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SUGGESTED POINTS FOR DISCUSSION

The points suggested below are intended to serve as a framework for the
discussion. To simplify the presentation, they concern salaried creators in
general, whether they are authors of an invention, work or performance.
However, since the situation of salaried inventors and authors and the systems
applying to them differ in various respects, it will doubtless be preferable
to distinguish between them during the discussion. Clearly, participants are
free to make any changes they may wish. '

I. Purpose and nature of protection

Economic rights !

1. General principles to be applied in the award, transfer or assignment of
economic rights (rights of ownership, exploitation, use or authorisation)
relating to inventions and works produced by employees and the way in
wvhich these rights are divided between employees and their employers
(vith particular reference to the relationship between the invention or
work, the normal activities of its author in the course of employment and
the activities of the enterprise or organisation employing him or her).

Pecuniary rights

2. Measures that may be taken in order to guarantee that galaried inventors
and authors receive equitable €financial compensation for the loss,
transfer or assignment of their rights of ownership and use and to
encourage and recognise their creative activity; these could cover the
following:

(a) general conditions governing entitlement to payment;
(b) procedures for determining levels of payment;

(c) criteria to be applied in the calculation of payment;
(d) form of payment;

(e) reassessment of levels of payment if the circumstances prevailing at
the time it was fixed have changed; ;

(f) secondary use of works.
3. Other forms of compensation (in terms of advancement, tax benefits,

working conditions, etc.).

Moral rights
4, The right to be named, effective recognition of salaried creators as

authors ané inventors and the exercise of other moral rights,
particularly by salaried authors.
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3. Other forms of compensation (in terms of advancement, tax benefits,
working conditions, etc.).

Moral rights

4, The right to be named, effective recognition of salaried creators as
authors and inventors and the exercise of other moral rights,
particularly by salaried authors.
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’ Specific problems

5. Specific problems which might arise in the implementation of the above
rights:

(a) according to the category of the creator (for example, depending
upon the type of creation - invention, work, or performance);

(b) in cases where there are several inventors or authors;

(¢) when an invention or work is developed after the termination of the
employment relationship;

(d) as a result of the development of new technologies.

Creations that do not generate
intellectual rights

6. The possibility of taking specific measures to encourage and reward
authors of creations or personal proposals which influence the economic
results of the employer using them but are not protected by intellectual

property rights, as well as measures enabling such authors to have a
share in the resulting profits.

Effects of termination of the
employment relationship

* 7. MHeasures that may be taken in order to ensure that employees retain

‘ rights after the termination of their employment relationship (for
mle; wvhen the ' circumstances which determined paywent levels have
changed).

1I. Ways to ensure protection

The role of information

8. |Measures that may be taken in order to ensure that salaried creators or
their representatives are well informed of their rights on the above
points, especially with respect to:

(a) rights of ownership, use or authorisation;
(b) the way in which paymment is calculated;

(c) the exercise of rights after the termination of the employment
relationship;

(4) settlement of disputes.

Collective bargaining

9. The role of collective bargaining in protecting and promoting the rights
of salaried inventors and authors.

6940d/v.2 . —
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(c) the exercise of rights after the termination of the employment
relationship;

(d) settlement of disputes.

Collective bargaining

9. The role of collective bargaining in protecting and promoting the rights
of salaried inventors and authors.
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The role of organisations representing the employers and workers

concerned (including inventors' and authors' associations, copyright
administration societies for example) in order to guarantee salaried
creators equitable rights and protection.

Settlement of disputes

11'

12.

13.

14.;

5.

Measures that may be taken in order to provide salaried inventors and

authors and their employers with appropr;ate and efficient machinery for
settling disputes between them.

The possibility of setting up special machinery for conciliation,
mediation or arbitration purposes; the role of machinery for the
settlement of labour disputes; and the role of courts.

-

III. The need for protection measures at the natiomal
: and international levels

o

The need to adopt, through legisfation. collective agreements or other
means in line with national practice, measures to encourage creative
sctivity, to recognise and protect the rights of salaried authors and

inventors and to protect the public interest in view of the possible
effects of inventions.

The relevance of existing international regulations -to the protection of
the rights of salaried inventors and authors.

IV. Further action of the ILO

Suggestions as to the 110's future activities on the various issues
raised above or on other questions concerning salaried inventors and/or
authors in the following fields: :

(a) studies and research;
(») standardusetfinz activities;
(¢) collection and dissemination of information;

(d) practical activities (advisory services, technicil assistance).
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DAMAGE CALCULATIONS IN A PATENT INFRINGEMENT ACTION:
DETERMINING A REASONABLE ROYALTY

By Joseph V. Colaianni’ and F. Dominic Cerrito™

The calculation of damages in a patent infringement action
requires the application of both long-standing principles of
patent law and many new and evolving concepts. While the patent
statute provides for both compensatory and punitive damages, it
provides little guidance on the exact method which should be used
to arrive at that relief, except that such damages cannot be
"less than a reasonable royalty." Perhaps the ambiguity in the
statute was intentional, for each case provides unique facts
which must be dealt with on an individual basis. The statute
provides parameters for determining damages, but it is largely
left to the courts to decide in what manner the damages will be
determined. To gain understanding and insight on how patent
damages are determined, we must begin by looking at the statutory
language.

TITLE 35 U.S.C. § 284

The primary damages section of the patent statute is
35 U.S.C. § 284 which reads:

Upon finding for the claimant the court shall
award the claimant damages adequate to compensate for
the infringement but in no event less than a reasonable
royalty for the use made of the invention by the
infringer, together with interest and costs as fixed by
the court.

When the damages are not found by a jury, the
court shall assess them. In either event the court may
increase the damages up to three times the amount found
or assessed.

Section 284 does not dictate the manner in which a court should
compute damages, but leaves such calculations to the sound
discretion of the trial court.! The United States Court of

: Member in the firm of PENNIE & EDMONDS, Washington, D.C.,
New York, New York. The opinions expressed herein are solely
those of the authors and do not necessarily reflect the views of
PENNIE & EDMONDS or any of its clients.

- Law Clerk in the firm of PENNIE & EDMONDS, New York, New
York.

! Nickson Industries Inc. v. Rol Manufacturing Co., 847 F.2d
795, 798 (Fed. Cir. 1988).
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Appeals for the Federal Circuit ("Federal Circuit") has recently
reaffirmed the proposition that any reasonable doubts that arise
in such calculations should be resolved against the infringer.?
Acknowledging that damage calculations are difficult, the Federal
Circuit has followed the Supreme Court mandate that while the
determination of a damage award cannot be based on '"mere
speculation or guess, it will be enough if the evidence shows the
extent of damages as a matter of just and reasonable inference,
although the result be only approximate."?

A detailed look at section 284 was undertaken by the Supreme
Court in Aro Mfg. Co. v. Convertible Top Replacement Co.* wherein
the Court stated that the object of damage awards in patent
infringement actions was "compensation for the pecuniary loss he
[the patentee] has suffered from the infringement...."5 The
Court further stated that the patentee was entitled under the
statute to recover damages and not the infringer's profits. The
focus was clearly on how much the patentee suffered, not how much
the infringer benefitted.® The Aro Court also recognized one
statutory limitation to the above-mentioned discretion of the
courts: 1In calculating a damage award, a reasonable royalty is
the floor below which the assessed damages may not fall."’ The
Court did not, however, enunciate rules for arriving at
acceptable damage awards.

The main focus of this paper will be on the methods for
determining one form of patent damages; a reasonable royalty. It
should, however, be noted that there is another form of patent
damages. A patentee may receive its lost profits if it can be

2 Del Mar Avionics, Inc. v. Quinton Instruments Co., 836 F.2d
1320, 1327 (Fed. Cir. 1987).

3  Ppaper Converting Machine Company v. Magna-Graphics

Corporation, 745 F.2d 11, 22 (Fed. Cir. 1984) (quoting Story
Parchment Co. v. Paterson Parchment Paper Co., 282 U.S. 555, 563
(1931)).

4 377 U.S. 476 (1964).
5 1Id. at 507.

8 The Federal Circuit has, however, permitted evidence of the
infringer's profits to be considered in establishing both lost
profits and a reasonable royalty. Kori Corp. v. Wilco Marsh
Buggies and Draglines, Inc., 761 F.2d 649 (Fed. Cir.), cert.
denied, 474 U.S. 902 (1985); TwWM Mfg. Co. v. Dura Corp., 789 F.2d
895, 899 (Fed. Cir.), cert. denied, 107 S. Ct. 183 (1986).

7 Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S.
at 506.

-——2-- 10079.1
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shown that but for the infringer's sales, the patentee could have
made the sale. A reasonable royalty, however, is the primary
form of damages awarded to a non-manufacturing patentee, because:
(1) the non-manufacturing patentee cannot lose sales as a result
of an infringer's acts and therefore cannot suffer lost profits;
and (2) an established royalty is difficult to prove and is more
often used as a factor in determining a reasonable royalty.

Reasonable Rovalty

A leading case in patent damages defined a reasonable
royalty as "an amount which a person desiring to manufacture and
sell a patented article, as a business proposition, would be
willing to pay as a royalty and yet be able to make and sell the
patented article, in the market, at a reasonable profit."?® The
royalty rate may be calculated as a yearly rate, flat fee, unit
rate or as a percentage of the infringer's sales.

Rovalty Base

The first step in establishing a royalty rate (the amount or
percentage that will be applied to the infringer's sales or its
use of the patented item) is the determination of the royalty
base. A royalty base defines the exact aspects of the infringing
product for which a monetary award will be based. What is
referred to as the "product" may include patented components as
well as non-patented elements of the product. The gquestion
becomes whether the non-patented components should be included in
the calculations of the royalty base along with the patented
components.

This problem of apportionment has been dealt with by some
courts under the "entire market value rule". Under this rule,
recovery of damages is permitted based on the value of an entire
apparatus containing several features when the feature patented
constitutes the basis for customer demand.’ In applying this
rule, a determination is made that the market value of the total
device can be attributed to the patented feature.!® Application
of the rule is not generally dependent upon the type of product
involved in suit. For example, a machine which has removable

® Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d
1152, 1157-58 (6th Cir. 1978).

°® King Instrument Corp. v. Otari Corp., 767 F.2d 853, 865 (Fed.
Cir. 1985).

10 see Westinghouse v. Wayne Mfg. Co., 225 U.S. 604, 614-15
(1912).
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parts may be easier to apportion (patented elements from non-
patented elements) than a chemical compound. However, the
greater the difficulty in apportionment, the more likely the rule
will be applied. Furthermore, a helpful consideration, as
pointed out by the Federal Circuit, is whether the patentee can
normally anticipate the sale of such non-patented components as
well as the sale of the patented ones.!! The royalty base can
also be increased by convoyed and collateral sales.

Reasonable Royalty Rate
"THE HYPOTHETICAL NEGOTIATION"

Upon determination of the royalty base, a reasonable royalty
rate must then be calculated. A reasonable royalty is most often
analyzed under the "hypothetical negotiation" method. Under this
method, the amount of damages is determined by what would have
resulted from a hypothetical negotiation between a willing
licensor and a willing licensee. It is assumed that this
negotiation takes place at the beginning of the infringement
period. During this negotiation, it is also assumed that the
patent is valid.!? This assumption of a willing licensor/
licensee is a legal fiction created by the courts to deal with
the damages problem.?” A long line of cases have proved that
this fiction is very necessary.™ :

In a landmark patent damage decision, the Federal Court
commented on the problems involved in applying this damage
calculation method. The Court pointed out that:

The setting of a reasonable royalty after infringement
cannot be treated, as it was here, as the equivalent of
ordinary royalty negotiations among truly "willing"
patent owners and licensees. That view would
constitute a pretense that the infringement never
happened. It would also make an election to infringe a

1 paper Converting Machine Company v. Magna-Graphics
Corporation, 745 F.2d 11, 23 (Fed. Cir. 1984).

2 panduit Corp. v. Stahlin Bros. Fibre Works, 575 F.2d at 1158.

3 Hanson v. Alpine Ski Valley Area, Inc., 718 F.2d 1075, 1078
(Fed. Cir. 1983).

4 see Georgia-Pacific Corp. v. U.S. Plywood Corp., 318 F. Supp.
1116, 1120-22 (S.D.N.Y. 1970), modified and affirmed, 446 F.2d
295 (24 Ccir.), cert. denied, 404 U.S. 870 (1971), and cases cited
therein.
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handy means for competitors to impose a "compulsory
license" upon every patent owner.®

The Federal Circuit further warned of the possibility of putting
the infringer in a "heads-I-win-tails-you-lose" position by only
requiring damages in an amount the defendant would have paid
absent the infringement.!® 1In essence, the court was stating

that the infringer must pay more than whatever royalty could have
been in fact negotiated.

Factors In Determining A Reasonable Rovalty Rate

In applying the hypothetical negotiation method, courts have
set out factors which they felt would have been considered by the
parties during such a negotiation. These factors range from the
broad to the very narrow and case specific. The exact factors
which will be considered by a court vary on a case by case basis.
There are, however, certain factors which have received more
consideration than others.

In the seminal case addressing this type of negotiation,
Georgia-Pacific v. United States Plywood Corp.,! the court
compiled from prior case law what it felt were the most important
factors in a reasonable royalty determination. These factors are
as follows:!®

15 The royalties received by the patentee for the
licensing of the patent in suit, proving or tending to
prove an established royalty.'"

24 The rates paid by the licensee for the use of other
patents comparable to the patent in suit.®

5 panduit Corp. v. Stahlin Bros. Fibre Works, 575 F.2d at 1158.

16 1d. quoting Troxel Mfg. Co. v. Schwinn Bicycle Co., 465 F.2d
1253, 1257 (é6th Cir. 1972).

7" 318 F. Supp. 1116 (S.D.N.Y. 1970), modified and affirmed, 446
F.2d 295 (2nd Cir.), cert. denied, 404 U.S. 870.

18 d. at 1120

¥ See discussion of an Established Royalty, infra.

% sSee TWM Mfg. Co., Inc. v. Dura Corp., 789 F.2d 895, 900 (Fed.
Cir. 1986) (for related factor of whether a non-infringing
alternative existed).
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3. The nature and scope of the license, as exclusive or
non-exclusive; or as restricted or non-restricted in
terms of territory or with respect to whom the
manufactured product may be sold.?

4. The licensor's established policy and marketing program
to maintain his patent monopoly by not licensing others
to use the invention or by granting licenses under
special conditions designed to preserve that
monopoly.?

5 The commercial relationship between the licensor and
licensee, such as, whether they are competitors in the
same territory in the same line of business; or whether
they are inventor and promotor.?

6. The effect of selling the patented specialty in
promoting sales of other products of the licensee; the
existing value of the invention to the licensor as a
generator of sales of his non-patented items; and the
extent of such derivative or convoyed sales.®

7. The duration of the patent and the term of the
license.?

1 see Water Technologies Corporation v. Calco, Ltd., 714 F.
Supp. 899, 905 (N.D. Ill. 1989) (exclusivity of licensing

considered in determining a reasonable royalty).

2 gsee Studiengesellschaft Kohle, m.b.H. v. Dart Industries,
Inc., 862 F.2d 1564, 1569 (Fed. Cir. 1988) (patentee's unusual
licensing practices of a most favored licensee clause including a
4-3-2% sliding scale royalty with up front payments was
considered relevant in determining a reasonable royalty).

» See Deere & Co. v. International Harvester Co., 710 F.2d 1551,
1559 (Fed. Cir. 1983) (patentee and infringer were the two
largest competitors in the field and competition for market share
considered a relevant factor).

%  sSee discussion of Collateral Benefits and Convoyed Sales,
infra.

¥ See Trio Process Corp. v. L. Goldstein's Sons, Inc., 612 F.2d
1353, 1357 (3rd Cir. 1980) (duration of license as a result of
the duration of patent rights which remain with the patentee will
affect licensees' willingness to pay a higher royalty based on,
among other things, their ability to build up good will over a
period of time through sales and marketing which will carry over
after the patent rights have expired).

-——f—- 10079.1
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8. The established profitability of the product made under
the patent; its commercial success; and its current
popularity.”

9. The utility and advantages of the patent property over
the o0ld modes or devices, if any, that had been used
for working out similar results.”

10. The nature of the patented invention; the character of
the commercial embodiment of it as owned and produced
by the licensor; and the benefits to those who have
used the invention.?

11. The extent to which the infringer has made use of the
invention; and any evidence probative of the value of
that use.?

12. The portion of the profit or of the selling price that
may be customary in the particular business or in
comparable businesses to allow for the use of the
invention or analogous inventions.®

13. The portion of the realizable profit that should be
credited to the invention as distinguished from non-
patented elements, the manufacturing process, business

26 Ig-

7 see Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d
1152, 1159 (6th Cir. 1978) (the utility of the patented product
over acceptable non-infringing substitutes is a factor to be
considered).

® See Radio Steel & Mfg. Co. v. MTD Products, Inc., 788 F.2d
1554, 1557 (Fed. Cir. 1986) (argument by the infringer that a low
royalty was appropriate because the patented wheelbarrow was a
limited contribution to the art).

¥ &See Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075,
1080-81 (Fed. Cir. 1983) (a reasonable royalty determined as a
percentage of energy cost savings the infringer realized from his
use of the patent owner's snow-making method).

% see Stickle v. Heublein, Inc., 716 F.2d 1550 (Fed. Cir. 1983)
(since the industry standard was to not require a royalty after
purchase of food processing equipment, a willing licensor could
not have reasonably expected a use royalty from either the maker
or user).
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risks , or significant features or improvements added
by the infringer.?

14. The opinion testimony of qualified experts.®

15. The amount that a licensor (such as the patentee) and a
licensee (such as the infringer) would have agreed upon
(at the time the infringement began) if both had been
reasonably and voluntarily trying to reach an
agreement; that is, the amount which a prudent licensee
- who desired, as a business proposition, to obtain a
license to manufacture and sell a particular article
embodying the patented invention - would have been
willing to pay as a royalty and yet be able to make a
reasonable profit and which amount would have been
acceptable by a ?rudent patentee who was willing to
grant a license.*

The Georgia-Pacific court cautioned that these factors are only
suggestions for consideration. Each court may choose any factors
it wishes in making its determination. The courts often will
choose some of Georgia-Pacific's broad factors and combine them
with more specific factors of the particular case.

The court in Georgia-Pacific also set out business factors
which it felt parties involved in a "hypothetical negotiation"”
would consider relevant. The court realized that such a
negotiation "would not occur in a vacuum of pure logic."* The
hypothesis is that a marketplace confrontation would involve
consideration of factors such as the parties':

. . . relative bargaining strength; the antici-
pated amount of profits that the prospective
licensor reasonably thinks he would lose as a
result of licensing the patent as compared to the
anticipated royalty income the anticipated amount
of net profits that the prospective licensee
reasonably thinks he will make; the commercial
past performance of the invention in terms of

3" sSee discussion of Entire Market Value Rule, supra.

2 opinion testimony of qualified experts is relevant in every
royalty determination to the extent determined by the court.

3  See Georgia-Pacific Corp. v. United States Plywood, 318 F.

Supp. 1116 (S.D.N.Y. 1970), modified and affirmed, 446 F.2d 295
(2d Cir.), cert. denied, 404 U.S. 870 (1971).

¥ T4, at 1121,
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public acceptance and profits; the market to be
tapped; and any other economic factor that
normally prudent businessmen would, under similar
circumstances, take into consideration in
negotiating the hypothetical license.¥

These are examples of yet more possible considerations in
determining a reasonable royalty.

A brief analysis of the above-mentioned fifteen factors
reveals some of their characteristics. Factors one, two and
three fall into a group which relates to specific and general
market conditions in the pertinent industry. They examine what
the general or "established" royalty has been for the patented
product or process. Factors four through fifteen fall into a
group which relates to the anticipated profitability of the
product or process as patented for manufacture, use, or sale by
the infringer. More specifically, they examine the range of
possible rates a licensor and licensee would agree upon. Some of
these factors in and of themselves have independent significance
and have become well-established considerations.

While the only limit to the types of factors which courts
may consider is the ingenuity of attorneys, a brief look at some
of the well-established factors as set out in Georgia-Pacific may
be insightful.

Established Rovalty Rate

The concept behind an established royalty is that a patent
owner may recover, usually as a minimum amount, the royalty rate
established by prior actual licenses for acts comparable to those
engaged in by the infringer.’ An established royalty is a rate
that has been freely negotiated, uniform, secured before the
infringement complained of, and which has a sufficient number of
licensees.? Rates that have been agreed to under a threat of
litigation or in a settlement agreement have been given little
weight by the courts in determining an established royalty. The

35 l_g.

% sSee Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075,
1078 (Fed. Cir. 1983).

 Rude v. Westcott, 130 U.S. 152, 9 S.Ct. 463 (1889).
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key requirement in proving an established royalty has been the
showing of a sufficient number of "like" agreements.®

As mentioned, the established royalty rate is usually seen
as the minimum recovery and not necessarily the maximum. For
example, assuming an established rate exists, the patent owner
would not be precluded from showing under a reasonable royalty
theory that the rate was unfairly depressed because of widespread
infringing activity.®* This example demonstrates how courts have
recently viewed the established royalty rate. It is often not
seen as a separate consideration in a damage calculations.* It
is often difficult to establish the requisite showings of enough
"like" licenses to prove an established royalty, but certainly
this evidence is very probative in a reasonable royalty
determination.

The reason that prior and existing licenses have been
considered as factors in determining a reasonable royalty is
based on: (1) the difficulty in proving and establishing a
royalty rate; and (2) actual results reached by persons with
conflicting economic interests shed great light on a possible
outcome to a hypothetical negotiation. These prior licenses
are often considered an important factor but are by no means
decisive. They have been required by courts to have a similar
characteristic to the hypothetically negotiated licenses.® The
significant aspect of using existing licenses in this way is that
even though they may not establish an existing royalty, they can
be considered valuable evidence on many grounds. Prior and
existing licenses may give evidence of the patentee's licensing

3 Deere & Co. v. International Harvester Co., 710 F.2d 1551

(Fed. Cir. 1983) (the court found that a single license given to
a minor competitor cannot be accepted as an established royalty).

¥ Trio Process Corporation v. L. Goldstein's Sons, Inc., 612
F.2d 1353 (3d Cir. 1983).

% Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075 (Fed.
Cir. 1983). See also Arriflex Corporation v. Aaton Cameras,

Inc., 225 USPQ 487 (S.D.N.Y. 1984) (established royalties used as
a factor in determining a reasonable royalty).

41 Trio Process Corporation v. L. Goldstein's Sons, Inc. 612
F.2d 1353 (3rd Cir. 1983).

2 gee Studiengesellschaft Kohle, m.b.H. v. Dart Industries,
Inc., 862 F.2d 1564 (Fed. Cir. 1988).
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ractices;*® industry standards covering the patent;* if the
P Y

patentee has in the past been willing to license and to what
extent;¥ and the relationship between the parties.® Prior
and/or existing licenses between the patentees and the infringer
are obviously given great weight by the courts. They may be the
single most revealing factor in determining how a possible
negotiation would have transpired and resulted. Licenses
obtained under threat of litigation or based on settlement
negotiations between the patentee and the infringer may be given
some consideration, but always with a skeptical eye.

The Analytical Approach

While the hypothetical negotiation method for formulating a
reasonable royalty remains the primary calculation tool, another
approach has been accepted by the courts. Under the analytical
approach, the starting point for a hypothetical negotiation is a
review of the infringer's profits. Although this method may seem
directly at odds with section 284, it has recently gained wide
acceptance by the courts.* This approach works by determining
the infringer's anticipated net profits from which is subtracted
some "standard" kind of profit level for the infringer to obtain
the remaining portion, which is then awarded to the patentee as a
reasonable royalty.® This methodology thus shifts the
hypothetical negotiation approach from what would have been
negotiated in a fictitious licensing agreement, to what -actually
occurred and what should be paid in damages. Courts applying
this approach will permit evidence regarding what the infringer

4 see id. (evidence showing a preferred licensee status of a

non-infringer and the rates of royalties paid under that license
were held probative of a reasonable royalty).

“ gee Stickle v. Heublein, Inc., 716 F.2d 1550, 1562 (Fed. Cir.
1983).

5  See Polaroid Corporation v. Eastman Kodak Company, 16 USPQ2d
1481 (D. Mass. 1990).

46

See Georgia-Pacific Corp v. U.S. Plywood Corp., 318 F. Supp.
1116 (S.D.N.Y. 1970), modified and aff'd., 446 F.2d 295 (2d

Cir.), cert. denied, 404 U.S. 870 (1971).

47 gee TWM Manufacturing Co., Inc. v. Dura Corp., 789 F.2d 895
(Fed. Cir. 1986); Tektronix, Inc. v. United States, 552 F.2d 343

(Ct. Cl. 1977); George-Pacific Corp. v. U.S. Plywood Corp., 446
F.2d 295 (2d Cir.), cert. denied, 404 U.S. 870 (1971).

#  1d. See also Tektronix, Inc. v. The United States, 552 F.2d
343 (Ct. Cl. 1977).
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believed his anticipated profits would have been at the time of
infringement.* They generally will not permit evidence of
actual losses to be admitted so as to defeat any possible
recovery by the patentee.®

Evidence of the infringer's actual profits is also admiss-
ible as probative in determining his anticipated profits.’’ This
forward-looking approach is typically used when the defendants'
actual infringement profits have been high. The courts have used
the infringer's actual profits as a sort of gauge in deciding if
the hypothetically negotiated royalty they determined was in the
correct range.®” They have even gone as far to say that the
reasonable royalty may be set as a percentage of the infringer's
actual profit.”® These are examples of still more factors which
a court may consider in determining a reasonable royalty.

Collateral Benefits and Convoyed Sales

Another set of factors in determining a reasonable royalty
focuses on "related products”. Courts have been willing to
consider the collateral benefits an infringer would realize from
the convoyed sale and/or collateral sale of parts, supplies,
accessories and associated products.*® The basis of the
consideration stems from the theory that a willing licensee who

¥  Trans-World Manufacturing v. Al Nyman & Sons, Inc., 750 F.2d
1552, 1568 (Fed. Cir. 1984).

% sSee Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d
1152 (6th cir. 1978).

1 Trans-World Mfg. Corp. v. Al Nyman & Sons, Inc., 750 F.2d at
1568.

2 Georgia-Pacific Corp. v. United States Plywood Corp., 318 F.
Supp. 1116 (S.D.N.Y. 1970), modified and affirmed, 446 F.2d 295

(24 Cir.), cert. denied, 404 U.S. 870 (1971).

3 Fromson v. Western Litho Plate & Supply Co., 853 F.2d 1568,
1577 (Fed. Cir. 1988).

% Deere & Co. v. International Harvester Co., 710 F.2d 1551,
1554=55 (Fed. Cir. 1983) (where sales of harvesting combines
would reasonably be expected to result from sales of the patented
corn harvesting device. The patented item made it possible for
the first time to harvest corn with a combine and therefore
created a market for this more expensive item. The court
determined that a prospective licensee of the patented harvesting
device could reasonably expect to receive collateral benefits and
therefore, would be willing to pay a higher royalty fee).
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could expect to make sales of collateral items from his use of
the patented product would be willing to pay an increased
royalty. Correspondingly, if the patentee is also in the
business of selling the patented products, as well as those
related products, he would reasonably expect a higher royalty to
compensate for his loss.

As mentioned above, there are two types of collateral
benefits specifically considered by the courts: convoyed and
collateral sales. Collateral sales differ from convoyed sales in
that they are usually considered the by-product of the sale of
the patented item, whereas convoyed sales are seen as an
accompaniment to the original purchase of the patented product.
For example, if the patented product is a paper towel dispenser,
a collateral sale may be a subsequent sale of paper towels to
restock the machine. On the other hand, a convoyed sale may be a
non-patented wall mounting device which is sold along with the
paper towel dispenser. Collateral sales may also be seen as an
ongoing benefit whereas convoyed sales are usually a one-time
enrichment. Please do not confuse the factor of convoyed sales
with the entire market value rule. A convoyed sale is made on an
item which is not an actual part of the patented product. The
distinction between convoyed and collateral sales may be
difficult to make, but it is important that you realize that
these sales are a factor at arriving at a reasonable royalty
rate.

A Recent Case Example

It may be of some value to look at a particular case
involving the determination of a reasonable royalty which
involved a university as the patent owner. The case of Water
Technologies Corporation v. Calco, Ltd.,*® involved the Kansas
State University Research Foundation and its exclusive licensee
Water Technologies Corporation. The defendants, Calco, Ltd. and
William J. Gartner, were found to have infringed four patents
owned by the plaintiffs. The patents covered methods of
disinfecting water using demand bactericide resins. The original
damage calculation was based on lost profits, but the Federal
Circuit determined that the requisite showings did not support
such an award.’® Upon remand, the district court heard evidence
from all parties on determining a reasonable royalty. The
plaintiffs argued that prior licenses for the patents covered in
suit were direct evidence of royalties which should have been
awarded. They determined that a sliding scale of the royalties

% 850 F.2d 660 (Fed. Cir. 1988), aff'd in part, rev'd in part,
remanded, 714 F.Supp. 899 (N.D. Ill. 1989).

% 1d., at 672.
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would have amounted to a figure of 30% of the defendants' sales
of the patented products. The defendants countered with a 5%
figure based on their purported "licensing" of the infringing
product.

The court began its analysis by rejecting both parties'’
calculations. It first took issue with the plaintiff's 30%
figure. It noted that the patents, as of the date of licensing
and thereafter, had met with little commercial success and would
have had difficulty in commanding a 30% royalty. The court then
examined the defendants' sham licensing agreements. The
defendant had agreed to license the infringing product between
themselves. The court determined that the defendants licensing
practices were improper for two reasons. First, the licensing
agreements were entered into with knowledge of the plaintiff's
patents. Therefore, the court held that adapting the defendants'
calculations "would allow two infringers to enter into a sham
licensing agreement with a low royalty figure, and then claim
that this manufactured figure represents a reasonable royalty.""
Second, the court held that even if this 5% figure was not a
sham, the defendants had acted improperly in the face of the
plaintiff's known property rights. As a result, the court
declined to establish a rule such as the one reguested by the
defendants.

Finally, the court set out the factors which it felt were
controlling. They first dealt with the commercial success of the
patents. Even though the court felt the patents had not
established themselves in the market, the court noted that there
had been some change in this position. Perhaps the most
significant factors considered were the expressed desire of the
defendants to enter into a licensing agreement with the plaintiff
just prior to their infringement and a soon to be closed
licensing agreement deal between the plaintiff and a major U.S.
corporation. The court saw these factors as an indication of the
increased interest in the patents. Also factored into the
calculations was the lack of comparable non-infringing products.
The court determined that a 20% royalty based on the defendants'
sale would be a just and reasonable royalty in light of the
aforementioned factors.

Although some courts have permitted the consideration of the
infringer's profit margin in determining a reasonable royalty,
this consideration was rejected by the Water Technologies court.
It felt that the use of this factor would be a back door into the
calculation of damages based on lost profits, a basis of damages

7 Water Technologies Corp. v. Calco, Ltd., 714 F. Supp. 899, 906
(N.D. I1l. 1989).
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7 Water Technologies Corp. v. Calco, Ltd., 714 F. Supp. 899, 906
(N.D. Ill. 1989).
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which had earlier in this case been explicitly rejected by the
Federal Circuit.®

Lost Profits

A shift in focus is now required to complete the picture of
damage calculations in patent infringement suits. If a patentee
can prove that "but for" the infringer's improper acts, he would
have made greater sales, charged higher prices or incurred lower
expenses, he is then entitled to be awarded damages in the form
of lost profits.*® The burden of proof on the patentee is one of
a reasonable probability.® The burden is more easily satisfied
when there exists a two-supplier market.

A leading case in determining lost profits, Panduit Corp. v.
Stahlin Bros. Fibre Works, Inc.%, has set out a four-prong test
for establishing a reasonable probability that "but for" the
sales by the infringer, the sale would have been made by the
patentee:

(1) Whether a demand existed for the patented product
during the period of infringement;

(2) Whether there was an absence of acceptable
manufacturing substitutes for the patented product
during the period of infringement; '

(3) Whether the patentee had the manufacturing and
marketing capabilities to have supplied the
patented product to the customers who bought the
infringing product;%

¥ Id. at 905.

% Bio-Rad Laboratories, Inc. v. Nicolet Instruments Corp.,

739 F.2d 604, 616 (Fed. Cir.), cert. denied, 105 S.Ct. 516
(1984).

% rLam, Inc. v. Johns-Manville Corp., 718 F.2d 1056, 1065 (Fed.
Cir. 1983).

8 575 F.2d 1152 (6th Cir. 1978).

2 polaroid Corporation v. Eastman Kodak Company, 16 USPQ2d 1481

(D. Mass. 1990) (patentee did not have a presence in certain
markets and therefore was precluded from obtaining lost profits
for those infringing sales. The award for those sales was based
instead on a reasonable royalty).
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(4) The amount of profit the patentee would have made
on the lost sales.

This test, while not the exclusive method of determining
lost profits, is the most frequently utilized and has been
approved by the Federal Circuit.® One of the most difficult
determinations of the four factors may be that of number two (2).
The determination of exactly what is or is not an "acceptable
substitute" is difficult to establish. Many market, production
and sales factors may be considered by a court in making this
determination.

Whether a truly "acceptable substitute" ever exists has
recently come under scrutiny by the courts. The court in Panduit
noted that the "acceptable substitute" must be viewed with some
skepticism and reservation considering that an infringer had
chosen to risk infringement rather than to use the alternate
product.®

Pro-Rata Market Share Technigque

Once a court determines that lost profits have been proven
by the patentee, it will make a determination on the extent of
the award based on the patentee's market share. The court will
determine what percentage of the pertinent industry is controlled
by the patentee. The next step is the determination of the
number of sales that the defendant has made of the infringing
product. Then, the court will apply the patentee's market share
percentage to the number of infringing sales to determine the
number of units for which the patentee is entitled to lost
profits. The remaining sales made by the infringer are used to
calculate a damage award based on a reasonable royalty.

The first use of the pro-rata market share technique was
recently made by the Federal Circuit in State Industries, Inc. v.
Mor-Flo Industries, Inc.® The court determined that the
patentee had a 40% market share in the relevant industry and, as
a result, held that 40% of the defendants' sales of the
infringing product was subject to lost profit damages. The
remaining sales made by the defendant (60% of the total
infringing sales) were held to be subject to a reasonable royalty

@ See Datascope Corp. v. SMEC, Inc., 879 F.2d 820, 822-23
(Fed. Cir. 1989).

% See Panduit Corp. v. Stahlin Bros. Fibreworks, Inc., 575 F.2d
at 1162.

6 883 F.2d 1573, 1577-80 (Fed. Cir. 1989).
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determination.® Assuming lost profits may be proven, this new
market share technique may be the wave of the future for
determining damages in an infringement action involving a multi-
competitor market.

It should be noted that the court's opinion does indicate
that the patentee could possibly have had the right to add the
market share of other infringers in the industry to its share and
to apply that percentage to infringer's portion of the market.
The patentee had, however, only asked for its market share as
lost profits, and therefore, the court felt it unnecessary to
take this measure.?

Lost Profits - Other Factors

The range of factors which may be considered in a
calculating lost profits can be as broad as those for determining
a reasonable royalty. Courts may look at the patentee's product
gquality, production capabilities and methods, marketing history,
related product lines, good-will in the industry, management
quality, and price cuts which the patentee made as a result of
the infringement. Consideration is also given to world or
regional economics, the presence of grey market goods and the
desirability of the product in the market. The infringer's
actual sales is of course, a top priority in this determination.
These are just some of the multitude of factors a court may
consider in establishing damages based on lost profits.

Government Funded Research

One final area concerning patent damage awards warrants
discussion. This is the law governing government funded
research. In considering the licensing of patents from
universities, one should keep in mind this area of law and how it
may play a role in possible damages determination. The following
is a brief outline of the present state of the law in
interpreting the patent rights granted under government funded
research and development contracts.

Prior to 1980, the licensing and ownership of patents
obtained with government funded research was controlled by the
individual government agency which provided the funding. 1In a
guest to unify the many different government agency policies and
related regulations, Congress, in 1980, enacted the University
and Small Business Patent Act 35 U.S.C. § 200 et seg. The policy

B &
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considerations behind this act were to promote the utilization of
inventions arising from federally assisted research; to promote
collaboration between commercial concerns and non-profit
organizations; and to ensure that the government obtains
sufficient rights in federally supported inventions to meet the
needs of the government and to protect the public from non-use or
an unreasonable use of an invention. The statute underwent
modifications in 1984 and 1988.

The statute provides for two possible ownership outcomes.
The first is permitting the ownership rights to remain with the
inventor. The government, as a result, would be granted an
irrevocable, non-exclusive, royalty-free license. The second
possibility is that title would vest in the government with the
inventor obtaining similar rights as the government gained in the
first situation. In the first situation, the subsequent licensing
rights and/or duties would rest with the inventor.

Perhaps the most significant section of the statute is the
provisions relating to the government's "march-in rights". This
is the section within the Act which has best ensured that a
government funded patent will benefit society. Under § 203, if a
party who has obtained rights under the Act has not licensed the
patent in a way which will exploit its benefits, or if a party to
whom the patent was licensed is similarly negligent, the
government may "march-in" and grant additional licenses. This is
a determination made by the agency who granted the research
funding. This action may be prosecuted if:

(a) action is necessary because the contractor or assignee
has not taken, or is not expected to take within a
reasonable time, effective steps to achieve practical
application of the subject invention in such field of
use;

(b) action is necessary to alleviate health or safety needs
which are not reasonably satisfied by the contractor,
assignee, or their licensees;

(c) action is necessary to meet requirements for public use
specified by federal regulations and such requirements
are not reasonably satisfied by the contractor,
assignee, or licensees; or

(d) action is necessary because the agreement required by

section 204 has not been obtained or waived or because
a licensee of the exclusive right to use or sell any
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subject invention in the United States is in breach of
its agreement obtained pursuant to section 204.%

This section is particularly important when you consider
that the licensor may have granted an "exclusive" license to a
manufacturer. The government, upon making the requisite
determination, may remove the exclusivity of that license. This
factor as well as the other statutory rules enacted in this
legislation must be kept in mind as possible considerations in a
reasonable royalty determination.

% 35 U.S.C. § 203. Section 204 deals with a requirement that
the licensee's use or manufacture of the patented item will be
done "substantially" within the United States.
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MENMORANDUM FPOR:  HONORABLE MALCOLM BALDRIDGE
SECRETARY OF COMMERCE |
FROM1 DAVID A. BTOCKMAN D, A. §.
DIRECTOR
SUBJECT: Assignment of Lead Agency for

Inplementation of P.L. 96-517

As you may know, we will soon issue a new OMB Circular which
provides uniform implementing guidance for the Government
patent policy section of Public Law 96-517, "The Patent and
Trademark Amendments of 1980.°" This Act gives nonprofit
organizations and small businesses a first right of refusal to
title in inventions they have made in performance of
Government grants and contracts. The Act takes precedent over
approximately 26 conflicting statutory and administrative

policies.

Since the Act 1s a fundamental change in the more traditional
policy of Government ownership to inventions made with its
support, we Dbelieve 1t is essential that a lead agency be
designated to review agency implementing regulations;
disseminate and collect informationy; monitor administrative
or compliance measures; evaluate the Act's implementation; and
recomnend appropriate changes to OMB/OFPP. (A more detailed
list of proposed lead agency functions and staffing is
provided in Attachment A.)

The Department of Commerce seems the natural choice for
assignment of this new lead agency function due to its prior
experience and wide ranging interest in technology transfer.
productivity, 1innovation and Government patent policy. In
order to take full advantage of Commerce's experience and to
support the expansion of the concept of P.L. 96-517 to all
recipients of Federal research and development funding, the
proposed functions include authority to collect information
and recommend policy and regulatory changes that affect
recipients beyond those covered by the Act.

maa .
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I hope you will accept the responsibility for the lead agency
which we believe will be challenging and rewarding. I would
appreciate your designating an official to work with my staff
in developing the details necessary to assure smooth
implementation of the Circular and the lead agency.

I have designated Don Sowle, the Administrator of the Office
of Federal Procurement Policy as my staff focal point, who has
responsibilitiy for isguing patent policy regulations
implementing P.L. 96-517.
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“he Director

bonald E. Bowle

SURJECT: Decision Paper - Assignment of Lead Agency for
"Patent & Trademark Amendments Act of 1980" (P.L.
96-517)

Issue

»+ _ablishment of uniform regulations implementing the 2ubject
Act regquires that OMB decide which agency should receive the
lead agency assignment to oversee implementation of the law

and regulations.

_Background_

The "Patent and Trademark Amendments Act of 1980" repeals 26
aa.ncy statutes and regulations and establishes a set of
¢. :Jjelines for giving universities, non-profit organigations
.4 snall businesses the right of first refusal of title to
inventions resulting from performance of Government grants and
contracts. As noted in the Senate Report accompanying the
bill, "patent policies . . . represent a serious impediment to
the effective tranaferral of new technologies.™ The bill
represents “an important first step in turning aroynd the
undesirable productivity and innovation slumps that the United

States is now experiencing.”
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On Jme 3, 1981, the Office of Federal Procurement Policy
(OFPP) sought your decision about whether-™uniform Government-
wide regulations implementing the Act for both procurement and
grant transactions (should) be issued by OMB." You concurred,
and OFPP, with the support of Intergovernmental Affairs
Division (IGA), issued Bulletin 81-22, "patents——Small
Business Firms and Non-Profit Organizations, "setting forth
interim regulations with public comments due by September 1.
We have completed the assessment of comments received snd will
soon be submitting a revised Circular for your signatufé€.
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In order to cecmplete preparation ©f a Final Circular, the
issue of which a2gency should be assigned lead responsibility

must be decided. On the earlier memo cited above, you
selected the 1lead agency alternative rather than other
approaches qnd suggested the Department of Commerce. y B
Discussion M o - 2
The Act itself specifies no lead agency, nor does the 3
legislative history indicate any desire for such a mechanism. H

The Act applies statutory requirements on all Federal agencies
generally, with only limited citation of specific agencies for
technical or pro forma functions. The following discusses the
choices, then recommends that the Department of Commerce be
assigned the role.

~

B A deeimie iRy

Relationship to Current Situation. Recently the Congress has.
stipulated a 1lead agency to implement a similar bill
introduced by Senator Harrison Schmitt (R. —-New Mex.). This
bill (S. 1657) extends to all private organizations,
regardless of size, the rights to patents as are now conferred
on small businesses and non-profit organizations. There i8 a
companion measure in the House (H.R. 4564) introduced by
Congressman Allen Ertel (D. PA). The Schmitt bill designates
Commerce as lead agency, while the Ertel bill cites a special
coordinating council. The Administration has testified in
support of the Schmitt Lead Agency concept, although reserving
to the President the choice of which agency to serve as lead.

Also, the OMB Associate Director for Management has an
initiative under way to designate or redesignate lead agency
responsibility for all 61 generally applicable reguirements
tied to assistance programs. Assignment of a lead agency for
the new patent requirement is fully consistent with that

program.

Lead Agency Selection. To assess which agency should receive
the lead, 1t 1is necessary to identify the functions that a
lead agency would fulfill. 'In general, the agency would
provide advocacy, and assess-effectiveness of P.L. 96-517. It
would review agency implementing regulations and procedures
and disseminate information both within and without
Government; evaluate the Act's implementation and recommend
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. ..oxe changes to OMB/OFPP; and oOversee necessary

roministrative ‘or other compliance measures. A more detailed
list of proposed lerad -agency functions {is shown in
Attachment A, -~  =7-°0 w-be-o Moo oo -
CORLEDL BB LAZHRT LGN PTODESS., Wat ST F omgee o5

v light of the foregoing, we have applied the following
-citeria to assessing which agency to designate: ~

RN Ny pany e rgenr~ -
E
it

1. Does the .agency have existing responsibilities in any of
the following areas:

A Patents and patent law;
b. Technological innovation and commercialization;
Ce Technology transfer;

. Small business advocacy?

UNrig i A + hdbm s M b s e
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2 Does the agency have sufficient personnel skilled in the
above areas, and in the area of grants and contract monitoring
or cross-agency relations?

3. Is the agency likely to be supportive of the law?

Lt 1 384D s ik

PO ST

4. Could the agency expand to take on a larger policy role
regarding patents and innovation if the Administration should
so0 determine?

'ssment  of Choices. In summary, the following

« _anizations show limited capacity to meet the above
criteria: ’ '
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- General Services Administration -- GSA has existing
responsibilities in the areas of procurement and property
management and regulations. It is also geared to deal
with a wide variety of agencies. It is argued, however,
that GSA is not well suited to leading the effort to
translate intellectual property into new commercial
enterprises. Further, GSA has neither R & D nor patent
programs and would have difficulty in coordinating
cabinet-level agencies outside of its Government
licensing functions. .
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— Department of Justice -- This choice might =allow any
enforcement function to take on a certain formalistic
strength. But our review does not suggest an appropriate
affiliation within Justice, and there is reluctance to
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attach a litigational mentality to implementing this law.
The Department is unlikely to want new functions not
directly related to its present law enfcrcement funotions
and would_, _have. little active > interest in the
commercialization processg: . The Justica Department has in
the past  taken a. position against private . ownership ot
patents resulting fron Government aponaored R & D.

! b

National 8cience Foundation and HHB - —. These agencies
have a strong commitment to basic research and have close
connections to the university community, where much basic
research and invention takes place. But these agencies
are less familiar with the business world, and would not
be seen by the "business community as an effective
advocate of applied research and technology transfer.

-.- 2 ER o DS ee T ."\-.._—.?‘~

OMB/-OFPP/—OSTP —-—- The Executive Office, primarily OFPP,
has a statutory role in the law and 18 well situated to
pressure operating agencies not in compliance. It can
also serve as a prominent spokesman for efforts to
promote innovation. While the Executive Office may. be a
suitable policy broker and "court of appeals,” however,

" placing the daily implementation burden here would

increase the number of operating functions to
Presidential staff.

Small Business Administration — This agency has a Cfliéf
Counsel for Advocacy with responsibilities in aiding
small business innovation. It also has staff dedicated
to funneling Government grants and contracts to small
business. On the other hand, the agency has 1little
experience with - the university  and non-profit
communities; it also could not naturally expand to cover
large businesses should such legislation be enacted. It
would ‘have limited clout among Cabinet-level

departments.

Patent and Trademarks Office —- This office within the

Department of Commerce deals principally with. the
technical merits of patent applications and has little
involvement with patent ownership problems, innovation,
productivity issues, or broad patent policy issues. The
Department of Commerce has recently testified in behalf
of strengthening PTO as part of an overall effort to
strengthen its patent policy functions, but PTO in 1its
present form could not encompass the lead agency role.
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-gency function be assigned to the Department of Cozmerce for
the following reascnsg

1.

The Department has  a natural scope . and revious
experience - covering ‘patents, commercial affairs  and
technological innovation. Critics might argue that it is
less experienced in technology transfer and has limited
involvement with the academic community (compared to RSP
& HEEB). However, the Department is moving to strengthen
its ability to address issues of productivity and
innovation. It is8 presently reorganizing its economic
affairs activities to comprise an Undersecretary for
Economic Affairs supervising an Assistant Secretary for
Productivity, Technology and Innovation (PTI).
Purthermore, OSTP recommends that the academic view,
where Commerce i= weak, could be strengthened via an
advisory group utilizing it's statutorily created
PCCSET, as well as NSF. -

The new Assistant Secretary (PTI) was conceived to use
existing staff resources to concentrate on sector
analysis of major industries. This would give little
attention to technological innovation in the small
business and non-profit sectors. As a Cabinet agency
already overseeing astaffs for small business, patents,
pronotion of caommerce, and industrial analysis, however,
the Department is best able of all the candidates to
reassign or recruit sufficient staff for the proposed
function.

Although it may be difficult to oversee such Departments
as Defense and Health and Buman Services, who may resist

-intrusion by & lead agency into disposition of their own

substantial research programs, a Cabinet agency is more
likely to succeed than are other candidates. Even the
Executive Office would fa{l to provide the detailed daily
oversight necessary to implement the law. The Assistant
Secretary (PTI) could represent this function with
suitable rank for most purposes, then have recourse, as
necessary, through the Cabinet and working with EBxecutive

- Office Staff.

Commerce has expressed support, in principle, for
updating the patent system as an incentive to industrial
productivity. The Department has recently reguested more
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Functions Specific to Public Law 9¢-517:

L Review agency implementation to determine compliance with the Act

and OFPP regulatons,

2 Develop formats and procedures for the collection of utilization
infformation f{rom contractors and grantees. Collect and publish

utilization information.

3.  Provide, as determined necessary, recommendations to OFPP/OMB on
changes to Government-wide implementng regulauons.

4, As part of carrying out of functions of A.l-3, establish and chair an
advisory group or groups, including representatives of the agencies and
the grantee/contractor community and other private organizations.

o Operate the NTIS Government licensing program under the authority of
P.L. 96-517 and provide, when determined necessary, recommerigatins

on improvements that could be made in this area.

-

General Functions

Review and evaluate the effectiveness of existing Government policies
on the ownmership of inventions by Government contractors, and make
recommendations to OMB as to how such policies could be improved to
more effectively stimulate innovation and productivity.

b

Collect and maintain statistics on Government patent policies and
practices to provide a base for policy development and evaluation.

3. Establish and chair an advisory group or groups, Including
representatives of agencies and performers of Government research, to
discuss issues related to Government policies on ownership of inventions
made with Government support. FCSSET & NSF should partucipate.

4. Coordinate administration positions on proposed legislation related to
ownership of inventions made with Governmment support.

Operate the PTO govermmeni-employee invention disposition program

and provide, when determined meCessary, recommenctons on

improvements that could be mads In thus arce.

Owiits o p
R““‘NW“\N
Operate the PTO govermmeni-employee invention disposition program

and provide, when determined neCessary, recommenctons  on

improvements that could be made in tus arca.
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are not reasonably satisfied by the
contractor, assignee, or their licensees;

{3) Such action is necessary to meet
requirements for public use specified by
Federal regulations and such
requirements sre not reasonably
satisfied by the controcior, assignee, or
licensees: or

(4) Such action is necessary because
the agreement required by paragraph i.
of this clause has not been cbtained or
waived or because a licensee of the
exclusive right to use or sell any subject
inventicn in the United States is in
breach of such agreement.

k. Special Provisions for Contracts with
Non-prefit Organizations

If the contractor is a nori-profit
crganization. it sgrees that:

(1) Rights to a subject invention in the
United States may not be assigned
without the approvel of the Federa/
agency, £xcept where such assignment
is made 1o an organization which has as
one of its primary functions the
management of inventions and which is
not, itself, engaged in or does not hold a
substantial interest in cther
organizations engaged in the
manufacture or sale of products or the
use of processes that might utilize the
invention or be in competition with
embodiments of the invention provided
that such assignee will be subject to the
same provisions as the contractor);

{2) The contractor may not grant
exclusive licenses under United States
patents or patent applications in subject
inventions tc persons other than small
business firms for a period in excess of
the earlier of:

{i) Five yesrs from first commercial
sale or use of the invention; or

{ii) Eight years from the date of the
exclusive license excepting that time
before regulatory agencies necessary to
obtain premarket clearance, unless on a
case-by-case basis, the Federal agency
approves & longer exclusive license. If
exclusive field of use licenses are
granted, commercial sale or use in one
field of use will not be deemed
commercial sale or use as to other fields
of use, and a first commercial sale or
use with respect to a product of the
invention will not be deemed to end the
exclusive period to different subsequent
producis covered by the invention.

{3} The contractor will share royalties
collecied on & subject invention with the
inventor; and

{4) The belance of any royslties or
income earned by the controcior with
respect to subject inventions, after
payment cf expenses (including
pavyments to inventors] incidental to the
administration of subject inventions,

will be utilized for the support of
scientific research or education.

1. Communications

{Complete According to Instructions
at Part 8.b. of this Circular).
[FR Doc. 524356 Flied 2-18-22: 3:45 am]
BILLING CODE 3110-01-M
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producis covered by the invention.

{3} The contractor will share royalties
collected on & subject invention with the
inventor; and

{4) The balance of any royslties or
income earned by the contracior with
respect to subject inventions, after
payment cf expenses (including
payments to inventors) incidental to the
administration of subject inventions,




THE WHITE HOUSE
WASHINGTON

February 18, 1%&3

MEMORANDUM TO THE'HEADS OF EXECUTIVE DEZPARTMENTS AND AGINCIZS

cY.

L

SUZJECT: - GOV RNMENT PATENT POL

To the extent permitted by law, agency oolicy with respect 0
the di5position of any invention made in the performance oI a
federally~-Zunded research and CEVElODmEﬁ; contract, grant or
cooperative agreement award shall be the same or subsbangﬂale
the same as. applied to small business firms and nonproIit
organizations under Chapter 33 of Title 35 of the United
States Code. :

In awards not sukject to Chapter 38 of Title 35 of the
United States Cocde, anyv ¢ the rights of the Government or
obligations of the performer described in 35 U.S.C. 202-204

may be waived or cmitted if the agency determines (1) that the

interests of the United States and the ceneral public will -be
better served thereby as, £for example, where this is necassary
to cbtain a unicuely or highly cualified performer; or (2)
that the award involves co-sponsored, ccst sharing, or joint
venture research and development, zand the performer, co-
sponsor or joint ventu-:r is making substantial contribution
of funds, facilities or equipment to the work performed under
the award., - ' '

In acddition, agencies should protect the confidentiality o
invention disclosure, vatent applications and utilizaticn
reports reguired in performance or in consecuence of awards o
the extent permitted by 35 U.S.C. 205 or other aonlicable '

.th

Jlaws.

o
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THE WHITE HOUSE

Office of the Press Secretary

mmediate Release
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FACT SHEET

February 18, 1983

President Reagan has today signed a Memorandum to the heads of
executive departments and agencies directing, to the extent
permitted by law, a revision of the current policy with
respect to rights in inventions made during performance of
Government research and development contracts, grants or
cooperative agreements. This Memorandum directs the agencies
to adopt and implement the same or substantially the same
policies for all R&D contractors as those set forth in

Public Law 96-517 (Chapter 38 of Title 35 of the United States
Coée) for small businesses and nonpro;lh organizations. It is -
intended to achieve more unlkorm and effective Government-wide

policies.

Inventions developed under Government

support constitute a

‘ valuable national resource. With appropriate incentives, many
. - - o0f these inventions will be further developed commercially by

== * the private sector. The new products_

-and processes that

result will improve the productivity of the U.S. economy,

create new jobs, and improve the position of the U.S. in world
trade. The policy established by the Memorandum is designed

"to provide such incentives.

*

Experience has shown that, in most instances, allowing ;
inventing organizations.to.retain title- to inventions made-- -
witi Federal support is the best incentive to obtain_the risk

capital necessary to develop technological innovations. The
new policy provides tha*, with limited exceptions, the

inventing organizations may retain title to the invention,
subject to license rights in the Government which will enable
the Government to use the invention in its own programs. The
Government will also normally retain the right to "march-in"
and require licensing when the inventing organization fails to

pursue éevelopment of the invention.

In addition, the

Department of Justice will develop an appropriate safeguarq
against anticompetitive retentions of title by organizations

not subject to Public Law 96-517.

~

S
Denarbment of Justice will develop an
eagainst anticompetitive retentions of
not subject to Public Law 96-517.

I

p
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appropriate safeguard
title by organizations
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To the extent permitted by law, th¥s Memorandum is zpplicable
to all statutory programs including those that provide that
inventicns be made availzble to the public. Those agencies,
such as Naticnal Reronautics and Space Administration and the
Department of Energy, which continue to operate under statutes
which are inconsistent in respects with the Memorandum, are
expected to make maximum use of the flexibility available to
them to comply with the provisions -.and spirit of the
Memorancum.

‘In order to promote uniformity, President Reagan has also

sked the Director of the Office of Science and Technology.
Pollcy through the Federal Coordinating Council for Science,
Engineering and Technology to evaluate the effectiveness of
the 1mplementaglon of the Memorandum and make recommenda-
tions for revision or modification of the Memorandum, -OMB
Circular A-124, the Federal Acqu151tlon Regulatlon, or agency
regulations, policies, or practices. . The agencies will also
rovide the Council with data on the disposition and utili-
zation of inventions resulting from their programs and on
their use of patent rights clauses, excepticns and walver
authorltles.
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June 29, 198}

PATENT LAW AMENDMENTS

Mr. DOLE. Mr. President, I ask the
Chair lay before the Senate calendar
order No. 1016, S. 1538.

The PRESIDING OFFICER. The
bill will be stated by titie.

The assistant legislative clerk read
as follows:

A bill €S. 1538) to amend the patent law of
the United States.

The PRESIDING OFFICER. Is
there objection to the immediate con-
sideration of the bill?

TFhere being no objection, the Senate
proceeded to consider the bill, which
‘’had been reported from the Commit-
tee ori the Judiciary with amendment,
as follows:

S. 1538
Be it enacled by the Senale und House of

. Representatives of the United Staies of

America in Congress assembled, That this
Act may be cited as the “Patent law
Amendments of 1983, -

SEc. 2. (a} Chapter 14 of title 35, United
States Code, is amended by adding at the
end thereof the following new section:

“5156. TIssuance of patents without examina-
tion] & y 2 ding

“(a) Notwithstanding any other provisions
of this title, the Commissioner 1s authorized
to [issue a patent on an invention without
the examination required by sections 131
and 132 of this title,] publish a siatutory in-
venlion regisiration containing the specifi-
cction and drawings of a\regularly filed ap-
plication for ¢ patent without examination,
except as mav be reguired to conduct an in-
terference proceeding, 1o determine compli-
ance with section 112 of this title, or to
review for formalities required for printing,
if the applicant—

“{1) waives [all remedies with respect to
the patent and any reissue thereof, arising
under sections 183 and 271 through 289 of
this zitle and under any other provision of
Federal law, within such time as the Com-
missioner specifies, and] the right (o receive
a patent on the invention within such
period as may be prescribed by the Commis-
sioner, and

“(2) pays application, publication cnd
other processing fees [fees, which may be
less than those specified in section 41 of this
title, established by the Commissioner for
the filing and issuance of such & patent.]
Commissioner.

*(bY The waiver under this section shall
take effect upon [issuance of the patent. No
meaintenance fees shall be required with re-
spect to patents issued under this sec-
tion.”.} publication of the statutory inven-
tion recording.

“fc) A statulory invention recording pub-
Iished pursuant to this section shall have all
of the attributes specified for patents in this
title except those specified in section 183,
and sections 271 through 289 of this title A
statutlory invention recording shall not have
any of Lhe attnbules specified for patents in
any other tille of this Code.”".

(b) The analysis for chapter 14 of title 35,
United States Code, is amended by acdding
at the end the foliowing:

~156. [Issuance of patents without examina-
tion.”.] Statutory invention re-

/" cording.”,

{¢) The Secretary of Commerce shall con-
vene an inder-agency committee Lo co-ordi-
nale policy on the use of the statutory in-
vention recording procedure by agencies af
the United States. Such policy shall ordinar-
v require use of the statutory invention ve-

ki
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cording procedure for inventions as to
which the United Stales may have the right
of ownership ¢hat do not have commercial
potential. The interagency committee shail
also, after oblaining views from the public,
establisk standards for evaluating the com-
mercial polentinl of inventions to which the
government may have the right of owner-
ship. The head of each agency which has a
significant research program {as determined
by the Secrelary of Commercel shall desig-
nate either the senior technology transfer of-
JRcial or the senior vesearch policy official o
participate as a member of the interagency
commitiee. The Secretary of Commerce shall
reporl o the Congress arnnually on the useof
statuiory invention vecordings. Such report
shall include an assessment of the degree to
which. agencies of the Federal Government
are making use of the statutory invention
recording system, the degree to which it aids
the management of federally developed tech-
nology, and an assessment of the cost sap-
ings to the Federal Government of the use of
such procedures.

EC. 3. Bection 134 of title 35, United
States Code, is amended by striking out
“primary”

—[Sec. 4. Section 151 of title 35, United

States Code, is amended—

° [(1) by amending the second sentence in
the first paragraph to read as follows: “The
notice shall specify the issue fee which shall
be paid within three months thereafter, or
within such shorter time, not less than one
month, as fixed by the Commissioner in
such notice.”; and

{(2) by striking out the third paragraph.j

Sec. [5.]4. Section 361(d) of title 35,
United States Code, is amended by inserting
“or within one month {thereafter”} after
such date” after *application” in the first
sentence.

Sec. £6.35. Section 366 of title 35, United
States Code, is amended—

(1) by inserting “after the date of with-
drawal,” after “effect”;

{2) by inserting *, unless & claim for the
benefit of a prior filing date under section
365(c) of this part was made in a national
spplication, or an international application
designating the United States. filed before
the date of such withdrawal” before the
period at the end of the first sentence; and

(3) by inserting “withdrawn" after “‘such”™
in the second sentence.

Sec. [7.]6. (8) Section 371(a) of title 35,
United States Code, is amended by—

(1) striking out *is” and inserting in lieu
thereof “may be”; and

(2 striking out *, except those filed in the
Patent Office™.

(b) Section 3871(bY 'of title 35, United
States Code, is amended to read as follows:

“(b) Subject to subsection (f) of this sec-
tion, the national stage shall commence
with the expiration of the applicable time
limit under erticle 22 (1) or (2) of the

treaty.”.
(c) Section 371(cX2) of title 35, United
States Code, is amended by— -

(1) striking out “received from" and in-
serting in lieu thereof “‘communicated by’

(2) striking out “verified"” before “transla-
tion".

(d) Section 371(d) of title 35, United
States Code, is amended to read as follows:

*(d) The requirements with respect to the
national fee referred to in subsection (¢X1},
the translation referred to in subsection
{c)(2), and the oath or declaration referred
to in subsection (¢)(4) of this section shali
be complied with by the date of the com-
mencement of the national stage or by such
later time as may be fixed by the Commis-
sioner. The copy of the international appli-
cation referred to in subsection (¢X2) shall

S 8915

be submitted by the dale of the commence-
ment of the national stage. Failure to
comply with these requirements shall be re-
garded as abandonment of the application
by the parties thereof, unless it be shown to
the satisfaction of the Commissioner that
such failure to comply was unavoidable. The
payment of & surcharge may be required as
a condition [for] of accepting the national
fee referred to in subsection (¢)(1) or the
oath or declaration referred to in subsection
(c)4) of this section if these requirements
are not met by the date of the commence-
ment of the national stage. The require-
ments of subsection (¢)3) of this section
shall be complied with by the date-of the
commencement -of the national stage, and

failure to do so shall be regarded as & can-

celiation of the amendments to the claims
in the international application made under
article 19 of the treaty.”.

Sec. [8] 7. () Section 372(b) of title. 35,
United States Code, is amended by—

(1) striking out the period at the end of
paragraph (2) and inserting in lieu thereof a
semicolon; and
(2) inserting at the end thereof the follow-
ing: '
“(3) the Commissioner may require & veri-
fication of the translation of the interna-
tional application or any other document
pertaining thereto if the application or
other document was filed in 2 language
other than English.”.

(b) Section 372 of title 35, United States
Code, 1s amended by deleting subsection (c).

Sec. [9.] & Section 376(a) of title 35,
Dnited States Code, is amended by striking
out paragraph (5) and redesignating para-
graph (6) as paragraph (5).

Sec. [10.] 8. Title 35, United States Code,
is amended by striking out “Patent Office”
each place it appears and inseriing in [its
place] lieu thereof “‘Patent and Trademark
Office”.

Sec. [11.] 10. Notwithstanding section 2
of the Public Law 96-517, no fee shall be col-
iected for maintaining a plant patent in
force.

Sec. 11 fa) Section 7 of title 35, United
States Code, is amended to read as follows:

=§ 7. Board of Patent Appeals and Interferences

“The ezaminers-in-chief shall be persons of
competent legal knowledge and Sscientific
ability, who shall be appointed under the
classified civil service. The Commissioner,
the deputy commissioner, the assistant com-
missioners, and the examiners-in-chief shall
constitule a Board of Patent Appeals and
Inlerierences.

“The Board of Palent Appeals and Inter-
Jerences shall, on written appeal of en appli-
cant, review adverse decisions of examiners
upon applications for patents and shall de-
termine priority and patentability af inven-
lion in interferences declared pursuant to
seclion 135fa) of this litle. Each appeal and
interference shall be heard by at least three
members of the Board of Patent Appeals and
Interferences, the members to be designated
by the Commissioner. The Board of Patent
Appeals and Interferences ha sole power to
grant rehearings.

“Whenever the Commissioner considers it
necessary to maintiain the work of the Board
of Patent Appeals cnd Inlerferences current,
he may designate any palent! examiner of
the primary ezxaminer grade or higher,
having the requesite ability, to serve as ez-
‘aminer-in-chief for periods not exceeding six
months each. An eraminer so designaled
shall be qualified to act as a member of the
Board of Patenl Appeals and Inlerferences.
Not more than one such primary ereminer
shall be a member of the Board of Palent Ap-
peals and Intcrferences hearing an appeal or

UTIY Uf L/l ULLIIUULTD QLU LW S v e =
any other tille of this Code.”.

(b) The analysis for chapter 14 of title 35,
United States Code, is amended by acdding
at the end the foliowing:
~156. [Issuance of patents without examina-

tion.”.] Statutory invention re-

f cording.”.

]

{¢) The Secretary of Commerce shall con-
vene an inder-agency committee to co-ordi-
nale policy on the use of the statutory in-
venlion recording procedure by agencies af
the United States. Such policy shall ordinar-
1V require use of the statutory invention ve-

(2) SIrIKIng OUl “Verillea ©OEI10re  LIAllsid-
tion".

(d) Section 371(d) of title 35, United
States Code, is amended to read as follows:

*(d) The requirements with respect to the
national fee referred to in subsection (¢X1},
the translation referred to in subsection
{c)(2), and the oath or declaration referred
to in subsection (¢)(4) of this section shali
be complied with by the date of the com-
mencement of the national stage or by such
later time as may be fixed by the Commis-
sioner. The copy of the international appli-
cation referred to in subsection (c)2) shall

Vi reisoes sz

“Whenever the Commissioner considers it
necessary to maintain the work of the Board
of Patent Appeals cnd Inlerferences current,
he may designate any palent examiner of
the primary examiner grade or higher,
having the requesite ability, to serve as ezx-

‘aminer-in-chief for periods not exceeding siz

months each. An examiner so designaled
shall be qualified to act as a member of the
Board of Patent Appecls and Inierfercnces.
Not more than one such primary eraminer
shall be a member of the Board of Palent Ap-
peals and Intcrferences hearing an appeal or

- o
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delermining an interference. The Secretary
of Commerce is authorized to fix the per
annum rate of basic compensation of each
designated examiner-in-chief in the Patent
and Trademark Office at not in excess of the
marimum scheduled rate provided for posi-
tions at GS-16 pursuant to section 5332 of
title 5, United States’ Code. The per annum
rate of basic compensation of each designat-
ed examiner-in-chief shall be adjusted, at the
close of the period for wpich he was desig-
nated to act as examiner-in-chief, to the per
annum rate of basic compensation which he
would have been recciving at the close of
such- period if such designation had not been
made.”. -

(b) The item relating to section 7 in the

_analysis for chapter 1 of title 35 United
States Code, is amended by inserting “Board
of Patent Appeals and Interferences” in ligu
of “Board of Appeals”™.

SEC. 12, Section 41(a)(6/) of title 35, United
States Code, is amended by inserting “Board
of Patent Appeals and Interferences’ in lieu
of “Board of Appeals”, each place it appears
and inserting “in the appeal” after “oral
hearing”.

SEecC. 13. (a) Section 134 of title 35, United
States Code, including the section heading,
is amended by inserting “Board of Patent
Appeals and Interferences” in lieu of “Board
of Appeals” each place it appears.

(b) The item relating to section 134 in the
analysis for chapter 12 of title 35 United
Stales Code, is amended by inserling “Board
of Patent Appeals and Intlerferences” in lieu
of “Board of Appecls”.

Sec. 14. fa) Section 135(a) of title 35,
United States Code, is amended to read as
Sollows:

“ta) Whenever an application is made for
a patent which, in the opinion of the Com-
missioner, would interfere with any pending
application, or with any unexrpired patent,
an interference may be declared and the
Commissioner shall give notice thereof to
the applicants, or applicant and paientee,
as the case may be. The Board of Patent Ap-
peals and Interferences shall deltermine the
priority and patentability of invention in
interferences. Any final decision, if adverse
to the claim of an applicant, shall constitute
the final refusal by the Patent and Trade-
mark Office of the claims involved, and the
Commissioner may issue a palent to the ap-
piicant who is adjudged the prior inventor.
A final judgment adverse to a patentee from
which no appeal or other review has been or
can be taken or had shall constitute cancel-
lation of the claims of the patent, and notice
thereof shall be endorsed on copies of the
patent thereafter distributed by the Patent
and Trademark Office.”.

(b) Section 135(bJ of title 35, United Siates
Code. is amended by siriking out “may” and
inserting in lieu thereof “shall’.

Sec. 15. Section 141 of title 35, United
States Code, is amended to read as follows:
“§141. Appeal to court of appeals for the Federal

circuit

“An applicant dissatisfied with the deci-
sion in an appeal to the Bocrd of Patcnt Ap-
peals and Interferences under section 134 of
this title may appeal to the United States
Court of Appeals for the Federal Circuit,
thereby waiving his right Lo proceed under
section 145 of this title. A pariy to an inter-
ference dissatisfied with the decision of the
Board of Patent Appeals and Inlerferences
may appeal to the United States Court of
Appeals jor the Federal Circuit, but such
appeal shall be dismissed if any adverse
party to such interference, within lwenty
days after the appellant has filed notice of
appeal according to section 142 of this title,
JSiles nolice with the Commisisoner that he
elects to have all further proceedings con-

“An applicant dissatisfied with the deci-
sion in an appeal to the Bocrd of Patent Ap-
peals and Interferences under section 134 of
this title may appeal to the Uniled Statles
Court of Appeals for the Federal Circuit,
thereby waiving his right Lo proceed under
section 145 of this title. A pariy to an inter-
Jerence dissatisfied with the decision of the
Board of Patent Appeals and Initerferences
may appeal to the United States Court of
Appeals for the Federal Circuit, but such
appeal shall be dismissed if any adverse
party to such interference, within twenty
days after the appellant has filed notice of
appeal according to section 142 of this title,
files nolice with the Commisisoner that he
elects to have all further proceedings con-
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ducted as provided in section 146 of this
tille. Thereupon the appellant shall have
thirty davs thereafter within which to file a
civil action under section 146, in default of
which the decision appealed from shall
govern the further proceedings in the case.”,

Sec. 16. Section 145 of title 35, United
States Code, is amended—

(1) by inserting “Board of Patent Appeals
and Interferences in an appeal under sec-

tion 134 of this title” in lieu of “Board of

Appeals” in the first sentence; and :

(2) by inserling “Board of Patent Appeals
and Interferences” in lieu of “Board of Ap-
peals” in the second sentence. -

Sec. 17.. Section 146 of .title 35, United
States Code, is amended by striking ‘“board
of patent interferences on the question of
priority” and inserting in lieu thereof
“Board of Patent Appeals and Interfer-
ences”.

SEec. 18. Section 305 of title 35, United
States Code, is amended by inserting “Board
of Patent Appeals and Interferences” in lieu
of “Board of Appeals™.

Sec. 19. Section 1295(a)(4)(A) of title 28,
United States Code, is amended by siriking
out “Appeals or the Board of Patent” and
inserting in lieu thereof ‘“Patent Appeals
and”.

Sec. 20. Section 152 of the Atomic Energy
Act of 185¢ (42 U.S.C. 2182), is amended by
striking out “a Board of Patent Interfer-
ences” and inserling in lieu thereof “the
Board of Patent Appeals and Interferences”,
and by striking out “the Board of Patent
Interferences” and inserling in lieu thereof
“the Board of Patent Appeals and Interfer-
ences”.

Sec. 21. fa) Section 305/d/ of the National
Aeronautics and Space Act of 1852 (42
U.S.C. 2457(d)) is amended by—

(1) striking out “Paicnt” in the title and
inserling in lieu thereof ‘“Palent Appeals
and”,

(2} striking oul “a Board of Patent Inter-
Jerences” and inserting in lieu thereof “the
Board of Patent Appeals and Intlerferences”,
and .

(3) striking out ‘the Board of Patent
Interferences” and inserting in lieu thereof
“the Board of Patent Appeals and Inlerfer-
ences”. ]

(b) Section 305(e) of the National Aero-
nautics and Space Act of 1958 (42 U.S.C.
2457(e)) is amended by striking oul “a
Board of Patent Interferences” and insert-
ing in lieu thereof ‘“the Board of Patent
Appeal and Interferences”.

Sec. 22. The eraminers-in-chief of the
Board of Appeals and the eraminers of
inlerjerences of the Board of Patent Interfer-
ence on the efjective dale of this Act shall
continue in office as members of the Board
of Patent Appeals cnd Interferences.

Sec. 23. Seciion 3 of title 35, United States
Code, is amended by adding at the end
thereof the following:

“fe) The members of the Trademark Trial
and Appeal Board of the Patent and Trade-
mark - Office shall receive compensation
equal to that paid a GS-16 under the Gener-
al Schedule contained in section 5332 of
title 5, United States Code.”.

Sec. [12] 24. (a) Sections [10}9 and
[11]10 of the Act shall take effect upon the
date of enactment.

(b) Sections 1 through 8 8§ of this Act
shall take effect [sm]three months after
the date of enactment.

(c) Sections 11 through 23 of this Act shall
take effect three months after Lhe date of en-
actment.

The amendments were agreed to.

The bill was ordered to be engrossed
for the third reading, read the third
time, and passed.

—_— .
equal to that paid a GS-16 under the Gener-
al Schedule contained in section 5332 of
title 5, United States Code.”.

Sec. [12)] 24. (a) Sections [10}9 and
[11]10 of the Act shall take effect upon the
date of enactment.

(b) Sections 1 through 9 8 of this Act
shall take effect [six] three months after
the date of enactment.

(¢} Sections 11 through 23 of this Act shall
take effect three months after Lhe date of en-
actment.

The amendments were agreed to.

The bill was ordered to be engrossed
for the third reading, read the third
time, and passed.
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Mr. DOLE. Mr. President, I ask
unanimous consent the committee
amendments be agreed to.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

AMINDMENT NO. 3382

(Purpose: To extend the patent on certain
drug products)

Mr. DOLE. Mr. President, I send an
amendment to the desk on behalf of
Senator Thurmond and ask for its im-
mediate consideration.

The PRESIDING OFFICER The
amendment will be stated. ;

The - 35515tant legnslanve clerk read
as follows

The Senator from Kansas [Mr. DoLE], on
behalf of Mr. THURMOND, proposes an
amendment numbered 3382.

Mr. DOLE. Mr. President, I ask
unanimous consent that further read-
ing of the amendment be dispensed
with.

The PRESIDING OFFICER. With-
oul objection, it is so ordered.

The amendment is as follows:

Redesignate section 24 as section 25.

Between section 23 and section 25, as re-
designated, insert the following new section:

Sec. 24. (a) Title 35 of the United States
Code is amended by adding immediately fol-
lowing section 155 the following new sec-
tion:

“8§ 155A. Patent extension.

“(a) Notwithstanding section 154 of this
title, the term of any patent which encom-
passes within its scope a composition of
matter which is a new drug product, if such
new drug product is subject 1o the labeling
requirements for oral hypogiycemic drugs
of the sulfonylurea class as promulgated by
the Food and Drug Administration in its
final rule of March 22, 1984 (FR Doc. 84-
9640) and was approved by the Food and
Drug Administration for marketing after
promulgation of such final rule and prior o
the date of enactment of this law, shall be
extended until April 21, 1992.

‘“(b) The patentee or licensee or author-
ized representative of any patent described
in such subsectioh (a) shall, within ninety
days after the date of enactment of such
subsection, notify the Commissioner of Pat-
ents and Tracemarks of the number of any
patent so extended. On receipt of such
notice, the Commissioner shell confirm such
extension by placing a notice thereof in the
official file of such patent and publishing an
appropriate notice of such extension in the
Official Gazette of the Patent and Trade-
mark Office.”.

(b) The table of sections for chapter 14 of
title 35, United States Code is amended by
adding after the item relating to section 155
the following new item:

“155A. Patent extension.”.

- Section 25(a) of the bill, as redecignated,
is amended by striking out “9 and 10” and
inserting in lieu thereof “9, 10, and 24",

Mr. THURMOND. Mr. President,
the amendment which I am ofiering to
S. 1538 would provide a limited patent
term extension for certain oral anti-
diabetic drugs.

The drugs affected by this amend-
ment were issued approvable letters by
the FDA relating to their safety and
effectiveness during the 1970's. Final
approval was withheld while the ¥FDA
completed its rulemaking procedures

D
- Section 25(a) of the bill, as redecignated,
is amended by striking out “9 and 10" and
inserting in lieu thereof “9, 10, and 24",

Mr. THURMOND. Mr. President,
the amendment which I am ofiering to
S. 1538 would provide a limited patent
term extension for certain oral anti-
diabetic drugs.

The drugs affected by this amend-
ment were issued approvable lctters by
the FDA relating to their safety &nd
effectiveness during the 1870's. Final
approval was withheld while the ¥FDA
completed its rulemaking procedures
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with respect to class labeling for all
oral antidiabetic drugs, which were
begun in 1970. Despite the best efforts
of the patent holders to cooperate and
expedite these proceedings, they were
not completed until earlier this year.
One of the affected companies lost 10
years of patent protection because of
these prolonged proceedings and, in
the absence of a remedy, would only
have 2 years of exclusive marketability
left. e

.This amendment would provide par-
tial relief to the companies affected by
“the lengthy rulemaking delay by ex-
tending their paténts until April 21,
'1992. This would amount to not more
than zpproximately 6 years of addi-
tional patent protection. Thus, the
patent holders would enjoy an effec-
tive patent life equivalent to that en-
joyed by the average drug patent
holder. . i

Mr. President, this provision is simi-
lar in its goal to those enacted with re-
spect to aspertame and forane. U.S.

patent law is designed to reward inven-.

tors for their innovation and invest-
ment, and to provide future incentives
for research into new areas of technol-
ogy and medicine. Accordingly, this
patent term restoration, like the
others, will afford affected parties the
normal protections conferred by the
patent laws on the drug industry.

The PRESIDING OFFICER. Is
there further debate on the amend-
ment? If not, the question is on agree-
ing to the amendment.

The amendment (No.
agreed to.

AMENDMENT NO. 3383

(Purpose: To amend the Textile Fiber Prod-

ucts Identification Act and the Wool Progd-

ucts Labeling Act of 1939 to improve the

labeling of textile fiber and wool prod-
ucts) ;

Mr. DOLE. Mr. President, I send an
amendment to the desk and ask for its
immediate consideration.

The PRESIDING OFFICER. The
amendment will be stated.

The assistant legislative clerk read
as follows:

The Senator from Kansas [Mr. DoLE], for
Mr. THURMOND and Mr. HOLLINGS, proposes
an amendment numbered 3383.

Mr. DOLE. Mr. President, I ask
unanimous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

The amendments is as follows:

At the end of the bill insert the following
new title:

3382) was

TITLE—

SEc. . This title may be cited as the “Tex-
tile Fiber and Wool Products Identification
Improvement Act”.

Skc. 2. Subsection (b) of section 4 of the
Textile Fiber Products Identification Act
(15 U.8.C. 70b(b)) is amended by adding at
the end thereof the following new para-
graph:

“(5) If it is a textile fiber product proc-
{;~ed or manufactured in the United States.
' be 5o identified.”.

TSEC-' 3. Subsection (e) of section 4 of the
€Xtile Fiber Products Identification Act
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(15 U.S.C. 70b(e)) is amended to read as fol-
lows:

“(e) For purposes of this Act, in addition
to the textile fiber products contained
therein, a8 package of textile fiber products
intended for sale to the ultimate consumer
shall be misbranded unless such package
has affixed to it a stamp, tag, label, or other
means of identification bearing the informa-
tion required by subsection (b), with respect
to such contained textile fiber products, or
is transparent to the extent it allows for the
clear reading of the stamp, tag, label, or
other means of identification on the textile
fiber product, or in the case of hoisery
items, this section shall not be construed as
requiring the affixing to a stamp, tag, label,
or other means of identification to each hoi-
sery product contained in a package- if (1)
such hosiery products are intended for sale
to the ultimate consumer in such package,
(2) such package has affixed to it 8 stamp,
tag, label, or other means of identification
bearing, with respect to the hosiery prod-
ucts contained therein, the information re-
quired by subsection (b), and (3) the infor-
mation on the stamp, tag, label, or other
means of identification affixed to such
package is equally applicable with respect to
each textile fiber product contained there-
in.”.

Skc. 4. Section 5 of the Textile Fiber Prod-
ucts Identification Act (15 U.S.C. 70b) is
amended by adding at the end thereof the
following new subsections:

*(i) For the purposes of this Act, a textile
fiber product shall be considered to be false-
ly or deceptively advertised in any mail
order catalog or mail order promotional ma-
terial which is used in the direct sale or
direct offering for sale of such textile fiber
product, unless such textile fiber proeduct
description states in & clear and conspicuous
manner that such textile fiber product is
processed or manufactured in the United
States, or imported, or both.

*“(j) For purposes of this Act, & textile
fiber product shall be misbranded if a
stamp, tag, label, or other identification
conforming to the requirements of this sec-
tion is not on or affixed to the inside center
of the neck midway between the shoulder
seams, or if such product does not contain a
neck in the most conspicuous place on the
inner side of such product, unless it is on or
affixed on the outer side of such product, or
in the case of hosiery items on the outer
side of such product or package.”,

Skc. 5. Paragraph (2) of section 4(a) of the
Wool Products Labeling Act of 1939 (15
U.S.C. 68b(a)2)) is amended by adding at
the end thereof the following new subpara-
graphs:

(D) the name of the country where proc-
essed or manufactured.”.

SEec. 6. Section 4 of the Wool Products La-
beling Act of 1939 (15 U.S.C. 68b) is amend-
ed by adding at the end thereof the follow-
ing new subsections:

“(e) For the purposes of this Act, 8 wool
product shall be considered to be falsely or
deceptively advertised in any mail order pro-
motional material which is used in the
direct sale or direct offering for sale of such
wool product, unless such wool product de-
scription states in & clear end conspicuous
manner that such wool product is processed
or manufactured in the United States, or
imported, or both.

“(f) For purposes of this Act, a wool prod-
uct shall be misbranded if a stamp, tag,
label, or other identification conforming to
the requirements of this section is not on or
affixed to the inside center of the next
midway between the shoulder seams, of if
such product does not contain a neck in the
most conspicious place on the inner side of
such product, unless it is on or affixed on
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the outer side of such product or in the case
of hosiery items, on the outer side of such
product or package.”.

Skec. 7. Section 5 of the Wool Products La-
beling Act of 1939 (15 U.S.C. 68¢) is amend-
ed—

(1) by striking out “Any person” in the
first paragraph and inserting-in lieu thereof
““(a) Any person”’; . .

(2) by striking out “Any person” in the
second paragraph and inserting in lieu
thereof “(b) Any person’’; and

(3) by inserting after subsection (b) (as
designated by this section) the following
new subséction: } F s

*“(¢) For the purposes of subsections (a)
and (b) of this section, any package of wool
products intended for sale to the ultimate
consumer shall also be considered a wool
product and shall have affixed to it & stamp,
tag, label, or other means of identification
bearing the information required by section
4, with respect to the wool products con-
tained therein unless such package of wool
products s transparent to the extent that it
allows for the clear reading of the stamp,
tag, label, or other means of identification
affixed to the wool product, or in the case
of hosiery items this section shall not be
construed as requiring the affixing of a
stamp, tag, label, or other means of identifi-
cation to each hosiery product contained in
a package if (1) such hosiery products are
intended for sale to the ultimate consumer
in such package, (2) such package has af-
fixed to it a starp, tag, label, or other
means of identification bearing, with re-
spect to the hosiery products contained
therein, the information required by subsec-
tion (4), and (3) the information on the
stamp, tag, label, or other means of identifi-
cation affixed to such package is egully ap-
plicable with respect to each hosiery prod-
uct contained therein.”.

Skec. 8. The amendments made by this Act
shall be effective 90 days after the date of
enactment of this Act.

Mr. THURMOND. Mr. President,
this amendment pertains to proper la-
beling of textile/apparel products.

I originally introduced this amend-
ment as S. 1816 in an effort to
strengthen domestic law as it relates
to country of origin labeling require-
ments for textile and apparel prod-
ucts. While present law requires coun-
try of origin marking on textile prod-
ucts entering the United States, there
have been increasing instances where
textile and apparel products are enter-
ing the United States in violation of
domestic labeling laws.

One of the major problems in the ef-
fectiveness of existing law is the fact
that labels are often placed in incon-
spicuous places. This bill would desig-
nate that the label be attached to the
neck of the garment if applicable, or if
the garment does not contain & neck,
to the most conspicuous place on the
inner side of the foreign made textile/
apparel product. This will allow easy
identification of the label by consum-
ers and will help with enforcement of
present textile agreements.

My bill will also require that textile/
apparel products produced in this
country carry origin Ilabels. Since
there is no present law which requires
American-made textile and apparel
products to be labeled as such, foreign
textile/apparel products that are mis-

TITLE—

SEc. . This title may be cited as the “Tex-
tile Fiber and Wool Products Identification
Improvement Act”.

Skc. 2. Subsection (b) of section 4 of the
Textile Fiber Products Identification Act
(15 U.8.C. 70b(b)) is amended by adding at
the end thereof the following new para-
Eraph:

“(5) If it is a textile fiber product proc-
e‘:fa’ed or manufactured in the United States,
it be 5o identified.”.

TSzc_. 3. Subsection (e) of section 4 of the
tXxtile Fiber Products Identification Act

Qirect saie Or QIrect OIIEriNg IOr sait 01 sucn
wool product, unless such wool product de-
scription states in & clear and conspicuous
manner that such wool product is processed
or manufactured in the United States, or
imported, or both.

“(f) For purposes of this Act, a wool progd-
uct shall be misbranded if a stamp, tag,
label, or other identification conforming to
the requirements of this section is not on or
affixed to the inside center of the next
midway between the shoulder seams, of if
such product does not contain a neck in the
most conspicious place on the inner side of
such product, unless it is on or affixed on
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to the most conspicuous place on the
inner side of the foreign made textile/
apparel product. This will allow easy
identification of the label by consum-
ers and will help with enforcement of
present textile agreements.

My bill will also require that textile/
apparel products produced in this
country carry origin labels. Since
there is no present law which requires
American-made textile and apparel
products to be labeled as such, foreign
textile/apparel products that are mis-
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branded are often mistaken for Ameri-
can-made products.

Another provision of the bill will re-
quire that, in the case of bulk packag-
ing of textile products, both the pack-
age, as well as the garments within be
labeled as to country of origin.

The final major feature of this legis-
lation would mandate that mail order
catalog sale descriptions contain coun-
try of origin information.-A large por-

“tion of all textile/apparel products
sold in this country are purchased
through mail order catalog-type sys-

- tems. Through these mail order trans-
actions, the consumer does not have
access to country of origin information
for textile/apparel products at the
actual point of purchase.

Reports have shown that U.S. con-
sumers prefer to buy American-made
textile products. My legislation will
simply allow consumers to better iden-
tify the products they wish to pur-
chase.

Mr. President, it is most meortant
for this legisiation to be approved by
the full Senate and signed into law as
soon as possible. The domestic textile,
fiber and appsarel complex employs
over 2 million Americans nationwide.
This industry provides more jobs than
the U.S. auto and steel industries com-
bined. Unfortunately, the U.S. textile/
appare! industiry is suffering through
its most severe crisis in recent history.
Textile/apparel imports from low-
wage paying countries, such as the
People’s Republic of China, Taiwan,
and Hong Kong, have flooded our
markets and displaced thousands of
American workers.

In 1983, imports of textile/apparel
products increased 25 percent over
1982. For the first 4 months of 1984,
textile/apparel imports were up 49
percent over the same period in 1983.
Last year's trade deficit for textiles
and apparel was $10.6 billion—15 per-
cent of the entire U.S. trade deficit,
which totaled $69.3 billion. Finally,
over the past 7 vears, 413,000 textile
and apparel jobs have been lost in this
country. While this legislation will not
correct all the problems confronting
our domestic textile/apparel industry,
it is a positive step toward preserving
one of America's most vital and strate-
gically important industries.

Mr. President, S.1816 was unani-
mously approved by the Senate Com-
merce, Science, and Transportation
Committee on June 13, 1984. I ask
unanimous consent that a list display-
ing the numerous textile/apparel re-
lated associations that fully support
this bill be printed in the Recorp fol-
lowing my remarks.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

(See Exhibit 1.)

Mr. THURMOND. Before conclud-
ing, Mr. President, I should like to
thank the 22 Member of this body
who chose to cosponsor S.1816. 1
would also like to especially thank
Senators Packwoop and KASTEN, and
their very capable committee staff

ing the numerous textile/appare! re-
lated associations that fully support
this bill be printed in the Recorp fol-
lowing my remarks.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

(See Exhibit 1.)

Mr. THURMOND. Before conclud-
ing, Mr. President, I should like to
thank the 22 Member of this body
who chose to cosponsor S.1816. 1
would also like to especially thank
Senators Packwoop and KASTEN, and
their very capable committee staff
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members, for their invaluable =assist-
ance on this legislation during its
review by the Commerce Committee.

In closing, Mr. President, I strongly
believe that this bill is a positive step
toward stabilizing the jobs of the over
2 million Americans employed in the
textile, fiber, and apparel complex,
and I hope that the Senate will give
this legislation the strong vote of ap-
proval which it merits.

ExHIBIT 1

Amelgamated Clothing & Textile Workers
Union. -

American Apparel Manufacturers Associa-
tion.

American Textile Ma.nufacturers Insti-
tute. L

American Yarn Spmners Association.

Clothing Manufacturers Association of
America. .

International Ladies’ Garment Workers
Union.

Knitted Textile Association.

Luggage & Leather Goods Manufacturers
of America.

Man-Made Fiber Producers Association,
Inc.

National Association of Hosiery Manufac-
turers.

National Association of Uniform Manufac-
turers.

National Cotton Council of America.

National Knitwear Manufacturers Asso-
ciation. .

National Knitwear & Sportswear Associa-
tion.

National Wool Growers Association.

Neckwear Association of America.

Northern Textile Association.

Textile Distributors Association, Inc.

Work Glove Manufacturers Association.

Mr. HOLLINGS. Mr. President, as a
cosponsor of the original S. 1818 and
this amendment, I hope the Senate
will give swift approval to this legisla-
tion. Perhaps then President Reagan
will begin to understand the depth of
concern over what is happening to
America’s textile apparel industry and
its workers. Perhaps then President
Reagan will begin to carry out candi-
date Reagan’s 1980 pledge to help our
Nation’s textile workers. If this legisla-
tion, which I was pleased to help expe-
dite through the Commerce Commit-
tee, manages to win the attention of
the administration, it will be one giant
step for our beleaguered textile and
apparel workers.

Unfortunately, this amendment does
not come close to getting at the nub of
the problem. In fact, we already have
origin labeling requirements on the
books in existing tariff legislation. But
our President has chosen to ignore
them. When we talk about “buy Amer-
ican and save American jobs,” I get a
feeling of having been there before,
because that is exactly the problem we
addressed 25 years ago when Congress
passed the Textile Fiber Products
Identification Act. The requirements
contained in that legislation—while
they do not go quite so far in all in-
stances as the provisions of S. 1816—
would, if enforced, obviate the need
for S. 1816. The point is that the
President is refusing to use the weap-
ons Congress has already given him to
combat the illegal trade practices of

LAk Qus sare cmeeee L L

feeling of having been there before,
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would, if enforced, obviate the need
for S. 1816. The point is that the
President is refusing to use the weap-
ons Congress has already given him to
combat the illegal trade practices of
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our foreign competition and to lcvel
the field of play. He does so because
he is captive to a thoroughly discredit-
ed “free trade” policy coming from the
State Department and from the huge
multinational conglomerates who
could not care less about American
jobs.

If this administration—or for that
matter any recent administration—was
serious about saving textile jobs, it

.could start by enforcing existing laws . |

_against mislabeling, against dumping,
and against the many other illegal
trade praclices being used a.gamst the
United States.

The problem is that we do not have
trade policy in this country. There’s a
trade war going on out there and our
Government sits blithely in the
bleachers—watching. Instead of com-
peting, we stand by as our industries
and jobs get picked off. Other coun-
tries are using every weapon at their
command—subsidies, licensing require-
ments, tax rebates, inspection prac-
tices, artificial currency rates, and so
on to close their markets to us while
we open our markets to them. Is it any
wonder we are not doing better? And
the President has recently had his
trade people up here talking to Sena-
tors and Congressmen in an attempt
tc broaden the President’s tariff-cut-
ting authority so we can export more
jobs. It is just unbelievable.

In 1980, candidate Ronald Reagan
made a commitment to relate the
growth of textile imports to the
growth of the domestic market. The
figures show he has reneged on that
promise. Our textile apparel trade dei-
icit has more than doubled in the 3
years of this administration, soaring
from $4 billion in 1980 to $10.6 billion
in 1983. And the situation is rapidly
getting worse. So far this year, textile-
apparel imports are running more
than 45 percent ahead of last year.
Just this spring, three more mills were
shut down in Scuth Carolina alone.

There is no secret to how we should
control the textile import tide. A
President who understood trade and
the threat to American jobs could
stem the flow in short order. First, he
would suggest global quotas, setting &
limit on what we szllow into our
market. Second, he would enforce the
laws already on the books to safeguard
against dumping and all those other il-
legal trade practices.

The amendment before us today
does not take that approach. Frankly,
I am concerned that when this meas-
ure passes, it will serve no greater pur-
pose than to give politicians cause to
thump our chests and carry on zbout
how we've done something great for
the textile industry. But let us not kid
ourselves. Even if we are fortunate
enough to get it passed, signed, and on
the books, it will not markedly slow
the rising tide of textile and zppare]
imports. Because chances are the
President will simply ignore this label-
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ing law just as he has ignored the
other labeling laws already passed.

Mr. President, the American textile
worker is the most productive in the
world. American mills are the most
modern. We can compete not only in
the home market, but overseas—if the
field of trade is level and fair. But our
Government refuses to Jend a hand.
That is why textile jobs are needlessly
disappearing—not because of misla-
bling, but because of misgovernment.

The PRESIDING OFFICER. The
guestion is on agreeing to the amend-
ment. iy SO )

The -amendment (No.  3383) was
agreed to.

AMENDMENT NO. 3384 .
(Purpose: To make technical amendments)

Mr. DOLE. Mr. President, I send a
technical amendment to the desk, on
behalf of Mr. MATHIAS.

The PRESIDING OFFICER. The
amendment will be stated. -

The assistant legislative clerk read

as follows:

The Senator from Kansas (Mr. DolE), for
Mr. MATHIAS, proposes an amendment num-
bered 3384.

Mr. DOLE. Mr. President, I ask
unanimous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. (Mr.
RupMaN). Without objection, it is so
ordered.

The amendment is as follows:

Section 156(a) of such title 35, United
States Code, as added by section 2(a) of the
bill is amended in the first sentence by
striking out ‘“‘registration” after *‘statutory
invention’ and inserting in lieu thereof “re-
cording”,

Section 156(c) of such title 35, as added by
seciion 2(a) is amended by striking out the
final quotation marks and final period.

Section 156 of such title 35 is further
smended by adding at the end thereof the
following new subsection: .

*(d) The secretary of Commerce shall con-
vene an interagency committee to coordi-
rate policy on the use of the statutory in-
vention recording prpcedure by agencies of
thie United States. Such policy shall ordin-
arly require use of the statutroy invention
rroording procedure for inventions as to
% !..rh the United States may have the right
ership that do not have commercial
tial. The interazgency committee shall
. &ter obtaining views from the public,
h standards for evaluating the com-
potential of inventions to which the
nent may have the right of owner-
head of each agency which has a
_-"ant rescarch program (as determined
it Secretary of Commerce) shall desig-
;' t:ther the senior technology transfer

- 0r the senior research policy official
* YETlicipate as a memher of the inter-

committee. The Secretary of Com-
7v +tali report to the Congress annually
i L‘-E" of statutory invention record-
.,.0.. Teport shall include an assess-
., o Phine degree Lo which agencies of the

. j‘"C oternment are making use of the
__ . ivention recording system, the
_-;:"‘0 ;’:lﬂk_‘l it aids the management of
imepme v€IODEA  techonlogy, and an

., %= 0l the cost savings to the Fed-

Ermen

- 4 t of the use of such proce-

3 '*.xn 2 (c) of the bill.
A of the bill is amended by
PiTarraph (1) and redesignating
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paragraphs (2) and (3) as paragraphs (1)
and (2), respectively.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment. .

The amendment (No.
agreed to.

The PRESIDING OFFICER. The
bill is open to further amendment. If
there be no further amendment to be
proposed, the question is on the en-
grossment and third reading of the
bill.

The bill was ordered to be engrossed
for a third reading, was read the third
time, and passed, as fallows: .

3384) was

S. 1538 . .

Be it enacted by the Senale and House of
Representative of the United Siates of Amer-
ica in Congress assembled,

TITLE I-PATENT LAW

Bec. 101. This title may be cited as the
“Patent Law Amendments of 1884”.

Skec. 102. (a) Chapter 14 of title 35, United
States Code, is amended by adding at the
end thereof the following new section:

“§ 156. Statutory invention recording

‘(a8) Notwithstanding any other provisions
of this title, the Commissioner is authorized
to publish a statutory invention recording
containing the specification and drawings of
a regularly filed application for a patent
without examination, except as may be re-
gquired to conduct an interference proceed-
ing, to determine compliance with section
112 of this title, or to review for formalities

" required for printing, if the applicant—

“(1) waives the right to receive a patent
on the invention within such period as may
be prescribed by the Commissioner, and

“(2) pays application, publication and-
other processing fees Commissioner.

“(b) The waiver under this section shall
take effect upon publication of the statuto-
ry invention recording.

“(c) A statutory invention recording pub-
lished pursuant to this section shall have all
of the attributes specified for patents in this
title except those 'specified in section 183,
and sections 271 through 289 of this title. A
statutory invention recording shall not have
any of the attributes specified for patents in
any other title of this Code.

“(d) The Secretary of Commerce shall
convene an interagency committee to co-
ordinate policy on the use of the statutory
invention recording procedure by agencies
of the United States. Such policy shall ordi-
narily require use of the statutory invention
recording procedure for inventions as to
which the United States may have the right
of ownership that do not have commercial
potential. The interagency committee shall
also, after obtaining views from the public,
establish standards {or evaluating the com-
mercial potential of inventions to which the
government may have the right of owner-
ship. The head of each agency which has a
significant research program (as determined
by the Secretary of Commerce) shall desig-
nate either the senior technology transfer
official or the senior research policy official
to participate as 8 member of the interagen-
cy committee. The Secretary of Commerce
shall report to the Congress annually on the
use of statutory invention recordings. Such
report shall include an assessment of the
degree to which agencies of the Federal
Government are making use of the statuto-
ry invention recording system, the degree to
which it aids the management of federally
developed technology, and an assessment of
the cost savings to the Federal Government
of the use of such procedures’.

S 8919

Sec. 103. Bection 134 of title 35, United
States Code, i{s amended by striking out
“primary”’.

SEc. 104. Section 381(d) of title 35, United
States Code, is amended by inserting “or
within one month after such date” after
“application” in the first sentence.

(b) The analysis for chapter 14 of title 35,
United States Code, is amended by adding
at the end the following:

Sec. 105. Section 366 of title 35, United
States Code, is amended—

(1) by inserting “after the date of with-
drawal,” after “effect”;

(2) by inserting “, unless a claim-for the .

benefit 6f a prior filing date under section
365(c) of this part was made in a national
application, or an international application
designating the United States, filed before
‘the date of such withdrawal” before the
period at the end of the first sentence; and

(3) by inserting “withdrawn” after “such” ~

in the second sentence.

Sec. 106. (a) Section 371(a) of title 35,
United States Code, is amended by—

(1) striking out “is" and inserting in lieu
thereof “may be”; and

(2) striking out “, except those filed in the
Patent Office”.

(b) Section 371(b) of title 35, United
States Code, is amended to read as follows:

“(b) Subject to subsection (f) of this sec-
tion, the national stage shall commence
with the expiration of the applicable time
limit under article 22 (1) or (2) of the
treaty.”.

(c) Section 371(cX2) of title 35, United
States Code, is amended by—

(1) striking out “received from" and in-
serting in lieu thereof “communicated by";
and

(2) striking out “verified” before “transla-
tion". .

(d) Section 371(d) of title 35, United
States Code, is amended to read as follows:

“(d) The requirements with respect to the
national fee referred to in subsection (¢)(1),
the translation referred to in subsection
(c)(2), and the oath or declaration referred
to in subsection (c)(4) of this section shall
be complied with by the date of the com-
mencement of the national stage or by such
later time as may be fixed by the Commis-
sioner. The copy of the international appli-
cation referred to in subsection (¢)(2) shall
be submitted by the date of the commence-
ment of the national stage. Failure to
comply with these requirements shall be re-
garded as abandonment of the application
by the parties thereof, unless it be shown to
the satisfaction of the Commissioner that
such failure to comply was unavoidable. The
payment of a surcharge may be required as
a condition of accepting the national fee re-
ferred to in subsection (c)(1) or the oath or
declaration referred to in subsection (¢)(4)
of this section if these requirements are not
met by the date of the commencement of
the national stage. The reqguirements of sub-
section (¢){3) of this section shall be com-
plied with by the date of the commence-
ment of the national stage, and failure to do
so shall be regarded as a cancellation of the
amendments to the claims in the interna-
tional application made under article 19 of

- the treaty.”.

Sec. 107. (a) Secion 372(b) of title 35,
United States Code, is amended by—

(1) striking out the period at the end of
paragraph (2) and inserting in lieu thereof a
semicolon; and
. (2) inserting at the end thereof the follow-
ing:

“(3) the Commissioner may require a veri-
fication of the translation of the interna-
tional application or any other document
pertaining thereto if the application or
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nate either the senior technology transfer
official or the senior research policy official
to participate as 8 member of the interagen-
cy committee. The Secretary of Commerce
shall report to the Congress annually on the
use of statutory invention recordings. Such
report shall include an assessment of the
degree to which agencies of the Federal
Government are making use of the statuto-
ry invention recording system, the degree to
which it aids the management of federally
developed technology, and an assessment of
the cost savings to the Federal Government
of the use of such procedures’.

amendments to the claims In the inierna-
tional application made under article 19 of

- the treaty.”.

Sec. 107. (a) Secion 372(b) of title 35,
United States Code, is amended by—

(1) striking out the period at the end of
paragraph (2) and inserting in lieu thereof a
semicolon; and
. (2) inserting at the end thereof the follow-
ing:

“(3) the Commissioner may require a veri-
fication of the translation of the interna-
tional application or any other document
pertaining thereto if the application or
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other document was filed in a language
other than English.”.

(b) Section 372 of title 35, United States
Code, is amended by deleting subsection (c¢).

Skec. 108. Section 376(a) of title 35, United
States Code, is amended by striking out
paragraph (5) and redesignating paragraph
(6) as paragraph (5).

SEc. 109. Title 35, United States Code, is
amended by striking out ‘‘Patent Office”
each place it appears and inserting in lieu
thereof “Patent and Trademark Office”.

Sec 110. Notwithstanding section 2 of
Public Law 96-517, no fee shall be collected
for maintaining a plant patent in force.

Sec. 111.-(a) Section 7-of title 35, United
States Code, is amended to read as follows:

“8 7. Board of Patent Appeals and Interferences

““The examiners-in-chief shall be persons
of competent legal knowledge and scientific
ability, whe shall be appointed under the
classified civil service. The Commissioner,
the deputy commissioner, the assistant com-
missioners, and the examiners-in-chief shall
constitute a Board of Patent Appeals and
Interferences. .

“The Board of Patent Appeals and Inter-
ferences shall, on written appeal of an appli-
cant, review adverse decisions of examiners
upon applications for patents and shall de-
termine priority and patentability of inven-
tion in interferences declared pursuant to
section 135(a) of this title. Each appea! and
interference shall be heard by at least three
members of the Board of Patent Appeals
and Interferences, the members to be desig-
nated by the Commissioner. The Board of
Patent Appeals and Interferences has sole
power Lo grant rehearings.

“Whenever the Commissioner considers it
necessary to maintain the work of the
Board of Patent Appeals and Interferences
current, he may designate any patent exam-
iner of the primary examiner grade or
higher, having the requisite ability, to serve
as examiner-in-chief for periods not exceed-
ing six months each. An examiner so desig-
nated shall be qualified to act as a member
of the Board of Patent Appeals and Inter-
ferences. Not more than one such primary
examiner shall be a member of the Board of
Patent Appeals and Interferences hearing
an appeal or determining an interference.
The Secretary of Commerce is authorized to
{ix the per annum rate of basic compensa-
tion of each designated examiner-in-chief in

the Patent and Trademark Office at not in -

excess of the maximum schedule rate pro-
vided for positions at GS-16 pursuant to sec-
tion 5332 of title 5. United States Code. The
per annum rate of basic compensation of
each designated examiner-in-chief shall be
adjusted, at the close of the period for
wlich he was designated to act as examiner-
in-chie{, to the per annum rate of bhisic com-
pensztion which he would have been receiv-
ing at the close of such period if such desig-
nation irad not been made.”.

(b) The item relating to section 7 in the
analvsis for chapter 1 of titie 35, United
States Code, is amended by inserting '"Board
of Patent Appcals and Interferences” in lieu
of “Bozard of Appeals™.

Szc. 112. Section 41¢(a)X6) of titie 35,
United States Code, is amended by inseriing
“Bboard of Patent Appesls and Interfer-
ences” in lieu of “Board of Appezals”, each

“place it appears and inserting “in the
appeal’ after ““oral hearing".

Skc. 113. (a) Section 134 of title 35, United
States Code, including the section heading,
is emended by inserting “Board of Patent
Appeals and Interferences” in lieu of
“Board of Appeals' each place it appears.

(b) The item relating to section 134 in the
analysis for chapter 12 of title 35, United
States Code, is amended by inserting “‘Board

LI

CONGRESSIONAL RECORD — SENATE

of Patent Appeals and Interferences’ in lieu
of “Board of Appeals”.

SEec. 114. (a) Section 135(a) of title 35,
United States Code, is amended to read as
follows:

“(a) Whenever an application is made for
a patent which, in the opinion of the Com-
missioner, would interfere with any pending
application, or with any unexpired patent,
an interference may be declared and the
Commissioner shall give notice thereof to
the applicants, or applicant and patentee, as
the case may be. The Board of Patent Ap-
peals and Interferences shall determine the
priority and patentability of invention in
interferences. Any final decision, if adverse

to the claim of an applicant, shall constitute

the final refusal by the Patent and Trade-
mark Office of the claims involved, and the
Commissioner may issue a patent to the ap-
plicant who is adjudged the prior inventor.
A final judgment adverse to a8 patentee from
which no appeal or other review has been or
can be taken or had shall constitute cancel-
lation of the claims of the patent, and
notice thereof shall be endorsed on copies of
the patent thereafter distributed by the
Patent and Trademark Office.”.

(b) Section 135(b) of title 35, United
States Code, is amended by striking out

“may” and inserting in lieu thereof “shall”..

Sec. 115. Section 141 of title 35, United
States Code, is amended to read as follows:

“8 141. Appeal to court of appeals for the Federal
circuit

“An spplicant dissatisfied with the deci-
sion in an appeal to the Board of Patent Ap-
peals and Interferences under section 134 of
this title may appeal to the United States
Court of Appeals for the Federal Circuit,
thereby waiving his right to proceed under
section 145 of this title. A party to an inter-
ference dissatisfied with the decision of the
Board of Patent Appeals and Interferences
may appeal to the United States Court of
Appeals for the Federal Circuit, but such
appeal shall be cdismissed if any adverse
party to such interference, within twenty
days after the appellant has filed notice of
appeal according to section 142 of this title,
files notice with the Commissioner that he
elects to have all further proceedings con-
ducted as provided in section 146 of this
title. Thereupon the appellant shall have
thirty days thereafter within which to file a
civil action under section 146, in default of
which the decision appealed from shall
govern the further; proceedings in the
case.”.

Sec. 116. Section 145 of tiile 35, United
States Code. is amended—

(1) by inserting “Beard of Patent Appeals
and Interferences in an appeal under sec-
tion 134 of this title” in lieu of “Board of
Appeals” in the first sentence; and

(2) by inserting ""Bozrd of Patent Appeals
and Interferences’” in lieu of “Board of Ap-
peals” in the seccnd sentence.

SEC. 117. Section 146 of title 35, United
States Code, is amended by striking “board
of patent interferences on the question of
priority” and inserting in lieu thereof
“Board cf Patent Appezals and Interfer-
ences’”.

Sec. 118. Section 305 of title 35, United
Stiates Code, is amended by inserting “Bosard
of Patent Appeals and Interferences” in lieu
of “Board of Appeals".

SEc. 119. Section 1295(a)4)(A) of title 28,
United .States Code, is amended by striking
out “Appeals or the Board of Patent” and
inserting in lieu thereof “Pstent Appeals
and”,

Sec. 120. Section 152 of the Atomic
Energy Act of 1954 (42 U.S.C. 2182), is
amended by striking out “a Board of Patent
Interferences” and inserting in lieu thereof

.
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“the Board of Patent Appeals and Interfer-
ences”, and by striking out *the Board of °
Patent Interferences” and inserting in lieu
thereof “the Board of Patent Appeals and
Interferences”.

Skec. 121. (a) Section 305(d) of the Nation-
al Aeronautics and Space Act of 1952 (42
U.8.C. 2457(d)) is amended by—

(1) striking out “a Board of Patent Inter-
ferences” and inserting in lieu thereof * the
Board of Patent Appeals and Interfer-
ences”, and ’
_(2) striking out ‘“‘the Board of Patent
Interferences” and inserting in lieu thereof
“the Board of Patent Appeals and Interfer-
ences”. : s £

(b) Section 305(e) of the National Aero-
nautics and Space Act of 1958 (42 U.S.C.
.2457(e)) is amended by striking out “a
Board of Patent Interferences” and insert-
ing in lieu thereof ‘“the Board of Patent Ap-
peals and Interferences”.

Sec. 122. The examiners-in-chief of the
Board of Appeals and the examiners of
interferences of the Board of Patent Inter-
ferences on the effective date of this Act
shall continue in office as members of the
Board of Patent Appeals and Interferences.

Sec. 123. Section 3 of title 35, United

tates Code, is amended by adding at the
end thereof the following:

“(e) The members of the Trademark Trial
and Appeal Board of the Patent and Trad-
mark Office shall receive compensation
equal to that paid at GS-16 under the Gen-
eral Schedule contained in section 5332 of
title 5, United States Code.”.

Sec. 124. (a) Title 35 of the United States
Code is amended by sdding immediately fol-
lowing section 155 the foliowing new sec-
tion:

“§ 155A. Patent extension.

“(a) Notwithstanding section 154 of this
title, the term of any patent which encom-
passes within its scope & composition of
matter which is a new drug product, if such
new drug product is subject .to the labeling
requirements for oral hypoglycemic drugs
of the sulfonylurea class a&s promulgated by
the Food and Drug Administration in its
final rule of March 22, 1984 (FR Doc. 84-
9640) and was approved by the Food and
Drug Administration for marketing after
promulgation of such final rule and prior to
the dzte of enactment of this law, shall be
extended until April 21, 1992,

“¢(b) The patentee or licensee or suthor-
ized representative of any patent described
in such subsection (a) shall, within ninety
days after the date of enactment of such
subsection, notify the Commissicner of Pat-
ents and Trademarks of the number of any
patent so extended. On receipt of such
notice. the Commissioner shall confirm such
extension_ by placing a notice thereof, in the
official file of such patent and publishing an
appropriate notice of such extension in the
official Gazette of the Patent and Trade-
mark office.”.

(b) The table of sections for chapter 14 of
title 35, United States Code is amended by
adding after the item relating to section 155
the following new item:

“155A. Patent extension.”.

Sec. 125. (a) Sections 109, 110, and 124 of
this Act shall take eflect upon the date of
enactment.

Szc. 112. Section 41(a)6) of titie 3o,
TUnited States Code, is amended by inserfing
“Board of Patent Appezls and Interfer-
ences” in lieu of “Board of Appezls”, each

*place it appeurs and inserting “in the
appeal” after “oral hearing".

Sec. 113. (a) Section 134 of title 35, United
Srates Code, including the section heading,
is amended by inserting “Board of Patent
Appeals and Interferences” in lieu of
“Boeard of Appeals’” each place it appears.

(b) The item relating to section 134 in the
analysis for chapter 12 of title 35, United
States Code, is amended by inserting “‘Board

ences.

Sec. 118. Section 305 of title 35, United
Siates Code, is amended by inserting “Board
of Patent Appeals and Interferences” in lieu
of “Board of Appeals”.

SEc. 119. Section 1295(a)}4)(A) of title 28,
United .States Code, is amended by striking
out “Appeals or the Board of Patent” and
inserting in lieu thereof “Psatent Appeals
and".

Sec. 120. Section 152 of the Atomic
Energy Act of 1954 (42 U.S.C. 2182), is
amended by striking out “a Board of Patent
Interferences” and inserting in lieu thereof

.
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(b) The tzble of sections for chapter 14 of
title 35. Uniited States Code is emended by
adding after the item relating to section 155
the following new ftem:

“155A. Patent extension.”.

SEec. 125. (a) Sections 109, 110, and 124 of
this Act shall take eflect upon the date of
enactment.
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(b) Sections 101 through 108 of this Act
shall take effect three months after the date
of enactment.

(c) Sections 111 through 123 of this Act
shall take effect three months after the date
of enactment.

TITLE II-TEXTILE FIBER AND WOOL
PRODUCTS IDENTIFICATION IM-
PROVEMENT ACT

Sec. 201. This title may bé cited as the
«Textile Fiber and Wool Products Identifi-
cation Improvement Act”. i

Sec. 202. Subsection (b) of section 4 of the
. Textile Fiber Products Identification Act

(15 U.S.C. 70b(b)) is amended by adding at
_the end thereof the following mew para-

graph: . , y ) y

“(5) If it is- a textile fiber product proc-
essed or manufdctured in the United States,
it be so identified.”.

Sec. 203. Subsection (e) of section 4 of the
Textile Fiber Products Identification Act
(15 U.S.C. T0b(e)) is amended to read as fol-
lows:

“(e) For purposes of this Act, in addition
to the textile fiber products contained
therein,a package of textile fiber products
intended for sale to the ultimate consumer
shall be misbranded unless such package
has affixed to it a stamp, tag, label, or other
means of identification bearing the informa-
tion required by subsection (b), with respect
to such contained textile fiber products, or
is transparent to the extent it allows for the
clear reading of the stamp, tag, label, or
other means of identification on the textile
fiper product, or in the case of hosiery
items, this section shall not be construed as
requiring the affixing of a stamp, tag, label,
or other means of identification to each ho-
siery product contained in a package if (1)
such hosiery products are intended for sale
to the ultimate consumer in such package,
(2) such package has affixed to it a stamp,
tag, 1abel, or other means of identification
bearing, with respect to the hosiery prod-
ucts contained therein, the information re-
quired by subsection (b), and (3) the infor-
mation on the stamp, tag, label, or other
means of identification affixed to such
package is equally applicable with respect to
each textile fiber product contained there-

Sec. 204. Section 4 of the Textile Fiber

Products Identification Act (15 U.S.C. 70b)
is amended by adding at the end thereof the
following new subsections:
* “(i) For the purposes ¢f this Act, & textile
fiber product shall be considered to be false-
ly or deceptively advertised in any mail
order catalog or mail order promotional ma-
terial which is used in the direct sale or
direct offering for sale of such textile fiber
product, unless such textile fiber product
description states in & clear and conspicuous
manner that such textile fiber product is
processed or manufactured in the United
States. or imported, or both.

*(J) For purposes of this Act, a textile
fiver product shall be misbranded if a
stamp, tag, label, or other identification
conforming to the requirements of this sec-
tion is not on or affixed to the inside center
of the neck midway between the shoulder
seams, or if such product does not contain a
neck in the most conspicuous place on the
inner side of such product, unless it is on or
2ffixed on the outer side of such product, or
In the case of hosiery items on the outer
sider of such product or package.”.

8Ec. 205. Paragraph (2) of section 4(a) of
the Wool Products Labeling Act of 1939 (15
U.S.C. 68b(a)?2)) is amended by adding at

the end thereof the following new subpars-
Frephs:

=
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(D) the name of the country where proc-
essed or manufactured.”.

Sec. 206. Section 4 of the Wool Products
Labeling Act of 1939 (15 U.8.C. 68b) is
amended by adding at the end thereof the
following new subsections:

‘“(e) For the purposes of this Act, a woo!
product shall be considered to be falsely or
deceptively advertised in any mail order pro-
motional material which is used in the
direct sale or direct offering for sale of such
wool product, unless such wool product de-
scription states in a clear and conspicuous
manner that such wool product is processed
or manufactured in the United States, or
imported, or both. ) :

*(f) For purposes of this Act, a wool prod-
uct shall be misbranded if a stamp, tag,
label, or other identification conforming to
the requirements of this section is not on or
affixed to the inside center of the next
midway between the shoulder seams, or if
such product does not contain a neck in the
most conspicuous place on the inner side of
such product, unless it is on or affixed on
the outer side of such product or in the case
of hosiery items, on the outer side of such
product or package.”.

SEc. 207. Section 5 of the Wool Products
Labeling Act of 1939 (15 U.S.C. 68c) is
amended—

(1) by striking out “Any person” in the
first paragraph and inserting in lieu thereof
“(a) Any person’’; —

(2) by striking out “Any person” in the
second paragraph and inserting in lieu
thereof *(b) Any person”; and

(3) by inserting after subsection (b) (as
designated by this section) the following
new subsection;

“(c) For the purposes of subsections (a)
and (b) of this section, any package of wool
products intended for sale to the ultimate
consumer shall also be considered a wool
product and shall have affixed to it a stamp,
tag, label, or other means of-identification
bearing the information required by section
4, with respect to the wool products con-
tained therein, unless such package of wool
products is transparent to the extent that it
allows for the clear reading of the stamp,
tag, label, or other means of identification
affixed to the wool product, or in the case
of hosiery items this section shall not be
construed as requiring the affixing of 8
stamp, tag, label, or other means of identifi-
cation to each hosiery product contained in
a package if (1) such hosiery products are
intended for sale to the ultimate consumer
in such package, (2) such package has af-
fixed to it a stamp, tag. label, or other
means of identification bearing, with re-
spect to the hosiery products contained
therein, the information required by subsec-
tion (4), and (3) the information on the
stamp, tag, label, or other means of identifi-
cation affixed to such package is equally ap-
plicabie with respect to each hosiery prod-
uct contzined therein.”.

Sec. 208. The amendments made by this
Act shall be effective 90 days after the date
of enactment of this Act.

Mr. DOLE. Mr. President, I move to
reconsider the vote by which the bill
was passed.

Mr. LONG. 1 move to lay that
motion on the table. .

The motion to lay on the table was
agreed to.

S 8921

REFERRAL OF THE NUCLEAR
REGULATORY COMMISSION BILL

Mr. DOLE. Mr. President, I ask
unanimous consent that once the En-
vironment and Public - Works Commit-
tee reports the authorization bill for
fiscal year 1984 and 1985 for the Nu-
clear Regulatory Commission, it be re-
ferred to the Energy Committee until
no later than August 10, 1984.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. DOLE. The purpose.of this re-
ferral is to permit the Energy Commit-
tee to review the provision (sec. 201) of
the bill, amending the Nuclear Waste
Policy Act of 1982. # L

EXECUTIVE SESSION

Mr. DOLE. Mr. President, 1 ask
unanimous consent that the Senate go
into executive session to consider Cal-
endar No. 662.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

The nomination will be stated.

DEPARTMENT OF THE INTERIOR-

The legislative clerk read the nomi-
nation of Robert N. Broadbent, of
Nevada, to be an Assistant Secretary
of the Interior.

Mr. DOLE. Mr. President, I suggest
the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to
call the roll.

Mr. DOLE. Mr. President, I ask
unanimous consent that the order for
the gquorum call be rescinded.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. DOLE. Mr. President, it is my
understanding that we have not been

able to clear the nomination of Mr.-

Robert N. Broadbent to be an Assist-
ant Secretary of the Interior, so we
will take up the nomination, I assume,
when we return in July.

THE NOMINATION OF ROBERT
N. BROADBENT

e Mr. DECONCINI. Mr. President, the
Senate Energy and Natural Resources
Committee favorably reported the
nomination of Robert N. Broadbent to
be Assistant Secretary of the Interior
for Water and Science. Bob Broadbent
served as Commissioner of Reclama-
tion from 1980 to 1883 and throughout
that period demonstrated to all west-
erners that he clearly understood the
value of reclamation projects and the
important role reclamation programs
play in the lives of all citizens in West-
ern States. Mf. President, water is per-
haps the single-most important natu-
ral resource in this country. In States
like Arizona, where there is always a
threatened shortage of this precious
resource, reclamation has become the
only method of insuring & sufficient
supply of water to meet the needs of

viowue 1IECK INIaway Delween Llle snouiaer
scams, or if such product does not contain a
neck in the most conspicuous place on the
inher side of such product, unless it is on or
affixed on the outer side of such product, or
in the case of hosiery items on the outer
sider of such product or package.”.

8Ec. 205. Paragraph (2) of section 4(a) of
the Wool Products Labeling Act of 1939 (15
U.S.C. 68b(a)2)) is amended by adding at
the end thereof the following new subpars-
Fraphs:
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Act shall be effective 80 days after the date
of enactment of this Act.

Mr. DOLE. Mr. President, I move to
reconsider the vote by which the bill
was passed.

Mr. LONG. I move to lay that
motion on the table. .

The motion to lay on the table was
agreed to.
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important role reclamation programs
play in the lives of all citizens in West-
ern States. Mr. President, water is per-
haps the single-most important natu-
ral resource in this country. In States
like Arizona, where there is always a
threatened shortage of this precious
resource, reclamation has become the
only method of insuring a sufficient
supply of water to meet the needs of
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

February 10, 1982

CIRCULAR No. A-124

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Patents - Small Business Firms and Nonprofit
Organizations

1. Purpose. This Circular provides policies, procedures,
and guidelines with respect to inventions made by small
business firms and nonprofit organizations, including univer-
sities, under funding agreements with Federal agencies where a
purpose is to perform experimental, developmental, or research
work.

2. Rescissions. This Circular supersedes OMB Bulletin 81-22
effective March 1, 1982.

35 Authority. This Circular is issued pursuant to the
authority contained in 35 U.S.C. 8206 (86 of P.L. 96-517, "The
Patent and Trademark Amendments of 1980").

4. Background. After many years of public debate on means
to enhance the utilization of the results of Government funded
research, Public Law 96-517 was enacted. This Act gives non-
profit organizations and small businesses, with 1limited
exceptions, a first right of refusal to title in inventions .
they have made in performance of Government grants and
contracts. The Act takes precedence over approx1mately 26
conflicting statutory and administrative policies.

Under the Act, the Office of Federal Procurement Policy (OFPP)
is responsible for the issuance of the regulations
implementing 35 U.S.C. 8202-204 after consultation with the
Office of Science and Technology Policy (OSTP). On July 2,
1981, OMB Bulletin 81-22 was issued to provide interim regula-
tions while agency and public comments were sought. Based on
a review of these comments, this Circular is issued to
establish permanent implementing regulations and a standard
patent rights clause.

5 Policy and Scope. This Circular takes effect on March 1,
1982, and will be applicable to all funding agreements with
small business firms and domestic nonprofit organizations
executed on or after that date. This includes

a review of these comments, this Circular 1is issued to
establish permanent implementing regulations and a standard
patent rights clause.

55 Policy and Scope. This Circular takes effect on March 1,
1982, and will be applicable to all funding agreements with
small business firms and domestic nonprofit organizations
executed on or after that date. This includes
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conditions as to establish that the invention is being
utilized and that its benefits are, to the extent permitted by
law or Government regulations, available to the public on
reasonable terms.

£. The term "made" when used in relation to any
invention means the conception or first actual reduction to
practice of such invention.

o I8 The term "small business firm" means a small
business concern as defined at section 2 of Public Law 85-536
(15 U.Ss.C. 8§632) and implementing regulations of the
Administrator of the Small Business Administration. For the
purpose of this Circular, the size standards for small
business concerns involved in Government procurement and
subcontracting at 13 CFR 121.3-8 and 121.3-12, respectively,
will be used.

h. The term "nonprofit organization" means
universities and other institutions of higher education or an
organization of the type described in section 501 (c) (3) of the
Internal Revenue Code of 1954 (26 U.S.C. &501(c)) and exempt
from taxation under section 501(a) of the Internal Revenue
Code (26 U.S.C. 8501(a)) or any nonprofit scientific or
educational organization qualified under a state nonprofit
organization statute.

s Use of the Patent Rights (Small Business Firm or
Nonprofit Organization) (March 1982) Clause.

a. Each funding agreement awarded to a small business
firm or domestic nonprofit organization which has as a purpose
the performance of experimental, developmental or research
work shall contain the "Patent Rights (Small Business Firm or
Nonprofit Organization) (March 1982)" clause set forth in
Attachment A with such modifications and tailoring as may be
authorized in Part 8, except that the funding agreement may
contain alternative provisions--

(1) when the funding agreement is for the operation
of a Government-owned research or production facility; or

(2) in exceptional circumstances when it is
determined by the agency that restriction or elimination of
the right to retain title to any subject invention will better
promote the policy and objectives of Chapter 38 of Title 35 of
the United States Code; or
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the right to retain title to any subject invention will better
promote the policy and objectives of Chapter 38 of Title 35 of
the United States Code; or
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agreement was awarded), the agency shall take appropriate
action to ensure that small business firms or domestic non-
profit organization subcontractors under such prime funding
agreements that received their subcontracts after July 1,
1981, will receive rights in their subject inventions that are
consistent with P.L. 96-517 and this Circular. Appropriate
actions might include (i) amendment of prime contracts and/or
subcontracts; (ii) requiring the inclusion of the clause of
Attachment A as a condition of agency approval of a subcon-
tract; or (iii) the granting of title to the subcontractor to
identified subject inventions on terms substantially the same
as contained in the clause of Attachment A in the event the
subcontract contains a "deferred determination" or
"acquisition by the Government" type of patent rights clause.

d. To qualify for the c¢lause of Attachment A, a
prospective contractor may be required by an agency to certify
that it is either a small business firm or a domestic non-
profit organization. If the agency has reason to question the
status of the prospective contractor as a small business firm
or domestic nonprofit organization, it may file a protest in
accordance with 13 C.F.R. 121.3-5 if small business firm
status is guestioned or require the prospective contractor to
furnish evidence to establish its status as a domestic non-
profit organization.

8. Instructions for Modification and Tailoring of the Clause
of Attachment A.

a. Agencies should complete the blank in paragraph
g.(2) of the clause of Attachment A in accordance with their
own or applicable Government-wide regulations such as the FPR
or DAR. The flow-down provisions of the clause cited by the
agency should, of course, reflect the requirement of Part
7.c.(1).

b. Agencies should complete paragraph 1.
"Communications" at the end of the clause of Attachment A by
designating a central point of contact for communications on
matters relating to the clause. Additional instructions on
communications may also be included in paragraph 1.

G Agencies may replace the italicized or underlined
words and phrases with those appropriate to the particular
funding agreement. For example "contract" could be replaced
by ™"grant", ‘"contractor" by "grantee", and "contracting
officer" by "grants officer." Depending on its use, "Federal
agency" can be replaced either by the identification of the
agency or by the specification of the particular office or
official within that agency.

officer" by "grants officer." Depending on its use, "Federal
agency" can be replaced either by the identification of the
agency or by the specification of the particular office or
official within that agency.
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(4) Provide, upon request, the filing date, serial
number and title; a copy of the patent application; and patent
number and issue date for any subject invention in any country
in which the contractor has applied for patents.

Part 9. Publication or Release of Invention Disclosures

a. 35 U.S.C. B205 provides as follows:

"Federal agencies are authorized to withhold
from disclosure to the public information dis-
closing any invention in which the Federal
Government owns or may own a right, title, or
interest (including a nonexclusive license)
for a reasonable time in order for a patent
application to be filed. Furthermore, Federal
agencies shall not be required to release
copies of any document which is part of an
application for patent filed with the United
States Patent and Trademark Office or with any
foreign patent office."

b. To the extent authorized by 35 U.S.C. 8205, agencies
shall not disclose to third parties pursuant to requests under
the Freedom of Information Act (FOIA) any information disclos-
ing a subject invention for a reasonable time in order for a
patent application to be filed. With respect to subject
inventions of contractors that are small business firms or
nonprofit organizations, a reasonable time shall be the time
during which an initial patent application may be filed under
paragraph c¢. of the clause of Attachment A or such other
clause that may be used in the funding agreement. However, an
agency may disclose such subject inventions under the FOIA, at
its discretion, after a contractor has elected not to retain
title or after the time in which the contractor is required to
make an election if the contractor has not made an election
within that time. Similarly, an agency may honor an FOIA
request at its discretion if it finds that the same informa-
tion has previously been published by the inventor, contrac-
tor, or otherwise. 1If the agency plans to file itself when
the contractor has not elected title, it may, of course,
continue to avail itself of the authority of 35 U.S.C. 8205.

G As authorized by 35 U.S.C. 8205, Federal agencies
shall not release copies of any document which is part of an
application for patent filed on a subject invention to which a
small business firm or nonprofit organization elected to
retain title.

d. A number of agencies have policies to encourage
public disseination of the results of work supported by the

shall not release copies of any document which is part of an
application for patent filed on a subject invention to which a
small business firm or nonprofit organization elected to
retain title.

d. A number of agencies have policies to encourage
public disse:ination of the results of work supported by the
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35 U.S.C. 8202(c) (5), disclose such information to persons
outside the Government.

11. Retention of Rights by Inventor. Agencies which allow an
inventor to retain rights to a subject invention made under a
funding agreement with a small business firm or nonprofit
organization contractor, as authorized by 35 U.S.C. 8202(d),
will impose upon the inventor at least those conditions that
would apply to a small business firm contractor under para-
graphs 4d.(ii) and (iii); £.(4); h.; i.; and j. of the clause
of Attachment A.

12. Government Assignment to Contractor of Rights in
Invention of Government Emplovee. In any case when a Federal
employee 1s a co-inventor of any invention made under a
funding agreement with a small business firm or mnonprofit
organization and the Federal agency employing such co-inventor
transfers or reassigns the right it has acquired in the
subject invention from its employee to the contractor as
authorized by 35 U.S.C. 202(e), the assignment will be made
subject to the same conditions as would apply to the contrac-
tor under the clause of Attachment A.

13. Exercise of March-in Rights.

a. The following procedures shall govern the exercise
of the march-in rights of the agencies set forth in 35 U.S.C.
8203 and the clause at Attachment A.

b Whenever an agency receives information that it
believes might warrant the exercise of march-in rights, before
initiating any march-in proceeding in accordance with the
procedures of Part 1l3.c.-h. below, it shall notify the con-
tractor in writing of the information and request informal
written or oral comments from the contractor. 1In the absence
of any comments from the contractor within 30 days, the agency
may, at its discretion, proceed with the procedures below. If
a comment is received, whether or not within 30 days, then the
agency shall, within 60 days after it receives the comment,
either initiate the procedures below or notify the contractor,
in writing, that it will not pursue march-in rights based on
the information about which the contractor was notified.

Ce A march-in proceeding shall be initiated by the
issuance of a written notice by the agency to the contractor
and its assignee or exclusive licensee, as applicable, stating
that the agency is considering the exercise of march-in
rights. The notice shall state the reasons for the proposed
march-in in terms sufficient to put the contractor on notice
of the facts upon which the action would be based and shall
specify the field or fields of use in which the agency is con-
sidering requiring licensing. The notice shall advise the

issuance of a written notice by the agency to the contractor
and its assignee or exclusive licensee, as applicable, stating
that the agency is considering the exercise of march-in
rights. The notice shall state the reasons for the proposed
march-in in terms sufficient to put the contractor on notice
of the facts upon which the action would be based and shall
specify the field or fields of use in which the agency is con-
sidering requiring licensing. The notice shall advise the
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head of the agency or designee and sent to the contractor
(assignee or exclusive licensee) by certified or registered
mail within 90 days after the completion of fact-finding or
the proceedings will be deemed to have been terminated and
thereafter no march-in based on the facts and reasons upon
which the proceeding was initiated may be exercised.

h. An agency may, at any time, terminate a march-in
proceeding if it is satisfied that it does not wish to exer-
cise march-in rights.

The procedures of this Part shall also apply to the
exercise of march-in rights against inventors receiving title
to subject inventions under 35 U.S.C. 8202(d) and, for that
purpose, the term "contractor" as used in this Part shall be
deemed to include the inventor.

Fs Notwithstanding the last sentence of Part 13.c., a
determination to exercise march~in in cases where the subject
invention was made under a contract may be made initially by
the contracting officer in accordance with the procedures of
the Contract Disputes Act. In such cases, the procedures of
the Contract Disputes Act will apply in lieu of those in Parts
13.d.-g. above (except that the last sentence of Part 13.e.
shall continue to apply). However, when the procedures of
this Part 13.j. are used, the contractor, assignee, or
exclusive license will not be required to grant a license and
the Government will not grant any license until after either:
(1) 90 days from the date of the contractor's receipt of the
contracting officer's decision, if no appeal of the decision
has been made to an agency board of contract appeals, or if no
action has been brought under Section 10 of the Act within
that time; or (2) the board or court, as the case may be, has
made a final decision in cases when an appeal or action has
been brought within 90 days of the contracting officer's
decision.

K. Agencies are authorized to issue supplemental
procedures, not inconsistent herewith, for the conduct of
march-in proceedings.

14. Appeals.

a. The agency official initially authorized to take any
of the following actions shall provide the contractor with a
written statement of the basis for his or her action at the
time the action is taken, including any relevant facts that
were relied upon in taking the action:

(1) A refusal to grant an extension under paragraph
c.(4) of the clause of Attachment A.

written statement of the basis for his or her action at the
time the action is taken, including any relevant facts that
were relied upon in taking the action:

(1) A refusal to grant an extension under paragraph
c.(4) of the clause of Attachment A.
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necessary for the practice of a subject invention or for the
use of a work object of the funding agreement and that such
action is necessary to achieve practical application of the
subject invention or work object. Any such determination will
be on the record after an opportunity for an agency hearing,
and the contractor shall be given prompt notification of the
determination by certified or registered mail.

16. Administration of Patent Rights Clause.

a. It is important that the Government and the
contractor know and exercise their rights in subject inven-
tions in order to ensure their expeditious availability to the
public, to enable the Government,. .the contractor, and the
public to avoid unnecessary payment of royalties, and to
defend themselves against «claims and suits for patent
infringement. To attain these ends, contracts should be so
administered that:

(1) 1Inventions are identified, disclosed, and an
election is made as required by the contract clause.

(2) The rights of the Government in such inventions
are established;

(3) when appropriate, patent applications are
timely filed and prosecuted by contractors or by the
Government;

(4) The rights in patent applications are
documented by formal instruments such as 1licenses or
assignments;

(5) Expeditious commercial wutilization of such
inventions is achieved.

b. With respect to the conveyance of license or
assignments to which the Government may be entitled under the
clause of Attachment A, agencies should follow the guidance
provided in 41 CFR 1-9.109-5 or 32 CFR 9-109.5.

s In the event a subject invention is made under
funding agreements of more than one agency, at the request of
the contractor or on their own initiative, the agencies shall
designate one agency as responsible for administration of the
rights of the Government in the invention.

17. Modification of Existing Agency Regulations.

a. Existing agency patent regulations or other
published policies concerning inventions made under funding
agreements shall be modified as necessary to make them
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17. Modification of Existing Agency Regulations.

a. Existing agency patent regulations or other
published policies concerning inventions made under funding
agreements shall be modified as necessary to make them




ATTACHMENT A
CIRCULAR A-124

The following is the standard patent rights claused to be used
in funding agreements as provided in Part 7.

PATENT RIGHTS (Small Business Firms and
Nonprofit Organizations) (March 1982)

a. Definitions

(1) "Invention" means any invention or discovery
which is or may be patentable or otherwise protectable under
Title 35 of the United States Code.

(2) "Subject Invention" means any invention of the
contractor conceived or first actually reduced to practice in
the performance of work under this contract.

(3) "Practical Application" means to manufacture in
the case of a composition or product, to practice in the case
of a process or method, or to operate in the case of a machine
or system; and, in each case, under such conditions as to
establish that the invention is being utilized and that its
benefits are, to the extent permitted by law or Government
regulations, available to the public on reasonable terms.

(4) "Made" when used in relation to any invention
means the conception or first actual reduction to practice of
such invention.

(5) "Small Business Firm" means a small business
concern as defined at Section 2 of Public Law 85-536 (15
U.S.C. 8632) and implementing regulations of the Administrator
of the Small Business Administration. For the purpose of this
clause, the size standards for small business concerns
involved in Government procurement and subcontracting at 13
C.F.R. 121.3-8 and 13 C.F.R. 121.3-12, respectively, will be
used.

(6) "Nonprofit Organization" means a university or
other institution of higher education or an organization of
the type described in section 501 (c) (3) of the Internal
Revenue Code of 1954 (26 USC 8501 (c)) and exempt from taxation
under section 501(a) of the Internal Revenue Code .(26 USC
8501 (a)) or any nonprofit scientific or educational organiza-
tion qualified under a state nonprofit organization statute.

under section 501(a) of the Internal Revenue Code .(26 USC
8501 (a)) or any nonprofit scientific or educational organiza-
tion qualified under a state nonprofit organization statute.
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permission is granted by the Commissioner of Patents and
Trademarks to file foreign patent applications where such
filing has been prohibited by a Secrecy Order.

(4) Requests for extension of the time for
disclosure to the agency, election, and filing may, at the
discretion of the funding Federal agency, be granted.

d. Conditions When the Government May Obtain Title.

(1) The contractor will convey to the Federal
agency, upon written request, title to any subject invention:

(i) If the contractor fails to disclose or
elect the subject invention within the times specified in c.
above, or elects not to retain title.

(ii) In those countries in which the
contractor fails to file patent applications within the times
specified in c. above; provided, however, that if the
contractor has filed a patent application in a country after
the times specified in c., above, but prior to its receipt of
the written request of the Federal agency, the contractor
shall continue to retain title in that country.

(iii) In any country in which the
contractor decides not to continue the prosecution of any
application for, to pay the maintenance fees on, or defend in
reexamination or opposition proceeding on, a patent on a
subject invention.

e. Minimum Rights to Contractor

(1) The contractor will retain a nonexclusive,
royalty-free license throughout the world in each subject
invention to which the Government obtains title except if the
contractor fails to disclose the subject invention within the
times specified in c., above. The contractor's 1license
extends to its domestic subsidiaries and affiliates, if any,
within the corporate structure of which the contractor is a
party and includes the right to grant sublicenses of the same
scope to the extent the contractor was legally obligated to do
so at the time the contract was awarded. The license is
transferable only with the approval of the funding Federal
a%encx except when transferred to the successor of that party
of the contractor's business to which the invention pertains.

(2) The contractor's domestic 1license may be
revoked or modified by the funding Federal agency to the
extent necessary to achieve expeditious practical application

of the contractor's business to which the invention pertains.

(2) The contractor's domestic 1license may be
revoked or modified by the funding Federal agency to the
extent necessary to achieve expeditious practical application
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information required by c.(l) above. The contractor shall
instruct such employees through employee agreements or other
suitable educational programs on the importance of reporting
inventions in sufficient time to permit the filing of patent
applications prior to U.S. or foreign statutory bars.

(3) The contractor will notify the Federal agency
of any decision not to continue the prosecution of a patent
application, pay maintenance fees, or defend in a reexamina-
tion or opposition proceeding on a patent, in any country, not
less than thirty days before the expiration of the response
period required by the relevant patent office.

(4) The contractor agrees to include, within the
specification of any United States patent application and any
patent issuing thereon covering a subject invention, the
following statement, "This invention was made with Government
support under (identify the contract) awarded by (identify the
Federal agency). The Government has certain rights in this
invention.”

g. Subcontracts

(1) The contractor will include this clause,
suitably modified to 1identify the parties, in all subcon-
tracts, regardless of tier, for experimental developmental or
research work to be performed by a small business firm or
domestic nonprofit organization. The subcontractor will
retain all rights provided for the contractor in this clause,
and the contractor will not,as part of the consideration for
awarding the subcontract, obtain rights in the subcontractor's
subject inventions.

(2) The contractor will include in all other
subcontracts, regardless of tier, for experimental, develop-
mental or research work the patent rights clause required by
(cite section of agency implementing regulations, FPR, or
DAR) .

(3) In the case of subcontracts, at any tier, when
the prime award with the Federal agency was a contract (but
not a grant or cooperative agreement), the agency, subcontrac-
tor, and the contractor agree that the mutual obligations of
the parties created by this clause <constitute a contract
between the subcontractor and the Federal agency with respect
to those matters covered by this clause.

hs Reporting on Utilization of Subject Inventions

The contractor agrees to submit on regquest periodic
reports no more frequently than annually on the utilization of

to those matters covered by this clause.

hs Reporting on Utilization of Subject Inventions

The contractor agrees to submit on regquest periodic
reports no more frequently than annually on the utilization of
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take within a reasonable time, effective steps to achieve
practical application of the subject invention in such field
of use.

(2) Such action is necessary to alleviate health or
safety needs which are not reasonably satisfied by the
contractor, assignee, or their licensees;

(3) Such action is necessary to meet requirements
for public use specified by Federal regulations and such
requirements are not reasonably satisfied by the contractor,
assignee, or licensees; or

(4) Such action is necessary because the agreement
required by paragraph i of this clause has not been obtained
or waived or because a licensee of the exclusive right to use
or sell any subject invention in the United States is in
breach of such agreement. :

k. Special Provisions for Contracts with Non-profit
Organizations

If the contractor is a non-profit organization, it
agrees that:

(1) Rights to a subject invention in the United
States may not be assigned without the approval of the Federal
agency, except where such assignment is made to an organiza-
tion which has as one of its primary functions the management
of inventions and which is not, itself, engaged in or does not
hold a substantial interest in other organizations engaged in
the manufacture or sale of products or the use of processes
that might utilize the invention or be in competition with
embodiments of the invention provided that such assignee will
be subject to the same provisions as the contractor);

(2) The contractor may not grant exclusive
licenses under United States patents or patent applications in
subject inventions to persons other than small business firms
for a period in excess of the earlier of:

(i) five years from first commercial sale or use of
the invention; or

(ii) eight years from the date of the exclusive
license excepting that time before regulatory agencies neces-
sary to obtain premarket clearance, unless on a case-by-case
basis, the Federal agency approves a longer exclusive license.
If exclusive field of use licenses are granted, commercial
sale or use in one field of use will not be deemed commercial
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license excepting that time before regulatory agencies neces-
sary to obtain premarket clearance, unless on a case-by-case
basis, the Federal agency approves a longer exclusive license.
If exclusive field of use licenses are granted, commercial
sale or use in one field of use will not be deemed commercial




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

FOR IMMEDIATE RELEASE OMB 82-5
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The Office of Management and Budget and its component agency, the Office of
Federal Procurement Policy, have jointly issued a new circular to all
government agencies carrying out the provisions of Public Law 96-517, which
deals with the rights of small businesses, universities and other non-profit
organizations to inventions made under research sponsored by the Government.

The new OMB Circular 124 replaces an interim directive that was issued last

July to implement the 1980 legislation.

The Circular is designed to encourage innovation and the utilization of
inventions arising from Government supported research and developmenmt by small
businesses, universities and non—profits. It covers the disposition of the
invention results from approximately $1.2 billion of grant and contract awards
to small business and $5 billion to universities and non-profits each year. The
Administration anticipates that this large investment coupled for the first time
with a Government-wide policy of allowing the private sector the incentive of
patent ownership will lead to a significant increase in the commercialization of
resulting inventions.

The Circular is designed to simplify the current regulatory framework by
replacing numerous separate and diverse agency regulations and procedures
covering small business, universities and nonprofits with a single,
Government-wide policy. As mandated by Public Law 96-517 the new Circular
establishes a standard Patent Rights clause to be included in all Government
grants and contracts with such organizations, which gives these inventing
organizations the right to retain ownership of inventions. The Circular also
requires agencies to modify exising regulations to bring them into conformity
with the Circular.

To further encourage a uniform and effective application of the law, the
Circular establishes the Department of Commerce as the lead agency to monitor
its implementation, evaluate its effect on innovation, and serve as the
clearinghouse for information regarding Government patent policy. Since the Act
applies to a wide range of Government procurement and assistance activities, it
is expected that the assignment of coordination functions to the Department of
Commerce will help to prevent inconsistent implementation and the proliferation
of new regulations.
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Small businesses should benefit because:

More highly qualified small businesses will seek Government
funded research projects since fear of losing the rights to
valuable innovative concepts will no longer be a problem when
dealing with the Government.

Federally-sponsored research which results in invention and does
not threaten proprietary positions will aid in restoring the
vitality of small business. Without such rights many small firms
could not justify the risk of further commercial development or
attract private risk capital for such development.

Non-profits and universities are also benefited because:

Patent rights are critical to university and non-profit
technology transfer or patent licensing programs.

Substantial private investment is required to further develop
university invention. Patent ownership provides the incentive
for the university to seek private firms to undertake the risk of
development.

In addition to improving the climate for university licensing,
the Circular also stimulates increased university-industry
cooperative programs by virtually eliminating industry concerns
about Government claims under related research.

Because a substantial portion of all medical research is done at
universities and because of the importance of patent rights in
the pharmaceutical and related industries, the Circular is
critical to the development of new drugs and medical devices and
procedures.

FOR ADDITIONAL INFORMATION CONTACT: Fred Dietrich, 202-395-6810




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

FOR IMMEDIATE RELEASE OMB 82-5
February 12, 1982 Public Affairs
395-3080

The Office of Management and Budget and its component agency, the Office of
Federal Procurement Policy, have jointly issued a new circular to all
government agencies carrying out the provisions of Public Law 96-517, which
deals with the rights of small businesses, universities and other non-profit
organizations to inventions made under research sponsored by the Government.

The new OMB Circular 124 replaces an interim directive that was issued last

July to implement the 1980 legislation.

The Circular is designed to encourage innovation and the utilization of
inventions arising from Government supported research and developmenmt by small
businesses, universities and non-profits. It covers the disposition of the
invention results from approximately $1.2 billion of grant and contract awards
to small business and $5 billion to universities and non-profits each year. The
Administration anticipates that this large investment coupled for the first time
with a Government-wide policy of allowing the private sector the incentive of
patent ownership will lead to a significant increase in the commercialization of
resulting inventions.

The Circular is designed to simplify the current regulatory framework by
replacing numerous separate and diverse agency regulations and procedures
covering small business, universities and nonprofits with a single,
Government-wide policy. As mandated by Public Law 96-517 the new Circular
establishes a standard Patent Rights clause to be included in all Government
grants and contracts with such organizations, which gives these inventing
organizations the right to retain ownership of inventions. The Circular also
requires agencies to modify exising regulations to bring them into conformity
with the Circular.

To further encourage a uniform and effective application of the law, the
Circular establishes the Department of Commerce as the lead agency to monitor
its implementation, evaluate its effect on innovation, and serve as the
clearinghouse for information regarding Government patent policy. Since the Act
applies to a wide range of Government procurement and assistance activities, it
is expected that the assignment of coordination functions to the Department of
Commerce will help to prevent inconsistent implementation and the proliferation
of new regulations.

its implementation, evaluate its effect on innovation, and serve as the
clearinghouse for information regarding Government patent policy. Since the Act
applies to a wide range of Government procurement and assistance activities, it
is expected that the assignment of coordination functions to the Department of
Commerce will help to prevent inconsistent implementation and the proliferation
of new regulations.




Small businesses should benefit because:

- More highly qualified small businesses will seek Government
funded research projects since fear of losing the rights to
valuable innovative concepts will no longer be a problem when
dealing with the Government.

- Federally-sponsored research which results in invention and does
not threaten proprietary positions will aid in restoring the
vitality of small business. Without such rights many small firms
could not justify the risk of further commercial development or
attract private risk capital for such development.

Non-profits and universities are also benefited because:

- Patent rights are critical to university and non-profit
technology transfer or patent licensing programs.

- Substantial private investment is required to further develop
university invention. Patent ownership provides the incentive
for the university to seek private firms to undertake the risk of
development.

- In addition to improving the climate for university licensing,
the Circular also stimulates increased university-industry
cooperative programs by virtually eliminating industry concerns
about Government claims under related research.

- Because a substantial portion of all medical research is done at
universities and because of the importance of patent rights in
the pharmaceutical and related industries, the Circular is
critical to the development of new drugs and medical devices and
procedures.

FOR ADDITIONAL INFORMATION CONTACT: Fred Dietrich, 202-395-6810




2-19-82

Vol 47 No. 34

Pages 7387-7610

P o At —————e——i e LT S R

Friday

February 19, 1982

e

7556 » Federal Register / Vol. 47, No. 34 |/ Friday, February 19, 1982 / Notices

OFFICE OF MANAGEMENT AND
BUDGET

Office of Federal Procurement Policy
Circular No. A-124, Patents—Small

Firms and Non-Profit Organizations

AGENCY: Office of Federal Procurement
Policy, OMB. ;
ACTION: Notice.

SUMMARY: This Circular, issued
pursuant to the authority contained in
Pub. L. 96-517, sets forth policies,
procedures and a standard clause for
executive branch agency use with
regard to inventions made by small
business firms and non-profit
organizations and universities under
funding agreements (contracts, grants
and cooperative agreements} with
Federal agencies where a purpose is to
perform experimental, developmental
and research work. This supersedes
OMB Bulletin No. 81-22 and reflects
public comments received on OMB
Bulletin No. 81-22 (48 FR 34778, July 2,
1881).

EFFECTIVE DATE: March 1, 1682,

FOR FURTHER INFORMATION CONTACT:
Mr. Fred H. Dietrich, Associate
Administrator, Office of Federal
Procurement Policy, 726 Jackson Place,
NW., Washington, D.C. 20503, (202) 385—
8810. e i 455 .
SUPPLEMENTARY INFORMATION: This
Circular is a revision of OMB Bulletin
No. 81-22 which was issued on July 1,
1981, accompanied by a request for

comments from the public and Federal
agencies. Approximately 138 comments
were received from individuals,
universities, nonprofit organizations,
industrial concerns, and Federal
agencies.

Copies of all the comments are
available on record at OFPP. A
compilation of summaries of the
comments organized by Bulletin section
along with a rationale for their
disposition can be obtained by writing
to: Fred Dietrich, address as above.

The Bulletin has been reformated for
easier reading and simplified reference
to its provisions. For example, the
standard clause has been moved from
the body of the Circular to Attachment
A Instructions and policies on the use of
the standard clause have been '
consolidated in Part 7. Instructions for
modification or tailoring of the clause
have been consolidated in Part 8. Other
general policies relating to the clause or
the Act have been treated in separate
parts. Some of the more significant
changes that were made as a result of

_the comments are discussed below.

Explanations are also given as to why
certain comments were not adopted.

L Comments Relating to Policy and
Scope Sections
A. Subcontracts

A number of comments indicated that
more clarification on the application of
the Circular to subgantracts was

needed. Revisions were made in Part 5
and Part 7c. to address this concern.

B. Limitation to Funding Agreements
Performed in the United States

~ There were also a large number of
comments questioning the limitation of
the Bulletin to funding agreements

.. performed in the United States. The

Circular has been revised to eliminate
any distinctions based on where the
funding agreement is performed.
However, the definition of “nonprofit
organization” at 35 U.S.C. 201 has been
interpreted to cover only domestic
nonprofit organizations. The definition
of “small business” in SBA regulations
which are referenced in the Act
excludes foreign business. A strong
argument can be made that the Congress
did not include foreign nonprofits. For

. example, that part of the statutory

. definition referencing organizations

" -“qualified under a State nonprofit

* organization statute” clearly is limited

to U.S. organizations. Similarly, that part
of the definition referencing Section 501
of the Tax Code manifest an intention to
cover U.S. based organizations, since
foreign corporations are not subject to
U.S. tax except if they are doing
business in the United States.

C. Inventions Made Prior to July 1, 1981

Part 5 of the Circular was revised, as
suggested by commentors, to encourage
agencies to treat inventions made under
funding agreements predating the Act in
a manner similar to inventions under the
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have been made as a result of the
comments.

Several agencies felt the procedures
were too formal and cumbersome. Some
universities were also concerned that
there did not appear to be a way for an
agency to reject a march-in without
going into a full-blown prosedure. To
address these concerns Part 13.b. was
added to provide for an informal and
rapid agency decision making process as
to whether or not to begin a more formal
proceeding. Part 13.h. was also added to
make clear that an agency could
discontinue a proceeding at any time it
is satisfied that march-in is not .
warranted, This emphasizes that march-
in is strictly a matter for agency
discretion. Even though an agency may
begin march-in because of the
complaints of a third-party, that third -
party does not have standing and cannot
ingist on either the initiation or
continuation of a march-in proceeding.

A number of universities asked that
time limits be placed on the duration of
a march-in proceeding. It is not believed
to be practical to place an overall time
limit on a march-in proceeding,
particularly since delays in fact-finding
might be the result of contractor
requests for delays. However, Part 13.b,
includes a procedure for informal
agency decision-making, as noted
above, with specified time restraints. In
addition, Part 13.g. places a 90 day time
limit on the issuance of a determination
after fact-finding is completed.

Several universities also
recommended that march-in )
determinations be appealable to the
lead agency. However, this :
recommendation was not adopted. It is -
believed the procedures established will
ensure that march-ins are only exercised
after careful consideration. Contractors
may also appeal any arbitrary decisions
or those not conducted in accordance
with proper procedures to the courts.

Part 13.j. was added to clarify the
relationship of the procedures of the
Contract Disputes Act to the march-in
procedures of Part 13 c.—g. to the extent
a determination to march-in is
considered a contract dispute.

Several universities also
recommended that march-in proceedings
be closed to the public where
confidential information might be
disclosed. Language has been included
in Part 13.e. to require this. The
information on utilization obtained as
part of a march-in is consi$§ sared within
the scope of the utilization information
which agencies are required to obtain
the right to under 35 U.S.C. 202(c)(5), and
the same statutory exclusion from
disclosure is applicable to it. It can also
be expected that the same information

would be trade-secret information
exempt from public disclosure.

" J. Appeals

As a result of a number of comments,
it was determined that the appeals :
provisions of Part 5.g. of the Bulletin did
not address the full scope of appealable
decisions and that particularly in
forfeiture cases more detailed
procedures should be followed. Part 14
has been revised accordingly. However,
other recommendations to allow appeal
to the lead agency were not adopted
since a number of agencies were
concerned that this would interfere with
their prerogratives.

Since it is anticipated that in contract
situations a number of these actions
would be subject to the Contract
Disputes Act, language was added to
Part 14 to expressly acknowledge that
procedures under that Act would fully
comply with the requirements
established in Part 14.

K. Multiple Sources of Agency Support

One university suggested that there
was a need for additional guidance in
cases when a subject invention can be
attributed to more than one agency
funding agreement. To address this
concern Part 16¢. was added to require
agencies to select one agency to
administer a given subject invention
when there have been multiple agencies
providing support. It is intended that
only that agency could then exercise
march-in or take other actions under the
clause. It would be a matter between the
agencies as to how any actions of the
selected agency would be coordinated
with the others.

L. Lead Agency

Bulletin 81-22 noted that the lead
agency concept was under discussion
and solicited comments on this matter.
The Department of Commerce has been
selected as the new lead agency based
on its prior experience and wide ranging
interest in technology transfer,
productivity, innovation and
Government patent policy. The lead
agency will, among other assignments,
review agency implementing
regulations; disseminate and collect
information; monitor administrative or
compliance measures; evaluate the Pub.
L. 96-517's implementation; and
recommend appropriate changes to
OMB/OFPP.

M. Optional Clause Language at Section
5b(1)(vi) of the Bulletin

The most commented upon aspect of
the Bulletin was the optional reporting
language authorized by Part 5.b.(1)(vi).
Approximately 70 comments were - -

‘received from universities and nonprofit

organizations objecting to its use. The
premises underlying the rationale for the
optional language was brought in
question by a number of commentors.
Many others made the point that the use
of the clause would undermine their

" licensing efforts; result in nonreporting

of inventions by inventors, and would
generally be counterproductive. Bysvay
of contrast no agency provided any
rationale for the need for these  ?
provisions.

In view of the comments and lack of
any established need for the optional
language, Part 5b(1)(vi) of the Bulletin
has been eliminated from the final = _ .
Circular. As will be discussed, below,
some changes have been made to
paragraph c. of the standard clause of
Attachment A of the Circular that relate
to the issues raised by the optional
language.

I1. Comments on Standard Patent Rights
Clause

A. Paragraph b.—License to State and
Local Governments

One agency suggested that the right to
license state and local governments be -
made part of the standard rights of the
Government, This, however, has not
been done since the granting of licenses
to state and local governments is not
consistent with Pub. L. 96-517. That
statute defines the Government's license
rights, and any expansion of these
rights, would have to be justified under
the “exceptional circumstances”
language of 35 U.S.C, 202 on a case-by-
case basis. It is not anticipated that the
taking of such rights would ordinarily be
consistent with the policy and
objectives of the Act since such licenses
have acted as a disincentive to general
commercialization. Thus, while
appearing to be useful to state and local
governments such licenses have actually
acted to their disadvantage to the extent
they have precluded private

development of inventions useful to

state and local governments.

B. Paragraph c—Reporting, Election,
and Disclosure

There were a number of comments on
various aspects of paragraph c. As a
result some changes have been made. In
general, these changes were designed to
provide a reasonable accommodation to
the interests of several agencies in
obtaining early knowledge of inventions
and to minimize the possibility of
statutory bars being created in
situations where the agency might wish
to seek patents if the contractor does
not elect rights. Thus, the reporting
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implementation of 35 U.S.C. 200-206 so
as to foster the policy and ob;ectrves set
forth in 35 U.S.C. 20e.

6. Definitions. As used in this
Circular—

a. The term “funding agreemex'
means any contract, grant, or ;
cooperative agreement entered into
between any Federal agency, other than
the Tennessee valley Authority, and any
contractor for the performance of
experimental, developmental, or
research work funded in whole or in
part by the Federal Government. Such
term includes any assignment,
substitution of parties, or subcontract ef
any type entered into forthe  ". . .-
performance of experimental,
developmental, or research work under
a funding agreement, as herein defined.

b. The term “contractor” means any
person, small business firm or nonprefit
organization that is a party to a funding
agreement.

c. The term “invention” means any
invention or discovery which is or may
be patentable or otherwise protectable
under Title 35 of the United States Code.

d. The term “subject invention” means
any invention of a contractor conceived
or first actually reduced to practice in
the performance of work under a
funding agreement. -

e. The term “practxcal apphcatmn
means to manufacture in the case of a
composition or product, to practice in
the case of a process or method, or to
operate in the case of a machine or
system; and, in each case, under such
conditions as to establish that the
invention is being utilized and that its
benefits are, to the extent permitted by
law or Government regulations,
available to the public on reasonable
terms.

f. The term “made” when used in
relation to any invention means the
conception or first actual reduction to
practice of such invention.

8. The term *'small business firm”
means a small business concern as -
defined at section 2 of Pub. L. 85-536 (15
U.S.C. 832) and implementing
regulations of the Administrator of the
Small Business Administration. For the
purpose of this Circular, the size
standards for small business concerns
involved in Government procurement
and subcontracting at 13 CFR 121.3-8
and 121.3-12, respectively, will be used.

h. The term “nonprofit organization™
means universities and other institutions
of higher education or an organization of
the type described in section 501(c) (3}
of the Internal Revenue Code of 1854 {26
U.S.C. 501(c)) and exempt from taxation
under section 501(a) of the Internal
Revenue Code (26 U.S.C. 501{a}} or any
nonprofit scientific or educational - -

- organization qualified under a state
-nonprofit organization statute.

7. Use of the Patent Rights (Small
Business Firm or Nonprofit
Organization) (March 1982) Clause.

- a. Each funding agreement awarded to

B . a.small business firm or domestic

nonprofit organization which hasasa -
purpose the performance of '
experimental, development or research
work shall contain the *“Patent Rights
(Small Business Firm or Nonprofit
Organization) (March 1982)" clause set
forth in Attachment A with such -«
modifications and tailoring as may be

..authorized in Part 8, except that the

Wiy raiail Tpg oL 7.a. apphcs to subcontracts at any tier

alternative provisions—

(1) When the funding agreement is for

the operation of a Government-owned
research or production facility; or

{2) In exceptional circumstances when
it is determined by the agency that
restriction or elimination of the right to
retain title to any subject invention wilt
better promote the policy and objectives
of Chapter 38 of Title 35 of the United
States Code; pr

(3) When it is determined by a
Government authority whichis :
authorized by statute or executive order
to conduct foreign intelligence or

= ~counterintelligence activities that the -
restriction or elimination of the right to

retain title to any subject invention is

necessary to protect the security of such -

activities.

b. (1) Any determmauon under Part -
7.a.(2) of this Circular will be in writing
and accompanied by a written
statement of facts justifying the
determination. The statement of facis
will contain such information as the
funding Federal agency deems relevant
and, at minimum, will (i) identify the
small business firm or nonprofit
organizatiom involved, (ii} describe the
extent to which agency action restricted
or eliminated the right to retain title to a

_subject invention, (iii) state the facts

and rationale supporting the agency
action, {iv) provide supporting
documentation for those facts and
rationale, and (v) indicate the nature of
any objections to the agency action and
provide any documentation in which
those objections appear. A copy of the
each such determination and written
statement of facts will be sent to the
Comptroller General of the United
States within 30 days after the award of
the applicable funding agreement. n
cases of determinations application te

small business firms, copies will also be -

sent to the Chief Counsel for Advocacy
of the Small Business Administration.
(2) To assist the Comptroller General
to accomplish his or her responsihilities
under 35 U.S.C. 202, each Federal .

agency that eniers inte any funding
agreements with nonprofit organizations
or small business firms during the - -
applicable reparting period shall

--accumulate and, at the request of the

Comptroller General, provide the -

-~ Comptroler Generat ar his or her d&ly

authorized represenative. the total
number of prime agreements entered
into with small business fums ar «
nonprofit tions that contain the
patent rights clause of Attachment A -
during each period of October 1 through
September 30, beginni.ng October 1,
1982.

c. (1) Agencies arve advised that Part

under prime funding agreements with

. contractors that are other than szmdl
" business firmes or nonprofit “

organizations. Accordingly, agumea
should take appropriate actionr to ensure
that this requirement is reflected in the
patent clauses of such prime funding
agreemments awarded after March 1,
1982

(Z)htheManagencyha.

-outstanding prime funding agreesnents
" that do not contain patent flow-down .

provisiens consistent with either this
Circular or OMB Bulletin 81-22 {if it was

" -applicable at the time the funding

agreement was awarded), the agency .
shall take appropriate action to ensure
that small business firms or domestic -
nonprofit organization subcontractors
under such prime funding agreements
that received their subcontracts after
July 1, 1981, will receive rights in their
subject inventions that are consistent
with Pub. L. 98-517 and this Circular.
Appropriate actions might inclade (i)
amendment of prime contracts and/or
subcontracts; {ii) requiring the inclusion
of the clause of Attachment A as a
condition of agency approval of a
subcontract; or (iii) the granting of title
to the subcontractar to identified subject
inventions on terms substantially the
same as contained in the clause of
Attachment A in the event the
subcontract containg a “deferred
determination” or “acquisition by the
Government” type of patent nghu
clause.

d. Te qualify for the clause of
Attachment A, a prospective contractor
may be required by an agency to certify
that it is either a small business firm or
a domestic nonprofit organization. i the
agency has reason to question the status
of the prospective coniractor as a small
business firm or domestic nonprofit
organization, it may file a protest in

- accordance with 13 CFR 121.3-6 if small
- business firm status is questioned or
_require the prospective contracter to
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under section 501(a) of the Internal
Revenue Code (26 U.S.C. 501{a}) or any
nonprofit scientific or educational - -

each such determination and written
statement of facts will be sent to the
Comptroller General of the United
States within 30 days after the award of
the applicable funding agreement. n
cases of determinations application te

small business firms, copies will also be -

sent to the Chief Counsel for Advocacy
of the Small Business Administration.
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under 35 U.S.C. 202, each Federal .

d. 16 qQuauTy 10T |me Ciause gf
Attachment A, a prospective contractor
may be required by an agency to certify
that it is either a small business firm or
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of the prospective coniracter as a small
business firm or domestic nonprofit
organization, it may file a protest in

- accordance with 13 CFR 121.3-6 if small
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in 35 U.S.C. 205 in circumstances not '* - notify the contractor in writing of the . hearing that involves testimony or ..

specifically described in this Part8. . - information and request informal - evidence relating to tke utilizatien or
10. Reporting on Utilization of Subject ...written or oral comments from the - - efforts at obtaining utiliration that are
Inventions. _ contracter. In the absence of any being made by the contractor, it
a. Paragraph h. of the clause of comments from the contractor within 3  assignee, or licensees shall be closed to

Attachment A provides that agencies days, the agency may, at its discretion, -~ - the public, incleding potential licensees. -
have the right to receive periodic reports . proceed with the procedures below. Ka - f. The official conducting the fact- ;

from the contractor on utilization of - - - comment is received, whether or not -~ finding shall prepare written findings of
inventions. In accordance with such within 30 days, then the agency shall, fact and transmit them to the heed of the
instructions as may be issued by the within 60 days after it receives the agency or designee promptly after the
Department of Commerce, agencies comment, either initiate the procedures conclusion of the fact-finding .
shall obtain such information from their ~ below or notify the contractor, ia "~ proceeding. A copy of the findings of* _

contractors. Pending such instructions, writing, that it will not pursue march-in fact shall be sent to the contractor
agencies should not impose reporting rights based on the infformatien about - (assignee or exclusive Bcensee) by

requirements. The Department of which the contractor was notified. registered or certified mail.
Commerce and the agencies, in ¢. A march-in proceeding shall be . g. In cases in which fact-finding has
conjunction with representatives of initiated by tha issuance of a writtea * been conducted, the head of the agency . .
small business and nonprofit . notice by the agency 1o the contractor ~  or degignee shall base his or her
organizations, shall work together to - and its assignee or exclusive licensee, 88  jotermination on the facts found,
establish a uniform periodic reporting appli::iable, stt:ﬁng that thef agency is together with any other information and -
system. o considering the exercise of march-in = - .- argum .

yb. To the extent any such dataor - rights. The notice shall state the reasons (assig::: :‘,‘Zﬁ,ﬁﬁg},ﬁz{fﬂ a;t‘;l any
information supplied by the contractoris for the proposed march-in in terms other information in the administrative
considered by the contractor, or its sufficient to put the contracter on notice  ...'4 The consistency of the exercise
licensee or assignee, to be privileged of the facts upon which the action would ¢ o rohin rights with the policy and
and confidential and is so marked, be based and shall specify the field oz objectives of 35 U.S.C. 200206 and this
agencies shall not, to the extent fields of use in which the agency is Circular shall also be considered. In
permitted by 35 U.S.C. 202(c)(5), disclose  considering requiring licensing. The cases referred for fact-finding, the head
such information to persons outside the  notice shall advise the contractor - of the agency or designee may reject
Government. . . (assignee or exclusive l'icensee) of its ) only those facts that have been found

11. Retention of Rights by Inventor. rights, as set forth in this Circular andin ¢ are clearly erronecus. Written

Agencies which allow an inventor to any supplemental agency regulations. » =

retain rights to a subject invention made  The determination to exercise march-in _,-;ﬁgﬁ_?; %&ﬁmgxwfﬂfm oy 80
under a funding agreement with a small - rights shall be made by the head of the * - S W ——— i
business firm or nonprofit organization agency or designee, except as provided designee asrlnd sent to the conaga ctoyr ;
contractor, as authorized by 35 US.C. - in Part 13.j. below. L esign exclusive Heenpne) b2 ¢
202(d), will impose upon the inventor at - d. Within 30 days after receipt of the g?r:gz;e;r ;stered mail wnhm% T
least those conditions that would apply  written notice of march-in, the dayaafier t;?co mpletion of fact-finding

to a small business firm contractor contractor {assignee or exclusive : .
under paragraphs d. (ii) and (iii); f.(45 h: licensee) may submit, in persan, in gr the procesdings mna::x ‘::g::ggm )
i.; and j. of the clause of Attachment A.  writing, or through a representative, z:-zhbem' bmmded the facts and reavons
12. Government Assignment to information or argumest in oppositionte~ ™ -lgichaathe on oo sk
Contractor of Rights in Invention of the proposed march-in, including any “p°“bw - %.m eding initiated
+ Government Employee. In any case ‘additional specific information which A Sing
when a Federal employee is a co- raises a genuine dispute over the : - An agency may, at any e

inventor of any invention made undera  material facts upon which the march-in terminate a march-in proceeding if it is

. : . satisfied that it does not wish to
funding agreement with a small business s based. i the information presented exerci hein

firm or nonprofit organization and the raises a genuine dispute over the ; 3
Federal agency emrglaoying such co- materialsfincts. the hgad of the agency or . _ i- The procedures of this Part shell
inventor transfers or reassigns the right  designee shall undertake or refer the 3_180 aPPIY_ to the exercise of_n;.arch-in
it has acquired in the subject inventfon  matter to another officiat for fact- rights againist inventors receiving title to .
from its employee to the contractor as finding. ) subject inventions under 35 U.S.C. 202{d)
authorized by 35 U.S.C. 202(e), the e. Fact-finding shall be conducted in - and, for that purpoese, the term
assignment will be made subjectto the  accordance with the procedures “contractor” as used in this Part shall be
same conditions as would apply to the established by the agency. Such deemed to include the inventor.
contractor under the clause of procedures shall be as informal as i. Notwithstanding the last sentence of
Attachment A. practicable and be consistent with Part 13.c., a determination to exercise

13. Exercise of March-in Rights. principles of fundamental fairness. The ~ march-in in cases where the subject

a. The following procedures shat procedures should afford the contractor  invention was made under a contract
govern the exercise of the march-in the opportunity to appear with counsel, = may be made initially by the contracting
rights of the agencies set forth in 35 submit documentary evidence, present officer in accordance with the

U.S.C. 203 and the clause at Attachivent  witnesses and confront such persons as  procedures of the Contract Disputes Act.

A the agency may present. A transcribed In such cases, the procedures of the

b. Whenever an agency receives record shall be made and shall be Contract Disputes Act will apply in ew -
information that it believes might available at cost to the contractor upen - - of those in Parts 13.d.-g. above (except
warrant the exercise of march-in rights,  request. The requirement for a that the last sentence of Part 13.e. shall
before initiating any march-in transcribed record may be waived by continue to apply). However, when the.
proceeding in accordance with the mutual agreement of the contractor and - procedures of this Part 13.. are used, the

procedures of Part 13.c.-h. below, it shall - the agency. Any portion of a fact-finding - contracter, assignee, er exclusive

19, LXEITISE Of VIQICA-IN 1IgNES. principles of fundamental faimess. The ~ march-in in cases where the subject

a. The following procedures shalt procedures should afford the contractor ~ invention was made under a contract
govern the exercise of the march-in the opportunity to appear with counsel, = may be made initially by the contracting
rights of the agencies set forth in 35 submit documentary evidence, present officer in accordance with the

U.S.C. 203 and the clause at Attachinent  witnesses and confront such persons as  procedures of the Contract Disputes Act.

A. the agency may present. A transcribed In such cases, the procedures of the

b. Whenever an agency receives record shall be made and shall be Contract Disputes Act will apply in ew -
information that it believes might available at cost to the contractor upen - - of those in Parts 13.d.-g. above (except
warrant the exercise of march-in rights,  request. The requirement for & that the last sentence of Part 13.e. shall
before initiating any march-in transcribed record may be waived by continue to apply). However, when the.
proceeding in accordance with the mutual agreement of the contractor and - procedures of this Part 13.}. are used, the

procedures of Part 13.c.-h. below, it shalt - the agency. Any portion of a fact-finding - contracter, assignee, er exclusive
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Office of Federal Procurement Policy, -
telephone number (202) 395—6810. =
Donald E. Sowle, ) oA

Administrator. )

David A. Stockman,

Director.

Attachment A—Circular A-124 . ﬂ_; .

The following is the standard patent
rights claused to be used in funding
agreements as provided in Part 7.

Patent Rights (Small Business Firms
and Nonprofit Organizations) (Ma.mh
1982)

a. Definitions

(1) “Invention” means any invention . - ..

or discovery which is or may be .
patentable or otherwise protectable
under Title 35 of the United States Code.

(2) “Subject Invention"” means any - -
invention of the contractor conceived or
first actually reduced to practice in the
performance of work under this
contract.

(3) “Practical Application” means to
manufacture in the case of a
composition or-product, to practice in
the case of a process or method, or to
operate in the case of a machine or
system; and, in each case, under such
conditions as to establish that the

invention is being utilized and that its .- -

benefits are, to the extent permitted by -
law or Government regulations,

available to the public on reasonable - -.

terms. e .

(4) “Made” when used in relation to
any invention means the conception or
first actual reduction to practice of such
invention.

(5) “Small Business Firm" means a
small business concern as defined at .
Section 2 of Pub. L. 85.536 (15 U.S.C. 832)
and implementing regulations of the
Administrator of the Small Business
Administration. For the purpose of this
clause, the size standards for small
business concerns involved in
Government procurement and
subcontracting at 13 CFR 121.3-8 and 13
CFR 121.3-12, respectively, will be used.

(8) “Nonprofit Organization” means a
university or other institution of higher
education or an organization of the type
described in section 501(c])(3) of the
Internal Revenue Code of 1954 (26 U.S.C.
501(c)) and exempt from taxation under
section 501(a) of the Internal Revenue
Code (26 U.S.C. 501(a)) or any nonprofit
scientific or educational organization
qualified under a state nonprofit
organization statute. -

b. Allocation of Principal Rights - e

The contractor may retain the entire
right, title, and interest throughout the -
world to each subject invention sabject

1

+-to the. provisions of this clause and 35 _
~-U.S.C. 203. With respect to any subject
- invention in which the contractor "

retains title, the Federal Government
shall have a non-exclusive, non-
transferable, irrevocable, paid-up

license to practice or have practiced for -
" .or on behalf of the United States the

subject invention throughout the world.

c. Invention Disclosure, Election of Title
and Filing of Patent Applications by
Contractor. .

(1) The contractor will disclose each
subject invention to the Federal agency
within two months after the inventor
discloses it in writing to contractor

-personnel responsible for patent ..: -

matters, The disclosure to the agency
shall be in the form of a written report
and shall identify the contract under
which the invention was made and the
inventor{s). It shall be sufficiently
complete in technical detail to convey a
clear understan to the extent
known at the time of the disclosure, of
the nature, purpose, operation, and the
physical, chemical, biological or
electrical characteristics of the
invention. The disclosure shall also
identify any publication, on sale or
public use of the invention and whether
a manuscript describing the invention-

-has been submitted for publication and, -

if so, whether it has been accepted for
publication at the time of disclosure. In

‘addition, after-disclosure to the agency, ...

the contractor will promptly notify the
agency of the acceptance of any
manuscript describing the invention for
publication or of any on sale or public
use planned by the contractor.

(2) The contractor will elect in wnb.ng
whether or not to retdin title to any such
invention by notifying the Federal
agency within twelve months of
disclosure to the contractor: Provided,
That in any case where publication, on
sale or public use has initiated the one
year statutory period wherein valid
patent protection can still be obtained in
the United States, the period for election
of title may be shortened by the agency
to a date that is no more than 60 days
prior to the end of the statutory period.

(3) The contractor will file its initial
patent application on an elected
invention within two years after election
or, if earlier, prior to the end of any
statutory period wherein valid patent

protection can be obtained in the United

States after a publication, on sale, or
public use. The contractor will file -
patent applications in additional
countries within either ten months of the
eorresponding initial patent application
or six months from the date permission
is granted by the Commissionerof .- -
Patents and Trademarks to file foreign

patent applicadonn where such filing
has baen prohibited by a Secrecy Order.
(4) Requests for extension of the time

- for disclosure to the agency, election,

and filing may, at the discretion of the
funding Federal agency, be granted.

- 'd. Conditions W’hen the Govemment
May Obtain Title .

(1) The cantmctor will convey to the
Federal agency, upon written request,
title to any subject invention: -

{i) If the contractor fails to disclose or

“elect the subject invention within the

times specified in c. above, or elects not
to retain title.
(ii) In those countries in which the

* contractor fails to file patent

applications within the times specified
in c. above: Provided, however, That if
the contractor has filed a patent

- application in a country after the times

specified in c., above, but prior to its
receipt of the written request of the
Federal agency, the contractor shall
continue to retain title in that country.

(iii) In any country in which the
contractor decides not to continue the
prosecution of any application for, ta
pay the maintenance fees on, or defend
in reexamination or opposition
proceeding on, a patent on a subject
invention. "

e. Minimum Rzghtx to Cantractar

(1) The contractor will retain a
nonexclusive, royalty-free license " ...
throughout the world in each subject
invention to which the Government
obtains title except if the contractor
fails to disclose the subject invention
within the times specified in c., above.
The contractar’s license extends to its
domestic subsidiarie8 and affiliates, if
any, within the corporate structure of
which the contractor is a party and
includes the right to grant sublicenses of
the same scope to the extent the
contractor was legally obligated to do so
at the time the contract was awarded.
The license is transferable only with the
approval of the funding Federal agency

. except when transferred to the

successor of that party of the
contractor’s business to which the
invention pertains.

(2) The contractor’s domestic license
may be revoked or modified by the
funding Federal agency to the extent
necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in
accordance with applicable provisions
in the Federal Property Management
Regulations. This license will not be
revoked in that field of useor the ___-
geographical areas in which the -

501(c)) and exempt from taxation under
section 501(a) of the Internal Revenue
Code (26 U.S.C. 501(a)) or any nonprofit
scientific or educational organization
qualified under a state nonprofit
organization statute. -

b. Allocation of Principal Rights - A

The contractor may retain the entire
right, title, and interest throughout the
world to each subject invention sabject

or, if earlier, prior to the end of any
statutory period wherein valid patent

protection can be obtained in the United _

States after a publication, on sale, or
public use. The contractor will file -
patent applications in additional
countries within either ten months of the
corresponding initial patent application
or six months from the date permission
is granted by the Commissionerof .- -
Patents and Trademarks to file foreign

N ——

may be revoked or modified by the
funding Federal agency to the extent
necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in
accordance with applicable provisions
in the Federal Property Management
Regulations. This license will not be
revoked in that field of useor the __ -
geographical areas in which the - -
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are not reasonably satisfied by the will be utilized for the support of

contractor, assignee, or their licensees;. - --scientific research.or educahon. S cpusri oo e R S
(3)' Such action is necessary to meet Commumca tions -

requirements for public use specified by . -* -

Federal regulations and such (Complete According to lnstruchons :

requirements are not reasonably atPart 8.b. of this Circular).

satisfied by the contractor, assignee, O  [FR Doc 82435 Piled 2-18-82: 8:45 am]

licensees; or BILLING CODE 3110-01-M
{4) Such action is necessary because b+ - - it

the agreement required by paragraph i.

of this clause has not been obtained or

waived or because a licensee of the =

exclusive right to use or sell any subject

invention in the United States is in

breach of such agreement.

k. Special Provisions for Contracts with
Non-profit Organizations

If the contractor is a non-profit fr B o
organization, it agrees that: L ® ‘

(1) Rights to a subject invention in the
United States may not be assigned - - .-
without the approval of the Federa/
agency, except where such assignment
is made to an organization which has as -
one of its primary functions the
management of inventions and which is
not, itself, engaged in or does not hold a
substantial interest in other
organizations engaged in the
manufacture or sale of products or the
use of processes that might utilize the
invention or be in competition with
embodiments of the invention-provided. - - -7+« - ~iien aeniin
that such assignee will be subject to the
same provisions as the contractor);

(2) The contractor may not grant .- ETAESS LRIty e
exclusive licenses under United States '
patents or patent applications in subject
inventions to persons other than small
business firms for a period in excess of
the earlier of:

(i) Five years from first commercial
sale or use of the invention; or .

(if) Eight years from the date of the
exclusive license excepting that time
before regulatory agencies necessary to
obtain premarket clearance, unless on a
case-by-case basis, the Federal agency
approves a longer exclusive license. If
exclusive field of use licenses are
granted, commercial sale or use in one
field of use will not be deemed
commercial sale or use as to other fields
of use, and a first commercial sale or
use with respect to a product of the
invention will not be deemed to end the
exclusive period to different subsequent
products covered by the invention.

(3) The contractor will share royalties
collected on a subject invention with the
inventor; and

(4) The balance of any royalties or
income earned by the contractor with
respect to subject inventions, after
payment of expenses (including
payments to inventors) incidental to the
administration of subject inventions,

exclusive period to ditterent subsequent
products covered by the invention.

(3) The contractor will share royalties
collected on a subject invention with the
inventor; and

(4) The balance of any royalties or
income earned by the contractor with
respect to subject inventions, after
payment of expenses (including
payments to inventors) incidental to the
administration of subject inventions,
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comments from the public and Federal B. Limitation to Funding Agreements
OFFICE OF MANAGEMENT AND agencies. Approximately 138 comments Performed in the United States
BUDGET were received from individuals,

Office of Federal Procurement Policy

Circular No. A-124, Patents—Small
Firms and Non-Profit Organizations

AGENCY: Office of Federal Procurement
Policy, OMB.
ACTION: Notice.

SUMMARY: Thig Circular, issued
pursuant to the authority contained in
Pub. L. 86-517, sets forth policies,
procedures and a standard clause for
executive branch agency use with
regard to inventions made by small
business firms and non-profit
organizations and universities under
funding agreements (contracts, grants
and cooperative agreements) with
Federal agencies where a purpose is to
perform experimental, developmental
and research work. This supersedes
OMB Bulletin No. 81-22 and reflects
public comments received on OMB
Bulletin No. 81-22 (48 FR 34778, July 2,
1881).

EFFECTIVE DATE: March 1, 1882,

FOR FURTHER INFORMATION CONTACT:
Mr. Fred H. Dietrich, Associate
Administrator, Office of Federal
Procurement Policy, 726 Jackson Place,
NW., Washington, D.C. 20503, (202) 385
6810. . : .
SUPPLEMENTARY INFORMATION: This
Circular is a revision of OMB Bulletin
No. 81-22 which was issued on July 1,
1981, accompanied by a request for

universities, nonprofit organizations,
industrial concerns, and Federal
agencies. '

Copies of all the comments are
available on record at OFPP. A
compilation of summaries of the
comments organized by Bulletin section
along with a rationale for their
disposition can be obtained by writing
to: Fred Dietrich, address as above.

The Bulletin has been reformated for
easier reading and simplified reference
to its provisions. For example, the
standard clause has been moved from
the body of the Circular to Attachment
A. Instructions and policies on the use of
the standard clause have been
consolidated in Part 7. Instructions for
modification or tailoring of the clause
have been consolidated in Part 8. Other
general policies relating to the clause or
the Act have been treated in separate
parts. Some of the more significant
changes that were made as a result of

_the comments are discussed below.

Explanations are also given as to why
certain comments were not adopted.

L Comments Relating to Policy and
Scope Sections
A. Subcontracts

A number of comments indicated that
more clarification on the application of
the Circular to subgantracts was

needed. Revisions were made in Part 5
and Part 7c. to address this concern.

There were also a large number of
comments questioning the limitation of
the Bulletin to funding agreements
performed in the United States. The
Circular has been revised to eliminate
any distinctions based on where the
funding agreement is performed.
However, the definition of “nonprofit
organization” at 35 U.S.C. 201 has been
interpreted to cover only domestic
nonprofit organizations. The definition
of “small business” in SBA regulations
which are referenced in the Act
excludes foreign business. A strong
argument can be made that the Congress
did not include foreign nonprofits. For

. example, that part of the statutory

- definition referencing organizations

" .“qualified under a State nonprofit

' organization statute” clearly is limited

to U.S. organizations. Similarly, that part
of the definition referencing Section 501
of the Tax Code manifest an intention to
cover U.S. based organizations, since
foreign corporations are not subject to
U.S. tax except if they are doing
business in the United States.

C. Inventions Made Prior to July 1, 1981

Part 5 of the Circular was revised, as
suggested by commentors, to encourage
agencies to treat inventions made under
funding agreements predating the Act in
a manner similar to inventions under the

Bulletin No. 81-22 (46 FR 34778, July 2,
1881).

EFFECTIVE DATE: March 1, 1882

FOR FURTHER INFORMATION CONTACT:
Mr. Fred H. Dietrich, Associate
Administrator, Office of Pederal
Procurement Policy, 726 Jackson Place,
NW., Washington, D.C. 20503, (202) 385-
6810. . = & y
SUPPLEMENTARY INFORMATION: This
Circular is a revision of OMB Bulletin
No. 81-22 which was issued on July 1,
1981, accompanied by a request for

WEssAmTL AL VY WA W ALMAMAL T W AWWLAL Wa

_the comments are discussed below.

Explanations are also given as to why
certain comments were not adopted.

L Comments Relating to Policy and
Scope Sections
A. Subcontracts

A number of comments indicated that
more clarification on the application of
the Circular to subgantracts was

needed. Revisions were made in Part 5
and Part 7c. to address this concern.

foreign corporations are not subject to
U.S. tax except if they are doing
business in the United States.

C. Inventions Made Prior to July 1, 1981

Part 5 of the Circular was revised, as
suggested by commentors, to encourage
agencies to treat inventions made under
funding agreements predating the Act in
a manner similar to inventions under the
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have been made as a result of the

comments. :
Several agencies felt the procedures -

were too formal and cumbersome. Some

universities were also concerned that
there did not appear to be a way for an
agency to reject a march-in without
going into a full-blown prosedure. To
address these concerns Part 13.b. was
added to provide for an informal and

rapid agency decisiorr making process as

would be trade-secret information
exempt from public disclosure.

J. Appeals

As a result of a number of comments,
it was determined that the appeals
provisions of Part 5.g. of the Bulletin did
not address the full scope of appealable
decisions and that particularly in
forfeiture cases more detailed
procedures should be followed. Part 14

to whether or not to begin a more formal has been revised accordingly. However,

proceeding. Part 13.h. was also added to

make clear that an agency could
discontinue a proceeding at any time it
is satisfied that march-in is not

warranted. This emphasizes that march-

in is strictly a matter for agency
discretion. Even though an agency may
begin march-in because of the
complaints of a third-party, that third

party does not have standing and cannot

insist on either the initiation or
continuation of a march-in proceeding.
A number of universities asked that

time limits be placed on the duration of
a march-in proceeding,. It is not believed

to be practical to place an overall time
limit on a march-in proceeding,
particularly since delays in fact-finding
might be the result of contractor
requests for delays. However, Part 13.b.
includes a procedure for informal
agency decision-making, as noted
above, with specified time restraints. In
addition, Part 13.g. places a 90 day time
limit on the issuance of a determination
after fact-finding is completed.

Several universities also
recommended that march-in )
determinations be appealable to the
lead agency. However, this
recommendation was not adopted. It is

believed the procedures established will
ensure that march-ins are only exercised

after careful consideration. Contractors

may also appeal any arbitrary decisions

or those not conducted in accordance
with proper procedures to the courts.

Part 13.j. was added to clarify the
relationship of the procedures of the
Contract Disputes Act to the march-in
procedures of Part 13 c.—g. to the extent
a determination to march-in is
considered a contract dispute.

Several universities also

recommended that march-in proceedings

be closed to the public where
confidential information might be
disclosed. Language has been included
in Part 13.e. to require this. The
information on utilization obtained as
part of a march-in is consi$ sred within
the scope of the utilization information
which agencies are required to obtain

the right to under 35 U.S.C. 202(c)(5), and

the same statutory exclusion from
disclosure is applicable to it. It can alsa
be expected that the same information

other recommendations to allow appeal
to the lead agency were not adopted
since a number of agencies were
concerned that this would interfere with
their prerogratives.

Since it is anticipated that in contract
situations a number of these actions
would be subject to the Contract

Disputes Act, language was added to .

Part 14 to expressly acknowledge that
procedures under that Act would fully
comply with the requirements
established in Part 14.

K. Mulitiple Sources of Agency Support

One university suggested that there
was a need for additional guidance in
cases when a subject invention can be
attributed to more than one agency
funding agreement. To address this
concern Part 16¢c. was added to require
agencies to select one agency to
administer a given subject invention
when there have been multiple agencies
providing support. It is intended that
only that agency could then exercise
march-in or take other actions under the
clause. It would be a matter between the
agencies as to how any actions of the
selected agency would be coordinated
with the others.

L. Lead Agency

Bulletin 81-22 noted that the lead
agency concept was under discussion
and solicited comments on this matter.
The Department of Commerce has been
gelected as the new lead agency based
on its prior experience and wide ranging

_ interest in technology transfer,

productivity, innovation and
Government patent policy. The lead
agency will, among other assignments,
review agency implementing
regulations; disseminate and collect
information; monitor administrative or
compliance measures; evaluate the Pub.
L. 96-517's implementation; and
recommend appropriate changes to
OMB/OFPP.

M. Optional Clause Language at Section
5b(1)(vi) of the Bulletin

The most commented upon &spect of
the Bulletin was the optional reporting
language authorized by Part 5.b.(1)(vi).
Approximately 70 comments were-

received from universities and nonprofit
organizations objecting to its use. The .
premises underlying the rationale for the
optional language was brought in
question by a number of commentors.
Many others made the point that the use
of the clause would undermine their
licensing efforts, result in nonreporting
of inventions by inventors, and would
generally be counterproductive. Bysway
of contrast no agency provided any
rationale for the need for these
provisions.

In view of the comments and lack of
any established need for the optional
language, Part 5b(1)(vi) of the Bulletin
thas been eliminated from the final .
Circular, As will be discussed, below,
some changes have been made to
paragraph c. of the standard clause of
Attachment A of the Circular that relate
to the issues raised by the optional
language.

II. Comments on Standard Patent Rights
Clause

A. Paragraph b.—License to State and
Local Governments

One agency suggested that the right to
license state and local governments be
made part of the standard rights of the
Government, This, however, has not -
been done since the granting of licenses
to state and local governments is not
consistent with Pub. L. 96-517. That
statute defines the Government'’s license
rights, and any expansion of these
rights, would have to be justified under
the “exceptional circumstances”
language of 35 U.S.C, 202 on a case-by-
case basis. It is not anticipated that the
taking of such rights would ordinarily be
consistent with the policy and
objectives of the Act since such licenses
have acted as a disincentive to general
commercialization. Thus, while
appearing to be useful to state and local
governments such licenses have actually
acted to their disadvantage to the extent
they have precluded private

development of inventions useful to

state and local governments.

B. Paragraph c.—Reporting, Election,
and Disclosure

There were a number of comments on
various aspects of paragraph c. As a
result some changes have been made. In
general, these changes were designed to
provide a reasonable accommodation to
the interests of several agencies in
obtaining early knowledge of inventions
and to minimize the possibility of
statutory bars being created in
situations where the agency might wish
to seek patents if the contractor does
not elect rights. Thus, the reporting

De closed 10 the pupiiC wnere
confidential information might be
disclosed. Language has been included
in Part 13.e. to require this. The
information on utilization obtained as
part of a march-in is consi$ sred within
the scope of the utilization information
which agencies are required to obtain

the right to under 35 U.S.C. 202(c)(5), and

the same statutory exclusion from

disclosure is applicable to it. It can alsa

be expected that the same information

information; monitor administrative or
compliance measures; evaluate the Pub.
L. 96-517's implementation; and
recommend appropriate changes to
OMB/OFPP.

M. Optional Clause Language at Section
5b(1)(vi) of the Bulletin

The most commented upon &spect of
the Bulletin was the optional reporting
language authorized by Part 5.b.(1)(vi).
Approximately 70 comments were-

‘Lhere were a number ot comments on
various aspects of paragraph c. As a
result some changes have been made. In
general, these changes were designed to
provide a reasonable accommodation to
the interests of several agencies in
obtaining early knowledge of inventions
and to minimize the possibility of
statutory bars being created in
situations where the agency might wish
to seek patents if the contractor does
not elect rights. Thus, the reporting
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implementation of 35 U.S.C. 200-206 so
as to foster the policy and objectlves set
forth in 35 U.S.C. 208.

8. Definitions. As used in this
Circular—

a. The term “funding agreement” -
means any contract, grant, or -
cooperative agreement enteted into
between any Federal agency, otber than
the Tennessee valley Authority, and any
contractor for the performance of
experimental, developmental, or
research work funded in whole or in
part by the Federal Government. Such
term includes any assignment,
substitution of parties, or subcontract of
any type entered into for the - -~ -
performance of experimental,
developmental, or research work under
a funding agreement, as herein defined.

b. The term *‘contractor” means any
person, small business firm or nonprofit
organization that is a party to a funding
agreement.

c. The term “invention” means any
invention or discovery which is or may
be patentable or otherwise protectable
under Title 35 of the United States Code.

d. The term “subject invention” means
any invention of a contractor conceived
or first actually reduced to practice in
the performance of work under a

funding agreement. - s yprEEs

e. The term "practxcal apphcatxon
means to manufacture in the case of a

composition or product, to practice in; - -

the case of a process or method, or to
operate in the case of a machine or
system; and, in each case, under such
conditions as to establish that the
invention is being utilized and that its
benefits are, to the extent permitted by
law or Government regulations,
available to the public on reasonable
terms.

f. The term “made” when used in
relation to any invention means the
conception or first actual reduction to
practice of such invention.

g. The term “small business firm”
means a small business concern as -
defined at section 2 of Pub. L. 85-636 (15
U.S.C. 832) and implementing
regulations of the Administrator of the
Small Business Administration. For the
purpose of this Circular, the size
standards for small business concerns
involved in Government procurement
and subcontracting at 13 CFR 121.3-8
and 121.3-12, respectively, will be used

h. The term “nonprofit organization™
means universities and other institutions
of higher education or an organization of
the type described in section 501{c) (3}
of the Internal Revenue Code of 1954 (28
U.S.C. 501(c)) and exempt from taxation
under section 501(a) of the Internat
Revenue Code (26 U.S.C. 501(a)) or any
nonprofit scientific or educational

" organization qualified under a state

nonprofit organization statute. -

7. Use of the Patent Rights [SmaII
Business Firm or Nonprofit
Oxganization) (March 1982) Clause.

a. Each funding agreement awarded to

.. a small business firm or domestic

nonprofit organization which has as a
purpose the performance of
experimental, development or research
work shall contain the “Patent Rights
{Small Business Firm aor Nonprofit
Organization) (March 1982)" clanse set
forth in Attachment A with such -
modifications and tailoring as may be
authorized in Part 8, except that ﬂle

::---funding agreement may contain. -

alternative provisions—
(1) When the funding agreement is for
the operation of a Government-owned

_research or production facility; or

(2) In exceptional circumstances when
it is determined by the agency that
restriction or elimination of the right to
retain title to any subject invention will
better promote the policy and objectives

of Chapter 38 of Title 35 of the United . .

States Code; or

(3) When it is determined by a
Government authority whichis - _-
authorized by statute or executive arder
to conduct foreign intelligence or

counterintelligence activities that the -~ -

restriction or elimination of the right to
retain title to any subject invention is

necessary to protect the security of such -

activities.

b. (1) Any determination under Part -
7.a.(2) ofthstn-cularwxllbemwntmg
and accompanied by a written
statement of facts justifying the
determination. The statement of facts
will contain such information as the
funding Federal agency deems relevant
and, at minimum, will (i) identify the

small business firm er non

organizaticn invalved, (i) describe the
extent to which agency action restricted
or eliminated the right to retain title to a
subject invention, (iii) state the facts
and rationale supporting the agency
action, (iv}) provide supporting
documentation for those facts and
rationale, and (v) indicate the nature of
any objections to the agency action and
provide any documentation in which
those objections appear. A copy of the
each such determination and written
statement of facts will be sent to the
Comptroller General of the United
States within 30 days after the award of
the applicable funding agreement. ln
cases of determinations application te

small business firms, copies will also be -

sent to the Chief Counsel for Advocacy
of the Small Business Administration.

{2} To assist the Comptroller General - -
h his or her responsibilities

to accomplis
under 35 U.S.C. 202, each Federal

agency that eniers into any funding

- agreements with nonprofit organizatioh.a ‘
- or small business firms during the

applicable reporting period shall
accumulate and, at the request of the -

" Comptroiler General, provide the

Comptroller Generst er his or her duly
authorized repmenahve the total
number of prime agreements entered
into with small business fums or »
nonprofit organizations that contain the
patent rights clause of Attachment A -

- during each period of October 1 through

September 30, beginning October 1,
1982,
c. (1) Agencies are advised that Part

~ 7.a. applies to subcontracts at any tier

under prime funding agreements with

. contractors that are other than small
" business firmes or ponprofit

organizations. Accordingly, agencies
should take appropriate action to ensure
that this requirement is reflected in the
patent clauses of such prime funding
agreemnents awarded after March 1,
1982

(2) In the event an agency has
outstanding prime funding agreements
that do net contain patent flow-down
provisiens consistent with either this
Circular or OMB Bulletin 81-22 (if it was

-applicable at the time the funding -

agreement was awarded), the agency
shall take appropriate action to ensure

that small business firms or domestic - -
nonprofit organization subcontractors
under such prime funding agreements
that received their subcontracts after
July 1, 1981, will receive rights in their
subject inventions that are consistent
with Pub. L. 98-517 and this Circular.
Appropriate actions might include (i)
amendment of priore contracts and/or
subcontracts; (ii) requiring the inclusion
of the clause of Attachment A as a
conditien of agency approval of a
subcontract; or {iii) the granting of title
to the subcontractor to identified subject
inventions on terms substantially the
same as contained in the clause of
Attachment A in the event the
subcontract contains a “deferred
determination” or “acquisition by the
Govemment” type of patent rights
clause.

d. Te qualify for the clause d
Attachment A, a prospective contractor
may be required by an agency to certify
that it is erther a amall business firm or
a domestic nonprofit organization. if the
agency has reasom to questica the status
of the prospective contracter as a small
business firm or domestic nonprofit
organization, it may file a protest in
accordance with 13 CFR 121.3-5 if small
business firm status is questioned or
require the prospective contracter to

involved in Government procurement
and subcontracting at 13 CFR 121.3-8
and 121.3-12, respectively, will be used.
h. The term *nonprofit organization™
means universities and other institutions
of higher education or an organization of
the type described in section 501{c) (3}
of the Internal Revenue Code of 1954 (28
U.S.C. 501(c)) and exempt from taxation
under section 501(a) of the Internal
Revenue Code (26 U.S.C. 501(a)) or any
nonprofit scientific or educational

each such determination and written
statement of facts will be sent to the
Comptroller General of the United
States within 30 days after the award of
the applicable funding agreement. ln
cases of determinations application to

small business firms, copies will also be -

sent to the Chief Counsel for Advocacy
of the Small Business Administration.
(2} To assist the Comptroller General

to accomplish his or her responsihilities

under 35 U.S.C. 202, each Federal

d. Te qualify for the clause of
Attachment A, a prospective contractor
may be required by an agency to certify
that it is erther a amall business firm or
a domestic nonprofit organization. i the
agency has reason to questica the status
of the prospective contracter as a small
business firm or domestic nonprofit
organization, it may file a protest m

- accordamce with 13 CFR 121.3-5 if amall

business firm status is questioned or
require the prospective contracter to
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in 35 U.S.C. 205 in circumstances not
specifically described in this Part 9.
10. Reporting on Utilization of Subject

Inventions.
a. Paragraph h. of the clause of

Attachment A provides that agencies - -

have the right to receive periodic reports
from the contractor on utilization of - -~
inventions. In accordance with such
instructions as may be issued by the
Department of Commerce, agencies
shall obtain such information from their
contractors. Pending such instructions,
agencies should not impose reporting
requirements. The Department of
Commerce and the agencies, in
conjunction with representatives of
small business and nonprofit
organizations, shall work together to
establish a uniform periodic reportmg
system.

b. To the extent any such dataor -
information supplied by the contractor is
considered by the contractor, or its
licensee or assignee, to be privileged
and confidential and is so marked,
agencies shall not, to the extent
permitted by 35 U.S.C. 202(c)(5), disclose
such information to persons cutside the
Government.

11. Retention of Rights by Inventor.
Agencies which allow an inventor to
retain rights to a subject invention made
under a funding agreement with a small
business firm or nonprofit organization
contractor, as authorized by 35 U.S.C.
202(d), will impose upon the inventor at -
least those conditions that would apply
to a small business firm contractor
under paragraphs d. (if) and (iii); .(4% h.;
i.; and j. of the clause of Attachment A.

12. Government Assignment to
Contractor of Rights in Invention of
- Government Employee. In any case
when a Federal employee is a co~
_ inventor of any invention made under a
funding agreement with a small business
firm or nonprofit organization and the
Federal agency employing such co-
inventor transfers or reassigns the right
it has acquired in the subject invention
from its employee to the contractor as
authorized by 35 U.S.C. 202(e), the
assignment will be made subject to the
same conditions as would apply to the
contractor under the clause of
Attachment A.

13. Exercise of March-in Rights.

a. The following procedures shalt
govern the exercise of the march-in
rights of the agencies set forth in 35
U S.C. 203 and the clause at Attachinent

b Whenever an agency receives
information that it believes might
warrant the exercise of march-in rights,
before initiating any march-in
proceeding in accordance with the -
procedures of Part 13.c.-h. below, it shalt

‘. "_notify the contractor in writing of the

.days, the agency may, at its discretion, -

information and request informal -

- written or oral comments from the -

contractor. In the absence of any :
comments from the contractor within 38

proceed with the procedures below. i a

~comment is received, whether or not

within 30 days, then the agency shall,
within 60 days after it receives the
comment, either initiate the procedures
below or notify the contractor, in
writing, that it will not pursue march-ia
rights based on the information abeut
which the contractar was notified.

_ ¢. A march-in proceeding shall be
initiated by the issuance of a writtea -
notice by the agemncy o the contractor
and its assignee or exclusive licensee, as
applicable, stating that the agency is
considering the exercise of march-in
rights. The notice shall state the reasons
for the proposed march-in in terms
sufficient to put the contracter on notice
of the facts upon which the action would
be based and shall specify the

fields of use in which the agency is
considering requiring licensing. The
notice shall advise the contractor -
(assignee or exclusive licensee} of its
rights, as set forth in this Circular and in
any supplemental agency regulations.
The determination to exercise march-in -
rights shall be made by the head of the
agency or designee, except as prtmded
in Part 13.j. below. - -- .-

d. Within 30 days aftermeelptoftb
written notice of march-in, the
contractor (assignee or exclusive
licensee) may submit, in person, in
writing, or through a representative,

information or argument in opposition te -

the proposed march-in, including any

‘additional specific information which

raises & genuine dispute over the :
material facts upon which the march-in
is based. H the information presented
raises a genuine dispute over the

material facts, the head of the agency or .

designee shall undertake or refer the
matter to another officiat for fact-

e. Fact-finding shall be conducted in -
accordance with the procedures
established by the agency. Such
procedures shall be as informal as
practicable and be consistent with
principles of fundamental fairness. The
procedures should afford the contractor
the opportunity to appear with counsel,
submit documentary evidence, present
witnesses and confront such persons as
the agency may present. A transcribed
record shall be made and shall be
available at cost to the contractor upen
request. The requirement for a
transcribed record may be waived by
mutual agreement of the contractor and
the agency. Any portion of a fact-finding

* - the public, incleding potential
- finding

registered or

“““march-in righ

hearing that involves testimony or - -

oo evidence relating to the utilizatiomor .=
efforts at obtaining utilization thatare - -

being made by the contracter, its
agsignee, or licensees shall be dosed to
licensees.
f. The official conducting the fact- .
shall prepare written findings of
fact and transmit them to the heed of the

"agency or designee promptly after the

concluston of the fact-finding
proceeding. A copy of the findings of’
fact-shall be sent to the contractor .
(assignee or e'xc}nm Ecensee) by

g. In cases in which fact-finding has

- been conducted. the head of the agency

or designee shall base his or her
determination on the facts found,
together with any other information and
argument submitted by the contractor
{assignee or exclustve licensee), and any
other information in the administrative
record. The consistency of the exercise
of march-in rights with the policy and
objectives of 35 U.S.C. 200-206 and this
Circular shall also be considered. In
cases referred for fact-finding, the head
of the agency or designee may reject
only those facts that have been found
that are clearly erroneous. Written
notice of the determination whether

ts will be exercised shall -
be made by the head of the agency or

designee and sent to the contracter _.' .. .
(assignee or exclusive licensee) by~ -~~~ - -

certified or registered mail within 80 -
days after the completion of fact-finding
or the proceedings will be deemed to
have been terminated and thereafter no
march-in based on the facts and reasons
upon which the proceeding was inmated
may be exercised.

h. An agency may, at any time,
terminate a march-in proceeding if it is
satisfied that it does not wish to
exercise march-in rights.

i. The procedures of this Part shelt
also apply to the exercise of march-in
rights against inventors receiving title to.
subject inventions under 35 U.S.C. 202{d}’
and, for that purpose, the term
“contractor” as used in this Part shall be
deemed to include the inventor.

j» Notwithstanding the last sentence of
Part 13.c., a determination to exercise
march-in in cases where the subject
invention was made under a contract
may be made initially by the contracting
officer in accordance with the
procedures of the Contract Disputes Act.
In such cases, the procedures of the
Contract Disputes Act will apply in fem -
of those in Parts 13.d.-g. above {except -
that the last sentence of Part 13.e. shall
continue to apply). However, when the .
procedures of this Part 13.}. are used, the
contracter, assignee, er exclusive

AV LATIVIDTG UJ IVIULCEIII TW RIS

a. The following procedures shall
govern the exercise of the march-in
rights of the agencies set forth in 35
U.S.C. 203 and the clause at Attachinent
A.

b. Whenever an agency receives
information that it believes might
warrant the exercise of march-in rights,
before initiating any march-in
proceeding in accordance with the
procedures of Part 13.c.-h. below, it shall

principles ot randamental fairness. The
procedures should afford the contractor
the opportunity to appear with counsel,
submit documentary evidence, present
witnesses and confront such persons as
the agency may present. A transcribed
record shall be made and shall be
available at cost to the contractor upen
request. The requirement for &
transcribed record may be waived by
mutual agreement of the contractor and
the agency. Any portion of a fact-finding

march-in in cases where the subject
invention was made under a contract
may be made initially by the contracting
officer in accordance with the
procedures of the Contract Disputes Act.
In such cases, the procedures of the
Contract Disputes Act will apply in Fem -
of those in Parts 13.d.-g. above (except -
that the last sentence of Part 13.e. shall
continue to apply). However, when the .
procedures of this Part 13.}. are used, the
contracter, assignee, er exclusive
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Office of Federal Procurement Policy,. . .

telephone number (202) 395-6810.
Donald E. Sowle, : N
Administrator. 2 o S, e
David A. Stockman,

Director.

Attachment A—Circular A~124

The following is the atandard patent
rights claused to be used in funding
agreements as provided in Part 7.

Patent Rights (Small Business Firms
and Nonprafit Organizations) (March
1982)

a. Definitions

{1) “Invention” means any invention
or discovery which is or may be .
patentable or otherwise protectable
under Title 35 of the United States Code.

(2) “Subject Invention” means any -
invention of the contractor conceived or
first actually reduced to practice in the
performance of work under this
contract.

(3) “Practical Application” means to
manufacture in the case of a
composition or-product, to practice in
the case of a process or method, or to
operate in the case of a machine or
system; and, in each case, under such
conditions as to establish that the
invention is being utilized and that.its .
benefits are, to the extent permitted by
law or Government regulations,

. available to the public on reaspnable o

terms.

(4) “Made” when used in relation to
any invention means the conception or
first actual reduction to practxce of such
invention.

{5) “Small Business Firm" means a
small business concern as defined at
Section 2 of Pub. L. 85.536 (15 U.S.C. 632)
and implementing regulations of the
Administrator of the Small Business
Administration. For the purpose of this
clause, the size standards for small
business concerns involved in
Government procurement and
subcontracting at 13 CFR 121.3-8 and 13
CFR 121.3-12, respectively, will be used.

(8) “Nonprofit Organization” means a
university or other institution of higher
education or an organization of the
described in section 501{c)(3) of the
Internal Revenue Code of 1954 (26 U.S.C.
501(c)) and exempt from taxation under
section 501(a) of the Internal Revenue
Code (26 U.S.C. 501(a)) or any nonprofit
scientific or educational organization
qualified under a state nonprofit
organization statute. -

b. Allocation of Principal Rights

The contractor may retain the entire
right, title, and interest throughout the
world to each subject invention subject

5U1(c)) and exempt from taxation under
section 501(a) of the Internal Revenue
Code (26 U.S.C. 501(a)) or any nonprofit
scientific or educational organization
qualified under a state nonprofit
organization statute. -

b. Allocation of Principal Rights

The contractor may retain the entire
right, title, and interest throughout the
world to each subject invention subject

. to the provisions of this clause and 35
U.S.C. 203. With respect to any subject

. invention in which the contractor

retains title, the Federal Government
shall have a non-exclusive, non-
transferable, irrevocable, paid-up

license to practice or have practiced for - -

- or on behalf of the United States the
subject invention throughout the world.

c. Invention Disclosure, Election of Title
and Filing of Patent Appbcatzons b y
Contractor.

(1) The contractorwill disclose each
subject invention to the Federal agency
within two months after the inventor
discloses it in writing to contractor
personnel responsible for patent
matters. The disclosure to the agency
shall be in the form of a written report
and shall identify the contract under -
--which the invention was made and the
inventor(s). It shall be sufficiently
complete in technical detail to convey a
clear understanding, to the extent
known at the time of the disclosure, of
the nature, purpose, operation, and the
physical, chemical, biological or
electrical characteristics of the
invention. The disclosure shall also
identify any publication, on sale or
public use of the invention and whether
a manuscript describing the invention-

-~ has been submitted for publication and, ... - -
" e. Minimum ngbta to Contmctor e

if so, whether it has been accepted for -
publication at the time of disclosure. n

- addition, after disclosure to the agency, - - -
the contractor will promptly notify the -

agency of the acceptance of any
manuscript describing the invention for
publication or of any on sale or public
use planned by the contractor.

(2) The contractor will elect in writing
whether or not to retdin title to any such
invention by notifying the Federal
agency within twelve months of
disclosure to the contractor: Provided,
That in any case where publication, on
sale or public use has initiated the one
year statutory period wherein valid
patent protection can still be obtained in
the United States, the period for election
of title may be shortened by the agency
to a date that is no more than 60 days
prior to the end of the statutory period.

(3) The contractor will file its initial
patent application on an elected
invention within two years after election
or, if earlier, prior to the end of any
statutory period wherein valid patent

protection can be obtained in the United

States after a publication, on sale, or
public use. The contractor will file -
patent applications in additional
countries within either ten months of the
corresponding initial patent application
or six months from the date permission

- is granted by the Commissioner of

Patents and Trademarks to file foreign

- patent applications where such filing

has been prohibited by a Secrecy Order.
(4) Requests for extension of the time -

" for disclosure to the agency, election,

and filing may, at the discretion of the
funding Federal agency, be granted.

d. Conditions When the Govemmant

May Obtain Title .

(1) The contractor mll convey to the
Federal agency, upon written request,
title to any subject invention:

(i) If the contractor {ails to disclose or
elect the subject invention within the
times specified in c. above, or elects not
to retain title.

(ii) In those countries in which the
contractor fails to file patent
apphcaﬁom within the times apeaﬁed
in c. above: Provided, however, That if

_ the contractor has filed a patent

application in a country after the times
specified in c., above, but prior to its
receipt of the written request of the
Federal agency, the contractor shall
continue to retain title in that country.

(iii) In any country in which the
contractor decides not to continue the
prosecution of any application for, to
pay the maintenance fees on, or defend
in reexamination or opposition
proceeding on, a patent on a subject
invention.

(1) The contractor will retaina .~
nonexclusive, royalty-free license
throughout the world in each subject
invention to which the Government
obtains title except if the contractor
fails to disclose the subject invention-
within the times specified in c., above.
The contractor’s license extends to its
domestic subsidiarie8 and affiliates, if
any, within the corporate structure of
which the contractor is a party and
includes the right to grant sublicenses of
the same scope to the extent the
contractor was legally obligated to do so
at the time the contract was awarded.
The license is transferable only with the
approval of the funding Federal agency
except when transferred to the
successor of that party of the
contractor’s business to which the
invention pertains.

(2) The contractor’s domestic license
may be revoked or modified by the
funding Federal agency to the extent
necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in
accordance with applicable provisions
in the Federal Property Management
Regulations. This license will not be
revoked in that field of use or the . . -
geographical areas in which the -

or, if earlier, prior to the end of any
statutory period wherein valid patent

protection can be obtained in the United

States after a publication, on sale, or
public use. The contractor will file -
patent applications in additional
countries within either ten months of the
corresponding initial patent application
or six months from the date permission

- -.is granted by the Commissioner of

Patents and Trademarks to file foreigil

e r— e —— caw—asvw

may be revoked or modified by the
funding Federal agency to the extent
necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in
accordance with applicable provisions
in the Federal Property Management
Regulations. This license will not be
revoked in that field of use or the . . -
geographical areas in which the -
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are not reasonably satisfied by the - will be utilized for the support of

contractor, assignee, or their licensees; - - - scientificresearch oreducation.. . ... . . .
(3) Such action is necessary to meet .- e o ) )

requirements for public use specified by 1. Communications "' _ :

" (Complete According to Instructions .~

Federal regulations and such

requirements are not reasonably atPart 8.b. of this Circular).

satisfied by the contractor, assignee, or - [FR Doc. 824300 Piled 2-18-82: 8:45 am) c )
licensees; or BILLING CODE 3110-01-M o

(4) Such action is necessary because
the agreement required by paragraph i.
of this clause has not been obtained or
waived or because a licensee of the
exclusive right to use or sell any subject
invention in the United States is in
breach of such agreement.

k. Special Provisions for Contracts with
Non-profit Organizations

If the contractor is a non-profit
organization, it agrees that:

{1) Rights to a subject invention in the
United States may not be assigned - -~ - - -~ ..
without the approval of the Federal
agency, except where such assignment
is made to an organization which has as 5
one of its primary functions the
management of inventions and which is
not, itself, engaged in or does not hold a
substantial interest in other
organizations engaged in the
manufacture or sale of products or the
use of processes that might utilize the
invention or be in competition with
embodiments of the invention provided -~ 7o~ ci- s n e e
that such assignee will be subject to the
same provisions as the contractor),

(2) The contractor may not grant =~ .. % e o 0 P o
exclusive licenses under United States ¢
patents or patent applications in subject
inventions to persons other than small
business firms for a period in excess of
the earlier of:

(i) Five years from first commercial
sale or use of the invention; or .

(i) Eight years from the date of the
exclusive license excepting that time
before regulatory agencies necessary to
obtain premarket clearance, unless on a
case-by-case basis, the Federal agency
approves a longer exclusive license. If
exclusive field of use licenses are
granted, commercial sale or use in one
field of use will not be deemed
commercial sale or use as to other fields
of use, and a first commercial sale or
use with respect to a product of the
invention will not be deemed to end the
exclusive period to different subsequent
products covered by the invention.

(3) The contractor will share royalties
collected on a subject invention with the
inventor; and

{4) The balance of any royalties or
income earned by the contractor with
respect to subject inventions, after
payment of expenses {including
payments to inventors) incidental to the
administration of subject inventions,

€XClusive perioa 10 QiIerent sunDsequent
products covered by the invention.
{(3) The contractor will share royalties
collected on a subject invention with the
inventor; and
(4) The balance of any royalties or
income earned by the contractor with
respect to subject inventions, after
payment of expenses {including
payments to inventors) incidental to the
administration of subject inventions, - B




