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Background

"Technical data" are recorded information of a scientific or .-
téchnical nature that pertain to a product or service. The term £
does not include data incidental to contract administration such

as financial or management data. Some technical data are very
sensitive, other data are not. - .
Government agencies acquire many kinds of technical data in order . -
to carry out their missions. For example, they may use the Qata e

to obtain more competition among suppliers, to ensure logistical
support, or to publish the results of research efforts.

However, when agencias acquire the rights to technical data that
exceed their needs, contractors may lose the incentive to develop
Government funded technologies for commercial purposes. If these ' o
data are made available to all, then there may be no advantage to
any one contractor in trying to exploit commercially the research
results.

A major complaint of the Packard Commission was that the -~
Government overreacted to reports in 1983-84 regarding excessive
prices paid for some items by requiring contractors to deliver .
technical data to the Government even when no specific need for -
the data existed. <

In addition, industry has complained that the Government through -
its leverage as the major or only buyer of a product has forced
contractors and subcontractors to give up their proprietary -
interests in technical data even when the data were developed
entirely at private expense. In addition, industry has 4.
complained that government agencies have inconsistent policies -
and practices as to the acquisition of technical data. -

Efforts To Revise Govermment Technical Data Policy

Both Congress and the Administration have recently taken steps to ¥
develop a more uniform approach to the acquisition of technical &
data -- an approach more consistent with the President's &
Memorandum on Patent Policy issued on February 18, 1983; and ara &
more conducive to commercializing research results. The patent &
policy memorandum encourages agencies to promote the utilization +#

development efforts and generally allows firms to retain title to =5

inventidons to use them for commercial purposes, as long as the @&
Government can retain a license to usze the inventions as well. :
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The President's January 27, 1987 Competitiveness Initiative
directa the Department of Defense (DoD) to accelerate its efforts
to promote the commercial use of technologies developed under DOD
contract., The Initiative states that the Administration will
implement a policy to help commercialize non-patentable results
of Federally-funded research by permitting Federal contractors to
own software, engineering drawings, and other technical data
generated by Federal contracts in exchange for royalty-free use
by the Government.

Along similar lines, Executive Order 12591 of April 10, 1987
reads, "Under policy guidance provided by the Office of Fedsral
Procurement Policy, each department shall cooperate with the
heads of other affected departments in the development of a
uniform policy permitting Federal contractoras to retain rights to
software, engineering drawinga, and other <technical data
developed under contracts in exchange for royalty-free use by or
on behalf of the Government." . '

Finally, amendments offered by Senator Dixon of Illincis and
enacted in the 1988 Defense Authorization Bill, attempt ¢to
protect contractors' proprietary rights by regquiring <that
regulations be written to increase the Government's protection of
technologies developed using private contractor resources. Rather
than the Govarnment's simply demanding technical data developed
under a Federal contract (even if only partially funded by the
Government), this law provides <¢that <this issue should be
negotiated between the parties.

The attached describes some of the commercial benefits resulting
from Federally-funded research and development.

Some Benefits Of The Commercjalization of Federally-Funded R & D

The Federal Government will spend over $50 billion for research
and development (R&D) in FY 1987, slightly less than 50 percent
of the total national R&D investment.

Innovation, inventien and technical change are the driving forces
of economic growth and hence employment and earnings growth. 1In
addition, to the extent that the technical changes raduce
production costs, our ability to compete effectively in
commercial and military markets with foreign firms will be
considerably enhanced.

A critical factor in sustaining our living standards and level of
employment is our ability to advance from basic research to
commercial innovation and development more rapidly than we have
in the past. We must also make more effective and efficient use
¢f our research base, including the research funded direectly and
indirectly by the Federal government.
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Federally-funded R&D also encourages privately-funded R&D. In
about one=third of the cases studied, firms invested their
private funds in projects identified during the performance of
Fedsrally-funded R&D projects. The likelihood of such spin=-offs
was found to be enhanced c¢onsiderably if the firm helped to
tormulate the ideas on which the project was based. (National
Bureay of Ecopomic Rggeaxch, 1984)

Examples Of Successful Transfers Of Federally-Supported
Technology

o NASA technology that was developed to send and recseive
coded instructions and information from unmanned
satellites has been transformed into a medical device,
the programmable ecardiac pacemaker, that allows a
physician to reprogram the pacemaker without surgery.
This not only reduces risk to the patient, but allows
for optimum use of the device based on changes in
physical condition.

(8]

NASA "metallization" technology, which involves ceoating
of materials with a superfine mist of vaporized metal
to create a foil-like effect, used 1initially in
satellites is now widely used in the manufacture of
emergency blankets.

o NASA aerodynamic computer analysis and simulation
techniques were applied to the design of the 12-meter
yacht 'Stars and Stripes" that won the America's Cup.

o DOE nmaterials research daveloped a new class of
"intermetallic compounds," which are part metal, part
ceramic; these are now being used by the American
machine tool industry to make machine tool bits that
are superior to foreign-made bits. This same material
will soon be appearing in heating elements in
appliancas to make them last longer.

o DOE research led to a new way to remove nitrous oxides
from diesel and other exhausts. A new company has been
formed to exploit applications of this technelogy.

o DOE research to develep igolation techniques for
nuclear waste burial asites has resulted in a methed to
incorporate controlled-release harbicides into
materiale used for a variety of underground
construction needs. The materials effectively limit
root growth in a localized area without killing the
tree or plant.
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o In 179, %  Assistant Chief of Naval
Research 7or Patents and Patent Counsel for
t" : Navy +stimated that no more than one out
o five ! rentions in the Navy's portfolio of
pasents ra devices applicakle sclely to
zi.itary se. Government-financed research
and deve.opment has applications 4in the
fialds of medicine, ¢ h e m i 8 t r v ,
communications, transportation, energy,
envirenmental control, safety, c¢oenservation
and meatallurgy. For example, using
Federally-funded techniques, companiez have
developed for commercial use: blood pressurs
moni “crs; gasoline additives, underwater

adhesives, o1l apill recovery techniques,
noize suppressors, waste processing and :.r
passenger safety.

Status

2 of Defense ragulatory council and the
gulatory <¢ouncil have recently publlizbad

1ical data. Although the Defense Depacime o
an tha other to @ncouraging contracters

i data, neither implements policiss ~t=t
with thv Packard reconmendati:
documants, or with tha 1§6:

o

t, rée.ant
Delfunsa

with OIRA, has rascently approved these rules under
Reduction . but only for a limited period (until

3 7a tasked the regulatory councils 4o
get of government-wide vragulatlocis,
dosuments described eariier.

LR

HRkSA, T4 Department of Cefense and the

svslop o draft pelicy document (Tab 2)
3 2 bl'e;;;*ﬁ for the regulatory <¢hanges
2 President’s policiesx. Main provisions of
o focllows:

Covernmentis scgquizition o0f tachnical data
=3 using Governamsnt funds esnould be limited
a avallable ocptions will & the agency to
needs withcout damaging the zmercial value of

¢l
¥

ical datzs that are devalopsd at private expense
e wsed in the perforrmanca of a contract, the
~»r should ke requirad +to declara that such
L be used and specifically identify those data
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Az part of the evaluation of responses to a contract
solicitation, the Government should consider the full
costs of the iltem over its service life, including the
costs of reprocuring the item or any parts of such
item.

Technical data developed at private expense should be
required in a contract gnlv when such data are
necaessary for emergency use, 1installatiocn,
maintenance, overhaul, or repair o©f an item or for
national security reasons.

In other cases, the Government may negotliate to obtain
such data only when other options that provide <the
least damage to the commercial use of the dats wiill
not meat the agency's neads.

when the development of an item or precess ie whelly or

partially funded by the Government, & ¢irn' cact that

=ariires delivery of the technical data shou.id specify
= the Government will have royalty-free use of such

-~ .iLz. However, the contractor will be able to

retaln commercial rights to data that do net need =c¢

sa publlicly disclosed to meet the agency's objesctives.



Draft Technical Data Policy

I. SUMMARY
wizh law, the President'as February 18, 19823 M- . a-dum
and the Executive Order 12%91, "Facilitating a. .= to

s

xd Technology,™ the Government in order ts enceurage
ical development must protect technology devaloped at
expanse and promote the commercial applicaticn of
Ly funded research by permitting 31 sarsractors
gz of size to retain the rights to - = .(zal data
4 undey Governmant contract, in exchange #.:: _avalty-free
.=h data by or on bshalf of the Government.

regarding technic taem  whe e ig

ical data beleng to 5
nents, or processe: SRS

stherwiss regquired by statute = - gsifled in
:itatioen, the Government pust nags’ 4te and enter
contract to acgquire technical data valating to
compenents, or processes dave cpod AT privarts

xp@nsé.

-

Unless octherwise required by statute and zpec 2.3 in a

soclicitation, a contractor may net be =0
nrovide, sell, or otherwise vrellinquiash in
cachnical data pertaining to an item, QREOTanT, o
> sess developed at private experse as a conditier ~¥
being responsive to a solicitation er =335 & cond =
for the award cor performance of a coni-o.

{*:, when the development of an item, component., s process

: wholly or partially funded by the Governgant, a
cortesnst that regulres delivery of tachaical data
relatling o that itam, conponent or process saould
specify that:

:i; The Governnment wi!l have royalty-free .3+ 4fFf such
technical data by or on behalf of the . ..srrmant:

P
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The contractor will be perwmitte® £o retain
exclusive commercial rights ¢o such cechnical dasa
that do ﬁﬁt have ts be ﬁu;l*ﬁfz disclosed €o neeat
the agency's specifically i(dantifiled rmeeds.

rimaly manner, ldentify its
cire and use technical data




to meet 1ts specified needs in a way that is least
damaging to the contractor's jidentified property and
sconcmic interests.
icy is not intended to impair any right of the United
r any c¢ontractor with raspect to patants or copyrights or
r right in technical data otherwise estaklished by law.

II. GENERAL INTENT

e
)

nacaessary for Government agencies, in ordexr te¢ carry out
migslens and programs, to acquire or obtain through
2 accsss to many kinds of technical data. Government
may need technjcal data in order to oktain competition
ppliars; meet acquisition needs; ensure logistical
fulfill certain responsibilities for disseminating and
ing the results of research, development, and
-ation activities; fulfill international agreaments; and
r programmatic and statutory requirements. These needs
-5 may exceed the needs of commercial customers.

33

+ support of science and technology is necessary for a
efenss, for effective and efficient Federal procurement
and services, for the international compstitiveness of
industry, for the health and well-being of <+the U.S.
and for a healthy U.5. economy. The Government must
—appropriate cases ensursa that the best technologies are
availlakble and encourage 1ta contractors to use private
iva and private resources to satisfy Government needs.
particularly true in the case of innovative contractors
f their rights in technical data are scrupulously
can be encouraged to develop at private expense items,
5, or processes that may be useful to the Govearnment.

ublic and government contractors have substantial
iva interests in technical data resulting from
ntracts and from private investment. The public
r 1 data for ressarch and development of commercial
basic research, and publications that disseminate new
interested partcies. As a result, the public has a
interest and invastment in the affactive and
of tachnical data developed under Government funded
On the other hand, a contractor has an interest in
its privately developed technical data fronm
use, duplicaticn, or disclosure to avoid ¢ompromise
nterests and preperty rights that could jeopardize
position and impalir the Government's ability to
:n the most cost-affective nanner possible.

Finally, scguistion, maintenance, and handling of technical data

Eom e o= om o= = = % oo Mz ARy - s = -~y - B o o - v T.II2 ) ) ma NI 7 YINIY Fath ot -~ ¥y £2 13 s



in the vast quantities generated by modern technology is costly

and burdengome to the Government and industry alike. Further,
when the Government acquires rights in technical data or
technical data ¢ontaining commercially valuable information that
is proprietary to a contractor, it assumes an obligation to
protect such technical data from unauthorized use and disclosure.
For thasze reascnsg alone, the Government must effectively control
tha axtaent and nature of its acquisition of technical data.

Thus, ¢his Federal policy ard its eme ns
ragardin the acquisition of technical data and righta in
tech data must strike a balance among sometimes competing
intes 8, The objectives of the Federal Government's policy
regarding technical data are to:

(i} Ensurs that agencias in a timely mannar identify and
- acguire only such technical data and rights in such
data as are needed to fulfill their missions and that
they dc¢ so in a manner that ls the least ortrusive t¢

the contractor's eceoncomic¢ and property interests:

L8
e

Jls
Aot

Encourage contractors to commarcialize <technclogiss
daveloped under Government contracts:

(iii)Encourage private research and develcpment activities
and the usze of the Lest tachnologies by recognizing
rights in technical data developed at privats expsnse
and protecting such data;

iv) Enceourage broad participation by qualified contractors
in Government proy;::ms;

1%y Ensur cost-effective Gov: rmant procurements by

recognizing the full long t+= = uat of these actions;
{vi) Enable =sc=ucles to provide f¢- the appropriate
dissamiiak,Jn and use of techniczl .:..ca to which the

Government has royalty-free use,

IIT. RIGHTS IN TECHNICAL DATA




Unless otherwise required by statute and specified in a
sclicitation, the Government must negotiate and enter into a
contract to acgquire technical data relating to an item,
component, or proceas daveloped at private expensa. Unless
otherwise permitted by statute and specified in a
solicitation, a contractor may not be required by the
Government to provide, sell, or relinquish technical data or
rights in such technical data as a condition of being
responaive to a solicitation or as a condition for the award
or performance of a contract.

ontractor who devalops technical data and documents that the
were developed at private expense will have full rights in
¢ data., When privately develcped data arée to be used in a
rnment c¢ontract, thae contractor must declare the use of
rataly develeoped data before the contract agreement is
ted. The Governmant may challenge in a timely manner the
n tachnical data asserted by the owner(s) cf the data.
rt of this c¢hallenge, the Government will provide to the
‘'s) specific written evidence of reasocnabla doubt as to the
current validity o¢of any asssrtion that the technical data weare
davslopad at private expsanse.

When the delivery of technical data pertaining to an itenm,
componant, or process develcped at private expense is necessary,
ency ahall include as an express contract provision any
m iona or restrictions on the Government's right te disclose
- hnical data outside the Governmant so as not to compromise
contracter's property rights or economic interests in the data.
& he Govsrnment would be permitted by statute to disclose or
s bute technical data developed at private expense, the
=

1

should specifically identify such data and the
ponding disclosure or distribution requirements in any
tation and any subseguant contract with the owner(s) of the
hnical data {or ics desxgna;ed represantativel.

When the development of an item, component, or process is
wholly or partially funded by the Government, a contract
that requires delivery of the technical data relating to the
itam, component or process ahould spaecify that:

(1) the Government will have royalty-free use of puch
tachnical data by or on behalf of the Government,
and

(i1) the contractor will be permitted to retain
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exclusive commercial rights to such technical data
that need not ba publicly disclogsed in order to
meet the agency's specifically identified
objectives.

U iesé ;rahibited by statute or for national security reasons, an
shouid allew the contractor to retain exclusive commercial
in the tachnical data required to be delivered that need
: e disclosed publicly to meet the specific needs identitfied
by the agancy.

an agancy would be required by statute to disclose or
nate technical data, the agency should not impose
ons or restrictions on the contractor's right te also use
nical data for its own commercial purposes (unless
cifically pronikited frem doing so by statute or for national
securiny reasons) .

hould be accomplishad by: (1) permitting contractors to
=h axclusive commercial rights to technical data developed
e contract, and (2) limiting the Government's rights to
or distribit2 the data. The agency should iderzify as a
contract itsam such technical data developed undar
it contract that the contractor may use exclusively for
a8l purpgses. This should be complated during the
and development phasze of the contract under which the
data ars devaloped. In all cases the agency should
cbtain the necessary technical data to meet its pregrar
z manner that is least likely to damage the contractor’s
interests. Tre agency should defer deliver of the
data until the need is clearly defined.

ractor's exclusive commercial rights may be made subject
ific contract item to reasonable time limitationz to
rat the technical datz are not savoressed o¢ abanésned
other Iinterested partles have the <« nortuni: & to use ths
data for commarcial purposes. Tioa limits {fons in the

‘ determined in part =y the .ontracter's
vmant of the technical data as well as
~tial net social benefits that may be
of commercial opportunities to other

s:prép iate~ based on the cuntractor's contribut-on, the

iegotlate as part of the contract for development of
ata any royalty payments or recoupment to the
;ad on commercial sales of the item, component, or
n the technical data pertain.
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IV. RIGHTS IN COMPUTER SOFTWARE

The same basic policies smet forth in Section III with
respect to technical data also apply to computer software.

Becauss, however, computer software is also an end itenm
delivarable in itself, particular care should be taken in
sgﬁcig"lag agency needs for computer software and documentation
aring that the software is to be furnished, with attendant
righta regarding its use and disclosure, $¢ that agency's program
objectivas can be achieved.

Priocr toc contract, the agaency to maximum extent pessible should
identify and acquire any computer software developed at private
expanse that may be needed to fulfill contractual requirements.
er o practical te ensure adequate access to software
doct ation and t&blS; the agency should secure rights by
eith éntering into escrow agreenments with the contractor(s) eor
ne ting rights that would allow for competitive maintenance
and :ancement of the software. The agency, to the extent
possible, should 1limit the Government's rights 1in computer
software to a licanse for a specific application or site(s) and
thereby achieva a cost-effectivsz procurment.
In dition, 1in recognition of standard commercial practices in
c ing for computer scftwars, agencies in all cases should
a n the contract to raestrict the use and disclosure to
s ed sgites, locations, or designated computars within <¢he
r'; ~

#ant or thoss actinq on bahalf of the Government. Where
program needs would reguire a more expanded use and
ure, such requirements should be specifically identified
e contract and fair and reasonable compensation ghould be
rovided as appropriate to the owner(s) for such uses.

e IS P

V. GOVERNMENT PROCUREMENT OF TECHNICAL DATA

cf the major objectives of this policy is to ansure that the

! procurament 1a8 cost-effective, 4i{.e., that the
t can mest the specified performance requirements of
ccurement at the lowest leng term cost. Tc ensure
/e procu faEeutS the Government sometimes must negotiate

nt, oY p&ccese te its potantial contractors. However, a
acision to nagotlate to acquire technical data, although it may
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in =ome cases enhance competition, will not always result in
cost-effactive procurements when considering the full long term
costs to the Governnent. Furthermore, the acquisition of
tgchnical date may also unnacassarily destroy the property and
e:aﬁ:zg_ interests of the contractor and stifle the development
of nevw

roducts for the commercial and government markets.

|l’1
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negotiating to acgquire technical data, an agency should
whether the expected savings from reprocurement using the
cal data rslating to an item, component, or process are
to exceed the full costs ¢f acquiring such data, including
:al costs te the Govarnment, or the c¢osts of other
ves that will meet the spac1riod performance objectives.
axpebtad ceogts of acguisition of technical data excaaed
t3 of other available altarnatives, the agency should not
ire the tschnical data from its contracter.

ure cost-effective procurement and satisfy the other
ras of this policy, an agency, unless otherwise reguired

(1) the nead to reprocure the item, component, or process
ralating to the technical data is mnot clearly
identified;

(ii} the item, component, or process is sold in significant
quantities in the commsrcial market;

(i.i)the technical data are not aezsential for the production
of an item, or componsent or the use of a process;

(ivia commercially avallable or a readily introducable
altarnative will meaet the specif.ed performance
objectivaes; '

(v} performance specifications or samples of the original
item or componant or demonstrations of the process will
provide sufficlent information to potentiai
contracters: or

(vi}y +the contractor dJdeveloping the technical data can
g@stablizh the necessary competitive scurces of supply,
such as througn d4direct 1licensing or nondisclosure
agreaments.

acguisition of tachnical data is necessary, the agency
tiate to acguire and use the technical data.to mest its
ific parformancs needs in a manner that is least damaging to
ownar(s) identified property rights and economic interests,



Tf the agency needs rights in technical data relating to an item,
compenent, or procegs devaloped at private expense for
repro curement or for further research and development, then it
may negotiate to acgquire such rights from the owner(s) of the
iacr"* al data {or 1lts designated representative] as a separate

contract in a manner that is least obtrusive to the owner(s) of
the data.

To ensure effective and efficient production, operation, or
rep rapent, the Government should identify and negotiate to
acq 2 as early as possible in the procurement process such
rights in technical data as will be necessary for initial and

ubge *Léﬁt preoduction of an item or componant, or for subsequent

aicpmant of an item, component, oOr pProcess. In evaluating
s to its propesals,; the Government should con: 4:r the
=st8 of procuring the item or component over the« ' -Xe of

When the development of an ltem, component, or process was funded
Wi » or partially by the Government , the agency may also
te with the developing contractor to enter into any
\ necessary for future competitive production or
ment néeds. These agresmants should be completed during
fch and development phase of the contract under which

*  any ‘liCeﬁaé& fhe right to purchase technical assistance.

m should be provided to the contractor in accordance with
gts of maintaining and previding such gervices as well as
TAC *ar 8 contribution to the development of the technical
The Government may also stipulate that the developing
tor's egglusiva commercial rights may be terminated if
tractor fails to implement contractual agreamants to
*ecbni =al data to designated contractors as spaecified in
wrants.

their contracts with the Government, prime contractors
regponaikle {or {flowing down tc its sgubcontracters the

% pfav'sg'< ot this policy. Prime contractors and
subcontractas - ghall ot use their power to award
as econom’® %&?Qvégt to 4acquire rights in the
“oRtractars £2r their own use or the
therwise autherized by this policy.
. the ta&chnical data may furnish
”%itl? t¢ the Government rathsr than

VI. DEFINITIONS
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"contract" means contract and subcontract.
"Contractoer" means prime contractor and subgontractor.

ter progran” means a seriss of instructiens or statements
rm acceptable to a computer that are designed to cause the
r to execute operation(s), including operating systems,
lers, c¢empilers, intarpreters, data management systems,
programs, sort-merge programs, applications programs,
ce/dlagnostic pregrams, and the like.

Software”

means computer programs and software

"Tgchnical Data Developed at Private Expense":

The term "“developed" in the phrase "technical data developed
at private expense" means that the item, component, or
~es8 to which the technical data pertain: (1) exists,
{2} 1is workabla or has been analyzed or testad
“i"‘en*‘v to demonstrats to reasonable people skilled in
& apprlicable art that it has a reasonable probability of
king gsnserally as intended; in order to be developed the
, componant, or process does not have to be offared for
ala or reduced to practicas.

e
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: tarm "private expanse” in the phrase "technical data
sloped at private expensa® means that the c¢ost of
lopment of the 1item, componant, o7 processx in which the
nical data are embodied has not bews:n pald in whele or in
¢ by the Government and that such development was net
irad as z2n elament of performanceé under a Geverncant
Zovaernment sponsored independent research and
ant bid 2ol proposal cogstz: and payments to the
; %8t#s incurred under a Government
daered Govarnment funds.

3" means the axclusive right to usa,
ange, or sell in any zanner for
cermit  » enjoin othars fr. icing tha
“ludaes use of the technic-i data for
ents, or proc-.:28 for tﬁ# rivatae
tha tachr’ data for =rivate
~aponents, or o agses for G- srnment

-

e
(1]

DataY 2 recaryrdszd informatlion of a scien



technical nature, regardless of the form or maethod of recording.
The term does not include computer software or data incidental teo

contract administration ({such as financial or management
information].

"ITn a timely manner" means as soon as practical but no latar than

one vear after the contract has been formally agread to by the
relevant parties,

el
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Mr. Chalrman snd members of the Commities, | appreciate the opportunity ®
to toslify on the Dafense Advanced Reseerch Projects Agency's support for
mgnrch on high femperaiure osmamic supercenductors.

The discovery ¢f hlgh temperaturs. superconductors was &n exciting
unexpecied sclentific breakiirough., DARFA (s charged with pursulng | high

rigk, high impact research programs s s to aveid techneiogical gurprise

tor the Nation. Accompilshing the Agency’s Miksion reguirss quick reaction

to major fechnologicel uvents, and the discovery of thuo new materiais s

iust such &n evernt.

DARPA is in & pmz::umny gtrong position o move rapidiy because we
currently support a vigorous program In ceramici technoliogy, with a
concentreilon In manufacturing technology for advanced ceramics. We fund
a cadre cf highly skilled and creative- ceramics ressarchers in
universities, companies, and Government taboratcries, &nd we have
outstandity research managsrs in DARPA's Materials Belence Division.
Much of cur past and current reserrch is applicabls to the procassing and
fabrication of these now materlals. Iacidentally, most cf the new
manufsciuring tschniques wo will deveiop for the high temperature
superoonductors aiso will apply to other ceramics, dringing @ naw !eve! of
sophisticated tschnology (o that imponient indusiny.

The DARFA program wili develop, &% Qquickly as possibie, the
manufscturing technology to support an Industriai Less for processing,
febrication end preduction of the new materials, components and systems.
While cur metivation is primarily io assure s domestic acurce of supply of
the high (smpereiure superconductors for Defense, we expesct there wiil be
significant commaercial spln-offts from our investment. In fect, %or the
next few ysar the technelgy buse largely will bo dual vse, supporting both
nalicnal security and economic strength. We wre pariicularly concerned
that the manufesturing technolopy we develop support both large scale and
smell scals production, &nd shat 1! provide 2 cset effective base for
datense manufacturing.
7 .

Today { want 10 tell you mbout the ten research projects we have lnltlated
#ince the discoysry of the new materixig, our current major research
golicitaticn with the Office of Naval Resesrch; and, our coordination with
other perts of the Government.

. .
Qver the iast few months we have bsgun ten new research projects on high
temperaiure seramic superconduciorg, in wddition 1o redirecting a numbar
s! our existing contractors 1o work in this exciling area. Wa began etfons
st four universities - Pennsyivania State Universiy, M.LT., the University
o! California &t Ssnta Barbara, and Stanford -« exploring production
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techniques such as composting the brittie onmm!cs to provide gruter@
toughness, sol ge! synthasis, thin film molesular bsam spitaxy (MBE) and
electrochamical deposition. Ve began work at General Electric, Rockwell
a&nd ‘a emall tusiness, Ceramics Proocessing Systems, on the production cf
composite wires and on magnetron sputlering to produce thin films., Within
the governmenl ws have funded research programs at the Naval Research
Laberstery (NRL) and the Nationa! Bureau of Siendarde on materials,
processing, cheracterization and measurement, &nd &t the Argonne
National Laboratory on the production of tepes and tapo composites. While
these eflorts ers still new, we have already made a geod deal of progress,
perticularly in the development ¢f composite techniques. ’

—
The mzin body of our research program will slem from & major ressarch
gsolicitation we &re exsculing with the Office of Naval Research. Two
monthg ago we recelved 203 proposels requesting about $330M over thres
ysars to develop menufecturing techneiogy for the high temperature
superconductors. These preposals were submitisd by teams from 120
cempanies, 80 universities and 12 noi-tor-profit or Government
taboratories - these numbers don't “add up” since same organizetions
submitted multiple propossals. Seventy ninre (78) of the propossis werz
concerned with production o! buix materieis for components such as |
magnets and motlors; 87 eimed at thin flims for somponenis such as
microslectronics oirculte; 21 were for thick films and coatings, for
appiications such ss magnetic shielding; 32 were for combinations of the,
sbove; and 4 were for thecretical studies or data bases. The proposiis
cams from 33 siates and the District of Columbia. Sixty eight percent
(88%) of the proposals from industriy were from small businesses, and 63%
were from crgsnizaticns that traditionsily have not participated In DoD's .
R&D program. e
Teams of reviswery from DARPA and ONR have reviewec the proposals,
with assistance from 8DI0 end the Army Research Office (ARD). We soon
will receive presentations from some of the poteniial contractory &nd will
arrange site visite as necessary. We expect thal some of the etiorts will
begin under pre-contrac} cost &llowsnce letters by November 1, with the
bulk of the contracling completed by Jenuary 1.

The cieative resemrchers that submitted these proposais have presented
the Govemmem with an unprecedenisd oppertunity for lkying a firm
foundation for the manulacturing of ceramic hnigh smperature
wpcrconeuctcrs ! want ta give you a cense of the range of excelient
tschnicel ideas In the proposals, while respecting proprietary intsrests. in
the area of thin filmg, there wers many new ideas for thin film deposition
of the new csramics inciuding faser flash evaporation, various kinds of
sputtering, molscular beam ep!tnxy {MBE), motat-organic _chemical vapor
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deposition (MOCVD), and chemice! apprusches invoiving spun-on fiims and
sol ge! technigues. Thers were companent epplications to ultra-sensitive
magnetic detectors, fieid effect transistors, infra-red Jetectors, lossiess
high speed microsiacir nics transmisgion lines and Interconnscts, A/D
scnverters, Josephson . Junction devices, microwave or millimeter wave
phase shifters, electronic fraquency fiters and o¢thet circulls, and RF
cevities, In the mrea’ of hulk malsriglc there were processing idsas
involving chemical appreachues lo manuleciuring powders, fiber reinforced
composites, and verlous kinds of monolithe a&nd tepes. Component
spplicatiors irciuded large scals transmission csbles, magnels, magretic
shielding, actuztors, solensids, fotors, energy sicrage devices and

magnstic bearings. | wish | cculd go into some of the fascinaling technical
datails,

it e clear tha! these propcsaiz contain more good kiwax than we wil! be
able to support with reprogrammed funds. About hait of the funding
request was of cutstanding technical merit and relevance, and | hope that
we will be sble to support halt of thoss top retad proposais. We are
formulating ocur funding sirategy based on the merits of the ideas; we
sxpect to concentrate In a few carsfully seiected fechnica! areas so as not
© epread owr funding too thinly, but that will leave goms technical gape.

i want to review DARPA's busineés praclices as they apply 10 our research
program in high temperature superconduciors. As ycu know, DARPA

©

maintaing no izboratories of iKs own, and 88% of the funds we recsive are .

usad to support ressarch activiies at companies, universities and cther

laboraiories, W{a protect the propristary Iinformation of those
crganizations, &nd based on LoD reguistions we are abis o grant them -

commercial patent rights for work that we support. Al of the
manulgcturing technslogy deveiopsd by DARPA for high temperaiure
superconducters will be unclessitied; at soma ifuture time miditary
spplications of the technology may be clessified. -

With respect to export control, both the Department of State and the
Dspartment of Commerce grant export licenses, and In meking their
determination they consult DeD, which has complied the Militarily Critical
Technologies List to identify potentiaily sensitive exports. The granting of
licenses for the export of tachnoingy is generally separate from the wource
of support for the deveicpmant uf technology. Thus an lem proposed for
sxport, say a plece of eguipment that will be deveiopsed for the
manrufeciuring of the new ceramic superconductors, wlil' be granted cr
gdenied & license for expost separate from whether s development was
funded by CARPA or other perts of DoD, DoE, NSF or for that matter private
cepital. Further, DARPA does not intend 1o request any export contrel
provizions in pontrects under this research program, bul rather rply on the
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proprietary interssis of the contractors to protect U.8, interests. \®

in developing ‘cur research progrem we have been miadful of the need for
clase ceardination and joint activ. ‘es with other parts of the Govarmnment,
in sddition 0 our jeint solicitation with the Otffice of Navel Research, we
are oxploring- joint funding arrengements with the Alr Farce snd NSA. Ws
have reeched an sgreemsnt for & joint program with the SDIO in areas of
partisulsr concern to them, such us epplications of ihe new.materials in
space. Wo fund work at the Natione! Buresau of Standerde snd at the DgE
Nationa! Laboratorles, and we h&ve ooordingted cur activitleg with the Dok
and NSF through O8TP's Commitiee cn Materials (COMAT),

{ hope ther this background Infurmation end advice {8 helpful, and § thank
you for opportunily to eppear deifore you. :
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PROPRIETARY RIGHTS IN THE COMPETITIVE ERA

This paper was prepared by Professor Ralph C.
Nash, Jr., George Washington University, who
is a member of the Procurement Round Table
("PRT") Board of Directors. The PRT is a
non-profit corporation whose purpose is to
inform the public and the Congress about the
federal procurement preocess, to study and
report on procurement issues, and to make
recommendations for improvement to the
federal procurement system. The members of
the PRT Board of Directors, who serve pro
bono and as private citizens, have extensive
experience and background in a wide range of
Federal Government procurement areas.

HISTORICAL BACKGROUND

In the 1950s the Department of Defense was the first agency
to recognize the need for a contractual policy on proprietary
rights. Initially, it promulgated a policy permitting
contractors to protect such rights by not delivering proprietary
data relating to Government products. While this policy has been
successfully used by NASA and some other civilian agencies since
that time, DoD quickly concluded that it was unacceptable because
such data was needed to maintain and operate military hardware.
As a result, in 1964 the Department of Defense adopted a new
proprietary rights policy that struck a delicate balance between
the needs of the military services and the desire of their
contractors for protection of proprietary rights.

This 1964 policy promised that the procuring agencies would
honor rights to technical data pertaining to items, components or
processes "developed at private expense" if contractors would
deliver such data to the Government for use in operating,
maintaining and repairing military hardware. In addition,
contractors agreed they would not claim proprietary rights to
technical data pertaining to items, components or processes
developed as a part of the performance of Government contracts
(excluding items, components or processes developed during
IR&D/B&P efforts) and to certain categories of data such as form,
fit and function data, and operation and maintenance manuals.

The Government also implicitly agreed to pay a fair price for
proprietary data it agreed to honor in those cases where it was
necessary to buy proprietary rights to carry out its procurement
mission (by specifically acquiring rights in data only under
narrowly circumscribed conditions). The delicate nature of this
balance was demonstrated by the fact that the policy contained a
unique deviation provision prohibiting approval of deviations by

the military services and requiring all deviations to be granted
by the ASPR Committee.
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This policy was honored, in the main; by the military
services and industry for a decade and a half in spite of
continual tensions. The major complaints were that industry was
claiming proprietary rights in far more data than called for by
the contract clauses and that the services were obtaining rights
to proprietary data through mandatory "predeterminations" of
rights not permitted by the policy. To deal with these problems,
the contractual Rights in Technical Data clause grew longer and
more complex but the fundamental policy remained essentially as
it had been devised in 1964. In the late 1970s essentially the
same policy was applied to computer software as it was added to
the standard contract clause. It is interesting to note that one
of the factors underlying the long adherence to this policy was
the fact that the crucial term "developed at private expense" was
never defined -- with the result that there was always
uncertainty as to the precise scope of the protection being
afforded to contractors.

The delicate balance collapsed in the early 1980s. One of
the major factors in this collapse was the growing pressure,
culminating in the adoption of the Competition in Contracting Act
in 1984, for increased competition in defense procurement.
Another factor was the adverse publicity from the procurement of
spare parts at arguably excessive prices. A third factor has
been the increased unwillingness of contractors selling
commercial products and computer software to agree to the policy
of giving the Government unlimited (i.e., commercial as well as
Governmental) rights to technical data and computer software
developed in the performance of Government contracts. As a
result of these forces, the Secretary of Defense rescinded the
strict deviation policy in August 1983 -- permitting the services
to formulate new policies. The result has been that the full
pressures of the competitive procurement process have been
exerted more and more frequently by the Government to obtain
greater rights in proprietary technical data and computer
software.

At the same time, the agencies failed to devise a slfingle
proprietary data policy for inclusion in the Federal Acquisition
Regulation. Since DoD and the civilian agencies could not agree
on the basic premises supporting a unified policy, it was agreed
that separate regulations would be issued. This has led to the
creation of a FAR proprietary rights policy for the civilian
agencies and a DoD FAR Supplement (DFARS) for the military
services. At the time this paper was written, the FAR provisions
were awaiting issuance and a revised DFARS has been published for
comment.

Industry responded to this chaotic situation by turning to
Congress for relief; and Congress, frustrated by the inability of
the Government to promulgate a unified policy, passed two
statutes in 1984 dealing with rights in technical data (P.L. 98-

2
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525 covering DoD and P.L. 98-577 covering-all civilian agencies
except NASA). The DoD statute was amended in 1986 by P.L. 99-
661 to provide further guidance on proprietary data policy.

These statutes attempt to restore the balance that existed in the
proprietary rights area in the 1960s and 1970s and should provide
the foundation for the new proprietary rights policy of the
1980s. While they are dissimilar in minor respects, they should
not prevent the Government from adopting a unified policy in the
FAR. However, at the present time, the two policies in the FAR
and the DFARS will remain as separate policies.

This paper suggests a totally new proprietary rights policy
that will serve the Government into the 1990s. It proposes a

rights in technical data policy as covered by the statutes and a

rights in computer software policy which is outside of the scope

of the statutes. It accepts neither the current statutes nor the
old DoD policy as valid but strives to attain a new balance.

BASIC POLICY GOALS

A policy that can survive in the new competitive era must
attain three major policy goals.

1. Provide the Benefits of Competition

The new policy should attempt to preclude contractors from
creating a sole source position in the long~term manufacture of a
product designed and developed under a Government contract.

There can be little question that the Government needs to bring
the full force of competition to bear on its procurements in
order to obtain the products it needs within the amount of funds
available. The benefits of competition have been well documented
in Kratz & Gansler, Effective Competition During Weapon System
Acquisition, NCMA Challenge Monograph Series, Vol. 1 (1985).

This goal can usually be achieved, however, without destroying a
contractor's proprietary rights. The following techniques are
documented in Nash & Rawicz, Patents and Technical Data (Geo.
Wash. Univ. 1983) as being usable for this purpose:

a. Competitive copying -- providing competitors
performance specifications and samples of the product to be
used in submitting competitive offers for the product in
subsequent procurements. This technique is now mandated for
spare parts procurements in 10 U.S.C. 2320(4d).

b. Form, fit or function specification -- permitting
competitors to design new products against the original
performance specifications.

c. Licensing -- requiring the developer to license

competitors or to grant the Government the right to
sublicense competitors.
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d. Leader-follower -- requiring the developer to
establish a second source by subcontracting a portion of the
production quantity or by licensing.

e. Specific acquisition -- purchasihg the necessary
rights in technical data to permit its use in competition.

f. Reverse engineering -- preparing detailed
manufacturing drawings by analysis of the product without
use of the proprietary drawings.

While none of these techniques can be used to obtain competition
in all situations, they have all been used effectively by the
military services in specific procurements. (DFARS 217.7201-2
contains limited guidance on the use of some of these
techniques.) Thus, there are numerous techniques available to
obtain competition without taking away all proprietary rights of
contractors.

2. Protect Proprietary Rights

An equally important goal is that the policy protect the
proprietary rights of contractors. It should be understood that
contractors seeing a strong commercial market for their products
will not give up all proprietary rights to those products in
order to sell them to the Government. There are two broad
classes of contractors that fall in this category: specialty
subcontractors and vendors of software. If faced with a demand
for Government unlimited rights in technical data and computer
software, they can be expected to i) refuse to sell to the
Government, ii) add a significant premium to the price, or iii)
redesign so as not to use the proprietary information. None of
these courses of action benefit the Government and all can be
expected to increase the price of the design and development
effort.

Fortunately, the Government does not need unlimited rights
to carry out its mission. Under the present DoD policy, the
procuring agency is given only two choices =--to accept the data
or software with proprietary markings (limited or restricted
rights) agreeing to restrictions on its use or to take unlimited
rights to use the data and to disclose it at will. The FAR
policy provides a third choice =-- to permit complete withholding
of the proprietary data. However, another, superior choice is
readily available =- to take full rights to use the data for
Governmental purposes while preserving the commercial rights in
the contractor. The Final Report of the President's Commission
on Defense Management (June 1986) (the Packard Commission) makes
. the following recommendations in Appendix I:

a. Except for data needed for operation and maintenance,

4
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the government should not, as a prectndition for buying the
product, acquire unlimited rights in data pertaining to
commercial products or products developed exclusively at
private expense. If, as a condition of the procurement, the
government seeks additional rights in order to establish
competitive sources, it should normally acquire lesser
rights (such as directed licensing or sublicensing) rather
than unlimited ones. The rights least obtrusive to the
private developer's proprietary position should be selected.

b. The government should encourage a combination of
private and government funding in the development of
products. Significant private funding in this mix should
entitle the developer to ownership of the resulting data,
subject to a license to the government permitting use
internally and use by contractors on behalf of the
government. If government funding is substantial, the
license should be on a royalty-free basis; otherwise, it
should be on a reduced or fair-royalty basis. Whenever
practicable, the rights of the parties should be established
before contract award.

c. If products are developed exclusively with government
funding, the contractor/developer should be permitted to
retain a proprietary position in the technical data (a) not
required to be delivered under the contract or (b) delivered
but not needed by the government for competition,
publication, or other release. Use by or for the government
should be without additional payment to the
contractor/developer.

These recommendations point the way to a new policy that will
protect essential proprietary rights.

3. Simplicity

A third goal is of equal importance. The present DoD
regulations and contract clauses are far too complex to be
understandable. The new FAR is shorter and clearer but remains
difficult to interpret. The regulations are problematic
primarily because they do not contain clear explanations of the
policies relating to very difficult issues. The contract clauses
are complex because they are single omnibus clauses to be used
for both research and development and manufacturing contracts and
for both technical data and computer software. As a result, they
are probably the longest clauses in the entire Government
contracting process and certainly the most complex clauses
currently in use. There is great doubt if either the regulations
or the clauses are understood by even the seasoned veterans of
-the procurement profession.

Simplicity is necessary because the issue of proprietary

5
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rights is one which is raised on a day-to-day basis in the
negotiation and administration of contracts. The personnel
charged with these responsibilities are generally not legally
trained and cannot be expected to deal with esoteric legal
terminology and undefined provisions. They need contract
provisions and regulatory guidance that they can comprehend and
work with. The Report of the Packard Commission recommends that
this problem be addressed by preparing separate clauses for
computer software and for manufacturing contracts.

ELEMENTS OF A NEW POLICY

The following elements are suggested for inclusion in the
new policy for proprietary rights. Each element is discussed in
terms of the current statutes and regulations and the prior
experience that has been attained in using the policy.

1. Issuing a Single Requlation

One of the major goals of the FAR system was to provide
uniform guidance to the Government and its contractors on
procurement policy. Technical data and computer software are the
major areas where the Government has been unable to formulate

such policy. The Packard Commission identifies this problem and
makes the following recommendation:

The FAR System (a single uniform regulation applicable to
all agencies, with supplements by agencies as needed) should
be used to cover data rights. Without the discipline of a
uniform system, similar terms and concepts are defined and
treated differently. The differences are not justified.

The FAR should provide common definitions of basic terms,
since there is no apparent reason for agencies to use

different definitions, a practice that causes great
confusion.

Unfortunately, the statutes are not helpful in this area.
Both of the statutes passed in 1984, while somewhat dissimilar in

- language, contained a requirement that they be implemented "as

part of a single system of Government-wide procurement
regulations." However, the DoD statute was change by P.L. 99-661
in 1986 to call for implementation in the DFARS. Thus, Congress
has become part of the problem of arriving at a single unified
regulation. The DoD statute should be amended to permit the
FAR to contain the fundamental policies of the Government on
technical data and computer software. Included in this new FAR
should be all major alternative policies which are necessary for
DoD and other agencies in the acquisition of hardware for their
own use. Special policies can then be adopted by the DFARS and
other supplemental regulations.

The FAR should also contain guidance on the methods of

6
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obtaining competition on proprietary products without vioclating
proprietary rights. As discussed above, these techniques are
covered, in a limited way, in DFARS 217.7201-2. However, there
is no coverage of this subject in the FAR with the result that
civilian agencies are given no help when they face this difficult
problen.

2. Separating Technical Data From Computer Programs

Recent studies of proprietary rights policy have concluded
that clarity could be achieved and a more effective policy
implemented by separately treating technical data and computer
software. See the Report of the Packard Commission and the
recent report of the Software Engineering Institute, Technical
Report CMN/SEI-86-TR-2, Proposal for a New "Rights in Software"
Clause for Software Acquisitions by the Department of Defense
(Sept. 1986). The reasoning supporting this recommendation is
that most computer programs are more like hardware than technical
data since they are end products which generally function as a
part of an operating system. Thus, they are not used to-
reproduce (manufacture), operate or maintain hardware as
technical data is used, but rather are products which need
technical data to tell the users how they are to be operated and
maintained. (Some software, such as Computer Aided Manufacture
("caM") software, drives a machine to make a part--like a drawing
is used to manufacture a part.) Furthermore, the entire legal
structure that has been developed in the commercial world to
protect rights in computer programs (basically the techniques of
the copyright law) is different than that used by the Government
to protect rights in technical data. Thus, separate treatment of
technical data and computer programs will permit the Government
to more closely follow the commercial model in procuring computer
programs.

The difficulty with the recommendation of the Packard
Commission and the Software Engineering Institute is that they
propose separate policies for technical data and computer
software while their reasoning is based on the difference between
technical data and computer programs. Under current policies,
software comprises both computer programs and computer data
bases. Most computer data bases, however, are much more like
technical data in that they are compilations of information.
Thus, it makes more sense to continue to treat computer data
bases in the same way that technical data is treated. (Some data
bases are an integral part of a program and should be treated as
programs.) A further problem in this area is created by the
current DoD policy which includes software documentation as
technical data rather than as computer software. Software
documentation relating to computer programs is an integral part
of such programs and often contains the most valuable proprietary
information possessed by the contractor. Recognizing this fact,
the policy should treat software documentation of programs in the
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same manner that it treats the computer programs. This is the
position adopted by the FAR in spite of the fact that the
current statutes define technical data to include computer
software documentation (but give no further guidance on the
treatment of computer software). For the purpose of clarity, the
statutes should be amended to alter this definition. It is
believed that such statutory change can be readily achieved since
the statutes merely adopted the current DoD definition without
considering the implications with regard to computer software.

In summary, it is recommended that the Government promulgate
separate policies and contract clauses covering:

a. Information concerning items or processes such as
technical data, computer data bases, and software programs
which are substitutes for technical data, such as CAM
software, and

b. End items such as computer programs, documentation of
these programs, and computer data bases that are an integral
part of a computer program.

This paper includes no further discussion of the policy that
should be adopted for computer programs and their documentation.

3. Protecting Commercial Rights in Technical Data

The 1964 technical data policy adopted by DoD provided that
all data would be provided with either "limited rights" or
"unlimited rights" and gave unlimited rights to all data that
pertained to an item, component or process not developed at
private expense which did not fall within any of five listed
categories: i) data resulting directly from performance of any
Government contract or subcontract requiring research and
development work, ii) changes to Government-furnished data, iii)
form, fit or function data, iv) operation, installation, training
or maintenance manuals and v) public domain data. The civilian
agencies have followed a similar policy of taking unlimited
rights in a large amount of technical data. This sweeping policy
of taking unlimited rights was very restrictive of the
proprietary rights of contractors since "unlimited rights" were
defined as the --

rights to use, duplicate, or disclose technical data, in
whole or in part, in any manner and for any purpose
whatsoever, and to have or permit others to do so.

Since proprietary rights in technical data are in the nature of a
trade secret, this full right to disclose the data to the public
gave the Government the right to effectively destroy the trade
secret and, hence, to destroy the commercial value of the data.
While a copyrlght could be preserved in such cases, there is

8



generally little commerc1al value in the copyrlght on technical
data.

In recent years, the attitude of some Government agencies
with regard to proprietary rights which derive from work on
Government contracts has changed. It is being recognized more
widely that there is public value in permitting contractors to
retain commercial rights in innovative work done on Government
contracts so that they can exploit such technological advances in
the commercial marketplace, both in the United States and abroad.
It is reasoned that the public gains through more domestic
employment and a better balance of payments position. Further,
it has been argued that the contractor that created the
innovation is the most likely to exploit it and hence the most
likely to provide the new technology to the American consumer.
This reasoning has already resulted in the total change of
Government contracts patent policy which now calls for the
contractor to retain all commercial rights to inventions made in
the course of performing Government contracts. See Public Law
96-517 (35 -U.S.C. 200 et seq.) and the President's Memorandum on
Government Patent Policy, Feb. 18, 1983. The same reasoning is
applicable to rights in technical data.

The first recommendation of the Packard Commission, set
forth above, partially adopts this reasoning. However, the
current DoD statute, 10 U.S.C. 2320(a)(2), contains two
provisions which muddy the waters in this area. These provisions
state:

(A) In the case of an item or process that is developed by a
contractor or subcontractor exclusively with Federal funds,
the United States shall have the unlimited right to -

(1) use technical data pertaining to the item or
process; or

(ii) release or disclose the technical data to persons
outside the government or permit the use of the
technical data by such persons.

(G) The Secretary of Defense may -

* %* %* %*

(ii) agree to restrict rights of the United States in
technical data pertaining to an item or process
developed entirely or in part with Federal funds if the
United States receives a royalty-free license to use,
release, or disclose the data for purposes of the
United States (including purposes of competltlve
procurement) .
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The civilian agency statute, 41 U.S.C. 4I8a(b) (1), contains
equally troublesome language. This statutory language may
require amendment or clarification to permit the Government to
adopt a policy which gives broad protection to the commercial
rights of contractors. :

The policy that should be adopted to accomplish this purpose
of protecting commercial rights is to provide for an intermediate
type of right between limited rights and unlimited rights. This
new type of right should permit the contractor to treat all data
generated on a contract as proprietary giving the Government the
right to use the data for internal purposes and requiring the
licensing of other. contractors to use the technical data to
achieve competition on Government procurements. In lieu of the
licensing requirement the policy could permit the Government to
sublicense others for this purpose. The former technique is
preferable because it permits the contractor to deal directly
with the companies using the data and saves the Government from
being in the undesirable position of having to serve as a
middleman in the negotiation of the terms of the license. 1In
either case, the contractor should be required to provide
technical assistance to licensees to ensure that they are able to
use the data to successfully manufacture the product. The
license granted by the contractor would, of course, be limited to
work for the Government and would prohibit use of the technical
data on commercial or foreign work. It would apply to all data
originated in the performance of the contract without regard to
the source of funds. Thus, it would preclude the current
situation where contractors claim rights to portions of the data
delivered under their contracts and the parties then enter into
lengthy negotiations over the propriety of placing limited rights
legends on specific items of data. The Air Force has used
licensing policies of this nature for a number of years with
considerable success and the adoption of such a policy was
recommended by the OSD Technical Data Rights Study Group in its
report, Who Should Own Data Rights: Government or Industry?
Seeking a Balance (June 1984).

While the FAR contains no mention of this type of policy,
the proposed DFARS includes recognition of both types of
licensing. It provides in the standard technical data clause for
"Government purpose license rights" giving the Government the
right to license competitors of the contractor to use the data
only for competition on Government contracts. Such rights are
used in three situations under this proposed policy:

a. If the contractor has funded over 50% but not all of the
"development cost of the item, component or process, and the

contracting officer does not determine that unlimited rights
are required (DFARS 227.472-5(b)),
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b. If the contractor is a small business firm or nonprofit
organization that agrees to commercialize the technology and
that has funded part but not all of the development cost of
the item, component or process, and the contracting officer
does not determine that unlimited rights are required (DFARS
227.472-5(b)),

c. If the contractor has funded less than 50% of the
development cost of the item, component or process and
agrees to commercialize the technology, and the contracting
officer determines that the Government does not need
unlimited rights (DFARS 227.472-7).

Proposed DFARS 227.474~-3 also permits the use of direct licenses
from the contractor to competitors but it states that such
provisions are generally not appropriate for other than high-
dollar-value procurements. These provisions are a first step in
the recognition of these licensing techniques. However, they are
confusing and almost completely lacking in guidance for
contracting .officers who are expected to implement them. - They
also adopt the most difficult licensing technique (the Government
sublicense) as the standard technique, relegating the preferable
technique (direct licensing) to a subsidiary role.

The difficult problem which has not been addressed by any of
the studies or discussions of a licensing policy is whether it
should be applied to all technical data generated on a contract.
It has generally been assumed (by the Air Force, for example)
that licensing is applicable to technical data that would
otherwise be limited rights data, i.e., data meeting the test of
pertaining to items, components or processes developed at private
expense. The Packard Commission Report and the proposed DFARS go
further in suggesting that licensing is a viable technique for
data created with "mixed funding." This is in response to the
requirement of the statutes that a policy be adopted for such
data. See, for example, the new statute, 10 U.S.C. 2320(2) (E),
stating:

(E) In the case of an item or process that is developed
in part with Federal funds and in part at private expense,
the respective rights of the United States and of the
contractor or subcontractor in technical data pertaining to
such item or process shall be agreed upon as early in the
acquisition process as practicable (preferably during
contract negotiations), based upon consideration of all of
the following factors:

(1) The statement of congressional policy and
objectives in section 200 of title 35, the statement of
purposes in section 2(b) of the Small Business
Innovation Development Act of 1982 (15 U.S.C. 638

11

v mm— e —we was W WelJLLL [= R U T

1T N@ma MAamAasmal Tea Lo - oo



note), and the declaration of pélicy in section 2 of
the Small Business Act (15 U.S.C. 631).

. (ii) The interest of the United States in
increasing competition and lowering costs by developing
and locating alternative sources of supply and
manufacture. '

(iii) The interest of the United States in
encouraging contractors to develop at private expense
items for use by the Government.

What is proposed here is to go further and apply the licensing
policy to all technical data without regard to the source of
funding--even that data generated entirely with Government funds.

If this new licensing policy is adopted as a third type of
right, the issue arises as to when a contractor would qualify for
this type of right in lieu of giving the Government unlimited
rights. Here the current patent policy can be used as guidance.
This policy allows commercial rights to be taken away from the
contractor by giving the Government "march-in rights" in 35 -
U.S.C. 203 if such action is necessary --

(a) 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 subject invention
in such field of use;

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

(c) 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) because the agreement required by section 204 [giving
preference for United States industry)] 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 its agreement obtained pursuant to section 204.

Similar tests could be used in deciding whether a contractor was
entitled to license rights or in providing in the contract clause
that the Government was entitled to subsequently take unlimited
rights. In addition, the policy should permit the Government to
take unlimited rights (subject to compensation for technical data
that met the private expense test) if it was determined that
sufficient competitors were not willing to enter into the license
arrangement in order to compete for the Government work. This
right is necessary to protect the Government in those situations

12
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where the commercial marketplace is so competitive that
competitors are unwilling to enter into licenses because of the
potential restrictions that such licenses might place on their
future commercial products.

In summary, it is recommended that the Government adopt a
completely new standard policy permitting the Government to use
all technical data relating to items, components or processes
developed on Government contracts for internal purposes and
requiring the contractor to license companies to use the data on
Government competitions. This policy would apply without regard
to the source of the funding of the development work. The
limited rights and unlimited rights policies would be left in
place for broad types of technical data not related to hardware,
such as final reports on research contracts, and for those
situations where the direct licensing policy was not appropriate
or could not be agreed to.

4, Compensation for Licensing of Competitors

If the licensing policy recommended above is adopted, there
remains the question of what compensation should be paid to the
contractor for the licensing of competitors. The DoD statute
appears to permit payments of royalties if the licensed data is
private expense data or mixed funding data. Conversely, it
appears to preclude payment of royalties if the data is
Government expense data. The civilian statute is silent on this
issue. If this policy is followed, the procuring agency and the
contractor will be forced to agree on which category is
applicable to each item of data generated on the contract. This
cumbersome procedure should be avoided, if possible, since it is
currently one of the most unproductive aspects of the
Government's technical data policy. (Data validation challenges
are consuming substantial resources of both the agencies and
their contractors and are of questionable productivity in
achieving the long-term mission of the agencies.) Thus, it is
highly desirable to arrive at a policy that will base the
compensation of the contractor on some factor other than the
amount of contractor expense or mixed expense data that is
included in the package provided to a competitor.

Fortunately, there is another basis for determining the
compensation of a contractor that agrees to license competitors.
The payment of a royalty for such a license can be properly
viewed as fair compensation for the successful completion of a
development effort. Furthermore, a policy that regularized such
royalty payments would provide a powerful new incentive to
contractors to develop products that were suitable for high
volume production over a long period of time. It is exactly this
. type of new incentive that might serve the Government well in a
period of budget stringency. I
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The questions would undoubtedly be raised as to whether the
regular payment of such royalties would add to the overall cost
of the procurement process and would result in undue profits to
development contractors. With regard to profits, this is a
partlcularly appropriate time to consider the adoption of such a
policy in view of the fact that the proposed new DoD profit
policy, promulgated in 50 Fed. Reg. 43200, significantly reduces
the rate of profit on research and development work. Thus, the
payment of a royalty to the developer when a product is produced
by another contractor can be seen as a way of balancing the
apparently inadvertent reduction of profits in this area.
Further, it is a particularly good way of paying profit since it
only pays for success. With regard to the question of whether
this proposed policy would add to the overall cost of the
procurement process, it must be recognized that the royalty would
only be paid in selected circumstances. If licensees of the
contractor were forced to compete with the contractor, the
_royalty would only be paid when a licensee won the competition.
In this situation, the royalty can be seen as a modest
competitive advantage which the Government is willing to give the
contractor that developed the product. This competitive
advantage would not be large enough to permit the contractor to
include exorbitant costs in the price with the result that the
payment of the royalty would still provide the major advantage of
competition to the Government. The Kratz & Gansler Monograph
indicates that in the past, the original developer has frequently
won such competitions at substantially reduced prices. If this
were to occur under the proposed policy, the Government would not
pay the royalty at all. Further, the adoption of this royalty
policy might greatly facilitate the achieving of competition
because development contractors would regularly agree to license
their technical data and to assist their licensees in using the
data to manufacture hardware. Considering all of these factors,
it can not be determined whether this proposed policy would
increase or reduce the overall cost of procurement. However, it
does not appear that it would entail substantial additional costs
and there is some likelihood that the better incentives and
greater competition would result in an overall decrease in costs.

The question of the amount of the royalty must also be
addressed. The amount should be established at a rate between 1%
and 5% of the price of the manufacturing contract based on two
factors -- i) the overall technical competence which the
contractor brings to the development effort and ii) the projected
needs of the agency for the product being developed. A high
royalty rate within this range is warranted when the contractor
is providing the Government with a highly skilled development
team that has a long history of success in the product area.
Generally, such a contractor might be expected to have a
portfolio of patented inventions or of private expense technical
data that would otherwise be furnished with limited rights, but
this would only be one element in this part of the determination.
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A high royalty rate would also be warranted if the Government
anticipated a relatively low expenditure of dollars in the
production phase since this would provide the contractor a low
base for computation of the royalty. It might be necessary to
include an adjustment feature in the agreement in the event the
Government's original estimate of its needs turned out to be
highly inaccurate. '

In summary, it is recommended that the Government adopt a
policy that will compensate its development contractors by paying
them a royalty when one of their licensees manufactures hardware
which they have successfully developed. This royalty will
provide additional incentive for successful development and will
reward them for assisting a licensee in becoming a successful
manufacturer.

5. Controlling the Techniques Used to Obtain Competition

As discussed earlier, there are a number of techniques
available to achieve competition without violating the
proprietary rights of contractors. However, the guidance on the
use of these techniques is quite sparse and there appears to be a
lack of understanding of all of the alternatives available to
contracting officers. As a result, the military services have
used several techniques in recent years which have created great
antagonism among their contractors. Two techniques in particular
have been seen as unfair methods of obtaining rights in
proprietary data -- i) placing a time limit on limited rights and
ii) requiring a contractor to submit alternate proposals granting
the Government unlimited rights to data delivered under the
contract. Neither of these techniques is necessary to achieve
competition on military procurement and they should both be
banned. At the same time, as recommended above, substantial
guidance should be given on the legitimate techniques --
competitive copying, use of form, fit or function specifications,
leader-follower, specific acquisition and reverse engineering =--
as well as on the licensing technique recommended above.

Placing a time limit on proprietary rights proved to be a
highly controversial technique when it was first used by the Air
Force in 1983. The proposed time limits varied from two to five
years and appeared to have no relationship to the expected period
of time that the proprietary information might have commercial
value. Thus, they were seen as arbitrary ways of using the
Government's bargaining power to deprive contractors of
legitimate proprietary rights. Unfortunately, the DoD statute
contains very cryptic language on this subject. 10 U.S.C.
2320(c) states:

(c) Nothing in this section or in section 2305(d) of
this title prohibits the Secretary of Defense from
prescribing standards of determining whether a contract
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entered into by the Department of Defense shall provide for
a time to be specified in the contract after which the
United States shall have the right to use (or have used) for
any purpose of the United States all technical data required
to be delivered to the United States under the contract or
providing for such a period of time (not to exceed 7 years)
as a negotiation objective.

There should be no objection to a policy that removes stale
proprietary legends from data. However, arbitrarily short time
periods are an unfair means of taking away a contractor's rights
without compensation. Proposed DFARS 227.474-4 ameliorates this
problem somewhat by providing that the Government will normally
receive Government purpose license (rather than unlimited) rights
upon the expiration of the limited rights. However, since the
entire issue has generated an undue amount of friction with
little commensurate benefit to the Government, this policy should
be abandoned and the statutory provision repealed if that is
"thought necessary.

The requirement for alternate proposals giving up all
proprietary rights was adopted as standard policy by the Navy and
has been used by all of the military services. It is a way of
using the full force of competition to obtain a low price for a
contractor's proprietary rights. This would appear to be
inconsistent with a policy of honoring proprietary rights and may
be prohibited by the statute. See 10 U.S.C. 2320(a) (2) (F)
stating:

(F) A contractor or subcontractor (or a prospective
contractor or subcontractor) may not be required, as a
condition of being responsive to a solicitation or as a
condition for the award of a contract, to sell or otherwise
relingquish to the United States any rights in technical data
except -- '

(i) rights in technical data described in
subparagraph (C) [correction or change data, form, fit
or function data, manuals or public domain data]:; or

(ii) under the conditions described in
subparagraph (D) [release for emergency repair or use
of a foreign government under restricted conditions and
with notice to the contractor].

This statutory provision is included in proposed DFARS 227.472-4
without supplementation. Minimal additional guidance is included
in DFARS 227.473-2. DoD should directly acknowledge that this
technique is an undesirable means of obtaining competition and

- should ban its use.
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It can be seen from this discussion that there is a great
need for guidance on the ways to obtain competition without
violating proprietary rights. Until such guidance is given, the
forces driving for competition will impel procuring activities to
try new techniques to obtain proprietary rights without adequate
compensation to the contractor. What must be communicated is
that the Government is far better served if it enlists the
contractor's assistance in obtaining and using the proprietary
information. In this way, the contractor can be used to provide
technical assistance and effective competition can be more
readily attained.

In summary, the Government should ban time periods on
limited rights and competitive alternate proposals requiring
unlimited rights. Further, substantial guidance should be issued
on the acceptable ways of obtaining competition without violating
proprietary rights.

SUMMARY OF REQUIRED ACTIONS

The specific actions required to implement the
recommendations contained in this paper are:

1. Adopt a FAR section on technical data and computer
programs containing the basic policies to be used by all
agencies. This will require a joint effort by DoD and the
civilian agencies. In order to simplify the issues, Congress
should be requested to adopt a single statute relating to
technical data.

2. Write the FAR so that it contains separate guidance and
separate contract clauses for (i) information relating to items
or processes such as technical data, most computer data bases,
and software programs which are substitutes for technical data,
and (ii) end items such as computer programs, documentation of
these programs, and computer data bases that are an integral part
of a computer program. The policies for the procurement of
rights in the second category should be coordinated throughout
the Government since many agencies now purchase such items.

3. Include in the FAR a new standard technical data policy
giving the Government the right to direct the contractor to
license the right to use technical data when competition is
required. This will require an amendment to the data statutes
and substantial new regulatory guidance to aid contracting
officers in the implementation of the policy.

4. Include in the FAR guidance on the computation of the
royalty that will be paid for the Government license to use
. technical data for competitive procurement purposes. This
guidance will probably be general in nature since each agency
will have to coordinate the royalty payment with their profit
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policy on research and development contracts. The data statutes
should be amended to permit such royalties when no proprietary
data is involved.

5. Include in the FAR guidance on the techniques that are
available to obtain competition without violating proprietary
rights and ban the use of arbitrary time limitations on
proprietary rights and the solicitation of alternate proposals
giving up all proprietary rights.

-000-
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Attachment 2

PHS - AIDS ADVISORY STRUCTURE

The Public Health Service (PHS) has the lead within the Department for
the support, conduct, coordination and management of the health aspects
of Acquired Immunodeficiency Syndrame (AIDS). The purpose of the PHS
AIDS Camittee is to provide outside advice and counsel on all matters
concerning the PHS efforts on AIDS. It should be camposed of approxi-
mately 6 members that represent medical, health care, patient needs,
econamic, statistics, social and ethical issues, and 5 members who are
the Chairpersons of each Agency's AIDS Advisory Camnittee.

National Institutes of Health

Camittee Purpose: The Cammittee will advise on all aspects of the NIH
ATIDS research. It will identify opportunities to further research on
AIDS and recamend initiatives that should be undertaken to advance
knowledge in diagnosing, preventing, and treating the disease. The
Camittee will also advise on research directions and identify areas of
research requiring additional efforts.

* Charter Period Requested: 2 years

* Aunthorized Membership: 6 scientific members, 2 public members
* Cleared by OGCt Yes

* Projected Year Costs: $65,846

Food and Drug Administration

The Camnittee will advise on all aspects of the FDA's requlatory efforts on

AIDS, i.e., drug, vaccine, diagnostics, blood and blood products.

* (other aspects of the Committee are similar to those identified
for NIH Camittee above)

Centers for Disease Control

The Camittee will advise on all aspects of the Centers for Disease Control

(CDC) epidemiology, prevention, education and other aspects of AIDS that
campesed the CDC's mission on the disease AIDS.

* (other aspects of the Camnittee are similar to those identified
for NIH Committee above)
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Health Resources and Services Administration

The Camittee will advise on all aspects of HRSA activity on AIDS with
reference to patient care and health services delivery, resources and
other aspects of addressing their mission on AIDS.

* (other aspects of the Camnittee are similar to those identified
for NIH Camittee above)

Alcohol, Drug Abuse and Mental Health Administration

The Camnittee will advise on all aspects of ADAMHA's activities on
addiction, behavior and neurological aspects of AIDS, including outreach
efforts concerning service and delivery consistent with the ADAMHA's
mission cn AIDS. ‘

* (other aspects of the Camittee are similar to those identified
for NIH Camittee above)



TECHNOLOGY MANAGEMENT STAFF

SECTION 1. PURPOSE

.01 This order establishes the Technology Management Staff
within the Office of the Assistant Secretary for Health and
prescribes its functions and organization.

SECTION 2. STATUS AND LINE OF AUTHORITY

.01 The Technology Management Staff shall be a constituent
operating unit within the Office of the Assistant Secretary for
Health and shall report to that officer through the Deputy
Assistant Secretary for Health. It shall consist of a Director,
a Deputy Director, such professional and support staff as may be
required, and shall be organized in such manner as the Director
may from time to time prescribe.

SECTION 3. FUNCTIONS

.01. General. The Technology Management Staff shall be the
principal organization within the Office of the Assistant
Secretary for Health (OASH) for advising and otherwise assisting
that officer in the performance of his or her responsibilities
relating to evaluation of current Government patent policy,
prescribing necessary modifications, determining rights in
inventions, transferring technology developed with Departmental
funds to the private sector; and maintaining liaison with
Congress and other appropriate persons and entities regarding
Government patent policy and technology transfer matters.

.02. Definitions. As used in this order, unless specifically
stated otherwise, the term "patent policy" relates to all issues
concerning the acquisition and licensing of rights to federally
funded inventions by the Department, its employees, or its
contractors; and the term "technology transfer" relates to all
issues concerning PHS participation in collaborative or licensing
arrangements with the private sector or other public entities,
and with the marketing of technological innovations by PHS
scientists.

.03. Specific Responsibilities. In performing the functions
prescribed in paragraph 3.01, the Technology Management Staff,
through its Director, shall:

a. in the absence of the Assistant Secretary and Deputy
Assistant Secretary for Health, represent OASH on the
Department Patent Board, the Federal Laboratory Consortium,
Cabinet Council working groups, and on related interagency
and intraagency working groups, committees, and boards
concerned with matters pertaining to Government patent
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policy, technology transfer, intellectual property, and
related planning and management issues.

b. provide guidance and clarification as to Departmental
policies relating to the matters described in paragraph 3.01
to the General Counsel and the Department Patent Counsel to
assist them in performing the related legal services
described in Chapter 1-900-10 A.2 of the Department's
Organization Manual.

c. provide guidance and clarification as to Departmental
policies relating to the matters described in paragraph 3.01
to the head of each operating agency to assist them in
performing of their responsibilities under Chapter 1-901-
10 B of the Department's Organization Manual.

d. serve as the principal focal point within OASH for:

(1) with respect to technology transfer, developing
policies and procedures for identifying research
projects, technology, investigators, unique equipment
and facilities which could serve as the basis of a
cooperative research project or license agreement;
communicating this information to the private sector;
identifying and resolving conflicts of interest or
moral issues which might be associated with private
support; negotiating, approving and/or executing
cooperative and licensing agreements; conducting and
monitoring the cooperative research and licensing
program; assure reporting of new technologies created
under cooperative agreements; determining the ap-
propriate royalty share for inventors others entitled
to share them; and engage other public or private
sector technology management services as may be
necessary;

(ii) with respect to patent policy, reviewing and
evaluating the effectiveness of existing Departmental
policies and practices for protecting the government's
interests and promoting the commercial use of inven-
tions made by government contractors, grantees and
employees; and developing more efficient techniques for
ascertaining the commercial value of inventions and
making related decisions regarding to file for a
patent, maintain a patent, or file for a Statutory
Invention Registration.

(iii) with respect to administrative matters, make
periodic recommendations to the Assistant Secretary for
Health regarding the Department's relationship with the
National Technical Information Service in the Depart-
ment of Commerce; the maintenance of close liaison with
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universities, small business, nonprofit organizations,
private industry, other agencies and Committees of
Congress on matters described in this order; develop
policies and take appropriate action to ensure the
protection and commercialization of technology subject
to other forms of intellectual property protection; and
serve as the central coordinating point within OASH for
developing or commenting on related legislation.
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(iii) with respect to administrative matters, make
periodic recommendations to the Assistant Secretary for
Health regarding the Department's relationship with the
National Technical Information Service in the Depart-
ment of Commerce; the maintenance of close liaison with
universities, small business, nonprofit organizations,
private industry, other agencies and Committees of
Congress on matters described in this order; and serve
as the central coordinating point within OASH for
developing or commenting on related legislation.
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THE UNDER SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C. 20201

MAY 12 [98T

MEMORANDUM TO: TOM BURKE
RON DOCKSAI
BOB HEILIMS
TONY MCCANN

/5/

FROM: Don Newman
Under Secretary
4 00-5 0P
SUBJECT: Policy Council Meeting, May 14, 1987 - -34+36—4+30 p.m.

AGENDA

Technology Transfer Act Implementation

Presenter: Lowell Harmison

Additional Participants: Bob Raclin
Ron Robertson

Document Distributed With This Agenda: "Technology Transfer
Act Implementation"

Attachments a/s

cc:

The Secretary
S. J. Plager
Bob Raclin

Ron Robertson
Lowell Harmison




ISSUES/TOPICS FOR CONSIDERATION BY THE POLICY COUNCIL

DATE TOPIC PRESFNTED BY

May 20, 1987 NO MEETING SCHEDULED

May 27, 1987 Agent Orange Settlement
Payments

June 3, 1987 NO MEETING SCHEDULED

June 10, 1987 Alcohol Warning Labelling PHS
Policy

June 17, 1987 Head Start Program Policy HDS

June 24, 1987 NO MEETING

NO MEETINGS PLANNED FOR JULY--POLICY COUNCIL MEMBERS INVOLVED IN
BUDGET/LEGISLATIVE PROGRAM REVIEW MEETINGS.



TECHNOILOGY TRANSFER ACT IMPLEMENTATION

Issue: How should HHS implement the Technology Traaner’Act?

Background

The Technology Transfer Act of 1986 encourages and facilitates
interaction between Federal laboratories and the private sector,
principally activities to promote commercialization of Federal
research. It authorizes Federal laboratories to enter into
cooperative agreements with the private sector; and enhances
patent application licensing, and royalty sharing.

The provisions of the Act involve only PHS agencies, principally
NIH, and to a lesser degree, CDC, ADAMHA and FDA.

On March 17, the Policy Council discussed implementation of the
Act. The Deputy Assistant Secretary for Health and the Deputy
Under Secretary were requested to develop an implementation plan
that addresses the organizational structure; procedures for
licensing, patent and cooperative agreements; coordination with
other Federal agencies; compatibility of data systems, etc.

Subsequent to the Policy Council meeting:

o OS and PHS staff met to discuss implementation concerns and
areas of focus to guide planning.

o The President issued an executive order directing Federal
agencies to implement the Act.

o PHS developed an implementation plan; a summary is at the
"Plan" tab. While that plan essentially is a set of
procedures for further work on issues and mechanisms to
implement the Act, it does address the main concerns raised
by the Policy Council in the March meeting and OS staff
subsequently.

Specific Issue

The immediate question is whether implementation of the Act
should be delegated to the Assistant Secretary for Health at
this time, as he recommends. The consensus of 0S staff is that
it should be.

PREPARED BY THE OFFICE OF THE ASSISTANT
SECRETARY FOR PLANNING AND EVALUATION, IN
CONSULTATION WITH PHS AND OS STAFF OFFICES
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Memorandum
MAY | | 1987

- Assistant Secretary for Health

subject  Implementation of the Technology Transfer Act of 1986 - ACTION

To The Under Secretary
Through: COS
ES

The purpose of this memorandum is to provide the PHS proposed plan for the
implementation of the Technology Transfer Act (TTA) of 1986. The plan
includes a public statement to be issued by the Secretary and a delegation of
authority from the Secretary to the Assistant Secretary for Health.

BACKGROUND

Under the terms of the Act, each Federal agency may permit the director of its
Government-operated Federal laboratories to enter into cooperative research
and development agreements with Federal agencies, industrial organizations,
public and private foundations or other "persons." The law seeks to provide
opportunities and incentives for the commercialization of technology at such
laboratories. The law also makes it the responsibility of each technical
employee and the management structure to develop opportunities for the
transfer of technology out of the Federal laboratories.

The Executive Order

On April 10, 1987, the President issued Executive Order No. 12591 which
directed Federal agencies to implement the Act by delegating authority to its
Government-owned, Government-operated Federal laboratories to enter into
cooperative research and development agreements and to license inventions
produced by the laboratories.

Departmental Impact

In order for the Department to vigorously implement the Act: 1) delegations
of authority to the level that will provide for the most effective
implementation must be accomplished as quickly as possible; and 2) procedures
must be established which (a) protect the public interest yet fully embrace
the "new way of thinking" (b) strongly encourage the development of
cooperative research and development agreements, patents and licenses, and
(c) provide guidelines which the laboratories and their scientists find
helpful in accomplishing their new responsibilities.



Page 2 - The Under Secretary

Current Procedures

Under Chapter 1-901, "Department Patent Activites," of the Departm&nt's
organizational manual, I have Department-wide responsibility to evaluate
current patent policy, develop policies to meet changing needs, and to make
determination of the rights in inventions and patents involving important
policy considerations. My office is experienced in the area of patent policy
since we have actively developed all Department invention and patent policies
since 1969. PHS is the sole operating division in HHS with research

laboratories which would be involved in the type of collaboration addressed by
the Act.

We are prepared to assimilate changes created by this new Act, which primarily
requires more direct laboratory/industry technical collaboration and calls for
delegating the necessary authorities to effect these changes by laboratory
directors. The primary challenge will be to reserve enough oversight to
prevent major problems yet not hinder the processes leading to successful
collaborative and licensing agreements.

THE PROPOSED PLAN

As a first initiative under the delegation, I will identify all the salient
decisions and actions that must be addressed in the management processes to:

0 Embody the spirit of the Act through seeking cooperative support for
research projects funded by HHS laboratories that have been
identified as having the potential to create new commercial
products, and

0 Identify, evaluate, protect and license other new technologies that
have been created by HHS laboratories.

In all of our activities, I intend to provide leadership so that our employees
do not lose sight of the fact that our laboratory employees and our entire
management staff must adopt an institutionally new way of viewing our role in
transfer of technology. I intend to see that all of our employees understand
the major national importance of entirely new approaches and thought

patterns. While focusing constantly on the end objectives and not impeding
the effort, a number of new decisions and responsibilities must be identified
within the context of these processes before they can be assigned within the
PHS. For instance, in the new management process of obtaining cooperative

support from the private sector, it will be necessary for the PHS to undertake
the following activities:

0 Identify those research projects and facilities which might attract
private sector support.

] Develop a conduit for transfer of this information to the private
sector.

0 Establish support from the private sector through this conduit.
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0 Identify and resolve conflicts of interest or moral issues which
might be associated with the private support.

] Negotiate and approve the cooperative research and develdpment
agreements.

0 Execute the Agreements.

o Conduct and monitor the cooperative program.

0 Report new technologies created under cooperative agreements.

0 Receive and distribute royalties based upon commercialization of new

products.

Although within the PHS, we have a management process to identify, evaluate,
protect and license new technologies created by our laboratories, the
Executive Order requires consideration of decentralizing these
responsibilities. The Act and the Executive Order also create new decisions
in the process which must be identified and assigned. It is my intention to
guard against the tendency to centralize these responsibilities because as was
made clear in the deliberative process by the Congress, negotiations must be
based on trust established between the technically knowledgeable individuals.

In 1ight of the high priority that the White House has given the
implementation of the Act, I intend to create a PHS Task Force with HHS
participation to assist in implementing the Act. I will provide periodic
progress reports to your office during implementation to assure open
communications with you and the 0S staff offices.

The identified management processes will require those elements of the PHS
seeking delegations of authority to focus on the resources necessary to
undertake the implementation of the Act. This exercise will more clearly
determine where and under what terms assignments of responsibility should be
made, including oversight.

It is clear that in addition to utilizing the task force as a means of
identifying resources and recommending subdelegations, it will also be
necessary to identify and develop policies to guide those management
processes. The committee will identify and assist in developing these
policies. For example, policy guidance may be needed to address:

] Whether the inventor's royalty share should be higher than the
15 percent mandated by the Act.

0 How the residual share of royalties should be distributed.

0 Under what circumstances the use of other department's or the
private sector's management services should be utilized.

o Guidelines for defining conflicts of interest.

() Guidelines for use in locating cooperative agreement partners.

In addition to the activites identified above, my office will proceed to
develop administrative tools to facilitate the management processes. For
instance it will be necessary to develop a model cooperative research and
deveiopment agreement tailored to use by PHS laboratories and an invention
awareness in technology management training program for laboratory scientists
and their managers.
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Other issues such as the need for a data system are not yet clear and need the
review of the committee after responsibilities are affixed. Until they are
determined, it will be unrealistic to attempt a definition of the needs for
such a system. It will be of utmost importance that we do not delay
implementation of the Act while waiting for the data systems development.

After some experience, we will be better able to define our data systems
needs.

My office will work very closely with the Department of Commerce which as
assigned by the Act, is assisting others and coordinating the development of
cooperative agreements and training programs. We will assure proper
coordination with other agencies through a close relationship with the
Department of Commerce.

SUMMARY

Your memorandum of March 20, 1987 asked the Deputy Assistant Secretary for
Health and the Deputy Under Secretary to identify and present options for
issues of concern to you and the Policy Council. A number of these issues
will have to be developed by a committee which I will appoint upon approval of
this proposal and whose deliberations will be accomplished within 30 days. I
share the concern of the Policy Council over the need for a well-considered
set of policies. I want to implement the Act in a timely manner consistant
with the intent of the Administration and the Congress.

I recommend that the Secretary issue a policy statement calling for the
vigorous implementation of the Act. This would show support for the
legislation and responsiveness to the intent of the Executive Order being
drafted by OMB. This statement should be publicized, and distributed
throughout the PHS scientific community. (A proposed statement for
Secretarial signature is attached at Tab A.)

Because PHS is the only OPDIV with HHS that carries on activities directly
affected by this Act, I am asking that the Secretary delegate to me the
authorities necessary to implement the Act. I plan to report to him
periodically on PHS activities related to the Act. The necessary delegation
papers (the same as those originally tranmsitted to 0S) are attached to this
memo (Tab B) for you to transmit to the Secretary for his signature if you
approve of the plan I am proposing below.

If you approve this proposed plan, please transmit the Secretarial statement
and the Delegations of Authority to the Secretary for his signature. I will

ask the Deputy Assistant Secretary for Health to undertake implementation
immediately.

Attachments
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THE SECRETARY OF HEALTH AND HUMAN SERVICES
¢ WASHINGTON, D.C. 20201

MEMORANDUM TO: Assistant Secretary for Health

SUBJECT: Implementation of the Federal Technology Transfer Act of 1986

I wholeheartedly support the President's aim of vigorously implementing
the Technology Transfer Act of 1986. This Act promotes the use of new
knowledge from the research laboratory to develop new products with potential
application in the private as well as the public sectors. It offers new
incentives to Government scientists and industry to participate in this
process.

I am directing the Public Health Service, the sole Operating Division in
HHS with research laboratories, to vigorously implement the new law by
entering into collaborative arrangements with the private sector and arranging
for the marketing of technological innovations made by PHS scientists.
Accordingly, I am delegating to you authority to carry out the major
provisions of the Act.

Under your leadership, I know that PHS scientists will respond
enthusiastically to the purpose as well as the opportunity created by this
important legislation. Please inform PHS personnel of my interest and apprise
me periodically of your progress in carrying out the Act.

Otis R. Bowen, M.D.
Secretary






