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My own ideas on the above are as follows:

1. The scope of the license retained by the Government should
specifically exclude siate and municipal governments. 7o expand the
scope of the license to state and municipalt’governments is tantamount
to retaining title in the Covernment in situations where the market for
the invention will be substantially Government organizations., Inventions
involving saline waier, education, and possibly pharmaceuticals may
f2ll within this category. To exiend the scope of the license retained
by the Government to include siate and municipal governments could
defeat the purpose of ihe proposed policy as it relates to the above iype
of invention.
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2. To remain silent regarding contractor background righis wiil
zyr*e‘ésa":ai Ly result in 2 situ::ﬁa*a W}t erein an arﬁsnizatmﬂ which I c..d been
Mevﬂrhmaﬂt fapds will ask mf: J{}Jﬁ m not mﬁy 1°mc*u€re llc«erL g of
thai invention, but of a dominating background invention. With the

threat of this contingency ever-present, ihe cffectiveness of fhe proposed

policy may be undermined. Accordingly, it is sugr_ ested that the
proposal recommend that the Board have no authority to require licensing
of dominant background inventions.

3. My only ariticism of the proposal as pres
is that it does not provide any gusrantee of market exclusivity. While
mw 11 ay not be imporiant in o gituation where ihe inventing coniractor

io develop and mavket the invention itself, 3’ am of the opinion
that i::ze lack of guaraniee of some exclusivity will be a major deterrent
in the transfer of techuology from one organization to another. Thus,
in those situations where a commercial organization choosges to license
rather than market, or g

W 2 2 university or non-profit organization
muat license due o their
to

to transfer 2 period of maxrket exclusivity will Z’iﬁ"‘“‘ilde;}’ affect a
progpeciive licensee’s inclination to provide ihe risk capital necessary
for further development of Government-funded inventions.
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proposal be amended to provide contractors with 2 limited periocd

of marketl exclusivity which will be transferable to licensees. The
bozrd, of course, will not be able to require non-exclusive licensing
during this period.

fies

. I may not be in the public interest fo grant a first option o
inventions generated in performance of Govern: ent%&md@é esea?ch
to universities and non-profit organizations v lthOL irst reviewing
those Grgmu ations! paient monagement capabilities. wh ile it can ke
sxpectaed that most commercial concerns will have an established
procedure for identifying, reporting, and adminisiering inventionsz, fhe

same capabilities cannot be presumed io exist at 21l universities _ﬂé
non-profit organizations, E'; may i \.'t er eerae the public interes

g ; organization has no
patent administration capaaili‘tv‘s 10 ‘:*ctaz u:tl L the Government.
z

t iz recommended that the proposal provide for =z systmm of Government
review of a university or a nav-azof organizatior p atent management
capabilities prior to permiiting such organiz 'z%icr st option to
retain {itle o inventions generated in performance of Governmeni-
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Mr. Roman C. Braun

Chairman, Study Group No. S

Commission on Government Procurement

1717 B Street, N. ¥.

Washington, D. C. 20006

Re: Report by Task Force #1 of Study Group #6 |

Commission on Government Procurencnt
Allocation of Rights to Inventions Made
in the Performance of Governmsnt Resezrch
and Develcpment Contracts and Granis

Dsar Mr. Braun:
Attached is

T
which we respsc
soclutions for t

e
T
s

> #¥1 of Study Group #6
= new and practicsl

e
oniract patent righis

]
o

TR
3
b g
o
e
Py pads by
o
i..-l
<t g W
'

k]

O

4]

pond
o
rn

May Y fake this oppeortunity to thank cach of the members k

Force #i for their conscientious, diligent and objective

in arriving at the conciusions set forth therein. It has

great pleasure itoc me to serve with all of them and I have
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report cts the general concensus on the more img
items. It also enumerates a few of the othsy featur
still require specific resolution.

The primary mission of the Commission and the Task Force
provide recommendations to Congress for possible *eglss,tion,
which may involve extensive hezrings with resultant long-t
delay. The majority of the Task Force believes that th
of allocation of patent rights under government conira
long-standing one which has not been sat sfactorily
the twe Presidential ijemoranda on Government Patent Po-
the piecemeal patent legisiatiocn previously provided b
Congress. ¥e also have been very aware of the vast di

between such statements or legislation and the specifi pie—
mentations thereoi by the many governmenit agencies which have”
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been given wide discretion or conly very broad policy criteria
Even different depa «trents in the same agency have had quite
different policies and procedures.

We have attempted to provide a much more simplified and equitable
procedure and policy for resolving such questions at the more
appropriate times when maximum relevant information is available
to both the Government and its contractors. We have been
cognizant of the attempts by Congress and the Executive tc reduce
government red tape and have attempted to provide means which we
believe will save a great deal of presently-wasted effort in
negotiation and administration. Contractor participation in R&D
contracting is encocuraged.

We respectfully submit that the essential features of the recom—~
mended policies and procedures could just as well be implemented
by Executive Order under existing powers and legislation. Much
earlier and more efficient and uniform administration could be
provided with considerable manpower and tax savings. We recommend
that a copy of this report be forwarded to the Committee on
Government Patent Policy under the Federal Council for Science and
Technology for consideration. We also submit that any such
solutions cannot be reached solely by consultation between the
various executive agencies, but must include resolution of the
practical considerations encountered by industry in its attempts
to serve the Government and public interests.

We recommend a general policy which would utilize a single
government-wide Patent Rights R&D contract clause. It would provide
"exclusive commercial rights" in contract inventions for a period
of three years after issuance of a patent therecn to the R&D
contractor, while providing the Goveranment a non-exclusive,
irrevocable, royvalty-free, worldwide license for all federal
government purposes. Such action would provide ease of adminis-
tration of patent matters at the time of contracting. It should
also provide for more widespread and effective contractor
participation in government R&D contracts, especially by the
portions of industry having large commercial investment, patent
interests, and expertise in the related field, who could best
provide the Government's needs. The contractor would be granted
the initial period of exclusivity, since he would generally be the
entity most likely to utilize, or license, the invention to provide
new products for public use. In order to maximize competition in
the commercial markets and the broadest possible utilization of

the inventions, the Government would have the right, after the
initial exclusive period, to acquire, or require, such additional
rights for itself or for others as would be necessary and equit-
able.

We believe that the vast negotiation effort now wasted both in the
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Government and in industiry in deciding the disposition of patent
rights at the time of contracting could be eliminated. Much more
realistic ce¢ffort could be expended on a greatly reduced scale by
consideration of patent rights when the real interests of the
Government, the Contractor, and the public are better defined
with respect to a relatively few gpecific inventicns of real
public interest. BSuch a solution would be much superior to
resolution of patent rights on an uninformed basis of supposedly
relevant broad technical fields or agency missions priocr to the
time of contracting. t also always offers an acceptable degree
of patent protection to the Contractor at the time of contracting.

Instead of resolution of patent rights according to the discretion
of the individual agencies, we believe that issues arising under
the general policies should be settled by an unbiased Board of
Review comprising a permanent chairman and secretary, and expert
members selected from a panel representing government, the public
and industry. In unusual circumstances, preliminary appeal could
be made to the Board by an agency believing that a special
situation is involved in a particular contract. It is contemplated
that no blanket deviations should be authorized by the Board.
Prospective licensees under government contract inventions also
would have the right of appeal to the Board in the event they were
unable to negotiate suitable licenses with the contractor under
goverrment contract inventions. Prospective contractors couid
appeal unreasonazble Agency actions or demands.

The Task Force has differing views on whether "exclusive commercial
rights'' to the contractor should involve "title" in contract
inventions or "exclusive license and sublicense rights' to the
contractor, all subject to the Government's license for govern-
mental purposes. We recommend the solution of such details by

the Congress, or the Executive, depending upon the specific

means in which our recommendations might be implemented.

We also submit herewith a Minority Report submitted by James E.
Denny, Esq., a member of the Task Force, who believes the present
government patent policy should be adequate. Mr. Denny's report
comments favorably con some of the features, including the Review
Board, of the Majority Report, while questioning the desirability
of other features. He concliudes by stating that he considers

the Majority policy to be an alternative he could support.

We are not forwarding herewith the numerous background items
listed in Appendix A since Study Group #6 already has this
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material., However, we are forwarding Appendix B which includes
some additional background items of current importance which
may assist in evaluating our report.

If Task Force #1 can be of further assistance, please do not
hesitate to call upon us.

Very truly yours,

Jd. L. Whittaker
Chairman

cc: Members of Task Force #
G. D. O'Brien, Esq.
0. A. Neumann, Esq.
Leonard Rawicz, Esq.




REPORT BY TASK FORCE NO. 1 CF STUDY GROUP NO. 6 OF THE COMMISSION ON GOVERNMENT
PRCCUREMENT ON THE ALLCCATION OF RIGITS TO INVENTIONS MADE IN THE PERFORMANCE
CF GOVERNMENT RESEARCH AND DEVELOPMENT CONTRACTS AND GRANTS

THE TASK FORCE AND ITS ASSIGNMENT

The Task Force was assigned to consider the problems involving
allocation of rights to inventions made in the performance of govern-
ment research and development contracts and grants. (The terms ''rights
to inventions'' or '"invention rights" should be understocd to include
"patent rights' when patent applications or patents are involved.
Further, the terms ''contract(s)'" or '"'contractor(s)' should be under-
stood to hereinafter include, respectively, "grant(s)'" and 'grantee(s)').

The membership of the Task Force consists of individuals chosen
for their patent expertise from govermment, industry, universities
and the private bar. [n an effort to obtain an objective view,
each representative was requested to present his own views and not
those of his employer.

BACKGROUND MATERIALS

During the deliberation of issues presented to the Task Force
it took into consideration a number of factors, including the
experience of its membership, President Kennedy's and Nixen's
Statement of Patent Pclicy and the experiences thercunder, existing
legislaticn, Executive and Congressional hearings and reports,
regulations of the Executive,and hearings and investigations of
this Commission and other private groups. A bibliography listing
an extensive amount of literature generated by the debate over allo-
cation of invention rights is attached as APPENDIX A.

INTRODUCTION AND HISTORY

The rapid increase of government-funded research and develop-
ment since the end of World War II to the level of 15 billion
dollars in fiscal year 1971 has focused attention upon the adequacy
of government policies governing the disposition of inventions made
by contractors in performance of government contracts.
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During the early sta

ges xpansion of government-sponsored
research and development those d
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ranents and agencies of the

dTlOAb making disposition of
heir contractors. In the main,
such pelicies provided for } a first option to title in

the Lontractc1 with a royalty-free license to the government for
governmental pu”poses or (o) title in the department or agency

with a nonexclusive license to the contractor for commercial use.

The former policy was best exemplified in the Department of Defense
patent regulations. The Department of Defense has stated that this
policy satisfied their needs since it gave the government as a
minimum the world-wide right to utilize all Department-funded inven-
tions for governmental purposes. The latter policy was best exempli-
fied in the patent regulations of departments and agencies whose
research and deveiopmeng mission is directed toward generating results
that might be useful in the civilian economy.

Executive most affected i
inventions between themse

As the issue surrounding the allocation of invention rights
became more pronounced, the Congress acted to provide statutory
guidance. This guidance took the form of individual statutes which
covered inventions evolving from a portion of or an entire depart-
ment or agency's research and development program.

The language of the statutes reveals no consistent intent on
the part of Congress to provide a uniform government patent pelicy.
To the contrary, the statutes provide in some instances for title
in the government and in other instances direct the department or
agency to take into consideration the equities of the contractor.

An attempt to moderate the controversy revolving around the
different statutory and regulatory patent policies eventually
resulted in President Kennedy's October 10, 1963 Memorandum and
Statement of Covernment Patent Policy. Thls Statement was the
first effort by the Executive Branch to resolve the allocation of
invention rights issue on a govermment-wide basis. President
Kemnedy's Statement is based on the assumption that no single
disposition of ownership could accommedate the different missions
of the various government agencies. Thus, the Statement indicated
as one of its objectives, ". . . . a government-wide pclicy (subject
to statute) on the disposition of inventions made under government
contracts reflecting commen pr1nc1p}aa and objectives, to the
extent consistent with the missions of the respective agencics.
(Underlining and parenthetical clause added.) WLLorulngl}, rhc
Statement left to the various departments and agencies the deter-
mination as to whether their prior existing policies were consistent
with the intent of the Statement.




On August 23, 1971, President Nixon issued a revised Memorandum
and Statement of Government Fatent Policy. The revised Statement
left unaltered the basic principles on the allocation of invention
rights set forth in President Kennedy's 1963 Statement. However,
the revised Statement does provide for additicnal authority in the
departments and agencies (not otherwise restrained by statute) to
grant exclusive rights to contractors in identified inventions to
which the govermment has either retained a first option to title
or has already taken title. This authority has been previously
exercised by some of the departments and agencies upon a contractor's
petition for title at the time of identification of the invention
or through the granting of exclusive licenses to interested developers
under government-owned patents.

As of this date, the departments and agencies have the authority
under the revised Presidential Statement or under statute to take
title or license in the government; delay determination of cwnership
until identification of the invention; or grant exclusive licenses
under government-owned patents. Since issuance of President Kennedy's
Statement, most of the departments and agencies have been increasingly
utilizing various combinations of these mechanisms of disposition.
A contract clause reserving title to the government is generally
utilized when the contract relates to certain technical fields or
missions and less often under other specified conditions. Only in
the absence of such fields or conditions and providing the contractor
can establish special expertise, facilities, patent position, etc.
does the government utilize a contract clause permitting the contractor
a first option to title to inventions which may arise in performance
of the contract. Clauses which defer determination until identification
of the invention are generally used when neither the criteria for
a title or license clause are clearly met.

Notwithstanding the issuance of the 1963 Kennedy Statement
of Government Patent Policy, Congress continued to provide guide-
lines in the form of individual statutes as new research programs
were initiated. The Task Force is of the opinion that President
Nixon's revised Statement will probably not deter similar statutory
enactnents.

(For further detail concerning the historical development of
government patent policy prior to President Nixon's revised Statement
.see '""Remarks of James E. Denny Before the Intellectual Property
Rights Seminar, Smithsonian Institution, April 7, 1971," APPENDIX B )

ANALYSIS OF CURRENT GOVERNMENT PATENT POLICY

The Task Force, after reviewing the different statutory and
regulatory patent policies under which the departments and agencies
now operate, was critical of a number of aspects of the policies'
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overall impact. The Task Force believes that some of these criticisms
would be inherent to any government-wide nclicy whic“ permits

Congress or an individual de;artmcnb or agency to establish and/or
implement policies for such d Spariment or agency d fferent from
cther department or agency policies. The fOlLOWlno were consideved

to be the most important areas of concern:

1. The existing patchwork of statutory and regulatory
policies under which the departments and agencies now
operate does not afford government contractors, who deal
with multiple departments and agencies, the degree of
predlctabllltv of owners hip of resulting inventions and
the ease of administration one could reascnably expect
when dealing with a single entity such as the Federal
Government. In addition to the difficulties encountered
in mastering the multiplicity of different department
and agency policies, the administrative burden now imposed
on the contractor to establish his equities in inventions
that have resulted or will result from his government-
sponsored research is out of proportion tc the total
number of economically significant inventions

generated. It is further noted that the burden on

the contractor to establish these equities also

creates an adm1n1<Lrat1"e burden on the govern-

ment to review the contractor's positiocn. The Task
Force believes th af a government patent pelicy should
provide for predlctabll‘ty and ease of admlnlstlatlon
on the part of both the contractor and the government
wherever possible,

2. The Harbridge House Study on Government Patent

Policy indicated that in certain situations the retention
of exclusive commercial rights in the contractor 'will,

on balance, promote utilization better than acqui 51t101

of title by Government'. It is axiomatic that those
departments and agencies that retain title to all inven-
tions generated by their pregrams for dedication or non-
exclusive licensing, by policy decision or through statutory
direction, are precluded from identifying those inventions
best retained by the contractor. The Task Force believes
that a government patent policy should encourage commercial
utilization of government-funded inventions. It was also
noted, however, that any policy should contain provisions
which would preclude anticompetitive consequences which
may result from an excessive period of exclusivity in a
contractor.

3. Under present policies, the Task Force believes
there are instances in which the contractor, knowing

he will be unable to retain exclusive comﬂerc1al rights
to inventions generated under a proposed contract, will
refuse to participate in a government program because of
jeopardy to his privately financed commercial position.
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With these goals in mind, and with the expectation that the policy would
resolve a number of separately posed and related issues, the Task Ferce con-
sidered and agreed on the following in making its propeosal:

1. The Task Force agrees, as did the President's Ccmmis-

sion on the patent system in its November 17, 1966, report,

that a patent system stimulates the investment of additional

capital for the further development and marketing of products using an
invention by giving the patent owner the right, for a

limited period, to exclude others from ~-- or license

others for --- making, using, or selling the invented

product or process.

2. A uniform government patent policy resulting in govern-
ment ownership of inventions made in performance of its
contracts for dedication to the public, or the granting of
only non-exclusive licenses, whether such ownership is based

on a technical field or mission or otherwise, would necessarily
eliminate the stimulus envisioned by the patent system.

3. Under such a policy, there is a prospect in some cases
that the market potential of an invention and other means

of property protection will not adequately serve to encourage
the investment of risk capital for development when not
financed by the government. The research investment in

such inventions will to a large extent be lost to the

public.

4. 1t was therefore agreed that any uniform policy
recommended must provide for exclusive commercial rights

in the inventing organization or another developer in

those inventions which would not otherwise be utilized.

(It should be understood that the term "exclusive commercial
rights' includes either title to the invention or an
exclusive license thereunder.) The Task Force agrees

that exclusivity could be provided in the following two
ways:

a. OGranting commercial exclusivity at the time
of contracting to all inventions to be generated
in performance of such contracts; or

b. Granting commercial exclusivity selectively
after identification of the inventions on the
basis of evidence that development may not
proceed without such exclusivity. (For the
purposes of this discussion, this mechanism
shall be referred to as a deferred determin-
ation policy, and should be understcod to
include a government exclusive license policy
now possible under President Nixon's revised
Statement where not otherwise negated by statute
or agency policy.)
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5. The Task Force recognizes that under a deferred deter-
mination policy the possibility of maximizing ''competition’
exists, since exclusive commercial rights will only be
granted when it is shown that exclusivity is the determining

However, even assuming that the government could correctly
identify alil inventions requiring exclusivity, albeit a
remote possibility, it is the opinion of the Task Force
that a deferred policy has and will negatively affect
contractor "participation' in government programs, "‘utiii-
zation'' of the results of such programs, and 'ease of
administration' on the part of both the government and the
contractor as amplified by the following:

a. The uncertainty of ownership involved in a
deferred determination policy would discourage

at least some contractors from participating in
government programs. Most certainly a contractor
whose privately financed background position
would be jeopardized by newly generated inventions
which he might not necessarily own must think
seriously before taking a contract which intends
to capitalize on his background positiomn.

Refusal to participate in this situation will
probably necessitate the government contract with
a less qualified contractor or not contract

at all. :

b. The long processing periods inherent in a
deferred determination policy would in some

cases delay prompt utilization of government
inventions, since a participating contractor
would wish to establish his rights prior to
investing his risk capital. Utilization would
also be adversely affected by the administrative
burden of petitioning the government for exclu-
sive commercial rights and the probable require-
ment that the contractor file patent applications
to protect the property rights during the petition
period. Faced with thesc tasks, the participating
contractor will have little interest in inven-
tions that appear economically marginal on first
review,

c. Finally, the Task Force agreed that the

increased administrative costs to both the contractor
and the government for the drafting, submission,

and review of petitions on a case-by-case basis

would be out of proportion to the result to be
achieved through implementation of a deferred
determination policy. g
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6. In light of the deficiencies inherent in a deferred
determination policy, the Task Force agreed that a policy
of granting exclusive commercial rights to the contractor
at the time of contracting to all inventions generated

in performance of government centracts was the single
means of maximizing "utilization" without generating
adverse conditions for ''participation.” In addition to
these advantages, a_ policy which makes disposition at the
time of contracting offers the opportunity for maximum
"ease of administration''. The Task Force did note,
however, that '"ease of administration' under such a
policy would be proporticnal to the degree of follow-up
or "march-in" rights reserved to the government, but
under no circumstances would such a policy create the
level of administrative difficulties now encountered

by departments and agencies in the deferred determination
portions of their policies.

p

7. Notwithstanding the advantages to be gained through
a uniform policy of granting exclusive commercial rights
at the time of contracting to all inventions generated,
the Task Force was of the opinion that such a policy
could adversely affect '"'competition'" in the marketplace
if such exclusivity were to remain in the contractor for
the full period of the patent grant in all cases. In
crder to avoid this conseguence, the Task Force agreed
that rights must be rescrved to the government under
such a policy which would enable it to assure against
individual abuse of the privileges retaincd by the
contractor. These "march-in" rights would insure that
a contractor's exclusivity would extend only over a
period justified by the contractor's equities and the
public's need for competition in the marketplace.

8. The Task Force agreed that the benefits to be derived
through a policy of disposition at the time of contracting
outweigh the need for ideal ccnditions to generate ''competi-
tion'", which may not be maximized since some exclusive
commercial rights would remain with the contractor to a
greater extent than under a deferred determination policy.
Thus, the Task Force believes that a policy of disposi-
tion at the time of contracting will positively effect
utilization of government-funded inventions and partici-
pation of contractors thereby increusing the nation's
potential to employ labor and raising the level of its
exports. lurther, maximization of participation will
increase the government's ability to focus public tunds

on the kinds of research and development which have

high, long-run social value, but is risky and not sharply
reflected in profit opportunities for a sponsoring private
business firm. Since it cannot be predicted with any
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accuracy how competitors will meet the introduction of

a new product made under exclusively held patent rights,
it cannot be determined whether implementation of such

a policy will result in any decrease in competition,

Of much greater significance are the rights reserved to
the government under such a policy to assure against indi-
vidual abuse of the privileges retained by the contractor,
and the knowledge that the contractor remains subject

to the provisions of the antitrust laws.

» O
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- SYNOPSIS OF TASK FORCE PROPOSAL

Based on the above analysis the Task Force drafted a -
proposal, set forth below, which provides for a uniform patent policy
making a single disposition of invention rights in most instances.
Implementation of this proposal envisions repeal of all inconsis- '
tent statutory provisions.

The proposal provides contractors a-guarantee at the time of
contracting of a first option to the exclusive commercial rights
to all inventions generated in performance of govermment-funded
research. Upon exercising the option, such rights in the contractor
are subject to a royalty-free, nonexclusive license to the govern-
ment for Federal Governmental purposes throughout the world. Failure
to exercise the option results in such rights enuring to the
government.

The guarantee of an option will be extended to universities
and other nonprofit organizations only after government review of
the adequacy of their organizational patent management capability.
While it can be expected that most commercial concerns will have
an established prccedure for identifying, reporting, and administer-
ing inventions, the same capabilities cannot be presumed to exist
at all universities and nonprofit organizations. Therefore, it was
concluded that the public interest is better served by retention of
such rights in the government in situations where the university
or nonprofit organization has no patent administration capabiiity.

Where the option has been exercised, and a U. S. patent appli-
cation filed, the proposal contemplates that contractors retain the
exclusive commercial rights during the period from patent filing
to three years after issuance of a patent. If a contractor has
not brought the invention to the marketplace within the time from
patent filing to threc years after patent issuance, such rights
may be rcvoked and vested in the government. If the contractor
should succeed in comuercialization ol the inventien during this
guaranteed pericd, the exclusive commercial rights vest in the contractor
for the full period of the patent grant, subject to the possibility
that the government may require nonexclusive licensing of the . S.
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patents after the guaranteed period has passed. The require-

ment for such licensing will be determined by a Government

Patent Review Board on petition.of any interested party after a
contractor helding title to any invention made in performance of a
government contract has refused to grant entirely or on acceptable
terms a nonexclusive license under such invention. The board, in
making its determination and setting the terms of the license, if
any, will take into consideration the equities of the individual case.

The proposal envisions that the period of guaranteed exclusivity,
coupled with the possibility of continued exclusivity for the life
of the patent, will create an incentive for participation in govern-
ment programs and the earliest possible utilization of inventions
generated by such programs. The guaranteed period further recognizes
the contractors' background equities which are presumed to be present
in all cases. In addition, the proposal places commercial develcp-
ment of the invention in the hands of the party most likely to accomplish
that task and provides the incentive for the investment of risk
capital required to bring it to the marketplace which has been
estimated on the order of 10 to 1 when compared to the cost of
meking the invention. The reversion of rights to the government
in the event the contractor fails to commercialize the invention
provides greater assurance of utilization of government-funded
inventions.

The creation of the Govermment Patent Review Board assures the
public that the guaranteed period of exclusivity will not be extended
unjustifiably. The existence of the Board will encourage both the
contractor and a prospective licensee of a government-funded invention
to negotiate acceptable terms and thereby avoid going to the Beard
to settle differences. In general, it is presuncd that if the con-

tractor had made significant private investment in the development
and utilization of the invention and the invention was available
to the public in reascnable quantities and prices it could expect
to preveil in a dispute brought to the Board. On the other hand,
the larger the government investment in bringing the inventicn to
the point of utilization, the less likely the contractor could
justify continued commercial exclusivity.

The Board, by the nature of the policy, would need to consider
only economically significant inventions in which there was a sericus
interest and controversy. Further, the invention will have been
identified rather than hypothetical and the economic and investment
data available to the Board would be realistic and current.

The government agencies would provide the Board with relevant
information regarding their role in the development of the invention
in question. They would also provide the Board with the appropriate
public interest and mission considerations which they believe should
affect the Board's decision. However, the Board will make its
decisions on the record and will be guided by statutory or administra-
tive criteria and be subject to judicial review.
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In drafting the proposal, the Task Force took particular note
of the small number of inventions which are known to have been developed
for the commercial marketplace substantially at government expense.
The mumber of such inventions becumes even smaller if the additional
cost of prometional activities in bringing the invention to the market-
place is undertaken by the government. It was agreed that under the
circumstances the equities in favor of leaving exclusivity for any
period in the contractor to this small number of inventions are less
than the usual situation in which the contractor contributes his
risk capital to bring the invention to the marketplace. A close
analysis of such inventions indicates that their continued develop-
ment at government expense would generally require additional funds
from follow-on contracts. However, where follow-on contracts are
deemed appropriate the period of time over which such an invention
is conceived and brought to the marketplace would generally exhaust
the guaranteed period of exclusivity, thus precluding a windfall
to the contractor.

Notwithstanding the view that a contractor will ordinarily
exhaust his guaranteed period of exclusivity if develcpment for
the commercial marketplace is undertaken substantially at government
expense, the proposal provides to the Board the right to substitute
a patent clause at the time of contracting which leaves to the
government the first option to exclusive commercial rights in inven-
tions which are the primary object of the contract. The Board would
exercise this right upon a department or agency request made prior
to contract which is accompanicd by 2 showing that such department .
or agency intended to develop substantially at its expense an identified
product or process for use by the general public.

It should be noted that the proposal contemplates that exclusive
title to all foreign patents will vest in the contractor for the
full temm of the patent grant if the contractor complies with the
conditions of the proposal.
= ES % * S * * % ® * * X * S % & E

PROFOSED POLICY FOR THE ALLCCATICON OF RIGHTS TO INVENTIONS
MADE UNDER GOVERNMENT R & D CONTRACTS
1. POLICY

A. With the exception set forth in 5(A) (3) below, contractors
shall be guaranteed at the time of contracting a first option to the
exclusive commercial rights in all inventions made in performance
of government-funded contracts. (The term "exclusive commercial
rights' should be understood to include either title to the
invention or an exclusive license thereto with the exception that
as the term relates to foreign patents or patent applications
it means title). '
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B. Any statutory provisions which are inconsistent with such
guarantee or the principles of this policy shall be rgpealed.

C. The guarantee of exclusive commercial rights will be
extended to universities and other nonprofit organizations only
after government review of the adequacy of those organizations’
patent management capabilities.

D. The government may later revoke such rights in a contractor
after failure of the contractor to meet conditions as hereinafter
provided.

E. Exclusive commercial rights in a contractor will be
subject to a world-wide, royalty-free, nonexclusive license in
the government for Federal Government purposes.

F. After a specified period of time, contractors who have
retained exclusive commercial rights may, on petition of any

interested party, be required by a Gevernment Patent Review Board
to grant licenses under U.S. patents with terms

that are reasonable under the circumstances.

2. DISCLOSURE, ELECTION AND REPORTS

Each invention made in performance of a government -funded
contract will be disclosed to the government with an indication of
contractor's election to acquire exclusive commercial rights.

A, Election to Acquire Exclusive Commercial Rights

Election by the Contractor would include agreement to
file a patent application covering the invention in the
United States Patent Office within a specified period of
time. Patent Office procedures will be established to asaure
proper affixation of the letter “G" or other appropriate
designation on all such patent applications and patents
issued thereon. Election and filing wculd guarantee
exclusive commercial rights in the contractor for a period
starting from filing until three vears after issuance of a
patent. Under special circumstances disclosed by the
contractor, the agency head may extend the period as deemed
appropriate. :

- B. Election Not to Acquire Exclusive Commercial Rights

Election not to acquire the exclusive commercial rights
will result in such rights vesting in the government for
disposition as it sees fit, as set forth in Paragraph
4.D hereafter.



C. Reports

The contractor shal
issuance of any U. S. p
he acquired exclusive ¢
year period after issuance
submit, upon the agency's request reports setting forth
progress made toward commercial utilizaticen. If after
three years from patent issuance utilization has not been
achieved, the agency may take steps to revoke the exclusive
commercial rights unless satisfactory evidence is presented.
that the time for utilization shall be extended.

vise the agency upon
ng an invention to which
ights. During the three

3. CONTINUING RIGHTS

Whenever utilization hasz been achieved by the contractor
within the time agreed upon by the agency, the exclusive commercial
rights will continue in the contractor for the life of any patent(s)
claiming the invention, subject to the provisions set forth in
paragraphs 4 and 5 below.

4, CONTRACTOR LICENS ING

A, Three years after issuance of a patent claiming an invention in
which a contractor has elected to acquire exclusive commercial rights,
the contractor may be required to grant non-exclusive licenses
under such patent by the Government Patent Review Board under
conditions set forth in paragraph 5 below.

B. Contractor shall have the right to sublicense others on
an exclusive or non-exclusive basis under any terms he deems
appropriate, subject only tc existing laws and the requirements
of the Govermment Patent Review Board.

C. If the contractor permits utilization to cease, the
agency may require the contractor to grant an exclusive or non-
exclusive license to responsible applicants on terms that are
reasonable under the circumstances.

D, Upon a contractor's election not to retain the exclusive
commercial rights, or after an election to retain such rights
and subsequent revocation by the agency for failure to meet the
.conditions of this proposal, the contractor shall be granted a
revocable, non-exclusive, royalty-free license under the invention.
Such license shall be revoked upon notice to the contractor of the
intent of an agency to grant an exclusive license, subject to the
right of the contractor to make application fo the Government
Patent Review Board for a license under terms and conditions that
are reasonable uader the circumstances.




GOVERNMENT PATENT RIVIEW BOARD

A. General

(1) The Board will consist of a full-time Chairman and
Executive Secretary and a panel of 20 members, any four of which
may be chosen by the Chairman to sit cn specified cases. The
Board will meet upon the call of the Chairman to consider and
rule upon the issues arising under the operation of this policy.
The Chairman and two members will constitute a guorum.

(2) 1Its decisions shall be subject to judicial review by
United States District Court for the District of Columbia.

(3) The Board shall have the power to review requests by
agencies to substitute a patent clause which leaves to the
agency the first option to exclusive commercial rights in
inventions which are the primary object of the contract. The
Board shall exercise this right only upon agency rvegquesis made
prior to contract which are accompanied by a showirg that such
agency intends to develoep substantially at government expense an
identified product or process for use by the general public.

(4) The Board shall have the power to review on petition of
any interested party the refusal of a contractor holding exclusive
commercial rights to any invention made in performance of a
government coniract to grant entirely or on acceptable terms
a license under such invention.

(5) Such petition may be filed at any time after the con-
tractor has elected to acquire such rights and has filed a
patent application on such inventiocn.

(6) At any time after the period set for utilizatiocn by an
agency has expired, the Board may require the granting of non-
exclusive licenses under U. S. patents or patent applications
with terms it deems appropriate on the basis of:

(a) The failure of the contractor to show cause'why such
license should not be granted; or,

(b) The factors contained in paragraph 5.B below.
B. Board Review of Refusal to Grant Licenses

The Board shall take into consideration, in addition to the
arguments of the parties, at least the following factors in
making its determination to require licensing of an invention
made in performance of a government contract.

(1) Achicving the ecarlicst practicable utilization of
governmeni-assisted inventions in commercial practice;

(2} Encouraging, through the normal incentives of the
patent system, private investment in the commercial realization
of government-assisted inventions;
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(3) Fostering effective competition in the commercial develop-
ment and exploitation of government-assisted inventions;

(4) Assuring against non-utilization of government-assisted
inventions and excessive charges for use of such inventions
stemming from private ownership of patents on such inventions;

(5) Balancing the relative equities of the pub
inventor and the patent owner or developer in e
government-assisted invention, measured by the
necessary 1o bring the invention to the point o
application. This would include the following:
(a) The relative contribution of the government and the
contractor in bringing the invention to the marketplace;

(b) The mission of the program funding the contract
from which the invention arose;

(c) The type of invention and the magnitude of the
problem it solves;

(d) The scope of the patent claims;

(e) The contractor's background position;

(f) The government's funding of background technology;

(g) The scope of the market and the success of the
contractor in meeting it;

(h) The profit margin in relation to other similar
inventions; and

{i) The feasibility and likely benefits of competition
in the market served.

C. PForeign Rights

The Board's jurisdiction in reguiring the granting of a non-
exclusive license shall extend only to licenses under U.S. patente.
Nothing herein shall be construed to extend that jurisdiction
to foreign patents.

D. Background Bights

The Board's jurisdiction in requiring the grant of a non-
exclusive license shall extend to only those inventions made in
performance of government-funded contracts. HNothing herein shall
be construed to extend that Jjurisdiciion to data or other
inventions made at privaie expense,

E. Agency Cooperation

The departments and agencies c¢f the Executive shall provide
to the Board whatever aid and information it deems necessary to
accomplish its assigned duties.
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F. Board Review of Agency Determinations

r. shall have the

The Board, on petition cf contracto
mplementing this proposal
.J

power to review an agency decision in 1
under which such contractor is aggrieved

G. Intervention

All interested parties, including any agency of the U. S.
Government, shall have the right to intervene in any proceeding
before the Board.

* % X ® * ® % * & % E S % * & ® &

RAMIFICATIONS OF IMPLEMENTATION OF PROPOSAL

Implementation of the proposal will serve to mitigate or resolve
a number of related issues generated by present allocation-of-rights
policies. Some of the more important areas that would be affected by
the propcsal are as follows

A. The Employed Inventor

Permitting contractors a ouarantee at the time of contractin

to a first option to the exclusive commercial rights in all
inventions generated in performance cof their government-funded
research places the contractor in a better position to accomo-
date the equities of his employed inventors through award progrwms
if the contractor deems such programs advantageous to his needs.

. g of t icense Retained rerninent
B. Scope of the License Retained by the Government

Present policies provide that the non-exclusive license retained
by the Federal Govermment include state and domestic municipal
governments unless the agency head determines that this would
not be in the public interest. The scope of the license retained
by the government under the proposal specifically excludes
state and domestic municipal governments. It was the opinion
of the Task Force that to expand the scope of the license to

' state and domestic municipal governments would te tantamount
to retaining exclusive commercial rights in the government
in situations where the market for the invention would be substan-
tially federal, state and mundcigal programs. Inventions directed
_to solution of saline water and educational problems would
fall within this category. To extend the scope of the license
retained by the government to include state and domestic municipal
governments would therefore deteat the purpose of the proposal
as it relates to such inventions. To permit the agency head
to determine the scope of the license retained by the government
at the time of contracting was not deemed practical, since the
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type of invention that will evolve from a research and
development contract cannot be accurately predetermined.
Further, the Review Board assures that competition will
ultimately exist for such inventions if economically
significant and demanded by the equities of the public.

C. University and Non-Profit Organizations

As noted previously, the proposal extends the guarantee

of an option to exclusive commercial rights to universities
and non-profit organizatiors after government review of

the adequacy of their patent menagement capability. With
such option, universities and non-profit organizations aie
in a better position to license industrial concerps as an
incentive to use their risk capital in bringing the results
of university and non-profit organization research to the
marketplace. Without the ability to transfer exclusive
commercial rights to industry, universities and non-profit
organizations have found it difficult to overcome the 'not-
invented-here" syndrome. (See Harbridge House Report and
the August 12, 1560, GAO Report, '"Problem Areas Affecting
Usefulness of Results of Government- Sponsored Research in
Medicinal Chemistry'.) The Task Force considers this a
important matter since approximately 25% of the govermment's
research and development budget is expended through centracts
with universities and non-profit organizations.

D. Definition of "Conceived'" and "First Actually Reduced to Practice

Present policies stipulate that any invention ''conceived' or
"first actually reduced to practice" in performance of a
government-funded research and development contract be
disposed of in accordance with the centract provisions

under which it arose. Any invention so conceived or first
actually reduced to practice affords to the government

at least a royalty-free nonexclusive license. The precise
definitions of ''conceived' or "first actually reduced to
practice', therefore, are important as they are determina-
tive of the rights 1n the government or the contractor.

The proposal contemplates that 1t will similarly speak

only to those inventions conceived or first actually reduced
to practice in performance of government-funded research and
development contracts. In order to resolve any present
problems with the terms "conceived" or "first actually reduced
- to practice” it is suggested that any patent rights clause
utilized in implementing the proposal *nclude the following
definitions:

(1) '"Conceived" means a disclosure in a form
which would enable scmecone skilled in the art
to which the invention pertains to make and use
the invention without the use of further
inventive effort.



(2) 'First actually reduced to practice'" means a successful
test of the invention in a simulated environment, or
in an environment similar, to the one in which it will
be used for a purpose for which it was intended.

E. Rights Obtained by the Government Thrcugh Its Research
and Development Contracts in Inventions Conceived and First
Actually Reduced to Practice at Private Expense

A great deal of uncertainty has been generated by AMP, Inc.
v. U. S. 156-USPQ 647, as this case appears to extend the
rights the government obtains through its research and
development contracts to inventions conceived and first
actually reduced to practice at private expense. In order
to eliminate this uncertainty, the Task Force recommends
that the following language be added to any patent clause
utilized to implement its proposal:

(1) Nothing contained in this patent rights
clause or construed therefrcm shall be deemed

to grant to the government any rights in any
invention which is neither conceived nor first
actually reduced to practice in the course of

or under this contract. flowever, this shall

not deprive the government of any rights to
which the government may be entitled under other
clauses in this contract, under other contracts,
or by statute; and ’

(2) That in those situations in which the govern-
ment wishes to acquire rights in an invention
which is neither conceived nor first actually
reduced to practice under a government contract,
this be done through a separate expressed
provision of the contract.

It is the opinion of. the Task Force that any background
patent rights clause negotiated as provided by (2) above
speak only to inventions in ecxistence and identified at

the time of contracting and that any rights acquired by the
government to such inventions reflect the contributions to
be made by the govermment toward its enhancement, testing,
or development. 1t should be noted that the proposal limits
~the Patent Review Board's jurisdiction in requiring the
grant of licenses to only those inventions conceived or
first actually reduced to practice in performance of
government contracts.

w 18 -

MY MW CTATIITAY v *



e

S Py

F. Inv.zLionc vod

Concet and Paltented at Private Lﬂofn%c But Reduced
to Practice in Ferforuance of z Government-iunded Lontract
It has been suggested to the Task Force that inventions having been
conceived at private expense and which are identified by patents or
patent applications but first actually reduced to practice in per-
formance of a government-funded contract vemain the properily of the
contractior, subject to a royaliy-iree, non~exclucive license to the

governnent.

The Task Force rejccts this suggestion,

as it does not

properly take into consideration the contribution of the government

in first reau01ng the invention to practice in all cases. 1t is
recommended by the Task Force that this type of invention be brought
to the attention of the agency funding the proposed contract under
which such inventicn mnay be reduced to OT%CL ice at the time of con-
{racting so that the equities of both parties may be considered in
making a disposition. The Task Force feels that this problem has
been further mitigated by the proposal in that the contractor will
at very least retain his option to excluzive commercial rights

unless otherwise negotiated 'at

the time of contracting.

James L. ¥Whittaker, Isq.; Chairman
oo Patent Operations, RCA Corporation
Norman J. Latker, ¥sq. William O. Quesenberry, Esqg.
Chief , Patent Branch, BAL Departmental Patent Director
Office of the General Counsel Office of XNaval Research '
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John C. Green, Esq. L. Lee Humphri
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Denny has filed a Minority Report attached hereto.

Ryan and Davidow participated in the deliberations of the
many of their suggestions
bui they did not vote for or against the total report.

are reflected in the majority
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F. Inventions Conceived and Poiented at Private Expense But Reduced

to Practice in Pertormance of z Government-lFunded LContract

It has been suggested to the Task Forece that inventions having been
conceived at private exnense and which are identified by patents or
patent applications but first actually reduced to practice in per-
formance of a government-funded contract remain the property of the
contractor, subject to a royaliy-irece, non-exclusive license to the
governnent. The Task Force rejects this suggestion, as ﬁt does not
properly take into consideration the contribution of the government
in first reducing the invention to practice in all cases. It is
recommended by the Task Force that this tyvpe of invention be brought
to the attention of the agency funding the proposed contract under
which such invention may bhe reduced to ﬂvactlce at the time ¢f con-
Lracting so that the eguities of both parties may be considered in
making & disposilion. The Task Force feels that this problem has
been further mitigated by the proposal in that the contractor will
at very least retain his option to excluzive commercial rights

=

unless otherwise noegotiated 'at the time of contracting.

James L. Whittaker, Xsq., Chairman

o Patent Operations, RCA Corporation
“Norman J. Latker, Esq. William O. Quesenberry, ESq.
Chief, Patent Branch, BAL Departmental Patent Di rector
Office of the General Ccunscl - Office of Naval Research
Dept. of Healinh, Iducaticn & ¥Welfare Depuertment oif the Navy
John C. Green. Isqg. ¥ L. Lee Humphries, Esq.
Research Staff ' Aerospace and uvvtcms Group
PIC Kesearch Institute Noxrth American Rockwell Corp.
b4 1314 "
James E. Denny, Esqg. Miles F. Ryan, Esgq.
Director, Office of Government - Attorney, Antitrust Division
Inventiocons and Potentis Department oi Justice
United States Patent Gffice _
R. Tenny Johnson, Esaq. o Joel Davidow, Esqg. (Alternate)
General Counsel - Attorney, Antitrust Division
Civil Aeronautics Board Department of Justice
James A. Dobkin, Esq. Maurice H. Klitzman, Esq.
Attorney Patent Operations
Arnocld & Porter International Business Machines

A Mr. James E. Denny has filed a Minority Report attached hereto.

- Messrs. Ryan and Davidow participated in the deliberations of the

Task Force, and many of their suggestions are reflected in the majority
report, but they did not vote for or against the total report.

Gerald D. O'Brien, Esq.
Consultant to Study Group No. 6

0. A. Neumann, Esq.
Executive uocretdrv
FCST Committec on Government Patent Policy
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F. Inveh tions Conceived and Palented at Private Bxpcnso But Reduced
to Practice in Pertormance of az Government-bunded Lontract

It has been suggesied to the Task Force that inventions having been
conceived at private expense and which are identified by patents or
patent applicatiens but first actually reduced to practice in per-
formance of a government-funded contract vemain the property of the
contracior, subject to a royalitiy-iree, non-exclusive license to the
government. The Task Force rejects this suggestion, as it does not
properly take into consideration the contribution of the government
in first reducing the invention to practice in all cases. It is
recomnmended by the Task Force that this type of iuvention be brought
to the qttcnilon of the agency funding the proposed contract under
which such invention may be :duced 1O vr;cbice at the time of con-
tracting so that the eguities of both parties may be considered in
making a disposition. The Task Force feels that this problem has
been further mitigated by the proposal in that the contractor will
at very least retain his opnticn to exclutjve comrercial rights

43

unless otherwise nogotiated 'at the time of contracting.

James L. Whittaker, Isq., Chairman
A

T Patent Operations, RCA Corporation
Norman J. Latker, Esq. William O. Quesenberry, Esg.
Chief, Patent Branch, BAL" - Deparimental Patent D'“eCLOT
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United Statese Patent Office
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R. Tenny Johnson, Esq. Joel Davidow, Esqg. (Alternate)
General Counsel ' - Attorney, Antitrust Division
Civil Aeronautics Board Department of Justice
James A. Dobkin, Esq. Maurice H. Klitzman. Esq.
Attorney Patent Operations
Arnold & Por1c¢ International Business Machines

Mr. James E. Denny has filed a Minority Report attached hereto.

Messrs. Ryan ang Davidow participated in the deliberations of the.
Task Force, and many of their suggestions are reflected in the majority
report, but they did not vote for or against the total report.

Gerald D. O'Brien, Esq.
Consultant to Study Group No. 6

0. A. teumann, Esq.
Executive Secretary ]
FCST Committec on Government Patent Policy
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F. Ioventions Conceived and Patented at Private Ltpcnsc But Reduced
to Practice in Performance of a Government-lunded Contract

It has been suggested to the Task Force that inventions having been
conceived at private expense and which are identified by patents or
patent applications but first actually reduced to practice in per-
formance of a governmant-funded contract vemain the property of the
contractor, ubguct to 4 royalty~iree, non-exclusive license to the
government. The Task Force rejects this suggestion, as it does not
properly take into consideration the contribution of the government
in first reducing the invention 1o practice in all cases. It is
recomnended by the Task Force that this type of invention be brought
to the attention of the agency funding the proposed contract under
which such invention muay be reducea to pvacbice at the time of con-
tracting so that the equities of both parties may be considered in
making a disposition. 7The Task Force feels that this problem has
been further mitigated by the proposal in that the contractor will
at very least retain his option to excluzive commercial rights
unless otherwise negotiated 'at the time of centracting.

James I,. Whittaker, =Isq. Chairman
y HS.

_— Patent Operatiouns, RCA Corporation

Korman J. Latker, Esq. William 0. Quesenberry, Isqg.
Chief ;, FPatent Lvunch, BAL : Depuartmental Patent Dirx ector

ffice of the General Ccunsel " Office of KNaval Researc '
Dept. of Health, Education & ¥Welfare Deperitment of the Navy
John C. Gre=n, Esq. L. Lee Humphries, Esq.
Research Staff Aerospace and Systems Grou
PIC Kesearch Institute North American Rockwell Corp

bi4 A .
James E. Denny, Isq. Miles . Ryan, Esq.
Director, Qffice of Governmemnt Attorney, Antitrust Division
Inventions and DPatents Department of Justice

United States Patent Office '
R. Tenny Johnson, Esq. B Joel Davidow, Esqg. (Alternate)
General Counsel ' Attorney, Antitrust Division
Civil Aceronautics Board Department of Justice

James A. Dobkin, Esq. Maurice H. Klitzman, Esq.
Attorney Patent Operations
Arnold & Porter , International Business Machines

i Mr. James E. Denny has filed a Minority Report attached hereto.

4 i . . 0 . P
kR Messrs. Ryan and Davidow participated in the deliberations of the

Task Force, and many of their suggestions are reflected in the majority
report, but they did not vote for or against the total report.

Gerald D. O'Brien, Esq.
Consultant to Study Group No. 6

0. A. Neumann, Esq.
Executive Secro tary
FCST Committec on Government Patent Policy
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F. Invenitions Conceived and Pntnnted at Private Expcense But Reduced

to Practice in Perjiormance of =z Government-bunded Lontiract

It has been suggestied to the Task Force that inventions having been
conceived at private expense and which are identified by patents or
patent applications but first actually reduced to practice in per-
formance of a government-funded contract remain the property of the
contractor, "ubgc >t to a royally-Ifree, non-exclusive license to the
government. The Task Force rejects this suggestion, as it does not
properly take into consideration the contribution of the government
in first reducing the invention to practice in all cases. It is
recomnended by the Task Force that this type of invention be brought
to the attention of the agency funding ti e preposed contract under
which such invention may be reduced to practice at the time of con-
tracting so that the equities of both pariies may be considered in
isliinyg o disposition. The Task Force feels that this problem has
been further mitigated by the proposal in that the contractor Wlll
at very least retain his option to excluzive commercial righ”

unless otherwise nagotiated 'at the time of contracting.

.
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James I.. Whittaker, Isq., Chairman

o Patent Operations, RCA Co "poration

" Norman J. Latkﬁr Esq. William O. Quesenberry, Esq.

Chief , Patent rarch BAL Departmental Patent Director
3 . @
ffice of the General Ccunsel Office of Naval Resezrch
Dept. of }calin, Eduea 1103 & vWelfare eporitment of the Navy
John C. Green., Esq. ; L. Lee Humphries, Esg.
lesearch Staff _ Aerospace and Systems Group
PIrC EResearch Institute North American Rochkwell Corp
b9
James E. Denny, Esq« Miles F. Ryvan, Esgq.
Director, Qfiifice of Government " Attorney, Antitrust Division
Inventions and Patents Department of Justice
United States Patent Cffice
y k& . " "

R. Tenny Johnson, Esq. Joel Davidow, Esg. (Alternzate)
Gencral Counsel - Attorney, Antitrust Division
Civil Aeronautics Board Department of Justice
James A, Dobkin, Esq. Maurice H. Klitzman, Esq.
Attorney Patent Operations
Arnold & Porter International Business Machines

Mr. James X. Denny has filed a Minority Report attached hereto.

Messrs. Ryan and Davidow particip“*ed in the deliberations of the

Task Force, and many of their suggestions are reflected in the majority

report, but they did not vote for or against the total report.

Gerald D. O'Bricn, Esq.
Consultant to Study Group No. 6

0. A. ’euhwnn, Esq.
Executive Secretary
FCST Committecc on Government Patent Policy
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APPENDIX B

Presidential Memorandum and Statement of Government Patent
Policy of August 23, 1671.

Presidential Memcrandum and Statement of Government Patent
Policy of October 10, 1963.

Armed Services Procurement Regulaticns, Chapter IX - Part 1

Postal Service Procurement Regulaticns, POD Form 2149A
(April 1569) pages 3, 4, 5, 6 i

Department of Commerce Procurement Regulations
PD-GP-1 (11-70) pages 18 through 38

NASA Act of 193538 (PL 85-358), Sectiou 305
NASA Procurement Regulations - Chapier IX

AEC Act of 1854 (PL $3-703) - chapter 13

ARC Procurement Regulations - Section 5-9.5000 ct seq.

Proposed DOT Procuremeni Regulations

COUSIA Letter dated May 14, 1971 to DOT re the Proposed DO
Procurement Regulations

Bureau of Naticnal Affairs Patent, T

rademark & Copyright Journal
dated 5~27-71, pages A-1, A-2 and A-3

CODSIA Letter dated May 10, 1971.to ASPR Committee re Patent Cost

Remarks of James E. Dernny 3Before the Intellectual Property
Rights Seminar, Smithsonian Institutiorn, April 7, 1971
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Commission on Government Procurement pq?fi iiot:
1717 H Styreet, N. W.
Vashington, D. C. 20005 ,
- ]
Re: Report by Task Force #1 of Study Group #6 i
Comnissicn on Gove “"ment Precurement
Allccation of Rights to Inventions Made
in the Perfcrmance c¢i Governmanti Hesearch
. and Developunent Coniracts and Grants
Deaxr Mr. Braun:
Attach:d is the Final Report of Task Force #1 of Study Croup #6 .
ich we respectfully submit will provide some na2w and ﬁractlcal
solutt ons for the allocaticn of gevernmani coniract patent right
May I take this copportunity to thank each of the members of Task
Force #1 for their conscicntious, diligent and objective efforis
in aryriviong 2t the conclusions set forth therein. It has been a
great plensure to m2 o serve with 213 cf them and I huave learned
2 grent deal from the varicus viewpcinis and expertise of the
nemders ¢f this widely-based group. Ve are especiclly grateiul
1o Mr. Neormon J. Latker of HEW who labored over numerous drafts
of the report, While it bhos not been possible to resclve some
of the details of the probiems whieh we discussed, I believe the
rveport reflects the general concensus on the more imporiant
items. It also enumerates & few of the other features which
still reguire specific resglution.
The primary mission of the Commissicn and the Task Forcee is to
provide recomrendations to fongress for rossible legis ix,aon
which mav involve extensive hearings with resultant long-tine
delay The majority of the Task Force believes that the question
of allocaticn of patent rights under Zovernmeni coniracts is a
long-standing ore which has nct been satisfactorily resolved by
the two Presideptial Memoranda on Government Patent Policy or by
the plecemeal patent legisiution previcusly provided by the
Congress. %e alsoc have teon very aware of the vast differences
between such statements or legislation and the specific inple-

mentations therecf by the man

i W S EE5e st 30 F #AR

zovernment agencies which have
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been given wide discretion or only very broad policy criteria,
Even different depariments in the same agency have had quite
different policies and procedures.

We have attempted to provide a much more simplified and eqguitable
procedure and policy for resolving such questions at the more
appropriate times when maximum relevant information is available .
to both the Government and its contractors. We have been

cognizant of the attempts by Congress and the Executive to reduce
government red tape and have attempted to, provide means which we
believe will save a great deal of presently-wasted effort in
negotiation and administration. Contractor participation in RE&D
contracting is encouraged. '

We respectfully submit that the essential features of the recom-
mended policies and procedures could just as well be implemented
by Executive Order under existiing powers and legislation. iuch
earlier and more efficient and uniform administration could be
provided with considerable manpower and tax savings. WVWe recommend
that a copy of this report be forwarded to the Committee on
Government Patent yol;cy under the Federal Council for Science and
Technology for consideration. %e also submit that any such
solutions cannot be reached solely by consultation between the
various executive zgzencies, but must include resolution cf the
practicel considerations encountered by industry in its attempts
to serve the Government and public interests.

mn 2% ne whic WGOu 1 ilize i

¥We recommend a general policy which would utilize a single
government~wide Patent Rights ELD contraci clause., It would provide
"exclusive commercial rights" in contract inveniiens for a period

of three years after issuance of a patent therGOﬂ to the R&D
contractor, while providing the Governmenit a non-exclusive,
irrevocable, rovalty-free, worldwide license for all Ieacrai
governmnent purposes. Such action would provide ease of adminis-
tration of patent matters at the time of contracting. It should
also provide for more widespread and eifective contractor
participation in government R&D coniracts, especially by the
portions of industry having large com mer01al investment, patent
interests, and expertise in the related field, who could best
provide the Government's needs. The contractor would be granted
the initial period of exclusivity, since he would generally be the
entity most likely to utilize, or license, the invention to provide
new products for public use. In order to maximize competition in
the commercial markets and the broadest possible utilization of
the inventions, the Government would have the right, after the
initial exclusive period, to acquire, or require, such additional
rights for itself or for others as would be necessary and cquit-
able.

We believe that the vast negotiation effort now wasted both in the
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Government and in industry in deciding the disposition of patent
righte at the time of contracting could be eliminated. Much more
realistic effort could bhe expended on a greatly reduced scale by
consideration of patent rights when the real interests of the
Government, the Contractor, and the public are better defined
with respect to a relatively few specific inventions of real
public interest. Such a2 solution would be much superior to
resolution of patent rights on an uninformed basis of supposedly
relevant broad technical fields or agency ,missions prior to the
time of contracting. It also always ofifers an acceptable degree
of patent protection to the Contractor at the time of contracting.

Instead of resolution of patent rights according to the discretion
of the individual agencies, we believe that issues arising under
the general policies should be settled by an unbiased Board of
Review comprising a permanent chairman and secretary, and expert
members selected from a panel representing government, the public

“and industry. In unusual circumsiances, preliminary appeal could

be made to the Board by an agency believing that a special
situation is inveolved in a particular contract. It is contemplated
that no blanket deviations shculd be authorized by the Board.
Prospective licenseces under government contract inventions also
would have the right of appeal to the RBoard in the event they were
unable to negotiate suitable licenses with the contractor under
government contract inventicns., Prospective contractors could
appeal unreasonable Agency actions or demands.

The Taslk Force has differing views on whether "exclusive commercial
rights'" to the contractor should involve "title™ in contract
inventions or "exclusive license and sublicense rights" 1o the
contractor, all subject to the Government's license for govern-
mental purposes. We recommend the solution of such details by

the Congress, or the Executive, depending upon the specific

means in which ocur recommendations might be implemented.

¥We also submit herewith a Minority Report submitted by James E.
Denny, HEsq., .a member of the Task Force, who believes the present
governnent patent policy should be adequate. Jr. Denny's report
comments favorably on some of the features, including the Review
Board, of the Majority Report, while guestioning the desirability
of other features. He concludes by stating that he considers

the Majority policy to be an alternative he could support.

We are not forwarding herewith the numerous background items
listed in Appendix A since Study Group #6 already has this
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material. However, we are forwarding Appendix B which includes
some additional background items of current importance which
may assist in evaluating our report. '

If Task Force #1 can be of further assistance, please do not
hesitate to call upon us.

Very truly yours,

}7 A T hiztibiee

J. L. Whittaker
Chairman

cc: Members of Task Force #1
G. D. 0O'Brien, Esq.
0. A. Neumann, Esq.
Leonard Rawicz, Esq.
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REPORT BY TASK FORCE NO. 1 CF bTUUY GROUP NO. 6 OF THE COMMISSION ON GOVERNMENT
PROCUREMENT ON THE ALLCCATION OF RIGITS TO INVENTIONS MADE IN THE PLRFORMANCE

OF GOVERNMENT RESEARG] AND DEVELOPMENT CONTRACTS AND GRANTS

THE TASK FCRCE AND ITS ASSIGNMENT

The Task Force was assigned to consider the problems involving
allocation of rights to inventions made in the verformance of govern-
ment research and development contracts and grants. (The tenus ”TlthS
to inventicns' or "invention rights" should be understecd to includ
"patent rights' when patent applications or patents are involved.
Further, the terms ”contrv:t(s)” or "contractor(s)' should be under-
stood to hereinafter include, respective l) ”g??ﬂt s)'" and "'grantee(s)")

T

C

The membership of the Task Force c0ﬂ§1sts of individuals chosen
for their patent expertise from government, industry, Lﬂ versities
and the private bar. In an effort to obtain an cb.ec ve view,
each represcntative was requested to present his ovn views and not
those of his employer.

BACKGROUND MATERIALS

~

Durlng the deliberation cf issu
it took into consideration a number
expericence of its membership, Prnsidvnt K:
Statement of Patent Pclicy and the experi
legislation, Executive and Congressional hoa !
regulations of the Execu tlv;,and hearings and 1ﬂ\€5tligt10ﬁ< of

this Commission and other private groups. A lellOUTuPiY listing
an extensive amount of literature generated by the debate over allo-
cation of invention rights 1is attached as APPENDIX A.

INTRODUCTION AND HISTORY

- The rapid increase of government-funded research and develop-
ment since the end of World war II to the level of 15 billien
dollars in fiscal year 1971 has focused attentiocn upon the adequacy
of government DOLlC’e\ governing the disposition of inventions made
by contractors in performance of government contracts.
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overnment—sponsored
es of the

g
enci
sposition of

research and development those departments and
Executive most affected issued regulations -making
inventions between tleﬂbLIVCS and their contrac tgrs. In the main,
such policies provided for either (a) a first option to title in

the contractor v1t1 a royalty-free license to the government for
governmental purposes or (b) title in the department or aoenfy

with a nonexclusive license to the contractor for commercial use.

The former policy was best exemplified in the Department of Dcfense
patent regulations. The Lnnartment OL Defense huv stated that this
policy sa atisfied their needs since t gave thﬂ o@\erl nent as a
minimur the world-wid ght to JLlllZU all Department-funded inven-
tions for governmenta irposes.  The latter pol1c* was best exempli-
fied in the patpnt regulations of departments and agencies whose
research and deve >lopment mission is directed toward generating results
that might be useful in the civilian economy.

During the early stages of the expansion of

ne
di

o
&
o

o
-
L
ou

"As the issue surrounding the allocation of invention rights
becane more pronounced, the Congress acted to provice statutory
guidance. "This guidance took the form of individual statutes wdich
covered inventicns egvolving from a portion of or an entire depart
ment or agency's research and devel opment program.

The language of tne statutes reveals no consistent intent on
the part of Congress to provide a unifcrm government patent policy.
To the contrary, the statutes provide in some instances For title
in the government and in other instances direct the deparwmment or
agency to take into consideration the equities of the ccntractol.»

An attempt to moderate the controversy revolving around the

different statutory and regulatory patent policies eventually
resulted in President Xernedv's Cctober 10, 1965 Memorandun and
Statement of Government Patent Policy. This Statement was the

first effort by the Executive Branch to resolve the allocation of
inventiOP rights issue on a govermment-wide basis. President
Kennedy's s Statement is based on the assumption t no single
dlSpOSlticn ot ownership could accommodate the different missions

of the varicus government agencies. Thus, the Statement indicated
as one of its cobjectives, ™. . . . a government-wide policy (subject
to statute} on the diSpOb‘thﬂ of inventions made under governme
contracts reflecting common principles and oo;ecL1V“s to the
extent consistent with the missions of the respective ﬁvenclcb
(Underlining and parcntncrical clause added. J Accordingly, the
Statcment left tO the various dcp*rtmﬂntz and agencies th dctcr-
minaticn as to whether thelr prior existing policies were consistent
with the intent ot the dtutChORt.

o
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On August 23, 1971, President Nixon issued a revised Memorandum
and Statemsnt of Government Patent P071cy The revised Statement
left unaltered the basic principles on the allocation of invention
rights set forth in President Kennedy's 1963 Statement. However,
the revised Statement does provide for additional authority in the
departments and ag“nc1e% (no otherwise restrained by statute) to
grant exclusive rights to contractors in identified inventicns to
which the g"ernment has either retained a first option to title
or has alreacdy taken title. This authority has been previously
exercised by some of the ude*tm“”*S and agcnbies upon a contractor's

petition for title at the time of identifidation of the invention
or through the granting of exclusive licenses to interested developers

under government-owned patents.

-4
/

As of this date, the departments and agencies have the authority
under the revised )reszgentlal Staterent or under statute to take
title or license in the govermment; delay detsrmination of ownership
until identification of the invention; or grant exclusive licenses
under government-owned patents. Since issuance of “chﬁdﬂnt Kennedy's
Statement, most of Lhe departments and agencies have been increasingly
utilizing various combinations of these mechanisms of disposition.

A contract CluL"C reseruiug title to the government is generally
utilized when the contract relates to certain technical fields or
missions and less often under other >pec1rlcl conditions. Only in

the absence of such fields or conditions and providing the contractor
can establish special expertise, fuciliti v:. natent position, etc.
does the government utilize a COKtTuCL clause permitting the contractor
a first option to title to inventions which may arise in performance

of the contract., <Clauscs wihich def

“of the invention are generally used when neither the criteria for
a title or license clause are clearly met.

4 (D - (D

u.

+
A
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Notwithstanding the issuance of the 1963 Kennedy Statement
of Government Patent Policy, Congress continued to provide guide-
lines in the form of individual statutes as ncw research programs
were initiated. The Task Force is of the opinion that President
Nixon's revised Statement will probably not deter similar statutory
enactments.

(For further detail concerning the historical development of
government patent policy prior to President Nixon's revised Statement
.see "Remarks of James E. Denny Before the Intellectual Property
Rights Seminar, Smithsonian Institution, April 7, 1971," APPENDIX B )

ANALYSIS OF CURRENT COVERNMENT PATENT POLICY

The Task Force, after reviewing the different statutory and
regulatory patent policies under hulCh the departments and agencies
now operate, was critical of a number of aspccts of the policies'
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overall impact. The Task Force believes that some of these criticisms
would be inherent to any government-wide policy which permits

Congress or an individual department or agency to establish and/or
implement policies for such department or agency different from

other department or agency polkc1es ¢ following were considered
to be the most important areas of concern:

1; The ex15c1‘g patchvork of statutory and regulatory
policies under which the departments and agencies now
operate does not afford government contractors, who deal
with rultiple dcpartrﬁnt% and agenczvé, he degree of
predicta’o'litw of ownership of resulting inventions and

the ease of administr atzoﬂ one could reasonably expect
when dealing with a2 single entity such as the Federal
Government. In addition to the difficulties encountered
in mastering the multiplicity of different department

and agency policies, the administrative burden now imposed
on the contractor to establish his equities in inventions
that have resulted or will result from his government
sponsored rescarch is out of j Op“““‘OP to the total
number of economically signi cant vontions

-3

the contractor to establis!
creates an adanlat*qtlxv bu

£
generated. It is further note
1
c

n the govern-
ent to review the sition.,  The Task
Force believes tha nt policy sheuld
provide for predict ity and ease of administration
on the part of both the ceontractor and the government
wherever possible.

2. The Harbridge House Study on Government Patent
Policy indicated that in certain situations the retention
of exclusive commercial rights in the contractor 'will,
on balance, promote utilization better than acguisitior
of title by Government'. It is axicmatic that those
departments and agencies that retain title to all inven-
tions generated by their 3 ograms for dedication or non-
exclusive licensing, by policy decision or thrcugh statutory
direction, are precluded E ont identifying those inventions
best retained by the contractor. The Task Force believes
. that a government patent policy should encourzge comnercial

~- utilization of government-tujaed inventions. It was also

' noted, however, that any policy should contain provisions
which would preclude anticompetitive consequences which
may result from an cxcessive period of exclusivity in a
contractor.

3. Under present policies, the Task.Force believes
there zare instances in which the contractor, knowing

he will be unable to retain exclusive C“WWETCIEI rights
to inventions Qenerqtba under a proposed contract, will
refuse to participate in a government program because of
Jeopardy to his privateiy financed commerxlal position,
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Hence, 2 new advoance in the art generated in performance of a
governmenti-funded contract which will not be owned by the invent-
ing contracior could severely undermine that contractor's back-
ground position. The Task Force believes that it is in the
national interest that government patent policy encourage maximum
participaticon of all industry in government programs.

4. The Task Force has found no persuasive reason why the
technical field or mission of a department or agency program
should be an overriding factor, as exists under present policies,
in dictating the disposition of inventions, whether that dis-
position be by title or license in the government. The dis-
position of ownership based only on technical field or mission
necessarily eliminates consideration of significant eguities of
either the public or the centractor. Further, inventions
resultiting from research in a particular field or mission do not
necessarily have any relation to such techinical field or mission,
or may have much broader application, as has been the case in £
many instances.

5. The different existing statutory and regulatory policies
result in different disposition of inventions within a single
field of technology. In practice, President Xennedy's Statement
has not brought about a uniform disposition of such inventions,
due to differing department or agency interpretation of its
language. The Task Force believes that this situation will -
continue under President Nixon's Statement, since the revised
Statement is not specifically aimed at overcoming this problem.

6. Many of the factors identified in the Presidential Statementis
as influencing utilization, participation and competition have
"little relevance prior to invention identification, and are of
questionable benerfit ir making determination at the time of
making a contract. Furthermore, a number of these factors do
not become relevant until some attempt has been made to undertake
the exploitation of the invention commercially.

TASK FORCE CHOICE OF DIRECTION

Rather than concur in separate department or agency policies or
a uniform government patent policy providing for different disposition
of inventions, depending con technical field, mission, or case circum-
stances, as exemplified by ithe President’'s revised Statement on
Government Patent Policy, the Task Force determined to explore the
possibility of formulating a uniform government patent policy which
would make 2 single disposition o1 invanition rights in all instances.
As discussed above, the Task Force believes that any uniform
governnent patent policy providing for a single disposition of
invention rights should maximize to the extent possible:

"yUtilization'" of the inventions resulting from government-
funded research;

Contractor "participation" in government programs;

"Ease of Administration” on the part of both the government
and the contractor; and

~wCompetition in the marketplace™.

- 5 -




With these goals in mind, and with the expectation that the policy would
resolve a nunber of. separately posed and related issues, the Task Force con-
sldeled and agreed on the follo~¢ng in making 1ts pro“03°l

1. The Task Force agrees, as did the President's Commis-

sion on the patent system in its November 17, 1566, report,

that a patent system stirulates the investmx ont ct additional

capital for the further development and marketing of mroducts using an

invention by giving the patent owner the right, for a
limited pericd, to exclud others from --- or license
others for --- making, using, or selling the invented

product or process.

2. A uniform government patent policy resulting in govern-
ment ownership of inventions made in performance of its
contracts for dedication to the public, or the g“‘nLﬂnv of
only non-exclusive licenses, whether such ownership is based
on a technical fiela or mission or otherwise, would neccessarily
eliminate the stimulus envisioned by the patent system.

3. Under such a policy, there is a prospect in some cases
that the market po*entlgl cf an-invention and other means

of property protection will not adequately serve to encourage
the investment of risk capital for dcxclo“ncnt when not
financed by the government. The research investment in

such inventions will to a large extent be lost to the

public,

4, It was thercfore agrecd that any unifoim policy
recomnended must provide for cxclusive commercial rights

in the inventing organizatiocn or another develOp:r in

those inventions xé,ch would not otherwise ! ‘e wEilifad,

(It should be undsrstood that the term "exclusive commercial
rights' includes either title to the invention or an
exclusive license thercunder.) The Task Force agrees

that exclusivity could be provided in the 10110h1ng o

ways:

-a. Granting commercial exclusivity at the time
of contracting to all inventions to be generated
in performance of such contracts; or

b. Granting commercial exclusivity selectively
after identification of the inventions on the
basis of evidence that development may not
proceed without such cxclusivity. (For the
purposes of this discussion, this mechanism
shall be referred to as a deferred deternin-
ation policy, and should be understood to
include a government exclusive license policy
now possible under President Nixon's revised
Statement where not otherwise negated by statute
or agency policy.)




5. The Task Force recognizes that under a deferred deter-
mination policy the possibility of maximizing ''ccmpetition'
exists, since exclusive cormercial ln%“s will only be
xcl
.

granted when it is shown that exclusivity is the determining
factor in bringing the invention to the marketplace.
However, even assuming that the governuv“t could correctly
identify all inventions rc‘dlrlng exclusivity, albeit a
remote possibility, it is the opinion of the Task Force
that a deferred policy has and will negatively affect
contractor ''participation' in govermment programs, '‘utili-
zation' of the results of such orog*:nw, and ''ease of
administration' on the part oL both the government and the
contractor as amplified by the following:

(D

a. The uncertainty of ownership involved in a
deferred determinaticn policy would discourage

at least some contractors from participating in
government progran.. Most certainly a contractor
whose privately financed backgrcund position
would be jeopa 1Cl~ed by rewly generated inventions
which he might not necessarily own inust think
seriously before taking a contract which intends
to capitalize on his ba' ground position.

Refusal to participat in this situation will

probably necessitate the government contract witl
a less qualified contractor or not centr act

at all.

b. The long processing periods inherent in 3
deferred detenn‘nqtlo policy would in some
cases delay prompt utilization of government
inventions, since a participating contractor
would wish to establish his rights prior to
investing his risk capital. Utilization would
also be adversely affected by the administrative

burden of petitioning the government for exclu-
sive commercial rights and the probable require-
ment that the contractor file patent applicaticns
to protect the property rights durlnv the petltlon
period. Faced with thesc tasks, the participating
. contractor will have little interest in inven-
' tions that appear cconomically marginal on first
review. :

c. Finally, the Task Force agreed that the

increased administrative costs tc both the contractor
and the government tor the drafting, submissicn,

and review of petitions on a case-byv-case basis
would be out of prorertion to the result to be
achieved through implementation of a deferred
determination policy. _ .




6. In light of the deficiencies inherent in a deferred
determination pelicy, the Task Force agreed.that a policy
of granting exclusive commercial rights to the contractor
at the time of contracting to al‘ inventions generated

in performance of government contracts was the single
means of maximizing "utilization” without generating
adverse conditions for ''participation.' In addition to
these advantages, a DOllC} which makes disposition at the
time of contra Ctan offers the opportunity for maximum
“"ease of admlnlsuratlon”. The Task Force did note,
however, that "'ease of administration" under such a
policy would be proportional to the degree of follow-up
or "march-in" rights reserved to the government, but
under no circumstances would such a policy create the

level of administrative difficulties now encountered
by departments and agencies in the deferred determination
portlops of their policies.

7. Notwithstanding the advantages to be gained through
a uniform policy of gr:ntlnc exclusive commercial rights
at the time of contracting to all inventions gcnolatﬂd
the Task Force was of the opinicn that such a DoLLcy
could adversely affect "'competition' in the marketplace
if such exclus*v1t; were to romain in the contractor for
the full pe**nd of the patent grant in all cases. In
order to avoid this conseqguence, the Task Force agree
that rights must be reserved to the governmment unde
such a policy which would enable it to assurc against
1n41v1cuL1 abuse of the priy 11egcs retained by the
contractor, These "march-in'’ rights would insure that
a contractor's exclusivity would extend only over a
period justified by the contractor's eqtltles and the
public's need for ccmpetition in the marketplace.

8. The Task Force agreed that the benefits to be derived
through a policy of disposition at the time of contracting
outweigh the need for ideal conditions to generate ”competl-
tion'', “which may not be maximized since some exclusive

commercial TlThLS would remain with the contractor to a
greater extent than under a deferred determination policy.
Thus, the Task Force believes that a policy of disposi-
tion at the time of contracting will positively efteLt
utilization of government-{funded inventions and partici-
pation of centractors thercby increasing the nation's
potential to cmploy labor und raising the level of its
exports. lurther, maxitmization of participation will
increase the government's ability to focus public funds
on the kinds of rescarch and development which have

high, long-run social value, but is risky and not sharply
reflected in profit opportunities for a sponsoring private
business firm. Since it cannot be predicted with any
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