect result of their
efforts to accomplish their basic mission. From our
observations of the study inventions and insofar as the
effect of patent policy is involved, competition does not
appear to have been adversely affected by this lack of
direct concern, for three reasons:

(i) The rate of utilization of government inventions
has been low.

(i) The agencies—such as TVA and Agriculture,
whose inventions are most likely to be utilized—
either developed them in-house or took title to
them when developed under contract.

(iii) And industrial owners of government-sponsored
inventions have been willing to license ihem
upon request or, where they were unwilling to
license, alternative technolopies were available to
competitors in the great majority of cases.’

The sections below present additional findings which
support these conclusions. Section B reports on the
licensing of survey inventions and Section C discusses
the survey patents involved in infringement suits.

B. Licensing of Inventions in the Utilization
Sample

1. Licensing of Sample Inventions

The utilization survey indicated that responding
industrial firms held exclusive rights on 1,618 patents in
the utilization sample. Ninety-five percent—or 1,539 of
the inventions—were reported to be available for license.
The sample inventions generated 175 requests for license
which resulted in 138 licensing agreements.? Industrial
firms reported use of inventions by 77 licensees. Only 26

1 Except for several case studies which investigated the field
of the sample ‘patents involved, studies were not conducted on

the effect of a series or cluster of related govemment—sponsored

inventions developed over a period of years,

These agreements were individually negotiated and were not
the result of automatic crosslicensing arrangements, No esti-
maies were provided for the extent to which sample inventions
were used under cross-licensing agreements. :

licenses covered inventions also used by the patentee and
only eight. were cr1tlca11y unportant in the patentees’ use
of them. - .

The small amount of hcensmg reported by patentees
is consistent with the low level of commercial utilization
among the survey inventions. The low levels of activity
reflect, for the most part, the limited commercial value
of most government-sponsored inventions. In compari-
son, one'of TVA’s fertilizer patents is used by at least 32
licensees, reflecting both its high commercial potential
and the effectiveness of TVA promotional efforts. And,
a DOD process patent for growing synthetic quartz is
used by. every firm in the synthetic quartz crystal
industry.

Several utilization trends are apparent from the
licensing data: The utilization rate for licenses is 5
percent of ‘the inventions available for license*—about
half the rate experienced through direct use of survey
inventions. Measured against the number of license
agreements, utilization is about 56 percent of the total,*
reflecting the positive interest of licensees in inventions
they wish to license.. -

Table 21 compares major aspects of contractor
licensing - activity, Although large firms (over $200
million). account for the major share of inventions
available for license (79.9 percent), they account for a
much smaller share of license requests (56 percent),
license agreements (52.2 percent), and licenses in use
(46.8 percent). This is due to the tendency of large firms
to patent inventions more broadly for reasons such as to
recognize employee inventions, to protect against in-
fringement suits, to obtain patents with which to
negotiate cross licenses in addition to patenting them for

direct commercial utilization (see Volume IV, Part II).

Thus, large’ firms have a larger share of inventions with
speculative utility than do smaller firms.

This pattern is particularly pronounced for large firms
doing 20 percent or less of their business with the
government. This group accounts for 31.4 percent of the
patents available for license, but it received only 5.7
percent of the license requests, and entered 3.4 percent
of the licensing agreements. All that these firms did
license, however, were used.

Large firms doing 80-100 percent of their business
with the government show a contrasting pattern: Ac-
counting for 18.5 percent of the inventions available for
license, this group received 26.9 percent of the license
requests, entered into 28.7 percent of the licenses, but
accounted for only 14.3 percent of the licenses in use..
However, 10 of their 11 licenses in use covered

3 1 539 inventions available for license; 77 licenses in use,
1138 license agreements; 77 in use,



inventions ‘which the ‘licensor was also using. Their
performance clearly shows a willingness to license even
where they use the inventions themselves.

- By far the best licensing performance is achieved by
firms with sales of $5 to $50 million doing 50 to 80
percent of their business with the government. They
account for only 1.5 percent of the inventions available
for license, but received 19.4 percent of the licénse
requests, entered into 21.9 percent of the licenses,
account for 33.8 percent of the licenses in use, and
utilized directly five of the 26 inventions used by
licensees. This group—which itself uses only 4.3 percent
of the patents in commercial use—made its greatest
contribution to utilization through licensing.

A consistent record .of utilization both directly and

through licerises is shown by large firms doing 20 to 50
percent of their business with the government: Account-
ing for 209 percent of the inventions available for
license, they received 20 percent of the license requests,
entered into 15.9 percent of the licensing agreements,
and accounted for 22.1" percent of the licenses in use.
This matches closely their direct utilization—27.5 per-
cent of the survey inventions used.

2. Speed in Licensing

Speed in licensing ~contractor:owned inventions
closely matches the speed with which contractors use
the inventions themselves. The time lags between appli-
cations for patents and the dates of first license, as set
forth in Table 22, show that 58 percent of the licensed
inventions were licensed within three years of the
application for a patent. This compares very favorably

with the 68 percent used by patentees within that same .

period (see Table 16 above).
An even more meaningful test of diligence in licensing

is the time it takes to reach agreement once a license.

request is received. A check of 13 respondents who
reported a time lag of one year or more between first
commercial use of an invention and issuance of license
showed that all but one had issued licenses within one
year of the request. In the latter case—involving a
high-speed printer—we found no effort to delay licens-

ing. The initial request was an informal inquiry for -
information. The requéster then decided to purchase
printers over the next year. When he did finally request a.

license, it was quickly granted.

3, Réfusal to Licensé’

The utilization questionnaires were analyzed to deter-

mine the frequency and character of refusals to license

survey inventions. A high rate of refusals would indicate

TABLE 22
'[IME LAG BETWEEN PATENT APPLICATION AND FIRST
LICENSE AGREEMENT MADE: CONTRACTOR ..

ACTIVITY FOR SAMPLE YEARS 1957 AND 1962

Independent Variables | 03 | - 48 | >0
. - . - Years |- Years | Years .
Size of Firm - -
Less than $5 million s 3 0
$5 - $50 million 12 2 0
$50 - $200 milkion 4 1 0
Over $200 million 26 23 4
T . .
TOTAL 47 29 4
* Prior Experience
Yes 21 6 0
No - : 26 25 3
Percent Government Business
- 0-20 3 3 SO
20-50 9 6 0
50-80 o 9. 2 0
80 -100 26 18 4
Field of Technology
Mechanical 12 8 0
- Other 35 21 4
Form of Invention . _
Material 3 .3 0
Process 1 1 0
Component 21 17 1
End Product 22 8 3
Kind of Agency
. DOD 45 27 4
AEC 0 0 0
0

Other 2 2

_that industry ownership of patents might have an

adverse effect on competition. Injtial-analyses of the
data identified 35 inventjons as unavailable for license.-

. Al were investigated to determine the reasons for

refusal.
Interviews revealed that 20 of the 35 inventions did
not really involve refusals to license;
——Nine had either been: sold outright or were
‘involved in exclusive license agreéments.
——Four were developed by companies which held
.only a license to the invention from the govern-
ment.

- ——Seven involved questionnaires which were
answered incorrectly and, consequently, were
dropped from this aspect of the study.
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against industrial giants or attempting to retain its
market share through product superiority.

Nine of the 15 were used commercially (inventions 1
through 9, Table 23). Only three played a critical role in
their commercial use. The most successful of these was a
gas turbine motor scroll- structure (invention 5, Table
23) which was critical to a gas turbine motor involving
commercial sales of $60 million to date. The paientee
has several active- competitors in the gas-turbine field and
there are alternative ways of performing the function
involved in this patent. Given the competitive conditions
in this market, the company does not wish to make its
design expertise available through license of the patent.

The . other {wo critical inventions involved very
modest sales. The first—a device which breaks a tire bead
away from the wheel rim on an aircraft landing gear
(invention 7, Table 23)—was developed under Navy
contract and was an outgrowth of a smaller model which
the contractor had invented, patented, and produced for
many years. The invention played a critical role in
expanding the commercial application of the bead-
breaker and was directly responsible for sales of about
$66,000. Nominal development costs of $2,000 were
required to commercialize the device. Since the device is
specialized and has a limited market, the patentee has no
interest in encouraging entry of a competitor into the
market by licensing the invention. The second—a reagent
for analysis of carbon dioxide (invention 9, Table
23)--generated sales of only $11,000, both commercially
and to the government.

The six other inventions which were commerclally
used played supporting roles in their commercial
products, Three, relating to various design aspects of jet
fuel flow-meters (inventions 1 to 3, Table 23), represent
improvements in a basic patent already owned by the
company. The patentee did not wish to license the
inventions because it was trying to penetrate a market
with a new product. The company invested $1.45
million to commercialize the product, and since 1962
when the invention was first put on the market,
commercial sales have been $1.8 million.

This same company owns the fourth invention which
played a supporting role—a process for the manufacture
of formed metal of uniform - density and pore size
(invention 4, Table 23). It has been trying to commez-
cialize the invention since 1950 at a cost of $300,000.
The company refused a request for license in 1963
because it wished to develop the market from a

protected position. But since it has been over five years.

since receipt. of the patent and very little commercial
utilization has been achieved—to date, commercial sales
have. amounted to $13,000-the company expscts to

turn the invention -over to its licensing group. for
licensing to other manufacturers.

The fifth invention relates to an apparatus for cuttmg
microfilm strips and matting them on aperture cards
(invention 6, Table 23), and is part of ‘microfilm
processing equipment manufactured by the patentee,
The company considers the machine to be highly
specialized with only a limited market. Since commercial
sales during the past 10 years have only amounted fo
some $500,000, the company feels quite capable of
handling the entire future demand for the equipment
and is not interested in licensing competitors. The
company has invested some $30,000 in the invention to
commercialize it. The sixth invention—a safety helmet
with .eye shield (invention 10, Table 23)—has had
negligible sales.

The last company interviewed showed a somewhat
different pattern than the companies discussed above. It
refuses to license patents in any new or existing markets
in which it is interested. Thus, none of the eight
inventions it owns in the sample are available for license.
Only three of these (inventions 8, 9,’and 10, Table 23,
described above) had any commercial sales, The com-
pany anticipates no commercial sales of the remaining
five patents, which include a shift seal for liquid metal
pumps, contaminant liquid metals, an apparatus to
maintain low oxygen atmosphere, gas detection tech-
niques,.and a head positioner for a helmet,

Table 24 shows the effect of the size of the firm on
these refusals to license. Only 1 percent of the inven-
tions of larger firms (over $50 million) were unavailable
for licenses compared with 7.6 percent for smaller firms,
With respect to -utilized inventions, smaller firms again
kept a larger percentage for their own use (13.0 percent)-
than did larger firms (3.8 percent).

TABLE 24
EFFECT OF SIZE OF FIRM ON REFUSAL TO LICENSE

License Available Licensé Not Available

(Percent) (Percent)
Size of Firm
Under $350 million 924 7.6
Over $50 mﬁlion : 99.0 L - 1.0
Size of Firm Where
Invention Is in Use
Undeg $50 millioﬁ 87.0 13.0

Over $50 million i 96.2 3.8
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sophisticated. device has not yet developed to the extent
the patentee expected. The company has licensed thiree
domestic firms to use the invention, mclud;mg its major
oompetltor

c. The Impressive Patent Case. The invention in “The
Impressive Patent Case” is the most important patent of
the ten studied. The invention is basic to a product line
of capital equipment that has total annual industry sales
of $22 million to $30 million. About 70 percent of this
market is now government, but commercial sales are
increasing. No alternative technology to the invention
appears available.

The patentee does not manufacture the invention
itself, but has entered into-an exclusive license with a
large - diversified manufacturer, who is estimated to
account for about 50 percent of the market. The
exclusive licensee has negotiated two sublicenses with its
major competitors and another two are close to agree-
ment.

The exclusive licensee also manufactures a less sophis-
ticated device in the same general product line covered
by another bas_ic government-sponsored patent not
included in the sample. The two products compete in
the market. Some 10 manufacturers produce the less
sophisticated device, one of which has the major share of
the markei and was the first to sublicense the more
sophisticated device, :

d. The Ninety-Percent Government Business Case.
“The Ninety-Percent Government Business Case” in-
volves three patents owned by a patentee who is among
the 50 largest defense contracters and does no
commercial work in the field of the patent. Two of
these, improvement patents issued in 1957 for which
there is a significant amount of atternative technology,
are available for licensing and are part of a broad
cross-licensing agreement.

The third patent—issued in 1960—is the second most
important one studied. It has been basic to important
and expensive commercial applications involving sales to
date of some $20 million. The patentee has licensed six
manufacturers and one user; one manufacturer was
included under a broad cross-icensing agreement.

e. The Declining Business Case. The patentee in “The
Declining Business Case” has had declining commercizal
and military sales in the field covered by the two
improvement patents involved in the study, even though
it owns basic patents in the product line, The company’s
overall sales have also declined over the last several years.

Although the two improvement patents are available .

for licensing, there have been no requests from

interested firms. The patentee’s three basic patents and

others in this field, however, have been licensed toits
major competitor under a broad cross-licensing agree-
ment: The two improvement patents were issued. after
the cutoff date of that agreement and were, therefore;
excluded from it. An infringement suit is in processin a
foreign country to collect royalties on the unprovement
patents.

f. The Commercial Company Case. The patentee in
“The Commercial Company Case” applied its knowledge
in a commercial field to develop a device for an entirely
different application for the Department of Defense. It
then applied the resulting invention-—along with some
other basic patents it owned—to a system used by one of
its major commercial activities. Every competitor in the
industry except one uses the patented equ1pment under
license from the patentee.

g. The Nonprofit Institution Case. The patentee in
“The Nonprofit Institution Case,” is 2 nonprofit insti-
tution connected Wwith a university. The organization
does no manufacturing. The invention .is critical to a
device having modest market potential. When companies
began using the invention commercially, the patentee
made the decision to collect royalties under license, if
possible, rather than dedicate the invention to the public
and has licensed the invention to four companies.

h. The Critical Process Patent Case. The patentee in
the “Critical Process Patent Case” does not practice the
invention commercially, but has granted an exclusive
license instead. The invention is critical in synthesizing
an important mineral used in the electronic industry.
The process makes the synthetic mineral produceable at
a cost which i§ competitive with the natural product
and, as such, has been instrumental in créating a small,
but growing industry. The exclusive licensee is willing to
license others, but at a royalty which may make their
operations unprofitable. The validity of the patent is:
currently being tested in a suit mvoivmg an mfrmgmg
user.

3. The Effect of Litigated Patents on Competition

a. General Conclusions. Bach situation -studied is
unique but the general conclusion is thai healthy
competition exists in all of the cases involving litigated
patents. There appears, at first blush, only one situa-
tion—“The Impressive Patent Case”—in which there
might be enough economic leverage to raise concern over
concentration. But even there the total dollar amount of
industry sales in an increasing market is relatively smail
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Another firm stated that royalty rates in its existing

licenses are 3 percent to 5 percent and that the method

of computing the royalty is based 'on a customary
industry formula. In “The Critical Patent Process Case”
a 10 percent royalty is requested by the exclusive
licensee and some firms in the indusiry indicated that
such a rate could make their work. unprofitable.

Representatives' of other firms made more general
statements about:royalty patterns and rates. In “The
Impressive Invention Case,” the patentee stated, “we
license all comers at.reasonable rates.”
agreements are fixed-sum agreements payable over a
period of years, and the exclusive licensee pays a certain
royalty to the patent owner on each item it manufac-
tures as well as a share of the sublicense royalty
payments it receives.

With regard to licensing pohcy, a]l firms represented
that licenses were available for licensing or—perhaps

more realistically—that, “If it comes to our attention.

that someone is using or wants to use the patent, we will
do something about it.” This remark appears to reflect
industrial patent situations more accurately than the
statement that a patent is available for licensing. Often a
patent owner is in the frustrating position of having to
find out who is infringing on his patent in order to
attempt to obtain royalties. This certainly was the case

in *“The Ninety-Percent Government Business Case” and.

in “The Nonprofit Institution Case” and “The Small
Busmess Case™ as well,

Several factors contribute to this situation. A number
of firms take the attitude, “Why not use a patent, as
necessary, before negotiating a license, since most patent
suits are settled out of court and preliminary injunctions
are rarely granted?” and the ideal corporation in which
engineers- and patent attorneys review all corporate
actions for infringement of the patent rights of others
does not widely exist. This situation changes the
competitive environment from one in which the paten-
tee may limit use of the invention to one in which he
may have to aggressively seek out potential infringers.

On the other hand, the tendency to go sailing into
infringement situations is certainly not universal. In
connection with the two most important patents in our
cases, for example, the same large firm was the first to

be licensed because it expressed awareness of the patent

to the patentee and initiated negotiations for a license.
The licensee is widely known to have a patent policy
based on deliberate action and advance planning.
Research showed that license negotiations can be very
complex. To establish the proper royalty base and to
decide what patents are to be included in the license,
large companies having numerous divisions or subsidi-
aries may engage in protracted bargaining. Such bargain-

The sublicense.

ing did occur in a number of the. selections considered.
In one case, delay was encountered in arriving at a

" proper royalty base and, in another, in working out

arrangements suitable for various divisions of the
licensee. In a third case, a pending merger of the licensee
caused delay. Moreover, in some of the cases, lengthy
negotiations were terminated, and resulted in a lawsuit.

¢. Extent of Private Development to Commercialize
the Inventions, Four of the cases involved are inventions
used . in capital equipment sold in both commercial and
military ‘markets.” In all four of thesé cases the
commercial application of the invention could have been
anticipated at the time of invention disclosure. In this
respect, these cases run contrary to assumptions often
made about commercial use of items developed under
military contracts. A fifth case® also involves general
purpose capital equipment that has wide use in many
industries, but the military use is specialized and does
not have major commercial possibilities.

One would expect that only a small amount of
private investment would be necessary to commercialize
an invention whenever it can be used in the same basic
configurations for both the government and commercial
markets.- The small business and declining business firms
indicated that this expectation is correct; however, the
exclusive licensee in “The Impressive Patent Case”
reported that each firm that entered the field spent
substantial amounts of private funds to bring the
invention to market.

Another way of looking at the quest:on of private
investment is to ask, “Would the .invention have been
commercialized to-the same extent once it was patented
if the government had retained title?” It appears that in
all but “The Sophisticated Devices Case™ this would.
have been so, but this does not answer the question of
whether the licensees under those circumstances would
promote the invention as aggressively as when they had
title. Also, the lack of patent protection may have its
greatest adverse effect on small firms; the inventor. in
“The Small Business Case™ would have been in a
precarious pesition if he had not had the protection of
the patent and its royalty income to support his entry.
into a market of much bigger competitors. Based on all
observations of the sample inventions, little evidence was
found that permitting contractors to retain title to
government-sponsored inventions had an adverse effect.
on business competition.

7“The Small Business Case,” “The Impressive Patent Case,”
“The Declining Business Case,” and “The Nonprof’ it Institution
Case,”

8 “The Ninety-Percent G,ov,ernment B_usmess Case.”
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loss of relevant technical experience and applications to -

“the government work.

Lastly, large diversified fi:ms often follow different
patent policies in different divisions of the organization.
Accordingly, they may be willing to participate in
government programs with small concern for patents in
some areas but with great concern for patent rights in
others. It is difficult- to generalize about these firms
except to notice that their policies tend to follow the
patterns of the indusiries .in which their divisions
participate. Their behavior may, therefore, resemble any
of the categories of firms described above if their
divisions have similar business profiles.

With respect to educational and nonprofit institutions
refusal to participate for patent reasons is not normally a
problem. However, instances were found in Department
of Interior programs where patent problems were
encountered because of conflicting institutional obliga-
tions arising from joint support of a research program or
where rights in background patents were sought as a
condition of the project. With the rising interest in
nonprofit institutions in patents as a source of revenue,
greater concern over patent rights can be expecied from
institutions with large research programs as financial
pressures on these organizations continue to increase.

Viewing the participation problem from the stand-
point of individual government agencies, the effect of
patent policy varies with the nature of their R&D
programs and the contractors that participate in them.
Participation problems are not a concern to TVA which
performs virtvally all its research and development itself
and, therefore, has little or no contractual interface with
industry. They are also minimal in Agriculture programs
since that agency contracts almost all its extramural
research and .development with educational and non-
profit institutions, In addition, the firms that.do partici-
pate in its programs do. relatively little research -and
development on their own and tend to be less patent con-
scious than those patticipating in defense/aerospace work.

The direct effect of policy. on NSF and HEW
programs also appears i0 be small because most of their
contract research is ejther basic in nature, offering
limited opportunities to develop patentable inventions,
or is performed by nonprofit institutions who, for the
most part, are interesied in the research for itself.
However, some problems may be encountered in
instances of joint or overlapping research at nonprofit
institutions where the rights of other parties may be
involved. And, a significant indirect effect has been
noted in an important HEW health program where

‘voluntary noncontractual - participation by a patent

sensitive industry was curtalled because of patent con-
siderations."

The Department of Intenor like I-IEW and NSF, hasa
number of programs—such as water desalination—which
are oriented toward basic research. The Agency con-
tracts in these areas with research-oriented industrial
firms (many of whom are patent conscious), as-well as
educationat and nonprofit institutions, and acquires title
to patents arising under its programs. Under some
programs, statutes on which they are based have been
interpreted to require the agency to acquire rights in
existing patents owned by contractors because of their
relevance to the contraci effort and future utilization of
contract results. These factors—patent conscicus organ-
izations and acquisition of rights to contract inventions
and existing patents—have resulted in several instances
of hesitation or refusal to participate in the government
program. Insufficient data was available to establish how
widespread the reaction was or its overall effect on
Interior programs,

The largest number of opportunities for part1c1pat1on
problems -occur, of course, in. DOD, NASA and AEC
programs because of the size and scope of their contract
effort, Only a limited amount of data was available on
this question for these agencies but a few general
observations may be made. At least as to the majority of
DOD inventions, to which contractors are normally
permitted to retain title, no problem arises, In addition,
NASA’s policy of waiving title to inventions to promote
utilization under appropriate circumstances provides a
method for resolving competing government and indus-
try objectives with vegard to patents arising under
contract, Lastly, interviews with industrial firms in the
survey sample indicate that—except where a large invest-
ment in related private research, know-how, inventions
andfor patents considered to be important in commer-
cial markets exist—acquisition or improvement of tech-
nical skills is- sufficiently important to them in most
cases to justify participating in government programs in
their areas of interest even though patent provisions are
not completely suitable to them,

However, this does not mean that either a title or
license policy will equally serve the government’s in-
terests under all the -above circumstances, since the
policy selected may also affect industrial decisions to use
contract inventions commercially. Here again, a balanc-
ing of government objectives appears necessary o ensure
that the net effect of the patent pohcy promotes the
govermnent’s overall goals,



{c) Where the new use is within the field of
research work supported by the grant.’

(iv) ‘The government shall receive a nonexclusive,
irrevocable, royalty-free license to any new use
patent and shall also have the power to sub-
license others for all governmental purposes.

The drug firms- almost unanimously rejected the
amended patent agreement from the beginning for
several reasons:

. (i) They. refused to accept the loss of prospective

proprietary rights.

(ii) They feared the contamination? of m—house

. research that would result from taking in com-
pounds arising from NIH-sponsored research.

(iii) They thought that they might lose control over
the testing and the reporting of results.

The immediate effect of the drug firms’ refusal to sign
the amended patent agreement was their almost com-
plete withdrawal from screening compounds resulting
from NIH-sponsored research. However, the overall
effects of the policy on the interactions necessary for
successful completion of the drug development process
are much broader.

The nearly complete blockage of testing—an essential
step in the utilization of compounds conceived or
developed under NI sponsorship—is an obvious major
effect of HEW patent policy in effect prior to late 1966.
The almost total refusal of drug firms to screen (and
subsequently develop) these compounds created an
insurmountable obstacle to their ultimate utilization,
except possibly in those areas (cancer and malaria)
where the government operates its own screening serv-
ices.? _

What is not so obvious but equally important is the
second major effect of patent policy in this area: The
crippling. limitations on the necessary flow of ideas

! Agreement, as revised in December 1966, eliminates these
criteria.

2 As used by the drug industry and university investigators,

“contamination™ means the potential compromise of rights in

proprietary research resulting from exposure of an individual
or organization to ideas, compounds, and/or test resulis arising
from government-sponsored research. For example, a compound
developed under NIH-sponsored research comes into-a drug firm
for screening and is found to be useful in a therapeutic area in
which the company has conducted prior research; the company
incorporates into its research program some of the research
findings from the scteening of the NIH compound, and the
company then develops a marketable product. The company is
afraid that HEW is in a position to assert claims to that product.
Figures issued by the Pharmaceutical Manufacturers Association
show that the drug indusiry supports the greatest research and
development effort per sales dollar (8.7 percent of sales in 1964)
of any industry class,

3 In 1967 approximately 35 agreements were signed by three
firms' under the revised patent agreement form adopted in
December 1966; :

among the groups that must participate in the drug
development process if it is to be successful. This
interference occurs even earlier in the drug development
process and has even broader impact than the blockage
that results from the refusal of the drug firms to screen
NIH-sponsored compounds

2. The Two Major Effects

Before the promulgation in 1962 of the new proce-
dures. for HEW patent policy administration, the inter-
play between the academdic community and the drug
industry was concrete and specific. A drug firm could
actually work, in pursuit of its own interests, with a
professor’s compound; the professor received, in return,
not only the kind of testing appropriate to his specific
intentions and test data sufficient for publication, but
also, in many cases, practical suggestions about con-
tinuation of his research, new avenues of investigation,
and, sometimes, the opportunity to pursue further work
under specific industrial research grants. The free phar-
macological advice and counsel to which the academic
medicinal chemist often had access was of the most
practical and experienced type available anywhere. At
the same time, the relationship between the academic
investigator and the drug firm allowed for recycling—
based upon test results—of the research. Positive test
results from the drug firm could be incorporated readily
into the investigator’s research design for further work,
and he was almost always assured of the availability of
additional testing:

When the drug firms stopped testing compounds
conceived or developed under NIH sponsorship, the
investigators developing these compounds had to turn to
other sources of testing—povernment, university, and
independent testing laboratories. The advantages and
disadvantages of these respective sources of testing can
be summarized as follows:

® Government Testing Laboratories :

Although some attempt may be made by the two
government laboratories—Cancer Chemotherapy
National Service Center (CCNSC) and Walter Reed
Army Institute of Research (WRAIR)—to accom-
modate the specific intentions of the academic
investigator who developed the compound being
screened, the high volume of tests usually precludes
-all but the most standardized screening for activity
against the two disease systems, cancer and malaria.
For example, although potentially analgesic, anti-
histaminic, or other compounds may be submitted
to CCNSC or to WRAIR for testing on the outside
chance that they may show activity (and often
merely to allow the academic investigators to
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of-the-art studies. Commercial testing organizations are
less broadly focused than either the pharmacology
depariment of a drug firm or the pharmacology
department of a university. The operations of a non-
profit testing organization can resemble the operations
of any of the other screening sources, depending on the
specific circumstances of the nonprofit organization, '

With regard to the second effect of patent policy—the
limitation on productive interchange of research ideas—
practically every scientist interviewed in this study was
worried about the comparative isolation of academic and
government investigators from their drug industry coun-
terparts. Vital communications links have been weak-
ened in large measure by the problem of “‘contamina-
tion.” Drug firms are negative about government patent
policy not so much because they may lose rights to the
outside compounds that they test, but because the
outside compounds, any related in-house items that they
may already have, and any and all ideas submitted to
them by academic investigators may become the subject
of a claim of rights by the Surgeon General. Conse-
-quently, drug firms are quite concerned about keeping
all ideas that may have come from NIH-sponsored
research segregated from their own research. To accom-
plish this segregation, they have minimized those pro-
fessional contacts and meetings that could later be
construed as having contributed to their own research.

The issue of contamination of ideas arises with regard
to several other sources of ideas in addition to the NiH
idea itself. Was the research that the journal article
described performed under an NIH grant? Did the
colleague  communicate ideas developed under NIH
sponsorshlp” Because of the investigator’s intimate
knowledge of NIH-projects, can virtually anything he
does be considered contaminated? The implications of
these questions are worrying the drug industry.

The implications of government patent policy do not
end with the proposal preparation phase—the typical
investigator is continually confronted with patent
questions while pursuing his projects. For example,

consider the case of an investigator with an industry-
sponsored project, a foundation-sponsored projéct and
an NIH-sponsored project. He reads professional litera-
ture, attends meetings, and keeps up his contacts in his
search for new ideas and approaches. In addition, his
own analysis and experimentation on each project yield
data that may have application to his other projects and
to projects of his professional associates within his
organization. He must continually live with the question
of the extent to which he must recognize proprietary
and povernment patent rights—and with the adverse
effects that appropriate recognition of these rights
necessarily has upon what would otherwise be relatively
free research communications. For the diligent respecter
of rights, current government patent policy tends to
inhibit contacts among associates and the concomitant
idea flow between projects and to prevent the resuits of
work sponsored by NIH from being used in further drug
research.

Evidence that the effects observed in the medicinal
chemistry program were not just an isolated occurrence
in one industry was found in cases relating to develop-
ment of two biomedical inventions. In both instances,
companies with investments in private research and
portfolios of background patents to products similar to
those the government was proposing to develop, hesi-
tated to deal with NIH if they had to forege title to
inventions developed under government contract or give
up rights to related background patents. Similar experi-
ences were encountered in Department of Interior
programs, as reported in Volume 1I of the study.
Although there was insufficient data to determine how
broadly government programs are affected by nonpartici-
pation of industry for patent reasons, it seems clear
that some programs are. To deal with these problems as
they surface, it may be desirable to establish a procedure
that provides for reexamination of their treatment under
the policy when a government agency finds that the
policy is materially affecting accomplishment of a
program, '



APPENDIX A

Presidential Memorandum and Statement of Government Patent Policy
Issued October 10, 1963

(Publishéd Federal Register, Vol. 28 No. 200, October 12, 19673)

Memorandum for the Heads of Executive Departments
and Agencies

Over the years, through Executive and Legislative
actions, a variety of practices has developed within the
Executive Branch affecting the disposition of rights to
inventions made under contracts with outside organiza-
tions. 1t is not feasible to have complete uniformity of
practice throughout the Government in view of the
differing missions and statutory responsibilities of the
several departments and agencies engaged in research and
development. Nevertheless, there is need for greater
consistency in agency practices in order to further the
governmental and public interests in promoting the
utilization of federally financed inventions and to avoid
difficulties caused by different approaches by the
agencies when dealing with the same class of organiza-
tions in comparable patent situations.

From the extensive and fruitful national discussions
of government patent practices, significant common
ground has come into view. First, a single presumption
of ownership does not provide a satisfactory basis for
government-wide policy on the allocation of rights to
inventions. Another common ground of understanding is
that the Government has a responsibility to foster the
fullest exploitation of the inventions for the public
benefit.

Attached for your guidance is a statement of govern-
ment patent policy, which I have approved, identifying
common objectives and criteria and setting forth the
minimum rights that government agencies should acquire
with regard to inventions made under their grants and
contracts. This statement of policy seeks to protect the
public interest by encouraging the Government to
acquire the principal rights to inventions in situations
where the nature of the work to be undertaken or the
Government’s past investment in the field of work favors
full public dccess to resulting inventions. On the other
hand, the policy recognizes that the public interest
might also be served by according exclusive commercial
rights to the contractor in . situations where  the

contractor has an established nongovernmental
commercial position and where there is greater likeli-
hood that the invention would be worked and put into
civilian use than would be the case if the invention were
made more freely available.

Wherever the contractor retains more than a non-
exclusive license, the policy would guard against failure
to practice ' the invention by requiring that the
contractor take effective steps within three years after
the patent issues to bring the invention to the point of
practical application or to make it available for licensing
on reasonable terms. The Government would also have
the right to insist on the granting of a license to others
to the extent that the invention is required for public
use by governmental regulations or to fulfill a health
need, irrespective of the purpose of the contract.

The attached statement of policy will be reviewed
after a reasonable period of trial in the light of the facts
and experience accumulated. Accordingly, there should
be continuing efforts to monitor, record, and evaluate
the practices of the agencies pursuant to the policy
guidelines. o

This memorandum and the statement of policy shall
be published in the Federal Register.

John F. Kennedy

STATEMENT OF GOVERNMENT
PATENT POLICY

Basic Considerations

A, The government expends large sums for the
conduct of research and development which results in a
considerable number of inventions and discoveries.

B. The inventions in scientific and technological
fields resulting from work performed under government
contracts constitute a valuable national resource,

C. The use and practice of these inventions and
discoveries should stimulate inventors, meet the needs of
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(d) In the situation specified in Sections 1(b) and
1(c), when two or more potential contractors are judged
to have presented proposals of equivalent merit, willing-
ness to grant the goverament principal or exclusive rights
in resulting inventions will be an additional factor in-the
evaluation of the proposals. :

{e) Where the principal or exclusive (except as
against the government) rights in an invention remain in
the contractor, he should agree to provide written
reports at reasohable intervals, when réquested by the
government, on the commercial use that is being made
or is intended to be made of inventions made under
government contracts.

(f) Where the principal or exclusive (except as against
the government) rights in an invention remain in the
contractor, unless the contractor, his licensee, or his
assignee has taken effective steps within three years after
a patent issues on the invention to bring the invention to
the point of practical application or has made the
invention available for licensing royalty free or on terms
that are reasonable in the circumstances, or can show
cause why he should retain the principal or exclusive
rights for a further period of time, the government shall
have the right to require the granting of a license to an
applicant on a non-exclusive royalty free basis.

‘(g) Where the principal or exclusive (except as
against the government) rights to an invention are
acquired by the contractor, the government shall have
the right to require the granting of a license to an
applicant royalty free or on terms that are reasonable in
the circumstances to the extent that the invention is
required for public use by governmental regulations or as
may be necessary to fulfill health needs, or for other
public purposes stipulated in the contract.

(h} Where the government may acquire the principal
rights and does not elect to secure a patent in a foreign
country, the contractor. may file and retain the principal
or exclusive foreign rights subject to retention by the
government of at least a royalty free license for govern-
mental purposes and on behalf of any foreign govern-
ment pursuant to any existing or future treaty or
agreement with the United States,

SECTION 2. Government-owned patents shall be
made avajlable and the technological advances covered
thereby brought into being in the shortest time possible
through dedication or licensing and shall be listed in
official government publications or otherwise. -

SECTION 3, The Federal Council for Science and
Technology in consultation with the Department -of
Justice shall prepare at least annually a report con-
cerning " the effectiveness of this policy, including

recommendations for revision or modification as
necessary in light of the practices and determinations of
the agencies in the disposition of patent rights under
their contracts. A patent advisory panel is to be
established under the Federal Councﬂ for Science and
Technology to

(a) develop by mutual consultation and coordmatmn
with the agencies common guidelines for the imple-
mentation of this policy, consistent with- existing
statutes, and to provide overall guidance as to disposi-
tion of inventions and patents in which the government
has any right -or interest; and

(b) encourage the acquisition of data by government
agencies on the disposition of patent rights to inventions
resulting from federally-financed research and develop-
ment and on the use and practice of such inventions, to
serve as basis for policy review and development; and

(c) make recommendations for advancing tli_e use and
exploitation of government-owned domestic and foreign
patents.

SECTION 4. Definitions: As used in this policy
staternent, the stated terms in singular and plural are
defined as follows for the purposes hereof:

(2) Government agency—includes any  Executive
department, independent commission, board, office,
agency, administration, authority, or other government
establishment of the Executive Branch of the Govern-
ment of the United States of America.

(b) Invention or Invention or discovery—includes any
art, machine, manufacture, design, or composition of
matter, or any new and useful improvement thereof, or
any variety of plant, which is or may be patentable
under the Patent Laws of the United States of America
or any foreign country.

{c) Contractor—means any individual, partnership,
public or private corporation, association, institution, or
other entity which is a party to the contract.

(d) Contract—means any actual or proposed -con-
tract, agreement, grant, or other arrangement, or sub-
contract entered into with or for the benefit of the
government where a purpose of the contract is the
conduct of experlmental developmental, or résearch
work

() Made—when used in relation to any invention or
discovery means the conception or first actual reduction
to practice of suich invention in the course of or under'
the contract. '



APPENDIX B

PATENT POLICY STUDY
: FOR THE '
COMMITTEE ON GOVERNMENT PATENT POLICY
o ' OF THE '
FEDERAL COUNCIL FOR SCIENCE AND TECHNOLOGY

INVENTION UTILIZATION QUESTIONNAIRE
: FOR
CONTRACTORS WITH RIGHTS IN INVENTIONS

1. Title of Invention
2. U.S.Patent No.
3. Patent Application No, Filing Date
4, Contracting Government Agency - :
5. Contractor Rights in Invention Title
- License
6. Name of Company
7. Address
8. Person Completing -
Questionnaire Title
Telephone No.
Area Code
9. Contract Number
(government contract under which invention was made)
PART I
BACKGROUND INFORMATION
1. Please briefly describe the invention
2. Please briefly describe the scope of work of the contract under which the invention was made.

Prior to the contract, did you sell goods or services closely related to the invention:
O a, To the U.S. government O b, Commercially

December 1966




PARTII
COMMERCIAL USE OF THE INVENTION

Please state briefly how the invention is used commercially.
(For example, “as a component of the x product,” or “in manufacturing y products,” and so forth) .

What role did the invention play in such use? S o

O  critically important role O  supperting role

When was the invention first used commercmlly" A% AETIC RN IINRE

If the invention is incorporated in a product(s) please estimate:

a. Sales of such products to date in each of the followmg markets
(1) Domestic commercial il By
(2) U.S. government
(3) - Foreign

. b.. Anticipated total sales of such products over the next five years

Please indicate the approximate total cost of company-ﬁnanced efforts . that were reqmred after completmn of
government work to develop the invention for commercial use: : ;
a. § O b. None
Please estimate what percent of the costs specified in question 5 were incurred for:
a. Technical development % b. Production facilities ___%
¢. Marketing and s_;al'es' pijﬁio'tion %

PART III
INVENTION WITH EXPECTED FUTURE USE

Please state briefly how your comipany. intends fo use the invention commiercially.
(For example, “as a component of the x product’; or“in-manufacturing y products,” and so forth)

What role is the invention expected to play in such use? =~ o

B a. critically important role O  b. supportingrole

Please estimate when the invention will first be used commerczally 19
- If the invention is expected to'be incorporated in a product(s), please estimate the antncxpated sales volume of such

products. :

Please indicate.the apprommate total cost of. company~f1nanced efforts that will be requu'ed after compleuon of
- government work to.develop the invention for.commercial use:

a. § O b. None
Please estimate what percent of the costs specified in question 5 will be incurred for:.

a.- Technical development % b. Production facilities ___%
- “¢. Marketing and sales promotion — %




PART 1

BACKGROUND INFORMATION

Picase briefly describe the invention.

How did your company learn that the invention was available for licensing?

Prior to the license, did you sell goods or_services closely related to the invention:

1 a. To the U.S. Government 0  b. Commercially

Please indicate the annual sales volume of your company at the time the license was obtained:
0 a. Lessthan $5 million O b, $5- 350 million

O c¢. $50- $200 million O d. Over $200 million

Approximately what percent of company sales was made in connection with governmeni contracts and
subcontracts at the time the license was obtained?

O 020% O 2050% O 5080% O  80-100%
Has your company used the invention in sales to the government?
O Yes 0 No

If yes, please give brief statement about the nature of government use.

Please check whether the invention:

O a. Isor has been in commercial use by your company.

If question 7a is checked, please answer Part II, below.

O b. Is expected to be used commercially by your company in the future, even though it has not yet been used
If question 7b is checked, please answer Part 111, below.

g c. is not expected to be used commercially. _

If question 7c¢ is checked, please answer only question 8, immediately below. ‘

If you do not intend to use the invention commercially, please rank the applicable reasons for lack of commercial

potential numerically by assigning the most important reason the rank of (1) and grading the others in numerical
order.

——a. Development cost too high.

—b. Development showed serious flaws,

Development personnel not available,

Invention became obsolete.

Expected market failed to materialize.
Technology too sophisticated for commercial use.
Channels of distribution lacking.

Invention falls outside of company product line.
Other (please specify).

s EF®R e 20

PARTII
COMMERCIAL USE OF THE INVENTION

Please state briefly how the invention is used commercially.
(For example, “as a component of the x product,” or “in manufacturing y products,” and so forth.)

What role did the invention play in such use?
O  criticaily important role O  supporting role
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When was the invention first used commercially? 19

Hf the invention is incorporated in a product(s) please estimate:

a. Sales of such products to date in each of the following markets:
(1) Domestic commercial
(2) U.S. Government
(3) Foreign

b. Anticipated total sales of such products over the next five years.

Please indicate the approximate total cost of company-financed efforts that were required to develop the invention
for commercial use:

a. §__ 0  b. None
Please estimate what percent of the costs specified in question 5 were incurred for: _
a. Technical development __ % b. Production facilities ____ %

%

c. Marketing and sales promotion
PART I

INVENTION WITH EXPECTED FUTURE USE

Please state briefly how your company intends to use the invention commercially.
(For example, “as a compenent of the x product,” or “in manufacturing y products,” and so forth.)

What role is the invention expected to play in such use?

0 a. critically important role’ O b supporting role
Please estimate when the invention will first be used commercially. 19
If the invention is expected to be incorporated in a product(s), please estimate the anticipated volume of product
sales.

Please indicate the approximate total cost of company-financed efforts that will be required. to develop the
invention for commercial use:

a. § O b. None

Please estimate what percent of the costs specified in question 5 will be incurred for:

a. Technical development ___ % b. Production famhtles _ %
¢, Marketing and sales promotion ___%
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PART 1V
LICENSING

(To be completed only by contractors having exclusive rights to the invention)

1. Is the invention available for licensing? .
0O Yes ] No

2. If the answer to questzon 1 is “yes,” please brleﬂy 1dent1fy the methods used to make the invention avallable for
licensing.

3. Have there been specific requests to license the invention (apart from avtomatic cross licensing)?
0 Yes -.EI.. -No = . - :

4. If the answer to question 3 is “yes™:
a. Approximately how many requests have been recewed to date"

b. In what year was the earliest request made?

c. How many licensing agreements were made?

d. In what year was the earliest agreement made?
5. - Do youknow if any licensees are using the invention? .

O Yes . .0 No-

If yes, how many:

.PATENT POLICY STUDY
FOR THE
COMMITTEE ON GOVERNMENT PATENT POLICY
OF THE
FEDERAL COUNCIL FOR SCIENCE AND TECHNOLOGY

IN VENTION UTILIZATION QUESTIONNAIRE
- FOR:
LICENSEES OF GO VERNMENT OWNED PATENTS

1. Title of Invention
2. U.S. Patent No. o
' . : . .Date of
3.  License Agreement:No. : - - S i License
4, Licensing Government Agency
5. Name of Company ._:
6. Address
7. Person Completing , .
Questionnaire - \ : - - Titie
: Telephone No.
Area Code

December 1966



Please identify the division or other major organizational element of your company (referred to hereafter as the
inventing division) that made the invention.

Please mdlcate the sales volume of your company in the year-the patent application was filed:

O Less than $5 million s o0y 85 - 350 million

O $50-%200million -~ - . . . © 0 erore o Over $200 million ;-

Approximately what percent of company sales was made in connection with govemment contracts and sub-
contracts in the year the patent application was filed? . - A

0 0-20% O 2050% 0 50-80% O 80-100%
Approximately what percent of the inventing division sales was made in connection with government contracts and
subcontracts in the year the patent application was filed?. - - - o

o 0-20% O 2050% o EI 50-80% O 80-100%

In what product line(s) did the mventmg division or company spemahze at the time the patent application was
filed?

{Please answer in terms of the 1nventmg division if the group was responsible for developing inventions to the point

~ of a marketable product or commercially useful proce_s_s In all .othe;_ cases, please answet in terms ,ofr the cqmpany_)

a. Inventing division

b. Company

Has the invention ever been used by or for the government?

00 Yes (N No O Don’tknow

10.

11.

If yes, p]ease give brief statement about the nature of government use.

Please check whether the invention:
03 a. Is or has been in commercial use. T
If question 10z is checked, please answer Part II below If you have exclusive rights to the invention, please
also answer Part IV. . \
{1 b. Isexpected to be used commerc1a11y in the future even though it has not yet been used.
If question 10b is checked, please answer Part III, below. If you have exclusive rights to the invention, please
also answer Part IV. '
c. Is not expected to be used commercially.
I question 10c is checked, please angwer question 11 immediately below. If you have excluswe rights to the
invention, please also answer Part IV,
If the invention is not expected to be used commercialty, p]ease rank the apphcable reasons for lack of COIIIITIEI'CIB.I
potential, giving the most important reason the rank of 1 and grading the others i In numerical order... ‘
a. Development cost too high.
b. Development revealed serious flaws
. Development personnel nct available,
3. Invention became obsolete.
. Expected market failed to matenahze
. Technology too sophisticated.
. Too much competition. .
. Channels of distribution lacking.
i. Invention falls outside of company product line.
j. Other (please specify).
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() Governmental purpose—means the right of the
Government of the United States (including any agency
thereof, state, or domestic municipal government) to
practice and have practiced (made or have made, used or
have used, sold or have sold) throughout the world by or
on behalf of the Government of the United States,

(2) To the point of practical application—means to
manufacture in the case of a composition or product, to
practice in the case of a process, or to operate in the case
of a machine and under such conditions as to establish
that the invention is being worked and that its benefits
are reasonably accessible to the public..




the government, recognize the equities of the contractor,

and serve the public interest.

D. The public interest in a dynamic and efficient
economy requires that ¢fforts be made to encourage the
expeditious development and civilian use of these
inventions. Both the need for incentives to draw forth
private initiatives to this end, and the need to promote
healthy competition in industry must be weighed in the
disposition of patent rights under government contracts.
Where exclusive rights are acquired by the contractor, he
remains subject to the provisions of the antitrust laws.

‘E. The public interest is also served by :sharing of
benefits of governmentfinanced research and develop-
ment with foreign countries to a degree consistent with
our international programs and with the .objectives of
U.S. foreign policy. _

F. There is growing 1mportance attachmg to the
acquisition of foreign patent rights in furtherance of the
interests of U.S. industry and the government. .

G. The prudent administration -of government
research and development calls for a government-wide
policy on the . disposition of inventions made under
government contracts reflecting common principles and
objectives, to-the extent consistent with the missions of
the respective agencies. The policy must recognize the
need for flexibility to accommodate special situations.

Policy

SECTION 1. The following basic policy is established
for all government agencies with respect to inventions or
discoveries made in the course of or under any contract
of any government agency, subject to specific statutes
governing the disposition of patent rights of certain
government agencies.

{2} Where

(1) a principal purpose of the contract is to create,
develop or improve products, processes, or methods
which are intended for commercial use (or which are
otherwise intended to be made available for use) by the
general public at home or abroad, or which will be
required for such use by governmental regulations; or

{2) a principal purpose of the contract is for explora-
tion into fields which directly concern the public health
or public welfare; or

(3) the contract is in a field of science or technology
in which there has been little significant experience
outside of work funded by the government, or where the
government has been the principal developer of the field,
and the acquisition of exclusive rights at the time of
contracting might confer on the contractor a preferred
or dominant position; or

A-2

- (4) the services of the contractor are
(i) for the operation of a government-owned research
or production facility; or
(ii). for - coordinating . and- directing . the work of
others,

‘the government shall normal]y acqmre or reserve the

right to acquire the principal or exclusive rights through-
out the world in and to any inventions made in the
course of or under the contract. In exceptional circum-
stances the contractor may acquire greater rights than a
non-exclusive license at the time of contracting, where
the head of the department or agency certifies that such
action will best serve the public interest. Greater rights
may also be acquired by the contractor -after the
invention has been identified, where the invention when
made in the course of or under.the contract is not a
primary object of the contract, provided the acquisition
of such greater rights is consistent with the intent of this
Section 1(a) and is a necessary incentive to call forth
private risk capital and expense to bring the invention to
the point of practical applcation.

(b) In other situations, where the purpose of the
contract-is to build upon existing knowledge - or tech-
nology, to develop information, products, processes, or
methods for use by the government, and the work called
for by the contract is in a field of technology in which
the contractor has acquired technical competence
{demonsirated by factors such as know-how, experience,
and patent position) directly related to an area in which
the contractor. has an established nongovernmental
commercial - position, the contractor shall normally
acquire the principal or exclusive rights throughout the
world in and fo any resulting inventions, subject to the
government acquiring at least an irrevocable  non-
exclusive royalty-free license throughout the world for
governmental purposes.

{c) Where the commercial interests of the contractor
are not sufficiently éstablished to be covered by the
criteria specified in Section 1(b), above, the determina-
tion of rights shall be made by the agency after the
invention has been identified, in a manner deemed most
likely to serve the public interest as expressed in this
policy statement, taking particularly into account the
intentions of the contractor to bring the invention to the
point of commercial application and the guidelines of
Section 1(a) hereof, provided that the agency may
prescribe by regulation special situations where the
public interest in the avaitability of the inventions would
best be served by permitting the contractor to acquire at
the: time of contracting greater rights than a non-
exclusive license. In any case the government shail
acquire at least a non-exclusive royalty-free liccn'se
throughout the world for governmental purposes.
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“publish that the compounds have ‘at least been
tested for something), the compounds most hkely
will not be tested for their mtendedmand poten-
tially most effective—ises.

® University Testing Laboratories
University-run laboratories have only limited capa-
bility to carry out pharmacological evaluation
beyond the first gross qualitative steps. In most
cases, they have limited access to professional
pharmacologists, nio experience with FDA require-
ments and procedures, and little interest in active
compounds beyond finding out why they are
active. '

L Independent Testing Laboratories
Both types of independent testing laboratorles—
commercial and nonprofit—that evaluate academ-
ically prepared compounds must charge for their
services so that their testing is self-supporting.*
Although some of the independent testing labora-
tories can offer a rather complete line of pharmaco-
logical testing capabilities, costs tend to be beyond
the scope of the academic investigators’ grant
budgets. Representatives of one independent testing
laboratory, an organization capable of performing a
fairly complete range of services for academic
investigators, said that there have been only a
handful of tests performed for principal investi-
gators in the 15 or so years of the organization’s
experience, and that the total value of all of this

work would not exceed $10,000. They attributed

the low volume to the costs thiat they had to charge
in order to earn a profit from testing. In some cases,
nonprofit organizations may have grants that allow
them to run specific screens; however, this is not
true in all medically interesting areas.

It does not seem to matter much which screening
source other than drog firms is used to test the
NIH-sponsored compounds—the result is the same
(except in the case of a compound that proves useful in
treating cancer or malaria.)® Having to do without the

4In contrast, testing by a pharmaceutical firm is essentially a
by-product of its need for research, testing by government
agencies is funded because of important national goals, and
testing within universities is squeezed out of operating budgets
by interested faculty members.

5 Because of the large amounts of money available for cancer
research and malaria research, the availability of testing facilities
in these fields, and the fact that compounds in these fields seem
to have the greatest chance for utilization, cancér research and
malaria resecarch are attracting great interest and effort on the
part of university .investigators in medicinal chemistry. Com-
pounds found, through govemment screening, to be useful in
ireating cancer or malaria are deveioped by the government and
can be carried through the remainder of the drug development
process to the consumer, : -
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drug firms’ screéning services—which in théir total range’
include specific screening, extensive test results, and
concomitant development work—means to the academic
investigator that the work on his compound that is
necessary for ultimate utilization is cut off in most
cases, at the development stage.

The second major effect of current’ government
patent policy is the serious weakening of the communi-
cations links vital for the productive interchange of
research ldeas Prior to 1962, the interchange of ideas
among the NIH, university investigators, professional
journals, and drug firms was accomplished through
consulting relationships, work on compounds, test data,
and papers: Since 1962, two of these media for
interchange of ideas—the flow of compourids and investi-
gators—have been virtually-elilﬁmated} The other two
media—consulting relationships and papers—have been
diluted by the lack of drug industry screening services
for NIH-sponsored compounds. Drug firms currently
seem to screen their consultants carefully; a criterion for
an acceptable consultant seems to be noninvolvement
with government research related to the drug firm’s
interests. With regard to papers, the lack of extensive—or
even, in many cases, specific—test results has led to
decreased publication of results of medicinal chemistry
research. In addition, two media contacts through
scientific seminars and personal friendships have been
affected to some extent.

In summary, many extremely important contacts
among academic, industrial, and government researchers
in areas outside of cancer and malaria have been either
elininated or seriously decreased because of the current
patent policy and the consequent threat of “contamina-
tion” of industrial research. In contrast, when the
compound originates under a drug industry grant, the
working relationship between the academic mvestlgator
and the drug firm screening his compound is very close,
and research can be recycled or replanned as necessary
to meet specific goals.

~ From their respective testmg services outlmed above,
the roles and operating patterns of the various screening
sources can be summarized as follows, The pharmacol-
ogy department of a. drug firm acts as a sort of
sophisticated broker between an inventory-of tens of
thousands of compounds (some generated by academic
investigators and some generated through in-house. ef-
forts) and the clinical requirements of the medical
profession. Since it is specifically oriented to cancer and
malaria, the pharmacology work done by CCNSC and
WRAIR also falls in this category. The pharmacology
department of a university probably functions more as a
scientific knowledge-gathering organization operating
with an inventory of compounds and producing state-




B. Effects of Government Patent Policy on a
Major Government Program

1. Lack of Collaboration in the National Institutes of
Health (NIH) Medicinal Chemistry Program

The NIH medicinal chemistry program was studied by
Harbridge House as an example of a major government
program in which patent considerations were known to
have a noticeable adverse industry-wide affect. Through
this study it was possible to define the range of effects
patent policy can have when the government either takes
title to government-sponsored inventions or reserves the
right to do so in programs involving a highly patént-
sensitive industry.

The two key factors shaping mdustry reaction to the
medicinal chemistry program are heavy private invest-
ment in civilian-oriented research which parallels govern-
ment work, and application of that research to commer-
cial products in which  patents are important  in
establishing and maintaining a market position. When
both these factors are present, patent policy may have a
significant effect on participation in government “pro-
grams and utilization of their patentable research results,
A third factor—the exteni of invention development by
the government for commercial use—will also influence
industry reaction even when the other two: factors dre
present since it conditions -the financial risks and
potential rewards of using an invention without exclu-
sive rights. In this respect, new compounds developed
under the medicinal chemistry program are typically far
removed from commercial products even when they
show useful biological activity, and require substantial
additional development beyond the work sponsored by
the government. The sections below describe the effects
of patent policy on both participation by the pharma-
ceutical industry in the medicinal chemistry program
and its wuiilization of program results. Even though
industry participation, prior to 1962, was provided at no
cost to the government, we believe the effects of patent
policy described below would have been the same if the
government had attempted' to acquire. these services
from industry under contract. -

The NIH - conducts extensive work in medicinal

chemistry as pari of iis program in medical and .

health-related research. Normally 500 to 800 medicinal
chemistry grants are in operation at any given time, and
they annually account for about $8 million of the NIH
grant program. Under these grants, new compounds
believed to have potential medical value are developed;
chemical synthesis techniques are studied; the relation-
ship of chemical structure to biological activity is
investigated; and research opportunities io promote
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professional . development of medicinal . chemists are
provided. The typical grant is conducted by personnel
associated with universities or hospitals and may cover a_
period of several years. Frequently, many related com-
pounds are synthesized and tested under a single grant.

Prior to 1962 pharmaceutical firms. had routinely
made tests for biological activity—at no: charge—on
compounds developed by grantees. Such screening,
required to establish the usefulness of the compounds, is
the- first step in developing new drugs. According to
estimates furnished NIH by the pharmaceutical firms,
screening a compound te the point where sufficient data
are available to support a Federal Drug Administration
application may: cost - $200,000. to $500,000. Most
compounds do not survive the initial broad screening,
which may only cost several hundred dollars or less

-depending on the tests performed.

- Since  many significant discoveries - in- medicinal
chemistry have occurred: by -accident rather than by

-plan, the.practice is to screen large numbers of com-

pounds for a wide range of possible uses, The NIH
medicinal- chemistry program thus provides a fertile
source - of new and potentially useful compounds’ for
pharmaceutical firms to explore. HEW -patent policy
has required that all rights in inventions arising out of
NIH-sponsored research shall be determined by HEW,
Prior to 1962, however, drug firms wére never required
to sign agreements with the grantee of NIH regardmg
rights to inventions discovered in screcning,

In 1962 NIH began requiring pharmaceutical firms to
sign a patent agreement before being permitted to screen
compounds developed under NIH funds. The agreement
imposed four conditions on the screener:

(i) It shall not disclose the results of testing for 12
months, except with the consent of all part_ies
concerned.

(11) It shall promptly Ieport the results of testing to

- the investigator and will -furnish him the infor-
mation demonstrating any utility or new use of
the compound for use by the PHS in connection
with any application for patent that orgamzatlon
may file,

(iii) It shall be permitted to obtain patent. rights to
new uses of the compounds developed at its cwn
expense excep! under three circumstances:

(a) Where the grantee ' contributed or par-
ticipated in the conception or reduction to
practice of such new use;

(b) Where the patent would hamper, impede, or
infringe on the intended use of the invention;!

t Agreement, as revised in December 1966, eliminates these
criteria.



~ PART V. Effect of Government Patent Policy on
Industry Participation in Government R&D Programs

A. Introduction

The effect of government pateni policy on industry

participation 'in R&D programs was the most difficult
factor to measure because of the difficulty of obtaining
data on the question. However, a useful understanding
of problems.in this arca was obtained by studying the
medicinal chemistry program of the Natjonal Institutes
of Hedlth (HEW) and various. contracts.-of the Depart-
ment of the Interior: This aspect of the study attempted
to answer such questions as: ‘

(iy Do ‘competent business orgamzatlons refuse to
undertake . government R&D - work—either en-
tirely or in-selected areas—because of govem-
ment patent policy?

(it) What effect does policy have on application of a
‘contractor’s most advanced private technology
to government programs?

(iii) Does patent policy have any influence on the

. flow of information concerning new develop-
ments between a -contractor’s government and
privately sponsored work? o :

The data available to us only allows us to define some
first-order effects of the policy in this area.

Industry’s main concern about participating in gov-
ernment research- has been the compromise of private
investment in research and invention. Frequent objec-
tion was-made- to the “peephole” effect of government
programs, whereby the-government receives rights in the
accumulated results of private work. The “peephole™
effect has its counterpart in patent matters where an
invention- has been conceived at private expense, but
reduced to practice under a government program. The
traditional patent provisions classify this as a govern-
ment invention and dispose of its rights under the terms
of the contract. :

The reach of the contract has-been extended in some
programs to background patents owned by the con-
tractor at the time of contracting. This practice causes
the sharpest industry reaction of all because firms feel
- caught between their wish to participate in government
programs and' the need to protect their private invest-
ment and competitive position. \

The magjor adverse effects of patent policy on
participation are program delay, loss of participants,
diversion of private funds from government lines of
research, and refusal to use government inventions and
research when questions regarding a company’s
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proprietary position are: raised.- These adverse effects.
occur selectively, but ‘they have occurred at important
points in government programs-observed in the study.

The key to the participation question, however, lies
in the attitude of prospective’ contractors toward the
role of patents in their activities. As noted in connection’
with utilization, patents -have varying importance to
organizations  doing -business with the government.
Industrial firms whose major business objective is partici-
pation in government work and systems-oriented com-.
panies in the study sample were at one end of the scale
and -were found to assign patents a secondary role
compared with' technical and management competence.
Patents typically were used by the former to provide
recognition - to technical personnel and to project the
creative ‘quality of their work to their government
customers. Systems firms, onthe other hand, were
found to rely’ on patents to ensure. design freedom,
provide mdterial for cross licensing agreéements as well as
to recognize creativity in their technical personnel. The
data indicates that firms in these two categories are not
likely to refuse to- participate in government R&D for-
patent reasons. However, systéms -firms may encounter
participation problems at the subcontract level if the
government - acquires t1t1e to all mventlons developed
under its-progratm,

On the other hand, firms which p]ace a high value -on
patents for defensive purposes tend to choose among the
area$ in: which -they are willing to undertake government-
tesearch and thay decline fo participate in programs:
which impair their operational flexibility. And, firms in
research-intensive industries like electronics and new
technically-oriented firms seeking to develop a propri-
etary. product-tine ‘through government research were’
found to rely on patents - to establish - proprietary
positions, These fifms tend to be selective in their
government-sponsored - research ‘and may decline ‘to’
participate in programs which conflict- with ‘their-
privately sponsored research and development or which
do not promote thelr growth objectwes for propnetary
lines.

Firms which follow this policy even more ful]y try to
assure corporate ownership -of patents befor¢ initiating
work on a government contract or may consciously
isolate government work: from their commercial opera-
tions. In the latter case, there is usually little interchange
of technical innovations between the government and
commercial activities of the firm and there may be some




in comparison-with the dollar volume of sales in other
major industry product lines. As noted previously in
“The- Impressive Patent Case,” five. companies occupy
the market for the equipment, and the exclusive licensee
has at least one half of the market. We believe that the
current degree of -concentration -arose from circum-
stances other than the fact that patent title was retained
by the original R&D contractor:

—— The exclusive licensee obtained an early start in
the technology. Even before it began negotiations
for the exclusive license, it was working on-a
machine which perfermed many of the functions
of the patented equipment to be used in its own
internal manufacturing operations. The exclusive
licensee, after receiving its license, completed the
first production application of equipment em-
bodying the invention and gained further momen-
tum when it received a substantial government
order for the equipment.

—— The combination of technological and marketing
talents ‘required to produce .and ‘market the
equipment limited the attractiveness of producing
the equipment to-a few firms.

—- The stated. licensing . policy of the exclusive
licensee is to license all comers on reasonable
terms.

—— Government * business stitl occupies about 70
percent of the market.

—— [mprovement patents in the f1eld are held by
various companies.

—- The wide market for. less sophisticated equipment
not covered. by the subject patent is part of the
competitive environment of the sophisticated
equipment because buyers may choose between
these two types of equipments for many applica-
tions and among the 10 or so manufacturers. of
the less sophisticated equipment. The exclusive

-licensee does not have the major share of that
market for the less sophisticated device.

In the “Critical Process Patent Case,” the invention
appears to give the exclusive licensee sufficient leverage
to control the industry. We believe it is untypical of
government inventions in this respect. But, provision for
government “march-inrights” to require licensing at
reasonable rates would appear to provide the necessary
safeguard to protect against the occurrence of such
cases.

Similarly, the effect on competition of. the other
cases studied can be surnmarized as follows:

(i) “The Small Business Case.” The activities of the
small business in this case have increased compe-
- tition and lessened  concentration. within its

. business area. The company’s licenses have in-
. -'volved a full-scale transfer of technology. -

{ii) “The Sophisticated. Devices Case.” The
commercial market in this case is small, sophis-
ticated, and, in large part, experimental;, and
government sales are four times commercial
sales. Whereas the patentee has the major share
of the government and commercial markets, the
potential economic leverage of the invention is
small since the patentee has licensed its major
competitor and two others-at low royalty rates.

(iiiy “The Ninety-Percent Government Business
Case.” The patentee of this invention. does not
manufacture it and would like to see as many
other firms as possible use the invention. There-
fore, it has licensed six manufacturers and one
user, and would license others. In addition, firms
have used the invention rather freely without
obtaining a license. : :

(iv) “The Declining Business Case,” Since new com-

- panies have been entering this market during the
life of the patent and the company’s businessin
the market has declined, it is -clear that the

- patent ownership has not had an adverse effect'

- on competition or concentration:

(v) “The Commercigl Company Case.” Competition
"was not adversely affected in this case since the
entire industry is licensed and the other com-
mercial patents that the patentee developed were
equally basic to the system.

(vi)- “The Nonprofit Institution Case.” The paientee
- here does no manufacturing and would like to
see -as many compzanies as possible use the
invention, Over the life of the patent, four firms
have desired to develop the equipment and have
: reoelved licenses.

b. Licensing Terms. Licensing, of course, is'a very
important factor in the conclusions outlined above,
Although many aspects of existing licenses, licensing
policies, and royalties were discussed in the research at
the various companies, copies of licenses were not
available. for examination. Much of this information is
considered confidential by the companies interviewed.

Some firms did, however, reveal royalty rates. In
“The Small Business Case,” one license included a 5
percent royalty, based on the net selling price of the-
equipment.’ Another’ license, now inactive, required a 3
percent -royalty on manufacturing and sale of the
invention and 1 percent on the entire device embodying
the invention. Licensées had strong bargaining positions
here and were able to negotiate low royalty’ rates.



However, the total number of refusals in the survey is
negligible, and with the exception of the gas turbine
motor scroll structure, none of the inventions described
above made any appreciable impact on a commercial
market. Even the turbine motor scroll was competing
with alternative methods of performing the same func-
tion. There is little evidence in the survey inventions that
refusals to license have had a material effect on business
competition in commercial markets,

C. Sample Patents Involved in Lawsuits

1. Research Approach

Anticipating that. patents involved in court proceed-
ings were likely to be important and have a significant
commercial impact, sample patents involved in law suits
were investigated to identify inventions which have a
significant effect on competition. The purpose, however,
was not to study the law suits in themselves, but to
determine the effect of the patents on competition.

Working from the listing of contractor-owned patents
issued in 1957 and 1962 and from the patent sections of
Shepard's Citations (including . current supplements
through July 1967%), we identified patents which had
been invelved in lawsuits between private parties regard-
ing infringement or validity. The search of Shepard’s
Citations disclosed 16 private suits involving 11 patentees
Or assignees.

Next, the court files of these lawsuits were examined
to determine the nature of the dispute and. to decide
whether the cases were relevant to the study.® In this
step, four patents and six suits were eliminated because
the main issues did not involve the patents, but were
primarily claims for appropriation of trade secrets—one
involved use of a patented invention under a government
contract rather than commercial utilization. The remain-
ing nine patents involving seven patentees or assignees
were selected for further study. In addition, a tenth
patent was added during the course of our research,
Issued in 1960 to a firm already under study, it had far
greater importance than the two related 1957 patents
which were the starting point for the research. In each

5The patent law fequires that when a patent is the subject
of a court suit, the Clerk of Courts must notify the Commis-
sioner of Patents, who, in turn, publishes this information in
“Fhe Official Gazette,” Shepard’s Citations picks up these listings
from “The Patent Gazette™ and publishes a complete listing of
the patents with citations to the court suits.

5No patent was adjudicated in any of these proceedings.
While there were some interlocutory opinions and hearings on
such matters as change of venue, all the proceedings, except
those stili continuing at the date of our research, were settled
by the parties through stipulation of settlement, withdrawal,
or voluntary dismissal,
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case, interviews were conducted with patentees or
assignees to obtain information about the inventions,
their commercial development, their licensing and use,
and their effect on business competition,

Much of the data provided to us by.the companies
interviewed were given in confidence. We have, there-
fore, disguised both the inventions and the companies
involved and reported them only .in summary fashion.
For identification, we give the following titles to the
cases:

(@) Case 1 — The Small Business Case

(ii} Case 2 — The Sophisticated Devices Case

(iif) Case 3 — The Impressive Patent Case

{iv} Case 4 - The Ninety-Percent Govemment Busi-

ness Case

-{v) Case 5 ~ The Declining Business Case

(vi) Case 6 — The Commetcial Company Case

(vii) Case 7 — The Nonprofit Institution Case

(viii) Case 8 — The Critical Process Patent Case

2. The Patents Involved in Lawsuits

a. The Small Business Case. The invention involved in
“The Small Business Case™ is a critical component of a
capital equipment item which sells for from $25,000 to
$35,000 and which is the primary product of the
company. The patentee is an individual inventor—a type
who is sometimes thought to no longer exist in this era
of group research by large companies—who owns a small
business. His company has about 65 employees and has-
an expected sates volume for fiscal year 1967 of between
$700,000 and $1 million, a record for the firm.

The patentee has licensed two domestic firms and the

. patent is available for license to others. The licenses

include a complete transfer of technology. An infringe-
ment suit to collect royalties is in process against the
largest firm in the industry. There is a widely used
alternative technology to the invention and there are
other more inexpensive ways of accomplishing its-
functions that have advantages in some applications.

b. The Sophisticated Devices Case. The invention in
“The Sophisticated Devices Case” is a  critical com-.
ponent of a specialty device which has its main use on
government work, but which also has some sophisticated
commercial applications that contribute annual sales of-
about $200,000 to the patentee, The firm has been
trying to promote utilization of the invention commer-
cially, a major factor in deciding to form a small
subsidiary company to manufacture it and other less:
sophisticated devices (amounting to about 80 percent of
the commercial market in the total product line) that are
in the same product line. The commercial market for the
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The remaining 15 patents, involving five companies,
reflected explicit management decisions to withhold
licensing as part of their business strategy. (Table 23 lists
pertinent information on these inventions.) Licenses
were refused for two basic reasons: (i) to establish new
markets for the company and (i} to protect existing
markets from competitors. One company, (Company 5),
holding 8 of the 15 patents, categorically refused to
license competitors when either of the above situations

existed. The remaining four companies refused licenses
selectively, depending upon their evaluation of the
patents and specific market conditions. The first
reason—establishment. of new markets—was usually
associated with specialized new products of limited
applicability or with attempts to penetrate markets of
well-entrenched competitors. The second reason—
protection of existing markets—was a position generally

adopted when the company was either competing

TABLE 23
REFUSALS TO LICENSE
. . Reason for Sponsoring
; Commercial Private Role of e
Invention Company Sales Development| [nvention Rifi‘usal to Government .
Cost cense Agency
%) Turbine drive mechanism $1 million $450,000 Supporting Establish market DOD
for miniaturized jet fuel position with
flowmeter new product
(2) & (3) Design features and fluid $800,000 $1 miltion Supporting Establish market DOD
seals for jet fuel flowmeter position with
{two related inventions) _ new product
(4) Porous metal and process $13,000 $300,000 Supporting Establish market DOD
for manufacture position with
new product
(6} Gas turbine motor $60 million Not Available Critical Avoid direct: DOD
scroll structure competition
{6) Punch guide for microfilm $500,000 $30,000 Supporting  Avoid direct pOD
mounting : competition
(7 Bead breaker for tire $66,000 $2,000 Critical Avoid direct DOD
mounting machine competition
(3] Electromagnetic pump $1.25 million Supporting  Avoid direct DOD
for liquid metals (commercial and competition’
government) i
® Reagent for carbon $11,000 Not Available Critical Avoid direct pOn
dioxide analysis {commercial and competition
government) I
10 Safety helmet with Negligible Not Available Supporting Avoid di:ect. DOD
eye shield - competition -
(1 Gas detection techniques No commercial Not Not Avoid direct DOD -
’ ‘ ‘ ’ sales anticipated ~ Applicable Applicable competition
(12) Shaft seal for liquid No.commercial =~ Not Not - Avoid direct DOD
metal pumps sales anticipated  Applicable Applicable compestition
a3 Contaminant analysis for - No commercial Not Not Avoid direct DOD
liquid metals sales anticipated  Applicable Applicable competition
14 Apparatus to maintain low No commercial Not Not Avoid direct DoD
oxygen atmosphere sales anticipated  Applicable Applicable competition
(15) Head positioner for helmet No commercial Not Not Avoid direct bDop
sales anticipated competition

Applicable  Applicable
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TABLE 21
CONTRACTOR LICENSING ACTIVITY
BY SIZE OF FIRM AND PERCENT GOVERNMENT BUSINESS
(Contragtor Ioventicns)

Legend

' = Fercent Patents Avaflable for License:
k Percent License Requests Recelved
B - rovcent Licenses Issucd

% = Percent Licenses in U_se by Licensec

] = percent 11censed taventtons in Use

by Licensor

- F 0-20%

| i ] 80-100%

*Size of firm (§ in millohs). -
**Percent Governmert business.




PART IV. Effect of Government Patent Policy
on Business Competition

A. Introduction

Reflecting the government’s concern with maintain-
ing a competitive economy, the patent study included
tasks to detérmine whether government patent policy
promotes or restricts business competition. Data on this
question were gathered from four sources.

(i) Questions on licensing were included in the
utilization survey questionnaire to provide a data
base for statistical analysis and case studies;

(ii) A pilot study was conducted within the synthe-
tic quartz crystal industry to determine the
feasibility of using case studies to explain the
effect of patent policy on competition;

(iii) Case studies were conducted on sample patents
involved in infringement suits to determine the
effect on competition of inventions important
enough to involve litigation; and

(iv) Interviews were conducted with patentees who
reported inventions unavailable for license to
determine the importance of the inventions and
their effect on competition. _

In evaluating the impact of government patent policy
on competition, it is important to distinguish the effects
of patent policy from other effects which may result
from industry participation in government programs.
Competitive advantages in commercial markets may well
accrue to government contractors through knowledge
gained in new technologies, through sharpening of
technical skills, and through government funding of
R&D work, which has parallel commercial areas of
interest. But these are quite separate from the advan-
tages of owning patents to specific inventions. This
study has tried to measure only the latter. And, it has
tried to measure it in terms of the inventions included in
the survey sample. While a broader study of the
cumulative effect of government-sponsored inventions
patented over several years might have provided more
definitive data, we believe that the study data provides a
representative and useful picture of the effects of patent
policy on competition.

The study indicates that both in number of inven-
tions utilized and in sales volume, the patents sampled
appear to have had small impact on commercial markets.
Although over 80 percent of both sample inventions and
utilization were concentrated in 50 firms, only 35
inventions owned by contractors—2.7 percent of the
sample—played a critical role in their commercial use,
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and five were responsible for $201 million out of the
$406 million in cumulative sales attributable to contrac-
tor inventions. This utilization of critical-role con-
tractor-owned inventions is low compared with the total
sales of these firms and the industries in which they
participate. Of equal importance is the fact that very few
instances were reported where owners of government-
sponsored inventions refused to license their patents.
Only 15 inventions—less than 1 percent of the sample—
involved such refusals, and these 15 refusals involved just
five companies. s

These statistics suggest that government patent policy
has a very limited effect on business competition, a
conclusion that is corroborated by the case data. None
of the infringement suits investigated involved attempts
by the patent owner to limit use of the patent to
himself. On the contrary, the evidence is that the patent
owner, despite a general willingness to licerise, may find
his competitors using the patent first and negotiating a
license only when he claims infringement.

"The study did show that government retention of
title, when coupled with full development and active
government promotion of inventions having high com-
mercial potential, has promoted competition. A striking
example of this is the fertilizer industry where TVA
developed high-concentrate fertilizers, patented them,
proved their effectiveness on pilot farms and their
commercial feasibility in pilot production, and aggres-
sively promoted their use among farmers and fertilizer
manufacturers. Industry sales have increased greatly
through the manufacture of these fertilizers by many
small regional producers. In circumstances like these,
government retention of title can be an effective spur to
competition because licenses are available to all comers.
But several additional factors must be present for patent
policy to have this effect. It must be evident to licensees
that the invention has good commercial potential. The
invention must be producible in commercial quantities
and marketable at a cost that is competitive with
alternative product. And the risks of recouping develop-
ment costs must be no greater than similar investment
opportunities available to the licensee.

In most cases, government agencies have to go far
beyond discovery of an invention to create these
conditions, Some agencies do—as described in the
Volume HI report on government efforts to promote
utilization of government-sponsored inventions. The
Department of Agriculture, for example, has an active
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engineering to meet a specific requirement and, thus,
their application to other products is limited. Developed
under more basic research in other casés, they are still
too speculative to find quick commercial application,

There are notable exceptions with high potential—

transistors, vacuum tubes, numerical control devices,
computers and gas turbine engines—as noted earlier in
connection with sales, but the exceptions prove the rule
since these inventions have commercial applications
which closely parallel their government uses.

Table 19 which groups the reasons and responses in

the two categories of technical and marketing shows the
effect of prior experience, patent rights, percent govern-

ment business, and size of firm on nonutilization. Of the

four factors, patent rights have the greatest effect on.
whether nonutilization was attributed to technical or.

marketing reasons. Technical reasons for nonutilization
rate 15 percent higher when the contractor has title than
when he does not. Interviews with firms in the survey
indicate that this is caused by contractors’ normatly not
taking title when the inventions clearly appear to have

no utility. Thus a marketing reason is inherent in the

decision not to take title. Even where contractors own
the patents, however, marketing reasons still pre-
dominate since contractors often take title when utiliza-
tion is only a speculative possibility, resulting in owner-
ship of many inventions with low commercial potential,

Table 19 also shows the parallel effect of prior
experience and percent government business. With both
factors, greater contact with commercial markets
appears to increase the percentage of patents acquired
that have commercial potential, resulting in a smaller
number of inventions eliminated for marketing reasons.
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2. Government-Owned Inventions

In contrast with contractors, licensees of govern-
ment-owned inventions found development costs and
development flaws rather than low commercial potential
an “important barrier to utilization. Those two reasons
were ranked first in 35 perceint of the responses {Table
18) compared'with 2.8 percent for the contractor group
(Table 17). The market orientation of the firm is also a
more important factor with licensees than with contrac-
tors: That the invention was outside company product
lines was ranked first-in 27 percent of the licensee
1esponses (Table 18), compared with 16 percent for
contractors {Table 17).

Table 20 measures the, effect of prior experience on
licensees’ reasons for nonutilization of inventions. Both
with and without prior experience, technical reasons are
more important to licensees (76.4 percent with éxperi-
ence and 50 percent without) than to contractors (39.7
percent with experience and:31.9 percent without—see
Table 19). Licensees with prior experiencs, however,
rate technical reasons more important than those with-
out it. Interviews indicate that licensees without prior
experience often inquire about an invention to
determine if it is of commercial interest to ‘them,
normally recéive a licensé iil response to the inquiry,
and, then upon closer examination of the invention,
often conclude they do not wish to pursue it. Licensees
with prior experience, on the other hand, tend to screen
inventions in their field more carefully before inquiring
about them, resilting in a higher proportion of market-
ing reasons for licensees without prior expenence than
for those who have it. o
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TABLE 17

REASONS FOR NONUTILIZATION OF INVENTIONS
(CONTRACTOR INVENTIONS, 1957 AND 1962)

Frequency
Percent
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(34 @1 G4 @03 (69) (58 ©.2) 69  a2n (15 (L5
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*Percentage is the total responses for a reason, divided by the total reasons given for that row.
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endangered.'S Thus, we found that perhaps the single
most difficult task of a university patent administrator
was the solicitation of invention disclosures. Even if the
inventor was willing. to cooperate in the utilization
process; it was a familiar story that the university patent
office only learned of the invention eight months. after
publication in .a scientific or technical journal. -

Since, under the present law, patent applications.

must be filed within one year of public disclosure of the
invention or the patent will be banned, patentable ideas
are frequently lost to an institution’s portfolio. The
universities, however, have never considered the indus-
trial alternative of delaying publication until a patent is
filed, resting on the comfort of one year within which to
file an application. The coliege officials in Case 10
proposed that the government agencies retain an option
to prohibit publication during a contractual evaluation
period rather than require clearance prior-to publication.

While nonprofit institutions actively disseminate tech-
nology through publication, promoting utilization: of a
specific invention is another matter: Given the academic
preference for publication of research results over
patenting them, a major problem exists in mounting an
effective: patent promotion program. As the - cases
illustrate, except for a few universities and technical
schools, there is today little active promotion of patents
by academic institutions.

Notwithstanding the low-key promotion of inven-

tions by academic institutions, the .critical question.

concerning utilization is whether patents would be
promoted more effectively through government owner-
ship, given their speculative utility. Research indicates
that the mission-oriented and mixed-activity government
agencies—DOD; NASA, and AEC—would promote
patents largely through publicity. These agencies would
not, as a rule, develop inventions beyond the agency
mission expressed in the contract. A chance overlap in
government and cominercial requirements then, deter-
mines the applicability of the inventions in the com-
mercial market. .In most cases, substantial private
development is required to commercialize patents, and
the nonexclusive license the above agencies would offer
may not compensate for the development risks involved.
Allowing. academic and nonprofit institutions to keep
title, under these circumstances, offers greater flexibility
in providing patent protection to interested developers,
when that is necessary to achieve utilization. Title also
motivates the invenior to assist in developing the
invention for commercial use, because of its potential
rewards to him,

Beaselisa qualified exception to this rule.
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. Inventions. of public-sexvice agencies—such as TVA,
HEW, :and. the. Departments of Agriculture and the
Interior—may differ from the inventions discussed above
in two important. respects: their close alignment with.
comnmercial needs, and their greater agency development
and promotion for -public use. Review of public service
agencies'® and their promotional programs suggests that
TVA and Department of Agriculture inventions have a
good chance of utilization if these agencies.retain title,
and invest in invention development and promotion.
HEW and Department of the Interior inventions, on the
other hand, require strong patent incentives for industry
because..of high product development costs and mini-
mum agency development -and promotion. For these:
inventions commercial- utilization - would appear to be
better promoted by :allowing academic. and nonproﬁt-
institutions to retain title. :

E. Speed of Utilization

Survey inventions that were utilized, for the most.
part, found quick application. Table. 16 shows the time
lag between patent application and first commercial
utilization of contracter inventions. About a ‘third of the
inventions had been used commercially by the time a
patent application was filed, and assuming three years
for patent issue, about two-thirds had been used by the
time a patent was received.

Prior experienf:e plays an important role in the speed
with which inventions are-used. If rapid utilization . is
defined as occurring in three years or less from the date
of application, inventions developed by firms with prior
commercial experience achieved a ratio of 77 rapid to- 15
slow utilizations (see Table 16), In contrast, firms
without prior comumercial -experience had a ratio of only
31to022. ‘ :

The mix of government and commerc1a1 business is a
second major factor which affects speed of utilization.
Firms in the middle range of government activity (20 to
80 percent government business) use inventions much
more quickly than companies who are predominantly in:
the commercial or the government market. These middle
range firms have a ratio of 47 rapid to 4 slow utilizations
compared with 61 rapid to 33 slow for the other
companies, due; at least in part, to the fact that firms
with- both low and high proportions. of government.
activity separate their government and commercial work
10 a greater extent. than do the firms.in the medium
range of government activity. - :

16 gee Volume HI, on government efforts to promote
utilization,




new products based on the original patents. As shown in
Table 14, these firms often gain protection by patenting
improvements to the original invention or by trade and
processing secrets growing out of their own research.
Here, government patents, although not utilized in their
original form, have stimulated private research that led
to commercial products. The utilization achieved by this
method is not readily measurable, but it is significant.

3. Transfer of Technology in the Nonptofit Environ-
ment

a. Licensing Programs. Inventions arising out of
nonprofit research do not travel the same route to
commercial utilization as inventions arising out of
industrial research. While there is much variation in the
policies and practices of educational and nonprofit
research institutions, we found more similarities than
differences among them when contrasted with industrial
commercialization practices. The nonprofit institutions
do not make or sell the products and processes embody-
ing their inventions and must license these inventions in
order to have them used. Therefore, these institutions
have evolved a variety of licensing techniques to transfer
technotogy from nonprofit research programs to the
marketplace.

Some colleges and universities, such as those dis-
cussed in Volume IV, Part IV, Cases 1, 3, and 6 have
their own licensing programs. These programs call for
processing patents through special administrative units

_that are responsible directly to the administration of the
senior policy-making group in the institution.

Other colleges and universities administer patents as a
part of the routine duties of established offices and
faculty committees. At the state university discussed in
Case 2, for example, the dean of the graduate school is
chairman of the patent committee. An office of research
services, which is responsible for administration of
sponsored research, provides the necessary administra-
tive support. Here, as in other institutions which lack
formal licensing programs, the administrative arm of the
school ensures that pertinent institutional regulations are
observed, that there is compliance with invention-
reporting requirements of government contracts, and
that the rights of the parties involved are guarded in the
rare case of a decision to patent an invention.

Many educational institutions administer patent pro-
grams through independent foundations, for various
legal, financial, and policy reasons that are only occa-
sionally related to invention utilization. In these
instances, the invention is assigned to the foundation
either by the institution or by the inventor hemself. The
technical institute in Case 6 and the liberal arts college in
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Case 9 administer their patent programs in this way. The
reasons for establishing such foundations include:

— Insulating patent funds from use by the state
agency, or even by the university itself, for
purpaoses other than financing scientific research;

- Creating a buffer between the nonprofit institution
and industrial licensees in the event of litigation;

— Limiting contractual and tax liabilities;

— Providing a degree of flexibility in relatlonshxps
between the nonprofits and industry not poss:ble
with the nonprofit institution alone;

— Pacilitating a continuing relationship between the
inventor and the licensee in order to deveiop the
invention.

In many instances, a patent administration founda-
tion was created to relieve the istitutional administra-
tive staff of the complicated and time-consuming tech-
nical and commercial problems of patent management.
However, as additional duties were delegated, a number
of the 50 to 60 such foundations retained patent
development firms like those discussed in Cases 15 and
16, below, to manage their patent porifolios.

The principal agent for the fransfer of the patentable
products of norprofit research to industry is the patent
development firm. Of the 349 institutions described by
Palmer,'* 212 have contracts with patent development
firms; in our investigation, all but three of the institu-
tions having patent programs were also found to have
contracts with such firms. Some patent development
firms serve a restricted clientele or a limited techno-
logical market. Only three firms offer their services in
invention marketing to all educational institutions,

. foundations, and nonprofit research corporations. The
~ services of patent development firms include:

— Bvaluation of disclosures.

— Assistance in preparation of patent applications.

— Negotiation of licenses.

— Distribution of royaities.

— Policing the patent.
The firms act as a clearinghouse for the nonprofits and
as a markeiplace for industry, Patents are typically
assigned to the patent development firm on a royalty-
sharing basis. Patent applications are filed on approxi-
mately 10 to 15 percent of the disclosures submitted
and, if present circumstances continue, only one-quarter
of these patents will ever be licensed.

14 A compichensive survey of the patent policies, practices,
and procedures of universities, technological institutions, and
nonprofit organizations was commissioned by the Patent Policy
Survey of the National Research Council (National Academy of
Scienceés) in 1946, Dr. Archie M, Palmer published five mono-
graphs between 1952 and 1962 depicting the patent activities of
the 945 institutions, with a description of the situation at each
of the 349 institutions which conduct scientific and technologi-
cal research and have invention policies,



TABLE 14
UTILIZED INVENTIONS
(PUBLIC-SERVICE AGENCIES) .

‘Number of : L : K
Case Sponsor. | Goyernment| Additional Inventions | Licensees/ |  1pyestment®  Annual Market®
‘Agency | Patents .| (Trade Secrets/Patents) | Utilizers
o | Imvolved
1. Dialdehyde Starch Agriculture . 8 Sec:éts and patents 1/1 About $2.5 About $750,000
' million
2. SyntheticMica  Interior - 1 Seérets 212 About $2 million  About $600,000
3&4. Liquid and Mixed S . S :
Fertilizer Process - TVA AU None 130/many’  About $40,000 _About $3 million .
5.  Cotton Opener Agriculture 1 Secrets and patents 13/31 About $40,000  About $140,000
6. Superphosphoric : : S o :
Acid TVA - 1 None 3/1 N/aS N/A®
7. Sugar Beet ) ; § ] _ N .
Extraction Agriculture 2 " None .llmore - NjaS N/a®
' ' ' than 1? '
8. Foam-mat Process - : : : - ’ ]
for Drying Foods.  Agriculture 3 Patents 4/1' .. About $300,000 N/A”
9, Low-Temperature
Phase Equilibria ST
Cell : Interior - 1 Unknown L/more N/A® - NjA®
* than 1° : [N
10. Potato F_lakes ‘ Agriculture _ 3 ' Patents 6 or more p UnknoWn 38 mi}lio_n

L Case research on all licensees.was not performed for the study. Number of licensees reflects licensees under most-**popular” of -

patents involved in the product,

2 Yirms other than those licensed are belleved to practice the mventmn . :
Government sources believe this invention to be in use although single licensee declined to be 1ntemewed
Investment of “most successful” utilizers in case where more than one attempt took place

5 Current annual market of “most successful” utilizer,

A process improvement invention used by a company with $40 million sales. No breakout of investment or contnbutmn of

invention available,
Cuzrrent market is only in pilot plant desxgn and installation,

8 A process for turning out an existing product-ac:d manifactured by new process probably amounts fo several mﬂhon dollars,

mvestment estimates were not available.
Only known.utilizer declined fo be interviewed.

Both agencies employ a variety of techniques to pro-
mote the use of new products which make industry
aware of valuable innovaticns developed by the govern-
ment and which stimulate demand.'® Thus, it appears
that, in most cases, three factors contributed to com-
mercial utilization of these inventions without exclusive

13 promotional approaches by govemment agenmes are,
discussed in- Volume I,
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rights: The inventions were commercially oriented and
there were a clear need and market demand for them;
the government undertook extensive development of the
invention in-its commercial.form; and ‘the government
promoted industry interest in the invention.

‘Several firms studied did achieve utilization of gov-
ernment-sponsored inventions without these three
factors. These companies picked up inventions in various

stages of government development and went on to devise




government claims or conflicts over ownership of

inventions. Their policies generally lead them intoc oneof .

two business patterns, In the first pattern, firms will
assure corporate ownership of patents before initiating
work on a government contract, either by negotiating
contracts that permit them to acquire title to patents on
inventions they may develop, or by developing and
patenting basic inventions with limited private funds and
then seeking contract work in order to develop addi-
tional technical competence, push the state of the art,
explore a new technology, or determine if commercial
applications may begin to be drawn off. In these
situations, firms deliberately select areas of government
research to match their commercial interests in order to
generate product ideas with commercial possibilities.
New research firms with strong technical abilities and
limited capital typically follow this pattern, as do
specialized firms that have concentrated their business in
a limited area of technology. The three firms in the first
pattern (L, M, and N} are smalli to medium-sized
companies, ranging from less than $5 million in sales to
$50 to $200 million. One of these (Company L) is
included under (5) above; the other two hold .9 percent
of the inventions and account for about 6 percent of the
utilizations. Though these holdings are small, one of the
two (N) has three inventions which account for $22.2
million, or about 12 percent of the total sales of
inventions by high and low utilizers.

In the second pattern, firms isolate government work
from their commercial operations and pursue these
activities separately. Frequently, inventions derived from
government contract work will be assigned automatically
to the government to avoid title conflicts or comming-
ling with company-sponsored R&D. In other cases,
government R&D will be undertaken only in areas where
there is no potential conflict with corporate proprietary
objectives and in order to enhance the corporate image,
The technical value of government contracts to the
commercial interests of these firms is rarely considered a
valuable supplement to in-house research and develop-
ment. : : :

The two firms in the second pattern (C and D) are
large firms with more than $1 billion in sales. They hold
4 percent of the inventions and account for 2.2 percent
of the utilizations, Those firms following the second
business pattern have no proprietary expectations from
government contracts. Any change in govemment_patént
policy with respect to license and title rights would have
little effect on them since they have already divorced
their main corporate interest from government contract
work and do not regard government-sponsored R&D as a
source of commercial ideas.
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Firms following the first pattern, however, would be
severely affected by a change in policy since their

business activity is based largely on government-
sponsored research that may develop commercial appli-
cations. Corporate ownership of patents is, therefore, an
essential feature of the growth strategy of such firms, If
title to inventions arising from govérnment-sponsored
research were to become unavailable, such firms would
have to either change their mode of business or refuse to
contract with the government. i

(7} Patents Are Judged .leferently in Commercial

and Government. Work. Many diversified companies.

follow different patent policies in their commercial and
government markets. These firms may place a strong
emphasis on maintaining proprietary positions in com-
mercial markets and express a relative lack of interest in
patents arising from government work. It is difficult to
generalize about these firms except to note that their
policies tend to follow the patterns of the industries iri
which their divisions participate. Their behavior may,

therefore, resemble any of the categories of firms.

described above if their divisions have similar business
profiles. ~

All three firms in this category (Companies C, D, and
S} are large companies with more than $1 billion in sales.
Two (C and D) are included under (6) above. The third
firm holds 7.8 percent of the patents and accounts for
about 32 percent of the utilizations. Though it has used
a large number of its government inventions, these
inventions generally have played a supporting role. Only
three represent significent sales, amounting to $3.0
million at the date of the survey.

(8) Overall Effect of Policy on Utilization. Notwith-
standing the varing roles assigned patent rights by the
firms described above, the key question is whether
permitting them to retain exclusive rights will, on
balance, promote utilization better than acquisition of

title by government. The study data indicate that the -
answer is yes where the inventions as developed under

government contracts are not directly applicable to
commercial uses and the inventing contractor has com-
mercial experience in the field of the invention. This

occurs most frequently with DOD, NASA and AEC

inventions. In the case of DOD, the fact that it does not
actively promote commercial use of its patents is an
added factor. In these instances the inventing contractor
with commercial experience appears to be the logical
candidate to attempt utilization either directly or by
licensing others. The answer is also yes where the
invention  is commercially oriented but requires



TABLE 12
INVENTION UTILIZATION
. TEN HIGH UTILIZERS
{CONTRACTOR INVENTIONS)

Rank in Patent Holdings Nuimber Utilized | Total Commercial Sales
Company Patent ' Number | With Commercial Sales Million-Dollar
Holdings! | Title | License | Number |% of Sample | Utilized Over $1_.Mi.|1i0n Inventions -
Company § | 1 153 21 174 18 43 3 30
Company R 6 110 0 110 5.4 13 2 ' 12
Company Q 10 52 4 56 27 13 I Lo
Company E 14 3% 0 36 17 5 1 . 1.0
Company H 20 2 0 2 10 7 0 S 00
Company A 22 20 - 0 20 .9 7 . | 2.0 |
Company G l 24 15 4 19 9 4 2 70.0
Company J 28 - 18 - L 19 -~ 9 3 0 0.0
Company N 31 13 0 13 .6 5 | 3 _ 222
Company M 45 8 0 8 3 3 N 1 ' : 1.é5
TOTAL 471 22,2 103 14 107.65

-1 Rank based on holdings of both title and license to inventions in the survey sample.

directly to the government, these firms frequently sell
similar products to commercial markets. ‘Inventions
developed during the course of R&D activities tend to be
auxiliary components and subsystems or incremental
improvements to the basic product, not as important in
sustaining sales or selling new products as are the ‘basic
engineering management and production capability of
the firm. New ideas and inventions are incorporated in
product modifications or in new models and ijttle
consideration is given to the protection offered by
patent rights, Using a new idea to enhance product
performance is regarded as more important than assuring
that the company owns the exclusive right to use it.

The seven firms with this attitude, three of whom are
also listed under the attitude which follows, all have
annual sales over $200 million (see Figure I-2). They
include three high and four low utilizers, who as a group,
hold 22.9 percent of both the survey patents and 36.6
percent of the utilized inventions. More importantly,
however, these seven firms are responsible for $81.2
million, or almost half, of the sales of the entire group of
high and low utilizers. Just three inventions, however,
account for $79.2 million of that, showing again the
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“sweepstakes” effect in utilization of government-
sponsored inventions.

(4) Patents are Valuable for Defensive Purposes
Some firms believe strongly that corporate ownership of
patents is important to maintain flexibility in design,
both in the United States and abroad (through owner-
ship of corresponding foreign patent rights), and to
provide irading material for crosslicenses with competi-
tive firms. Ownership of a patent as a prerequisite for
new product development, however, is a relatively minor
factor with these firms compared with market and
investment considerations associated with commercial-
ization of the invention. Five of the six firms with this
attitude are large companies with sales over $200
million. The sixth, Company H, has sales in the 350 to
$200 million range (see Figure I-2). The three new firms,
{Companies G, H, and I) included here hold about 8
percent of the patents and utilization, including one
highly used invention, contributing $70 million in sales
to its owner.

A change in government patent policy may affect
some firms in this category by causing them to choose




FIGURE!- 1
RELATIONSHIP AMONG SIZE OF FIRM, PERCENT GOVEBNMENT BUSINESS,
AND THE RATE OF COMMERCIAL UTILIZATION!
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Significantly, prior experience has an even greater
effect on utilization than does ownership of the patent,
as the case studies in Volume IV, part II confirm.
Interviews of 10 high and 11 low utilizers showed that,

in most large firms, the decision to use a government

invention is quite separate from the decision to patent.
Most frequently the decision to patent is based on a
desire to ensure freedom of design, to protect against
infringement suits, to cross license, to recognize em-
ployee inventiveness, or to enhance the firm’s image. In
most instances, utilization counts only as a speculation
that the invention may have some commercial use.
Tables © and 10 provide some measure of the weight
given the commercial value of government inventions by
these firms. With the exception of three companies who
do most of their business with the government, all file
one-third or less of their patent applications on govern-

" ment-sponsored inventions.

b. Field of Technology, Size of Firm, and Percent
Government Business. Three other factors—the field of
technology, the size” of the firm, and the percent
government business—were found to affect the rate of
commerciai utilization statistically.

Table 11 shows that mechanical .inventions have a
higher rate of utilization than inventions in other fields
of technology. Prior experience again strongly influences
utilization, but apparently less for mechanical inventions
than for those in other fields of technology.

The combined effect on utilization'! of size of firm
and percent government business is shown in Figure I-1.
As we have already discussed, large firms in government
markets tend to patent for reasons more than planned
use of the invention, resulting in their lower rates of
utilizations as shown in Figure I-1. Case studies show
that some firms who do most of their work for the
government do not try to apply the inventions commer-
cially and, therefore, have low rates of utilization.
Smaller firms and those more oriented to commercial
markets achieve higher utilization because they patent
more selectively and have the necessary experience to
develop market innovations in their product lines.

Even for firms with the highest rates of utilization,
however, the amount of utilization is very small when
measured in sales. Thus, the factors affecting utilization,
described above, affect it only within a narrow range of
performance. The most basic factor, as noted in Volume
IV, Part II, is the commercial potential of the sample

3 The rate of commercial utilization is computed differently
m Figure I-1 than in the Table 6 above, Utilization percentages

in Table 6 represent a group’s share in all inventions used,
Utilization rates in Figure I-1 represent the percent of a group’s
holdings that it has been able to utilize.
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~iniventions and all other factors make a difference only

when: inventions reach a minimum threshold of commer-
cial utility. Not many of the inventions involved in the

. study have reached that point.

c. Industry Attitudes Toward Patents on’ Govemn-
ment-Sponsored Inventions.

(1} Introduction. Industry’s attitudes toward patents
on government-sponsored inventions are an important
factor in utilization even though these attitudes cannot
be evaluated statistically. The 21 high and low utilizers
of contractor inventions interviewed in the survey were
found to have six dominant attitudes toward patents,
which condition their reaction to governmént"patent
policy and govern their actions in participating in, and
using the inventions of, government programs. Firms
were classed as high utilizers if they used more than 12
percent of their inventions commercially and as 1ow
utﬂ1zers if they utilized less than 7 percent.

" Figure I-2 categorizes the 21 companies according to
dominant attitudes, size distribution, and industry. As
shown in Tables 12 and 13, these firms account for 53.7
percent of the survey inventions, 131 of the 210 utilized
inventions, and, at least, $179 million of the $406
million in sales reported for contractor mvent]ons

(2) Patents Have No Importance. A lack of 1nterest
in patents was characteristic of some research-oriented
and manufacturing firms that do either a preponderance
or a large percentage of their business in the government
aerospace and defense markets. Three such firms—
Companies A, F, and’K, ranging in size from the 85 to
$50 million category to over $200 million in annual sales
(see Figure [-2)—indicated no desire to expand into
commercial markets and no mechanism for the com-
mercialization of inventions. These three firms account
for only 1.8 percent of the inventions of the companies
interviewed. Although Company A is shown as a high
utilizer in " Table 12, its attitude toward patents has
changed since the early sixties, and it no longer pursues
commercial utilization of inventions developed by its
government divisions. When these firms (A, X, and F)
obtain patents under government contracts, their sole
purpose is recognition of technical competence W1th1n
the company.

(3) Patents Are of Little Value, Compared with
Technical Know-How. Firms expressing this attitude
toward patents generally: are manufacturers of ' such
complex systems and technical products as aircraft; jet
engines, “computers, or. commumcanons equipment.
Although as much .as. 75 percent of their sales may be
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: TABLE 5
CONCENTRATION QF. CONTRACTOR PATENT HOLDINGS IN THE SAMPLE, RESPONSE RATE AND
RATE OF COMMERCIAL UTILIZATION: ALL AGENCIES BOTH SAMPLE YEARS!

Number of Patents in Percent® of Total P.a_tents'i.n
: . Average
Number of Firms L, | , . S A | Utilization
Sample Response® | C, U7 Sample | . Response C.U. Percent®
Top Five’ 721 662 57 - 312 - 32.6 27.2 - 86
10 : : . L150 . . 1,047 92 49,7 51.6 43.8. . B8
25 . 1,635 1,479 142 707 73.0 - 67.6 . 96
50 S 1919 1,735 170 829 85.6 81.0° 9.8
Total ' 2,316 $ 2,024 210 100.0- 1000 _100.0 ’ 104
“In Sample, No Response - - 1,082 : P g . : i .
Nunfber of Firms:
(1) Responding 192
(2) Not Responding 271
(3) Total PR 463

(4) With At Least One C,U, 65

! Total sample includes all patents developed by contractors and issued in 1957 and 1962, except those developed under NASA o

contracts and 415 AFC inventions.

“Sample” means the total population of patents-as defined in footnote 1.
“Response™ indicates the number of patents for which questionnaires were returned,

“C. U.” indicates that commercial utilization has been achieved for this patent, by the mventmg contractor
Percent in each case is the percent of the total patents of responding firms in the sample, the response, and in commercml
utilization, For example, a total of 210 patents in C. U, and the top five firms held 57 or 27.2 percent of these patents in C. U

"

used {13.5 percent) a larger share of inventions than
their share of responses.

Grouping firms by percent govemment business
rather than by size, Table 6A shows that firms with 20
percent or less in government work have the most patent
activity but not the most utilizations. Comprising 43.5
percent of the responders, this group owns 38.9 percent
of the inventions and accounts for 29. 0 percent of the
utilization, Firms in the 80 to. 100 percent category are
second in level of activity, comprising 31.5 percent of
the responders, 26.4 percent of the titles, and 21 percent
of the utilization. Firms in the 20 to 50 category,
however, show a better record of utilization than any
other group. Constituting 23.6 percent of the inventions,
they account for 32 percent of the utilization. The high
utilization is due primarily to the large firms {over $200
million) in the group. Firms in the 50 to 80 percent
category show fairly low levels of activity; comprising 11
percent of the responders, they own 12 percent of the
patents and account for 18 percent of the utilization.

Calculated by taking the sum of patents in C. U. over the sum of patents in the response for each size class,
Ranking is by order of number of questionnaires in the response,

3. Government-Owned Inventions

Concentratmn of llcense holdmgs and utilization of
government-owned inventions presents a very different
picture from contractor inventions. As Table 6B shows,
holdings and utilization are very heavily concentrated in
small firms with less than §5 million in sales who do 20
petcent or less of their business with the government.
These firms account for 68 percent of the utilization of
government-owned patents. Large firms with over $200
million in sales utilized almost no inventions they did
not develop except for a small segment doing 20 percent
or less. of their business with the government. Thus the
pattern of holdings and utilization is exactly the reverse

of the pattern for contractor inventions, ;

Significantly, uiilization of licenses is concentrated
among inventions developed by TVA and Agriculture, as
shown in Table 7. These agencies account. for 45 -of the
50 users among licensees and six of the 10 utilized

_iriven,tions. The R&D programs of these agencies are



TABLE 4
SALES AND PRIVATE DEVELOPMENT COSTS ASSOCIATED-WITH COMMERC]AL
UTILIZATION OF GO_VERNMENT OWNED PATENTS BY NON-INVENTOR LICENSEES
($ in miilions)

Amount! of Actual Amount! of Actual Development Costs?

Domestic Sales From: | Foreign Sales From: .

Critically Inventions | Critically Inventions Average Average Average

I with a with a 1 | Percentin |Percentin ;

portant : Important .. .| Amount . 5 - Percent in
Inventions | EPOTHIE | 1 o tions | SURPOTHNE Technical  |Production | yr,iyeting
Role ' Role _ Development| Facilities

Total Sample 201.12 6.945 2.2 085 5.389 21.1 52.2 26.7"
DOD .02 - 055 0 0 .- .040 707 30 0
AEC .40 0 -0 o 020 50 25 : 25
Agriculture 196.5 - .025 2.2 .085 3.118 i7.1 47.9 35
TVA 4.20 5,34 0 0 2.211 16.9 589 24.2
Other Agencies 0 1.525 0 0 0 0 0 0

! To date of response to questionnaire.
Average for those responding to this question only.

Agriculture and TVA are the largest contributors of
commercial inventions, and, here again, the extreme
variability in commercial potential - of government
patents, seen first in connection with contractor inven-
tions, is évident. Three patents involved in the manufac-
ture of potato flakes account for about half the sales
from Agriculture inventions.

As with contractor inventions, reports on private
development costs were sketchy. Licensees reported
$5.389 million in development expense, with a ‘much
smaller share—21.1 percent—going toward technical
development of the invention and a much larger share—
52.2 percent—going toward production facilities than
was the case with contractor inventions. The shift in
emphasis, we believe, is because the public service
agencies sponsor inventions with greater commercial
orientation and, in addition, carry development of their
inventions further toward a commercially "useful form.
Table 4 shows the high percentage of costs going to
technical development for DOD and AEC inventions
(matching the pattern of contractor inveéntions in Table
3) as compared to the costs for Agriculture and TVA
patents. ' '

3. Utilization of Inventlons from the Instltutlonal
Environment

Commercialization of institutional patents is increas-

ingly contemplated by private and public institutions.of
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higher education, in need of funds as educational costs
outrun traditional sources of revenue. Patent activity in
nonprofit research corporations has also been increasing,
as a means of financing independent research and
development programs.

The rise of interest in patents among nonproﬁt
institutions has beeri fanned by reports in the press and
popular periodicals about the ““gold mine” of patentable
research findings. Scarcely a month goes by without a
report or a feature article on a cigarette filter and
Columbia University, ammoniated dentifrice at Indiana
University, Wisconsin’s vitamins, or a superjuice called
“Gator Ade” at the University of Florida. These reports
are invariably sprinkled with seven-digit royalty income
figures—$14 million from Vitamin D at Wisconsin, $7
million from streptomycin at Rutgers, and so on.
Finally, there are allusions to the profit potential in the
ocean outside of the Scripps Institute of Oceanography,
in the sky above the California Institute of Technology,
and in the black boxes of M.LT.

The facts, however, do not support thé thesis that the
average nonprofit research organization can expéct to
realize any substantial income from patent royalties. The
liberal . arts . college in Volume IV, Part IV, Case 10,
which has enjoyed an unexpected and large return on a
pre-World War II invention, acknowledges it as a windfall
and deemphas:zes patents accordingly. The technical
institution in Volume IV, Part IV, Case 5, one of the five




PART I11. Effect of Patent Pollcy
on Commerc;al Utlllzatlon

A The Utilization Survey

The effect of patent pohcy on commerc1al utlllzatlon
was studied .through a survey of government-sponsored
inventions reported in:Volume IV.!. The histories. of
some. 2,100 inventions-were exammed to determine the
role of patent policy in their use.? SRS

In addition, other factors that affect ut111zat10n—such
as prior experience, size of firm, mix of government and
commercial work, government promotion of inventions,
and amount of private investment required to ready
inventions for market—were analyzed to estimate the
importance of government patent policy as a business
incentive.

Interviews and case studies were conducted of con-
tractors and licensees, the two major users of govern-
ment-sponsored inventions, to determine the reasons for
basic differences in their patterns of utilization: except
for two inventions, utilization with title occurred en-
tirely among contractors of the Department of Defense,
while utilization under license occurred almost entirely

Yfnvention utilization questionnaires were sent to conirac-
tors who made government-sponsored inventions patented in
1957 and 1962, and for agencies other than DOD and
AEC-—patented from 1956 to 1966. Questionnaires were also
sent to organizations that received licenses of government-owned
inventions they did not develop. These inventions included a
group developed by government employees. NASA inventions
were not included in the survey to avoid duplicating a recent
report on that agency, but the findings of that report have been
consmered in preparing this study.

2When the questionnaire responses had been analyzed (see
Volume IV, Part I), four additional tasks were performed to
complete the information on the sample:

(i} A group of invention utilizers, deemed high and low
(which rationale is set forth in Part II of Volume IV,
with the results of the task), were interviewed o
determine what business factors have the greatest effect
on utilization,

(ii) The inventions of three public-service oriented agen-
cies— Agriculture, Interior, and TVA—were researched to
determine what effect agency mission has on utilization.
The results of this task are reported in Part III of
Volume IV,

(iii) A representative group of educational nonprofit institu-
tions were interviewed to determine what role they play
in utilization, The results of this task are reported in Part
IV of Volume IV,

(iv) All firms reporting refusals to license sample inventions
were interviewed and all inventions involved in infringe-
ment suits were investipated to determine the effect of
patent policy on business competition. The results of
this task are reported in Part V of Volume IV,

Responses were received on about 65 percent of the approxi-
mately 4,000 questionnaires sent to organization in the utiliza-
tion survey,
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among hcensees of the AEC and the pubhc—ser\nce
agencxes : 3

: The role of educatmnal and nonproﬁt institutions in
utilization-was a third aspect of the survey. Inventors of
more -than- 10 petcent of- the inventions ‘studied, these
institutions -participate in the R&D programs of almost
all government’ agencies. While they do not use'these
inventions directly because their activities are essentially
noncommercial, they do-license them for use by others.
The survey was concerned with the effect of their
licensing activities on utilization.® Findings on these
three groups of users are summarized below and re-
ported at length in Volume IV, Parts I, 1iI, and IV.

B. Extent of Commercial Utilization

The survey showed that commercial utilization of
government-sponsored inventions is very low. Contrac-
tors and licensees reported only 251, or 12.4 percent, of
all inventions in the survey response in use. Only 55, or
2.7 percent, played a critical role in the commercial
products in which they were used, as compared to
utilization rates of 50 percent or more estimated for
inventions developed under private research. Measured in
sales, utilization amounted to $616 million through
1966—3406 million of which was attributable to con-
tractors and $210 million to licensees.

1. Contractor Sales and Development Costs

Table 3 shows the sales and private development costs
associated with the 200 inventions used by contractors,
Of the 200, DOD sponsored 198, to credit it with the
major impact on utilization. Of the $406 million in sales,
all but $271,000 are also attributable to DOD inven-
tions.

Sales of critically important contractor inventions are
a little over half the total—$193.6 million from domestic
sales and $47.3 million from sales abroad; $241 million
in all.* Five inventions, accounting for approximately 88
percent of the sales in the group, involve the following
technologies: transistors, vacuum tubes, numerical
control devices, computers, and gas turbine engines. The
remaining 44 critically important contractor inventions

3 This task is reported in full in Volume IV, Part IV. |

4In grouping the data, sales involving critically important
inventions (those which were clearly responsible for comrercial
sales) were separated from those involving supporting inventions
which played an incidental role in sales of commercial products.
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TABLE 2
ALLOCATIONS OF DOMESTIC R&D OBLIGATIONS AMONG
PROFIT - MAKING, EDUCATIONAL, AND NONPROFIT ORGANIZATIONS FOR

i L

FY 1965
($ in Millions)
_ A. Public-Service Agencies B. Public-Service and C. Mission-
R&D Obligations Mission-Oriented Oriented
. : ' Total Total
Agrie; | Interior ;| Commerce | HEW VA TVA NSF (Percent) FAA AEC NASA (Percent) DOD
1. Profit-Making
Organizations 2.2 13.5 13.3 271 2 0. 274 83.7 394 743.3 37662 4548.9 4274.5
i : (8.5) (86.0) (89.0)
2. Educational _ _ _
Institutions 57.2 10.7 4,3 4759 4 3 1309 679.5 .8 4029 208.4 612.1 3126.9
(68.9) {11.9) (6.8)
3. Other Nonprofit - : _
QOrganizations 23 24 1.8 1535 2 0, 24.8 185.0 15 87.2 ‘174 106.1 203.9
(18.8) (2.0) 4.2
4. Qther 0. i1.9 0. 26.4 0. 0. 1 38.4 0. 2 7.9 8.1 3
- L (3.8) 0.1) ©.)
TOTAL 61.7 385 19.4 6827 8 3 183.2 986.6 41.7 1233.6 3999.9 5275.2 4805.6
(100) (100) (100)
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PART II. The Policy Crlterla anﬁ the Sources
of Government Invenl;lon

The President’s . statement of policy! establishes
several criteria for éllocating patent rights between the
government and its contractors. The criteria tend to
align with the. R&D programs. of specific agencies,
resulting in relationships among R&D programs, inven-
tive output and patent rights which help explain the
economic effects of government patent policy. -

Section 1(a} of the policy provides for the govemn-
ment to retain principal rights when:

(i) The end item is intended for commercial use by
- the general public or government regulations will
require it for public use [Section 1 (2)(1)].

(i) The principal purpose of .the contract is to
explore . fields concerned. with public health .or
welfare [Section 1(2)}(2)] .. '

(m) The. contract pertains to, new fields. of saence
and technology. in which the .goverament has
been the sole or principal developer, and the
acquisition of title by a contractor might give
him. 2 dominant or.preferred c0mmer01al posi-
tion [Section, 1(a)(3)] . _

(iv)} The contract requires the operation of a govem—
ment research or production facility or the
coordination and direction of the work of others
[Section 1{a)(4)]. .

Sectmn 1(b) provides for pnncxpal rights to the
contractor when the purpose of the contract is to “build
upon existing knowledge or technology” to develop end
items for use by the government, and “the contractor
has technical competence directly related to an area in
which he has an established nongovernmental commer-
cial position.”” The party that does not receive principal
rights normally receives a royalty-free license to use the
invention.

Table 1 relates the policy criteria to the agencies
whose programs broadly match them. The agencies are
grouped into three categories, depending on the main
objectives of their programs: (i) public-service agencies,
who conduct R&D programs to benefit the public
directly; (ii) mission-oriented agencies, who conduct
R&D programs for the agencies’ own internal use; and
(iii) agencies with mixed activities, who conduct both
public-service and-internally oriented R&D programs.

The contracts of the public-service agencies (like
Agriculture, Interior and HEW) if not govemned by

! The President’s Memorandum and Statement of Government
Patent Policy is set forth in full in Appendix A.
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statute fall largely under Section 1(a)(1) and 1(a)(2)
with title in the government, because of their civilian-
orientation.

- The contracts of DOD, a nusmon-onented agency, are
interpreted to fall largely within Section 1(b), with title
in. the contractor because they are not civilian-oriented
and they draw heavily on the existing technical compe-
tence of industry. To a lesser extent.they also come
within, Sections 1,(a)(2) (3) and (4) with title in the
government when inventions are in fields concerned with
public health or welfare, DOD is the sole or pnnélpal-
developer in: the field, or the contractor operates a
government facﬂlty or. dlrects the work. of others. Lastly,
the inventions of agencies with mixed activities (such as
FAA, AEC, and NASA) may fall_ under any criteria
depending on the purpose of the specific project and the
citcumstances under which the invention is made.?
Generally, mventlons arising out of public service activi-
ties—such as AEC’s research on power sources for an
artificial heart—would fall within Sections 1(a}(1) and
(2). And, inventions from mission activities would come
within one of the other three criteria,

Structural differences within the research and devel-
opment program have a major effect on the number of
inventions - produced under the various policy criteria.
Patents arising out. of government contracts are heavily
concentrated in the mission-oriented and mixed-activity
agencies. There are several reasons for this. Since they
perform most of the R&D contracting—91.1 percent in
fiscal 1965 (sce Table 1)—these agencies provide a far
greater number of opportunities for inventions than
public-service agencies. In addition, they contract pre-
dominantly with profit-making organizations® —over 87
percent in fiscal 1965 (see Table 2)—who attach greater
importance to patents than educational and nonprofit
institutions, the other major participants in federal R&D
programs. And a great portion of their funds are spent in
applied research and development, which is a greater
source of patentable inventions than tasks in basic
research.

2 Here again, statutory patent policies exist and govern NASA
and AEC. Both those agencies are matched with the President’s
Policy to evaluate its probable effect on them.

3 Industrial firms and educational and nonprofit institutions
as sources of government-sponsored inventions are described in
detail in Volume IV, Part I. The importance of patents and
government-sponsored inventions to these organizations and
their utilization of them are discussed at length in Volume IV,
Parts 1, IT1, and IV,
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isolate government work from their commercial opera-
tions. In the latter case, there is usually little interchange
of technical innovations between the povernment and
commercial activities of the firm and there may be some
loss of relevant technical experience and applications to
the government work.

Lastly, targe diversified flrms often. follow different
patent. policies in different divisions of the organization,
Accordingly, they may be willing to participate in
government programs with small concern for patents in
some areas but with great concern for patent rights in
others, It is difficult to generalize about these firms
except to notice that their policies tend to follow the
patterns of the industries inm which their divisions
participate. Their behavior may, therefore, resemble any
of the categories of firms described above if their
divisions have similar business profiles.

With respect to educational and nonprofit mstﬂutmns
refusal to participate for patent reasons is not normally a
problem. However, instances were found in Department
of Interior programs where patent problems were en-
countered because of conflicting institutional obligations
arising from joint support of a research program or
where rights in background patents were sought as a
condition of - the project. With the rising interest in
nonprofit institutions in patents as a source of revenue,
greater concern over patent rights can be expected from
institutions with large research programs as financial
pressures on these organizations continue to increase.

Viewing the. participation problem from the -stand-
point of individual government agencies, the effect of
patent policy varies with the nature of their R&D
programs and the contractors that participate in them.
Participation problems are not a concern to TV A which
performs virtually all its research and development itself
and, therefore, has little or no contractual interface with

2 ate also minimal in Agriculture programs
since that agency contracts almost all its extramural re-
search and development with educational and nonprofi
ition, the firms that do participate
ams do relatively little research and develop-
ment on their own and tend to be less patent conscious
than those participating in defensefaerospace work.

The direct effeci of policy on NSF and HEW
programs also appears to be small because most of their
contract research is either basic in nature, offering
limited opportunities to develop patentable inventions,
or is performed by nonprofit institutions who, for the
most part, are interested in the research for itself,
However, some problems may be encountered in in-
stances of joint or overlapping research at nonprofit
institutions where the rights- of . other parties may be

+

noted in an important HEW. health program where
volurlary nencontractual participation by a patent
sensitive industry was curtailed because of. patent con-
siderations.

The Department of Intenor like HEW and NSF has a
number of programs-such as water desalination— whlch
are oriented toward developing basic technologies, The
Agency contracts in these areas with research-oriented
industrial firms (many of whom are patent conscious), as
well as educational and nonprofit -institutions, and
acquires title to patents arising under its programs.
Under some programs, statutes on which- they are based
have been interpreted to require the agency to acquire
rights in existing patents owned by contractors because
of their relevance to the contract effort and future
utilization of - contract results. These factors—patent
conscious. organizations and acquisition of rights to
contract inventions and existing patents—have resulted
in several instances of hesitation or refusal o participate
in the government program. Insufficient data was avail-
able to establish how widespread the reactlon was or its
overall effect on Interior programs. _

The largest number of opportunities for participation
problems occur, of course, in DOD, NASA, and AEC
programs because of the size and scope of their contract
effort. Only a limited amount of data was available on
this question for these agencies but a few general
observations may be made. At least as to the majority of
DOD inventions, to which contractors are normally
permitted to retain title, no problem arises. In addition,
NASA’s policy of waiving title to inventions to promote
utilization under appropriate circumstances provides a
method for resolving competing government and indus-
try objectives with regard to patents arising under
contract. Lastly, interviews with industrial firms in the
survey sample indicate that—except where a large invest-
ment in private research, know-how, inventions andfor
patents considered to be valuable in commercial markets
exist—acquisition or improvement of technical skills is
sufficiently important to them in most cases to justify
participating in government programs in their areas of
interest -even. though patent prov151ons are not com-
pletely suitable to them.

However, this does not mean that either a ftitle or
ticense policy will equally serve the government’s in-
terests under all the above circumstances, since the
policy selected may also affect industrial decisions to use
contract inventions commercially. Here again, a bal-
ancing of governmenti objectives appears necessary to
ensure that the net effect of the patent p011cy promotes
the government’s overall goals.

invot And, a significant indirect effect has been




C. Effect of Government Patent Pollcy on Bu31-
. ness Competmon

To evaluate the effects of government patent pohcy
on business compet;ltxon the study tned 10 answer three
questions: '

(1) What are the effects on competltlon of the
-acquisition of exclusive commercial nghts to
-government-sponsored inventions?

(n) Do they increase or decrease concentration in
commercial industries?

(i) Do they create or eliminate mgrnﬁcant areas of

" market power?

In evaluating the impact of government patent policy on
competition, it is important to distinguish the effects of
patent policy from other effects which may result from
industry participation in government programs. Com-
petitive advantages in commercial markets may well
accrue to government contractors through knowledge
gained in new technologies, through sharpening of
technical skills, and through government funding of
R&D work, which has parallel commercial areas of
interest. But these are quite separate from the advan-
tages of owning patenmts to specific inventions. This
study has tried to measure only the latter. And, it has
tried to measure it in terms of the inventions included in
the survey -sample. While a broader study of the
cumulative effect of government-sponsored inventions
patented over several years might have provided more
definitive data, we believe that the study data providesa
representative and useful picture of the effects of patent
policy on competition.-

The study indicates that both.in number of inven-
tions utilized and in sales volume, the patents sampled
appear to have had small impact on commercial markets,
Although over 80 percent of both sample inventions and
utilization were concentrated in 50 firms, only 35
inventions owned by contractors—2.7 percent of the
sample—played a critical role in their commercial use,
and five were responsible for $201 million out of the
$406 million in cumulative sales attributable to con-
tractor inventions. This utilization of - critical-role
contractor-owned inventions is low compared with the
total sales of these firms and the industries in which they
participate. Of equal importance is the fact that very few
ingtances were reported where owners of government-
sponsored inventions refused to license their patents.
Only 15 inventions-—less than 1 percent of the sample—
involved such refusals, and these 15 refusals involved just
five companies.

The study.did show that government retention of
title, when coupled with full development and active
government promotion of inventions having high com-

mercial potential, has. promoted competition. A striking
example of this is the fertilizer industry where TVA
develpped high-concentrate fertihzers patented them,
proved - their effectiveness, on pilot -farms and their
commercial feasibility in pilot. production, and aggres-
sively promoted their use among farmers and fertilizer
mamufacturers. Industry. sales have increased greatly
through the manufacture .of these fertilizers by many
small - regional producers. In circumstances like these,
government retention of title can be-an effective spur to
competition because licenses are available to all comers.
But several additional factors must be present for patent
policy to have this effect: It must be evident to licensees
that the invention has good commercial potential. The
invention must be producible in commercial quantities
and marketable at a cost that is competitive with
alternative. product. And the risks of recouping devel-
opment costs must be no greater than similar investment
opportunities available to the licensee.

In most cases, government agencies have to. go far
beyond discovery of an invention to create these
conditions, Some agencies do—as described in the
Volume 1II report on government efforts to promote
utilization of government-sponsored inventions. The
Department of Agriculture, for example, has an active
program of developing inventions to the point of
commercial feasibility. Potato flakes and frozen orange
juice are two of its well-known successes. That agency,
in promoting potato flakes, sponsored pilot production
of the product and performed a market. study in
supermakets in a major city to-determine the product’s
consumer appeal, The study was then made available to
the food industry to stimulate interest in the product.

In other .cases, allowing -industry to retain title to
inventions has -promoted competition. The clearest
example of this is the small firm which penetrates a
market of large competitors on the strength of a patent
on a government sponsored invention. Just such a case is
described in Volume IV, Part V, Section C.

- Notwithstanding the utilization programs employed
by government agencies, none except AEC has an
express statutory mission to increase business com-
petition in commercial markets for its own sake. When it
does occur, however, it is an indirect result of their
efforts to accomplish their basic mission. From our
observations of the study inventions and insofar as the
effect of patent policy is involved, competition does not
appear to have been adversely affected by this Jack of
direct concern, for three reasons:
(i) The rate of utilization of government mvent1ons
has been low.
(n) The agencies—such as TVA and. Agncultu:e
whose mventlons are most. likely to be




TR

Thus, users of civilian agency inventions assume - less
financial risks in applying them than users of DOD
inventions, This has a bearing on the. degree of patent
protection that may- be needed. as an. incentive to
utilization. All other factors being equal, more protec-
tion is required where the technical costs and financial
risks are greater tha.n where they are not. :

3. Patent Rights as Incentives to Commerc:al Utlllzatmn

The study data show that patent rights play widely
different roles in the business affairs of organizations in
the sample. The sharpest distinction occurs between
educational and nonprofit institutions, on the one hand,
who can only achieve utilization of their inventions by
licensing others, and industrial firms, on the other, who
can promote utilization through direct use and licensing.

Educational institutions in the past have been much
more concerned with publishing the results of their
research than with promoting patents that may arise

from it. Today, however, schools with lar e, overnment
research ‘pr grams aré e i

means to- promote them through licenses with_indust:
Nonprofit reséarchi fifiis also view their patents as a

potentially useful source of income and actively seek t
license .others_./"'TiT‘b'th cases, the inventions must

T St - 1 .
/‘ﬁ'equenﬁy arise from basic research and require substan-

tial private development before reaching the stage where
they are commercially useful. Some measure of exclusive
rights appears necessary to motivate licensees to invest in
necessary to commercmhze these inventions,

: ional program
and the government has none, commercial - utilization
would appear to be promoted more. effectively by
permitting the institution to retain exclusive rights.
Where this is not so, more individual analysis is needed
to determine. what allocation of rights would best foster
utilization.

Industrial firms in the sample place dlffermg we1ghts
on the need for exclusive rights in using government
inventions. At-one extreme were firms who rely heavily
on patent rights to establish their proprietary position in
commercial markets and would hesitate to invest in an
invention in which they could not obtain exclusive
rights. At the other, were firms.so completely in-the
government market. that they attach little or no impor-
tance to patent rights for commercial purposes. In
between were firms for whom patents provide a variety
of incentives. The nature and importance of these
incentives to firms in the sample are outlined below.

A.lack of interest in patenis was characteristic of
some research-oriented and manufacturing firms that do
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a preponderance of their business in the government
aerospace and defense markets. No desire to expand into
commercial markets and no mechanism for the com-
mercialization of inventions were noted, When these
firms- obtain patents, - their scle purpose is recognition
within the company of technical competence.

In a second group of firms patents were secondary to
broad technical and management competence in main-
taining theit position in commercial markets. Firms
expressing this attitude toward.patents were generally
manufacturers of complex sysiems and technical prod-
ucts, such. as aircrafts, jet. engines, computers, or
communications equipment. Although as much as 75
percent of their sales may be-direct to the government,
these . firms frequently sell similar. products to com-
mercial markets. Inventions developed during the course
of R&D activities tend -to be auxiliary components and
subsystems or incremental improvements to the basic
product. These inventions are not as important to these
comparies in sustaining sales or. selling new products as
is -the “basic- engineering management and production
capability of the firm. New ideas and inventions are
incorporated in product medifications or in new models
with little consideration given to the protection offered
by patent rights: Using a new idea to enhance product
performance ‘is regarded as more imporiant than assuring
that the company owns the exclusive right to use it. :

A third group of firms believe that corporate owner-
ship of patents offers flexibility in design, both in the
United States and abroad (through ownership of corre-
sponding foreign patent rights), and provides trading
matérial for crosslicenses’ with competitive firms,
Owmership of a patent, however, as a prerequisite for
new product development is a relatively minor factor
compared: with market considerations and investment
requirements associated' with commercialization of the
inventjon.- A change in government patent policy may
affect firms'in this category by causing them to choose
more carefully the areas in which they are willing to
undertake government research. Faced with the possi-
bility- of beéing unable to obtain -title to patents they
develop; these firms may refuse to contract in research
areas that would impair their operational flexibility.

A fourth group of firms actively seek ownership of
patents, to establish and maintain proprietary: positions
in new technologies, as well as in established. product
areas. Invariably, however, estimates of market potential
and corporate investment requirements deétermine which
product areas are developed. The makeup of the patent
portfolio may - indicate the direction for product devel-
opment in order to strengthen proprietary positions, but
development is rarely, if ever, undertaken solely because
patent protection is available. A change in government




- investigated to determine the effect of agency
mission on invention utilization.

(m) Sixteen educational and nonprofit institutions
‘representing a cross section of all types and sizes
of organization were interviewed to determine
what role they play in promoting utilization of
government-sponsored inventions.

(iv) All sample inventions involved in infringement
suits - were - investigated to identify what effect
they have on business competition.-

(v) An industry study involving the medicinal chem—

© istry program of NIH was performed to deter-
mine the effect of patent policy on voluntary
industry participation in, and utilization of the
results of the government progra:m

B. Effect of Government Patent Pohcy on Com—
merc1a1 Utlhzatlon

The study sought answers to several key questions
concerning - commercial utilization of "government.
sponsored inventions. Among these were:

(i) Under what circumstances have government in-
ventions been utilized?

(i) How important have exclusive patent rights been

"in promoting their use comparéd with other
factors such as market potential, prior experi-
ence and amount of private investment required?

(i) Under what conditions has utilization been
optimized by government ownership of patents?
By contractor ownership of patents?

(iv) Has substantial private investment been required
to develop government-sponsored mvent:ons for
commercial use? ‘

(v) Has such investment been made when everyone
has been frée to use the invention?

Several factors were found to have an important
bearing on: the answers to these questions. The intended
uses of the sample inventions were found to have a
primary effect on their commercial potesntial. Their
intended uses, in turn, were determined by the R&D
missions of the sponsoring government agencies. Once
the invention was developed, several factors were found

to affect their actual use in commerclal markets—the

extent of market demand for products employmg them
the degree of promotion by government agencies which
sponsored them, the size of private investment required
to apply them, the prior experience and attitude toward
mnovatlon of orgamzatlons that developed them, and
the type of patent rights available to protect the user’s
investment in bringing the inventions to market,

These factors have had the following net effect on
utilization of sample inventions:

iv

Of 2,024 contractor ‘inventions in ‘the two sample
years for which information was ‘available, 251 were’
used commercially. ' i

® Two hundred were utilized by industriai contrac-:

tors and all but sevéen were owned by -them.
Twenty-six of these were utilized by their licensees.
® An additional 51 inventions not utilized by con-
tractors were ‘utilized by their ticensees. Ten of
these inventions were owned by educat;onal and_
nonprofit institutions,
® Fifty-five played a critical role in the commercia]§
" products in which they were used. . - :
® AH but two resulted from DOD contracts.

The study also reviewed 126 government-owned
inventions from all sources, in-house and contractor,
patented in 1957 -and 1962 for which a license was
issued to firms other than the inventing contractor. Ten -
of 126 inventions were reported used by some 50 !
licensees. Utilization is concentrated in TVA and Agri- |
culture inventions which account for 60 percent of the -
utilized patents and 90 percent of the commercial users,

Measured in sales, commercial utilization of the
inventions studied amounted to $616 milhon through
calendar year 1966:

# 3406 million were sales by contractors who owned :

the inventions. :
- #3210 million were sales by nonexclusive govern-
ment licensees.
® All but $271,000 of contractor sales were from
DOD inventions.

Sales of inventions, both with and without exclusive
rights, were heavily concentrated in a few patents: .

® 88 percent of contractor sales where the invention

‘played a critical role are attributable to five patents
in the fields of transistors, vacuum tubes, numerical
control devices, computers, and gas turbiné engines,
" ® About half the sales of licensees are attributable to
three patents on the manufacture of potato flakes.

Study inventions that were used commercially found
quick application in their commercial use. About one-
third were applied by the time a patent application was
filed, and -almost two-thnds were in use when a patent |
issued. e :

A factor instrumental in the speed of utl]lzatlon is |
prior experience. If rapid utilization is defined as
occurring within three years of application for a patent,
then firms with experience achieved rapid utilization
over 80 percent of the time compared with half that for
firms without.

The mix of government and commerc:al work thhm
a firm also has an important effect. Firms in the middle
range of government activity (20 to 80 percent govern-
ment business) use inventions much more quickly than
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