accuracy how competitors will meet the introduction of

a new product made under exclusively held patent rights,
it cannot be detemmined whether lﬁnleuchtdtloﬁ 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 zbuse of the privileges retained by the contra ctor,
and the knowledge that the contractor remains subject

to the provisions of the antitrust laws.

SYNOPSIS OF TASK FORCE PROPOSAL !

Based on the above analysis the Task Force drafted a
proposal, cet forth below, which provides for a uniform patent ;xallcy
making a single disposition of invention righis in most instances.
ImwlemcntaLl on of this rroposal envisions repeal of all inconsis-
tCﬂt_StdLULO”V provisions.

The proposal provides contractors a guarantee at the time of
contracting of a first opticn to the exclusive couxvrc1al rights
to all inventions generated in performance of evnroub unded
_research. Upon exercising the optien, such TJQ“tS in the contractor
are subject to a royalty-free, nonexclusive license to the govern-
ment for Federal Govermmental 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 organizaticns cnly after government review of
the adequacy of tnelr organizational patent management :apaol'lty.
While it can be expec ted that most i

rcial concerns will have
: - :
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an established proce:u for identifying, reporting, and adainister-
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 goverhm;nt in situations vhere the university
or nonprofit organization has no patent administration capability.

Where the option has been exercised, and a U. S. p
cation filed, the proposal contecmplates that contrac
exclusive coxwe‘c1a1 rights ourivﬂ the period from p
_to three ycars after issuance of a patent. If a con
not brought the invention to the marketplace within time from
patent filing to three ycars after patent issuance, Lh rights
may be revoked and vested in the government. [ the contractor
should succeed in comercialization ol the invention during this
guaranteed period, 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 none \LlUblVE licensing of the (J. S.

atent appli-
ors retain the
tent filing
vactor has

he
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patents after the guaranteed period has passcd The require-

ment for such licensing will be determined by a Government

Patent Review Board on petition of any interested party after a
contracter holding 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 1nd1v1dual case.

The proposal envisions that the period of guarantced exclusivity,
coupled with the r0551b11vtv of continued exclusivity for the life
of the patent, will create an incentive for‘participation in govern-

:.'i

ment programs and the earl est possible utilization of inventions

generated by such “TOgT?FG Tha guaranteed period further recognizes

the contractors' background equities which are presumed to be present

in all cases. In additio on, the proposal places commercial develop-

nent of the invention in the hands of the party most likely to accomp s1ish
¢ incentive for the investment of risk

that task and provides the
capital requircd to bring it to the marketplace which has been
estimated on the order of 10 to 1 when compared to the cost of
making 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 C vernnent Patent Review Board assures the
public that the guaranteed pcriod of exclusivity will not be extended
unjustifiably. The ‘igtoﬂce of the Board will encourage both the
contractor and a pTOS“CCT ve licensce of a governmanL—*unde invention

and thereby avoid geing to the Board

\
to negotiate JLCCFIQOLC terms and
to settle differcnces. In gemeral, it is presuncd that if the con-
tractor had made significan ivate investment in the development
and utilization of the invention an 1
3

ct (JQ

the invention was available
to the public in reasoneble quantities and prices it could expect
to prew‘ll in a dispute o*ouvqt to the Board. On the other hand,
the larger ‘H° ﬁoycrn:‘Tt investment in bri n01n: the invention to
the point of utilication, 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 serious
interest and controversy. [urther, the invention will have been
identified rather than hypothctlcul 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 inventien
in question. ‘They would also provide the Board with the arﬁropriqte
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 gu1d“d by statutory or administra-
tive criteria and be subject to judicial review.

10
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In draftvng the proposal, the Task Forca took particular note
of the small number of inventions which ar knovn to have been developed
for the commercial marketplace SUbCLdrtwally at govornment expense
The number of such inventions becomes even smaller if the dJ1L10931
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
pericd in the contractor to this small number of inventicns are less
than the usual situation in which the contractor contributes his
risk capital to bring the inventicn to the maL“chlace A close
¢n41y51s of such inventions indicates tkat thelr continued develop-
ment at go 81nxent expense would erally teauire additicnal funds
from follow-on , ¢ follow-on contracts are
deemed up Driate the period of vime over which such an invention
is CO'C01VCG and brought to the marketplace would generally exhaust
the guaranteed 1erlod of exclusivity, thus preclu 1ng a windfall
to the contractor. :
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Notwithstanding the view that a contracter will ordinarily
exhaust his guaranteed period of exclusivity if develcpment for
the commercial m‘rAvtpLuce is undertaken substantiaily at governnent
expense, the prcposal 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 nh:cn are the primary object of the contract. The Board would
exercise this right upon a department or agency request made prier
to contract which is accompanicd by a sh

(f

owing that such decpartment .
or agency intended to develop substantially at zts 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 tem of the patent grant if the contractor complies with the
conditicns of the proposal.
® % S £ * * X E by % * x * * * * &

PROPOSED POLICY FOR TUE ALLOCATICH 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 exciusive license thereto with the exception that

as the term relates to foreign patents or patenc 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 repealed.

C. The guarantee'of exclusive commercial rights will be
extended to universities and other nenprofit 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 cemmercial ri gH s in a,contractor will be

gubject to a world-wide, royalty-free, noneswuclusive license in
the government for Federal Governxent purposes.

F. After a speclf ed period of time, contractors who have
retained exclusive commercial rights may, on petition cf any
interested party, be required by a Government Patent Beview Board
to grant licenses under U.S. patents with terms

£

that are reazsonable under the circums

2. DISCLOSURE, ELECTION AND REPCRTS

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 ag
file a patent application covering the inventi i
United States Patent Office within a specified peri
time. Patent Office procedures will be established
proper affixation of the letter "G" or other appropri
designation on all such patent appli ations and paten
issued thercon. Electicn and filing would guarantee
exclusive commercial rights in the contractor for a period
starting from 111‘U7 until three years after issuance of a
patent. Under special circumstances disclosed by the
contractor, the agency head may extend the period as deemed
appropriate.

.

re
‘."x

.-. 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.



IR

C. Reports

The contractor shall promptly advise the agency upcn
issuance of any U. S. patent covering an invention to which
he acquired exclusive commercial rights. During tha three
year period after issuance 6f a patent the contractor will
submit, upon the agency's request reports setting forth
progress made toward commercial utilization. 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.

. 1 CONTINUING RIGHTS

Whenever utilization has been achieved by the contractor
within the tim2 agreed upon by the agency, tha exclusive ccormmercial
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 belcw.

A. Three years after issuance of a patent claiming an invention
hich a contractor has elected to acguire exclusive commercial rights,

t h e contracter may be reguired to grant non-exclusive licenses
o

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 to existing laws and the requirements
of the Government Patent Review Board.

C. If the contractor poermits 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 mawxe application to the Government
Patent Review Board for a license under terms and conditions that
are reasonable under the circumstances.

- 13 -




GOVERNMENT PATINT REVIEW 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 on 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.
El

(3) The Board shall have the power to review reguests 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 exercigse this right only upon agency requesis made
prior to contract which are accompanied by a showing thatl such
agency intends to develop 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
conmercial r-zhms to any invention made in periormance of a
government ccontract to grant entirely or on acceptable terns
a licens? under such iavewmtion,

(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 invention.

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

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

(b) The factors contained in paragraph 5.8 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 foilowing factors in
making its determin athﬂ to require licensing of an invention
made in performance of a government contract.

(1) Achieving the caviiest practicable utilization of
governmenti-assisted inventions in commercial practice:

(2) Encouraging, thirough the normal incentives of the
patent system, private investime ut in the commercial realization
of government-assisted inventions;

- 14 -



(3) Fostering effective competition in the ovw“r61a1 develop~
ment and exploitation of governuwent-assisied inventions

(4) Assuring against non-utilization of government-assisted
inventions and excessive cunges for uge of such inventions
stemming from private cwnership of patents on such inventions;

, (5) Balancing the relative cquities of the public, the
inventor and the patent owner or developer in the specific
government-assisted invention, measured by the investment

necessary to bring the invention to the peint of commercial
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 progran funding the contract
from which the invention arose;
(c) The type of invention and the magnitude of the
problem it solves;
(@) Th» scope of the patent claims;
(e) The coentractor's background position;

,Q 3

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

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

(h) Thz profit margin in relatlon te other similar
inventions; and
(i) The feasibility and likely benefits of competition
rket served.

C. TYoreign Rights

The Board's Jjurisdiction in reguiring the gr an+1
exclusive license shall extend only to licenses unde
Nothing herein shall be construed to extend that juri
to foreign patents.

f a non-
LS. paaentc
ict

D. Background Rights

The Beoard's Jjurisdicticen in requiring the grant of a non-
exclusive license shall extend to only those inventions made in
performance ocf government-funded contracts. Nothing herein shall
be construed to extend that jurisdiction to data or other

lﬂVBPLlODS made at private expense.

E. Agency Cooperation

The departments and agencies of 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

The Board, on petition of contractor, shall have the
power to review an agency decision in implementing this proposal
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  0x % % % & & % %

X k% k%
RAMIFICATIONS OF IMPLEMENTATION OF PROPOSAL .
Implementation of the propcsal will serve to m itigate or resolve
a number of related issues cenerated by present ail L?ticn—of~r3ghts
policies. Some of the more important areas that would be affected by

the proposal are as follows:
A. The Employed Inventor

Permitting contractors a guarantee at the time of contracting
to a first option to the exclusive commercial rights in all
inventions generated in performance of their gOfC.uNLlL'JU‘dCd
research plu~c> the contractor in a better position to accomo-
date the equities of his emploved ilnventors through uward proprans

if the contractor deems such programs advantagecus to his needs.

B. Scope of the License Retained by the Government

Present policies provide that the non-exclusive license retuined
by the Federal Government include state and domestic municipal
govermments unless the agency head determines that this would

not be in thp public interest. The scope of the license retained
by the government under the proposal <L921f ally excludes

state and domestic municipal governments. It was the opinion

of the Task Force that to cxpand the scope of the license to

d

' state uhd LUH3StiC munlbl 31 governments would be tantamount
ial r -Lgnrs in tre government

in 51tUat1unc where th AQTALL for the invention would be substan-

tially federal, state and muni zgj,provrams Inventions directed

“to solution of saline water uﬂd educational problems would

fall within this category. To cxtend the scope of the license

retained by the govermment to include state and domestic municipal

governments would therelore defeat the purpose of the proposal

as it relates to such inventions. To permit the agency head

to dctermmine the scope of the license retained by the government

at the time of contracting was not deecmed practical, since the

- 16 -



type of invention that will evolve frum a rvesearch and
development contract cannot be accursztely predetermined.
Further, the Review Eoard assures that competition will
ultimately exist for such inventions if eccnemicall
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 optvﬂw to exclusive commercial rights to universities
and non-profit organizations after govermment review of

the adeguacy of their patent management capability. With
such option, universities and nen-profit OI’dhLLutionS are
in a bc*tcr position to license industrial concerns as an
incentive to use their vrisk capital in bringing the results
of university and non-profit organization research to the
marketplace. Without the ability to transfer exclusive
commercial rights to imdustry, universities and non-profit
organizations have found it difficult to overcome the 'not-
invented-here' syndrome., (Sce Harbridge House Report and
the August 12, 1960, GAO Report, "Problem Areas Affecting

U”aquﬂeaq of Resu ts cf Covernnment-Sponsored Rescarch in
Medicinal Chemistry''.) The Task Force considers this an
important matter since approximately 25% of the gove rnment '
research and development budget is ev“ﬁnacd through contla ts
with universities and non-profit organizations.

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

Present po¢1c1e\ stipulate that any invention "'conceived" or

"first 11y reduced to practice" in perfermance of a
governm carch and development contract be
dlprS [ in accordance with the contract provisions

vnder wh i Any invention so conceived or first:
actual actice atfords to the govermment

at lea t ¢ nenexclusive license. The pr@ci
defini £ e ved'' or ”first actually reduced to
practice', therefore, are important as they are determina-
tive of the rignts in the government or the contractor.

The proposal contemplates that it will similarly speak

only to those inventions conceived or first actually reduccd
to practwcc in performance of government-funded research and
development contract 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 include the following
definitions: '

(1) '"Conceived'" means a disclosure in a form
which would enablec someone skilled in the art
to which the invention pertains to make and use
the invention without the use of further
inventive effort.
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(2) "First actually reduced to practice' means a successful

test of the an“H+iOn in e simulated environment,

in an environment similar, to the one in which 1t will

be used for a purpose for which it was intended.

E. Rights Cbtained by the Governmcnt Through Its Research
and Develonment 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 extgno the
rights the government obtains through its resea rch a
development contracts to in‘eﬂL ons conceived and f]rbt
actua llv reduced to practice at private expense. In order
to eliminate this uncertainty, the Task Force recommnends
that the following language be ﬂgdﬂd to any patent clause
utilized to jmplchﬂﬁb its proposal

(1) Nothing contained in this patent rights
clause or construed therefrom shall be decme:
to grant to the goverrment any ights in any
invention which is neither conceived nor first
actually reduced to practice in the course of
or under this contract. However, this shall
not deprive the go Lr“donu of any rights to
which the governnient may te LJ+Lt1Ld under ‘he
clauses in this contract, under other contracts
or by statute; and .

>
i

-

(2) That in those situatiens 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 scparate expressed
provision of the contract.
It is the cpinion of the Task Force that any background
12 rovided by (2} above
e u“d identified at
the tlme of contrac t11g and tha any "ights acquired by the
government to such inventions reflect the contributions to
be made by thc government towar rd 1ts cnhancement, testing,
~or development. It s! onid be noted that the pxo;osal linits
the Patent Review Board's jurisdiction in requiring the
grant of licenses to only those inventions conceived or
first actually reduced to practice in performunce of
government contracts.
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F. Inventions Conceived and Patented at Private Exponse But Reduced
to Praciice in Performance or z Government-lhunded Coniract

It has been suggested to the Task Force that inventions having been
conceived at pzlvatc expense and which are identified by patents or
patent applications but first ag-mal1y reduced to practice in per-
formance of a government-funded contract remain the propertiy of the
contractor, subject to a Aogaitymfree non-~exclucive license to the
governnent. The Task Force rejects this suggestion, as it does not
properly take into ccnsideration 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 the proposed contract under
which such invention may be reduced to pr: st the time ¢f con-
tracting so that the equities oi both parties may be considered in
making a disposition. The Task Force feels that this problem has
been further mitigated by the proeposal in that the contractor will
at very least retain his option to excluzive commercial rights
unless otherwise negotiated at the time of contracting.

James I.. Whittaker, =Esq., Chairman
. Patent Operations, RCA Corpcration

Norman J. Latker, Esqg. William O, Quesenberry, Esq.
Chief, Patent Branch, BRAL Departmental Patent Director
Office of the General Counsel Office of Haval Research
Dept. of Health, Education & VYelfare Depertment of the Navy
John C. Gresn, Isqg. L. Lee Humphries, Esg.
Research Staff Aerospace and Systems Group
PIC Research stitute North American Rockwell Corp
1934 .

James E. Denny, Esq. Miles F. Ryvan, Isq.
Director, Qffice of Covernment Attorney, Antitrust Division

Inventions and Patentis Depariment of Justice
United Stateg Patent Office

- EX e .

R. Tenny Johnson, Esq. - Joel Davidow, Esq. (Alternate)
General 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 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 suggestiions 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 Secretary
FCST Committee on Government Patent Policy
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GOVERNGENT PATENT POLICY
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"Patents Or Premiums' by John Boyle, published in JPOS of
July 1944,

"Ixploitation of G'”crn:;nt Owned Patents' by John Boyle,
5 JP
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published in 0S 138, March 1953.

"Federal Employee Inve:

1tzon Rights -- Time to Legislate'' by
Marcus B. Finnegan and Richard W, Pogue, published in Michigan
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19, '"Patent Policy for Comnunications Satellites: A Unique
Variation" by Rebert F. Allnutt, published in Marquette

Law Review, Vol. 46, 1962.

20. ‘“'Government Recognition and Acquisition of Patent Rights"
by Charles W. Snali, published in Cleveland-Marshall Law
Review, May 1962,

21. "Government Patent Policy' published in HERE's TIE ISSUL,
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Department of Commerce Procurement Regulations,
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AEC Act of 1954 (PL 83-703

AEC Procurement
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Propos

COD3IA Letter dated Nay 14,

e

'y

Procurcment Re

gulat

Bureau of National
dated 5-27-71,
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Mr. Roman C. Braun
Chairman, Study Group No. ©
Commicssion con Government Zrocurement

1717 H Street, N. W.
Washington, D. C. 20008 s
Ty ’ ‘;-

Re: Report by Task Force #1 of Study Group #6
Commissicn on Government Procurement
Allocation of Righis to Inventions Made
in the Fer mance ¢i Goverumant Hesear

~

T e
ment Contracts ana Grants

Dear Mr, Braun:

A{tached the Final Report of Task Force #1 of Study Group #6

which we respeecifully submit will provide some new and practical

solutions for the allocation of government contract patent right
>0

May X this opportuniiy to thank each of the members of Task
Force or their conscicniious, diligent and objective eiforts
in aryiving 2t the concliusions set forth therein It has been a
great easure to me 1o seyve with all ei them and I have learne
2 grent deal from the variocus viewpoints and expertise of the
memnoers i this widely-based group. Ve are especislly grateful
to Mr. Nermzau J. Latker of HZYW who labored over numerous draits
of the roport. While it his not been possibie to resolve gsone
of the gdetails of the probiems vhich we discussed, I believe the
report reflects the generzal concensus on the more important
items. It aliso enumerates a few of the other features which
still require sgpecific resgliution.
The nz"zry mission of the Commissicn and the Task Torce is to
provide recommendations to Congress for possible legiszlation,
which nmav involve exzensive hearings with res ui*anL long-time
delay. The majority of the Task Force bel es that the questio
of allaaatlcn of patent righis under "over ment contracts is a
long-standing ore which has nct been sa sf“ctorllv resolved by
the two Presidential Memcranuda on “Gvc?rﬁvdt Patent Policy cor by
the piscemeal gatent leng ation previcusly prov d by the

a

. ide

Congress. ¥e also have b=en very aware of the vast differences
between such statements or legisiation and the specifiic imple-
mentations thereof by the many government agencies which have

.
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been given wide discretion or only very broad policy criteria,.
Even different departments 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 to reduce
government red tape and have attempted to provide means which we
believe will save a great deal of preSCn*ly-“asted effort in
negotiation and administration. Contractor participation in R&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 existing powers and legislation. iuch
earlier and more efficient and uniform administration couid be
provided with considerable manpower and tax savings, VWe 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 recached olely by consultation between the
various executive zgencies, but must include resolution cf the
practical considerations encountered by industry in its attempts
to serve the Government and public interests.

We recommend & gen

governmenf~wide Pa
exclusive commercis

T which would utilize a single

XD contract clause, It would provide
in contract inventions for a period

of three years after issuar of a patent thereon to the ER&D
contracior, while providing the Governmsnt a non-exclusive
irrevocable, rovaliy-free, worldwide license foz all Iekaral
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government purposes, Such action would provide ease of adminis-
tration of patent matters at the time of contracting. 1t should

also provide for more widespread and eifective 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 *he Governnent'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 broeoadest possible utilization of
the inventions, the Government would have the right, after the
initial exclusive period, to acgquire, or reguire, 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
rights at the time of coniracting cculd be eliminated. Much more
realistic effort could he expended on a greatly reduced scale by
consideration of patent rights when the real interestis of the
Government, the Contractor, and the public are better defined
with respzect to a relatively few specific inventions of real
public interest. S8Such a solution would be much superior to
resoluticon of patent rights on an uninformed basis of supposedly
relevant broad technical fields or agency ,missions prior to the
time of contracting. 1t 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. 1In 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 Becard in the event they were
unable to negotiaie suitable licenses with the contractor under
government contract inventions. Prospective contractors could
appeal unreascnable Agency actions or demands.

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

the Congress, or the Executive, depending upon the specific

means in which ocur recommendations might be implemented.

Ve also submit herewith a Minority Report submitted by James E.
Denny, Esq., 2 member of the Task Force, who believes the present
government patent policy should be adequate. Mr. 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,

). ot Cohictebe

J. L. Whittaker
Chairman

cc: Members of Task Force #1
G. D. O0'Brien, Esg.
O. A. Neumann, Esq.
Leonard Rawicz, Esq.
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REPORT BY TASK FCRCE NO. 1 CF STUDY GROUP NO. 6 OF THE COMMISSION ON GOVERNMENT
PROCUREMENT ON THE ALLCCATION CF RIGITS TO INVENTIONS MADE IN THE PERFORMANCE

OF GOVERNMENT RESEARGH AND DEVELOPMENT CONTRACTS AND GRANTS

THE TASK FCRCE AND ITS ASSIGNMENT

The Task Force was assigned to consider the problems involving
S J =1

allocation of rights to inventions made in the performance of govern-
ment research and developnent 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 ”*ﬂnt&uvLLS)” or ”c“n**"ﬂtorf }'" should be under- .
stood to hereinafter include, respectively, ''gra ﬁt(s)” and "'grantee(s)').

The membership of the Task Force consists of individuals chosen
for their patent expertise from government, industrv, universities
and the private bar. In an effort to cbtain an cbjective v'vx,
each represcntative was requested to presewt his own views and not
those of his employer.

BACKGROUND MATERIALS

During the deliberation cf issues presented to the Task Forc
it took into conmsideration a number of factors, 1 “»lldlug Ln
experience of its membershin, President Kcnncdy's and Nizxen'
Statement of Patent ROILLV and the experiences thercunder, e
legislation, Executive und Congressional hearings and 10'0 T
regulations of the EACCULI ¢, and hearings and investigations of
this Commission and other private groups. A bibliograpnhy listin
an extensive amount of literature gencrated by the debate over allo-
cation of 1invention rights is attached as APPENDIX A.

INTRODUCTION AND HISTORY

The rapid increase of government-funded research and develop-
ment since the ecnd mf World war Il teo the level of 15 billion
dollars in fiscal year 1971 has focused attenticn upon the adequacy
of government polic1es governing the disposition of inventions made
by contractors in performance of govermment contracts.
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es of the expansion of.government-sponsored
hose depaanents and agencies of the

ued regulations.making disposition of

ves and their contractors. In the main,
eltner {a) a first option to title in

the contractor with a roya ree license to the government for
governmental purposes or ( tle in the department or agency

with a nonexclusive license to the contractor for commercial use.

The former policy was best exem p}lflcd in the Department of Defense
patent regulations. The Department of Defepse has stated that this
policy satisfied their needs since it gave the goverrment as a
minimum the world-wide right to utilize all “ﬂerLmont tfunded inven-
tions for govermmental purposes. The latter policy was best exempli-
fied in the patent regulations of departments and agenc1e> whose’
research and development mission is directed toward generating results
that might be useful in the civilian economy.

Durlrg the early sta;
research and development
Executlvc most affected
inventions between them

such policies }xhvzded
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"As the issue surrounding the allocation of invention rights
-becare more pronounced, the Congress acted. to provide s atuior}
guidence. This guidance tocx the form of individual statutes which
covered inventions evolving from a portion of or an entire depart-
_ment or agency's research and development progran.

The language of the statutes reveals no consistent intent on
the part of Congress to provide a uni‘crm governfent patent policy.
To the contrary, the statutes provide in some instances for title

“in the goveTU”eﬂt and in other instances dvrect 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 Xernedv's Cctober 10, 1963 Memorandum and
Statement of Government Patent Policy. This Statement was the
first effort by the Executive Branch to resolve the allocation of
invention rights issue on a govermment-wide basis. President
Kennedy's Statement 1s based on the assumption that no single
disposition cf ownership could accomnodate the different missions
of the various government agencies. Thus, the Statement indicated
as one of its objectives, . . . . a government-wide policy (subject
to statute) on the dlSDOblrlyj of inventicns made under government
contracts reflecting cormon principles and objectives, to the
extent consistent with the missicns of the respective agencies."
(Underlining und paventhctical clause added.) Accordingly, the
Statement left to the varicus departments and agencies the deter-
minaticn as to whether thelir prior existing policies were consistent
with the intent of the Statement.




{

ANALYSIS OF CURRENT UTJWTCZLT P\TFYT “O CV

On August 23, 1971, President Nixon issued a revised lMemorandum
and Statemant of Coxernxcnt Patent Policy. The revised Statement
left unaltered the basic principles on the allocation of inventicn
rights set forth in President Kennedy's 1963 Statement. However,
the revised Statement doas provide for additional authority in the
departments and agencies (not otherwise restrained by statute) to

grant exclusive rights to contractors in identified

inventions to

which the government has either retained a first option to title

or has alrewuy taken title. This authority has been

previously

exercised by some of the uapa*twents and agencies upon a contractor's

(LG‘

petition for title at the time of identifidation of
or through the granting of exclusive licenses to 1in
under government-owned patents.

the inventien
terested developers

As of this date, the departments and agen ave the authority
under the revised 5“051Ce“tial Staterent or u atute to take
title or license in the government; delay det c¢f ownership
until identification of the invention; or gra ive licenses
under government-cwned patents. Since issuanc esident Kennedy's
Statement,-mcst of the departments and agencies have been increasingly
utilizing various combinations of these mechanisms of dispesition.
A contract clause reserving title to the government is gererally
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 contracto
can establish special expertise, fucilities, patent posi ition, etc.
does the government utilize a contract clause p:letplnﬁ the contractor
a first option to title to inventions which may arise in performance
of the contract. (lauscs 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 Kenne
of CGovernmecnt Patent Policy, Congress continue d to
lines in the form of individual statutes as now res
were initiated. The Task Force is of the opinion t
Nixon's revised Statement will probably not deter s
enactments.

(For further detail concerning the historical
government patent policy prior to President Nixon's
_see "Remarks of James L. Denny Before the Intellect
Rights Seminar, Smithsonian Institution, April 7,

dy Statement
providc guide=
earch programs
hat President
imilar statutory

develcpment of
revised Statement
ual Property

1571," APPENDIX B )
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6. Many of the factors identilied 1n The FreS1UCIHLLIAL drdaicueuls

as influencing utilization, participation and competition have
little relevance prior to invention identification, and are of
questionable benefit ir naking determination at the time of

makingz a contraci. Furthermore, a number of %hese factors do

not become relevant until scme 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 ihe President's revised Statement on
Government Patent Policy, the Task ¥orce determined to explore the
possibility of formulating a uniform government pvatent policy which

would make a single disposition of inveéntion rights in alil instances.

As discussed apove, the Task Force believes that any uniform

5 y
government patent policy providing for a single disposition of
inventicon rights should maximize to the extent possible:

"Utilization" 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

"Competition in the marketplace".

-5 -




With these goals in mind, and with the expecta*ion that the policy would
resolve a nuaber of sepa rd*ﬂlv posed and related isswes, the Task Force con-
sidered and agreed on the following in making 1ts proposal:

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

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

that a patent system stimulates the investment cf ydaitlonal

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

limited perlcd 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 inventicns made in performance of its
contracts for dedication to the public, or the gLaﬂtlnw of

only non-exclusive licenses, whether such ownership is based
‘on a technical fiela 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 ¢dg0theAy serve to encourage
‘the investinent of risk capital for development when not

financed by the government. T} research investment in
such inventicns will to a large extent be lost to the
public.
4, 1t was thercfore agrecd that any uniform policy
recomnended must provide for exclusive commercial rights
in the inventing organizaticn or another developer in
those inventions which would not otherwise be utilized.

at the term "'exclusive comnercial

-t

(It should be understood th
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 thils discussion, this mechanism
shall be referred to as a deferred determin-
ation policy, and should be understood to
include a governmment 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 pol;cy the possibility of maximizing ''competition”
exists, since exclusive commercial rights will only be
granted when it is shown that exclusivity is the determining
factor in bringing the invention to the marketplace.
However, even assuming that the government could correctly
identify all inventions reguiring 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, atili-
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 ow
deferred determinaticn
at least some contractor )
government programs. Most certainly a contractor-’
whose privately financ d background position
“would be jeopardized by newly generated inventions
which ho might not PSCQSqiTlly v oinust think
seriously bnlorﬁ taking a contract which intends
to capitalize on his ‘a;hg round position,

Refusal to participate in H s situation will
pTOJ ibly nzcessitate thﬂ government "ﬂxtract with
a less qull;]QC coqira::or or not centrac

mership involved in a
licy would discourage
from participating in

W
&
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sive commercic ghts 1d t}o probable require-
ment that the contr ctor file patent applicaticns
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 cconomically marginal on first
review. -

at all.
b. The long processing periods 1ﬁbﬂrcnt in a
deferred determination policy would in some
cases declay 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 *He overnment for exclu-

a 'h

&

¢. Finally, tne Task Force agreed that the

increased administrati xo costs teo both the contractor
~and the government tor the drafting, submissiocn,

and review of petitions on a case-by-case basis
would be out of propertion to the result to be
achieved through implementation of a deferred
determination policy. ¢




_contractor. These '"'march-in"

6. 1In light of the deficiencies inherent in a deferred
determination policy, the Task Force agreed that a policy
of granting exclusive commercial righfs to the contractor
at the time of contracting to all inventions generated

in performance of govermment contracts was the single
means of maximizing ”Utlllzaul“q 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 proportional te the dewr of f0¢10w -up
or '"march-in'' rights reserved to the government, but

under no circumstances would such a policy create he
level of administrative difficulties now encountered

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

7. Notwithstanding the advantages to be gained through
a wmiform p311PV of granting cxclusive commercial Tights
at the time of con;ractln to all inventions generated,
the Task Force was of the ooin;on that such a policy
could adversely affect ”"07m911t10n” in the marketplace
if such exclusivity were to remain in the contractor for
the full period of the patent grant in all cases. In
order 1o avoid this conseqguence, the lask Force agrecd
that rights must be rescrved to the governs
such a policy which would enabl
individual abuse of the privileg
Ilg 1t hOhlL insure t
a contractor's exclusivity would extend only over a
period justified by the contractor's equities and the
public's need for ccmpetition in the marketplace.

that th
tion
c

a
ondi
zed

8. The Task Force agr reed
through a policy of disposi e o ¢
outweigh the need for ideal ons to generate ''competi-
tion", “which m may not be maximi since scme excl
commercial r:gh‘s 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 Hoxerqﬂﬂnt-'unh d inventions and partici-
pation of centractors thereby increasing the nation's
potential to cmploy labor and raising the level of its
exports. Further, maximization of participation will
increase the goxcvn“ont'h abitity 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

e
=
15
£




accuracy how Lomp@t1tors will meet the introduction of

a new product made under exclusively he 1d patent rlghts,
it cannot be detemmined whether implementation of such

a policy will result in any decrease in bthetltion.

Of much greater significance are the rights reserved to
the governﬁent 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.

SYNOPSIS OF TASK FORCE PRCPOSAL '

Based on the above analysis the Task Force drafted a
proposal, set forth below, which provides for a uniform patent ;xallcy )
making a single disposition of invention rights in most instances.
Implementation of this proposal envisions repeal of all inconsis-
tent _statutory pro\ isions.

ractors a guarantee at the time of
contruchnv of a first OSth“ to the exclusive commercial -rights
to all inventions generated in performance of govermment - Funded
research. Upon exe TCLS‘D” 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 organizaticns cnly after government review of
the adequacy of their organizational patent management capability,
While 1t can be expected that most v concerns xlll have
an established procedure for identa porting, and administe
ing inventions, the same capabilit e be presumed to exist
at all universities and nonprofit organizations. Therefore, it was
concluded that the P”hllp interest. is better served by retention of
such rights in the govermment in situations where the university
or nonprofit organization has no patent administration capablthy.

Where the option has been exercised, and a U. S. patent appli-
caticn filed, the proposal contemplates that contractors retain the
exclusive commercial righbs durlug the period from patent filing
to three ycars after issuance of a patent. If a contractor has
not brough the invention to the marketplace within the time from
patent filing to three years after patent issuance, such rights
may be rcvoked and vested in the government.  [f the contractor
should succeed in commercialization ol the invention during this
guaranteed period, 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 nonaxglusive licensing of the . S.




patents after the guaranteed period has passed. The require-

ment for such licensing will bg determined by a Government

Patent Review Board on petition of any interested party after a
contractor holding title to any inventicn made in performance of a
government ccntract has refused to grant entirely or cn acceptable
terms a nonexclusive license under such invention. The board, in
making its determination and setting the terms of the llconfe, if

any, will take into consideraticn the equities of the individual case.

The propo< 1 envisions that the period of guaranteed exclusivity,
coupled with the p0551b ility of continued exclusivi ty for the life
of the patent, will crezte an incentive for’participaticn in govern-
ment programs and the earliest possible utilization of inventions
generated by such programs. The guaranteed period further recognizes
the contractors' backs

ground equities which are presumcd to be present
in all cases. In addition, the prcposal places commercial develop- .
ment of the invention in the hands of the party most likely to acco mplish
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 ordc of 10 to 1 when ornarcd to the cost of
making the inventicn, The reversion of rights to the government
in the event the contractor fails to commercialize the iﬂVCﬂthﬂ
provides greater assurance of utilization of OOVﬁrnﬁuut funded
1nveqtlons.

The crcation of the Government Patent Review Board assurcs the
public that the guaranteed period ef exclusivity will not be extended
unjustifiab y. The existence of the Board will encourage both the

contractor and a prospective licensce of a go\?zﬁﬂﬂnt funded invention
to negotiate acceptable terms and thereby avoid geing to the Board

to settle differe nces. In general, it is presuncd that if the con-
tractor had made signif ficant c*zx&ta investment in the development

and utilization of the invention and the inventien was available

to the publlc in reasonable quantities and prices it could expect

)
to prevail in a dispute brought to the Board. On the other hand,
the larger the government investment in bringing the invention to
the point of LL1‘1~¢L10n, 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 serious
interest and controversy. [urther, the invention will have been
identified rather than hypothetical and the econcmic and investment
data available to the Board would be realistic and current.

The government agencies would provide the Board with relevant
informmation regarding their role in the development of the inventien
in question. They would also provide the Board with the appropriate
public interest and mission considerations.which they believe should
affect the Beard's decision. However, the Board will make its
decisions on the record and will be guLubd by statutory or administra-
tive criteria and be subject to judicial review.

10
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In drafting the proposal, the Task Force took particular note
of the small number of Jnventlons which are known to have been developed
for the commercial marketplace substantially at government expense.
~ The number of such inventions becomes even smaller if the additional
cost of promoticnal activities in bringing the inventicn to the market-
place is uadertaken by the government., It was agreed that under the
circumstances the equities in favor of leaving exclusivity for any
pericd in the contractor to this small numbeT of inventions are less
than the usual situation in which the contractor contributes his
risk capital to bring the inventicn to tho narkmtplace. A close
analysis of such inventicns indicates that their contin ued develop-
ment at govermment expense vou‘c generally teouire additional funds
from fellow-on contracts. OnCVCT, whore rol’cwm cent racts are
deemed appropriate the payd ud of time over which such an invention
is conceived and brought to the markeétplace.wculd generally exhaust
the guaranteed uerlod of exclusivity, thus precluulng a windfall
to the contractor.

Notwithstanding the view that a contractor will ordinarily
exhaust his guaranteed period of exclusivity if development for
the commercial ma rketplace is undertaken SLDSL¢HL1QUJ at governmen

expense, the proposal provides to the Board the right to Substitut
a patent clause at the time of contracting vhich leaves to the
'governn nt the first option to exclusive commercial rights in inven-
tions which are the arlmgry object of the contract. The Board would
exercise this right upon a department or agency request made prior
to contract which 1s accompanicd by a showing that such department .
or agency intended to deve: op substantially at its expense an identified
product or process for use by the general puall

t
e

(ll

It should be noted that th ¢ proposal contemplates that exclusive
title to all fozeign patents nlll vest in the contracter for the
full tem of the pa tent grant if the contractor complies with the
conditicns of th pronosal.

¥ % k% kx  kx % % % & % % O D *
PROPOSED POLICY FOR THE ALLOCATICN OF RIGHTS TO INVENTIONS

MADE UNDER GOVERNMENT R & D CONTRACTS
1. POLICY

7 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).

Leve = mlmemtrs ey S CYISIY FTESTVII T LML



B. Any statutory provisicns which ere inconsistent with such

guarantee or the principles of this policy shall be repcaled.

C. The guarantee of exclusive commercial rights will be
extended to universities and other ncnprofit 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 co&mer01a1 rights in a,contractor will be
gubject to a world-wide, royalty-free, nonexclusive license in
the government for Eeﬂcral Government purposes

F. After a specified eriod of time, contractors who have
retained exzclusive commerci y
r

x ] y, on petitiov c¢f any
intorested party, be rvequired by a Government Fat sview Board
5

to grant licenses under U.S. patentis with 1 rnr

2. DISCLOSURE, ELECTION A¥D REPCRTS

Each inventicn 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 inventicn in the
Jnited States Patent Office within a specified period of
time. Patent Office procecdures will be established to assure
proper affixation of the letter "G"™ or other appropriate
designation on all such patent applicaticns and patents
issued thereon. Election and filing would guarantee
exclusive comnercial rights in the contractor for a pﬁriod
starting from filing until three years 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 seces fit, as set forth in Paragraph
4.D hereafter.

- 12 -
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C. Reports

The contractor shall promptly advise the agency upon
issuance of any U. S. patent covering an invention to which
he acquired exclusive commercial rights. During the three
year period after issuance of a patent the contractor will
submit, upon the agency's request reports setting forth
progress made toward commercial utilization. If after
three years from patent issuance utilization has not been
achieved, the agency may take steps to r§voke the exclusive
commercial rights unless satisfactory evidence is presented
that the time for utilization shall be extended.

3. CONTINUING RIGHTS

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

{pe fJ

4, CONTRACTCOR LICENSING

e

A. Three years after issSuvance of a patent claiming an invention in
vhich a contractor has elected to acquire exclusive commercial rights,

t he contracter may be required to grant non-exclusive licenses

under such patent by the Government Patent Review Board under
cenditions set forth in paragraph 5 be

i

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

C. If the contractor permits utilizatiocn to cease, the
agency may require the contractor to grant an exclusive or non-
exclusive license to responsible applicants on terms that are
reasconable 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 upcon notice to the contractor of the
intent of an agency to grant an exclusive lic2nse, subject to the
right of the contractor to make application to the Government
Patent Review Board for a license under terms and conditions that
are reasonable under the circumstances.

- 1% =



GOVERNMENT PATFEAT HEVIEW BOARL

A. General

(1) The Board will ccnsist 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 on 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) 1ts decisions shall be subject to judicial review by
United States District Court for the D;bt“ ct of Columbia.

(3) The EBEcard shall have the power to review reguesis 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 objecct of the contract. The
Board shall exercise this right only upon agency rcequests made
prior to contract which are 2 by a showing thatl such
agency intends to develop 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
conmercial righits to any invention made in performance of &
government contract 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 uuch rights and has filed a
patent appiication on such invention.

(6) At any time after the period set for utilization 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 appropilate cn 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 Lollowing factors in
making its detcrmlnatlon to require licensing of an invention
made in performance of a government contract.

(1) Achieving the cariicst practicable utilization of
governmeni-assisted invenlions in commercial practice;

(2) Encouraging, through the normal incentives of the
patent system, private invesiment in the commercial realization
of government-assisted inventions;
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(3) Foszstering effective competition in the commercial develop-
ment and exploiiation of government-assistied inventions;

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

_ (5) Balancing the relative equities of the public, the
inventor and the patent owner or developer in the specific
government-assisted invention, measured by the investment
necessary to bring the invention to the point of commercial
application. This would include the following:

(a) The relative contribution of the government and the

contyractor in bringing the invention to the marketplace;
H

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

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

(d) Th> scope of the patent claims;

(e) The contractor's background position;

(£) 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 mergin in relation to other similar
inventions; and
(i) Th

& i1ity and likely benefits of competition
in the mark e ;

C. Foreign Rights

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

to foreign pater

6]
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D. Background Rigzhts

The Board's jurisdiction in requiring the grant of a non-
exclusive license shall extend to only those inventions made in
performance c¢f government-funded contracts. Nothing herein shall
be construed to extend that jurisdiction to data or other
inventions made at private expense.

E. Agency Cooperation

The departments and agencies of 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

The Board, on petition of contractor, shall have the
power to review an agency decision in implementing this proposal
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. ,

* % % & = ES * % s * * % % S ® % %

RAMIFICATIONS OF IMPLEMENTATION OF PROPOSAL

Implementation of the proposal will serve to mitigate or resolve
a nunber of related issues generated by present alloca tfcw—of*rights
policies. Some of the more important areas that would be affected by
the proposal are as follows:

A. The Employed Inventor

Permitting contractors a Oaar"ﬁtee at the time of contr:
to a first option to the C\Lli ive commercial rights in
inventions generated in performance of their go svernment - funded
research places the contractor in a better position to accomo-
date the equities of his employved iwvwnLors tiirougi gward proprans
if the contractor deems such programs advantagecus to his needs.

ing
i

B. Scope of the License Retained by the Government

¢ non-exclusive license retained
1nclhue state and domestic nunicipal
head determines that this would
not be in the public 1nt r he duope of the license retained
by the government under th sal specifically excludes
state and domestic municilp ST eqtb. It was the opinion
of the Task Force that to cxn;nd the scope - of the license
' state and domestic municipal governments would be tantamount
to retaining exclusive commercial rights in the governmen
in situations where the market for the invention would be subst
tially federal, state and munidirsl programs. Inventions directed
“to solution of saline water and educational preblems would
fall within this category. To cxtend the scope of the license
retained by the government to include state and domestic municipal
governments would therelore deteat the purpose of the proposal
as it relates to such inventions. To permit the agency head
to determine the scope ot the license retained by the government
at the time of contracting was not deemed practical, since the

Present policies provide that th
P 4

by the Federal Goverﬂm\" i
governments unless the

[ el

3 8B
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type of invention that will evolve from a research and
development contract camnot be accurztely predetermined.
Fuxther, the Review Board assures that competition will
ultimately exist for such inventions if ecouncmically
significant and demanded by the equitics of the public.

C. University and Non-Profit Organizations

As noted previously, the proposal extends the guarantee
of an option to exclusive ccamercial rights to universities
and non-profit organizations after government review of
the adequacy of their patent manogement capability. With
such option, universities and non-profit 015an12at*ons are
in a betto* positicn to license industrial concerns as an
incentive to use their risk capital in bringing the results
of university and non-profit organization TcSitTCh to the
marketplace. Without the ability to transfer cxclusiv
commercial rights to industry, universities &nd non-profit
organizations have found it difficult to overcome tb ks
invented-heve' syndrome. (Sce Harbridge House Report and
the August 12, 1960, GAO Report, "Problem Areas Affecting
Usepu_- ss of Results of Govcr?kvic Sponsored Rescarch in
fedicinal Chemistry''.) The Task Force Cu“SlQCIS this an
1mp01tan matter since approximately 25% of the gOV°rnJent's
research and development buaq:t is “xpended through contracts
with universities and non-profit organization

1o
er

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

Present policies s
“first actually re
govornment-turd dr
disposed of in acco;d..
under vhich it arose. Any invcntion SO conc
actua)lv reduced to practice affords to th
at least a rov:Lty~+V)ﬂ ne*clugl.o ii:ezsc fhe precise
deflnltLGHS of "conceived" or "first actually reduced to
practice', therefore, are important as they are determina-
tive of the rights in the government or the contractor.
The prooo_dl contemplates that it will similarly speak
only to these inventions conceived or first actually reduced
to practice in performance of government-funded research and
development centracts. In order to resolve any present
V‘proalem~ with the temms "'conceived" or ''first actually T“db"@d
to practice', it is suggested that any patent rights clause
utilized in implemcnting the proposal 1nglude the following
definitions:

that any inventicn ''conceived' or
practice” in performance of a

‘ch and development contract be
P

4 (D
u
0 (D
o
o

~. (/ ?“:"

(1) '"Conceived" means a disclosure in a form
which would cnable someone skilled in the art
to vhich the invention pertains to make and use
the invention without the use of further
inventive effort.
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(2) "First actually reduced to practice' means g successful
test of the invention in 2 simulsted environment, or
in an environment similar, to the cne in which 1t wxll
be used for a purpose for which it was intended.

E. Rights Obtained by the CGovernment Through 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.
U. S. 156-USPQ 647, as this case appears to extend t}e
rlghts the government obtains through its T,f@quh and

development coritracts to inventions conceived and first
actually rcduced to practice at F*IVﬂte expense. In order
to eliminate this uncertainty, the Task Force recommends

that the following language be added to any patent clause
utilized to implecment its proposal:

(1) Nothing contained in this patent rights
clause or construed therefrom shall be decmed

to grant to the ¢ nment any rioht% in any
invention which 1 1 ther conceived nor first
actually reduced to practice in the course of
or undcr this contract. llowever, this shall

not devprive the government of anv rights to
which the governrent may be entitled under other
clauses in this contract, under other contracts,
or by statute; and .

(2) That in those situations in which the
ment wishes to acquire rights in an invonti
which is neither conceived nor first actual
reduced to prdctlzc under a government cont
this be done through a scparate expressed
provision of the contract.

govern-
on

ly
ract,

It is the opinion of the Task Force that any background
patent rights clause "egotl efl as provided by (2} above
speak only to inventicns in existence and identified at

the time of cont actldg and that any rights zcquired by the
governrent to such inventions reflect the contributions to
be made by the government toward its enhancenent, testing,
or development. It should be noted that the proposal limits
~ the Patent Review Poard's jurisdiction in reguiring the
grant of licenses to conly those inventions conceived or
first actually reduced to practice in performance of
government contracts.
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F. Inventions Conceived at Private Exzpense But Reduced
T

to Practice in Pertormance of a Governmeni-runded Contract

It has heen suggested to the Task Force that inventions having been
conceived at private expenseé 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-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
recommended by the Task Ferce that this type of invention be brought
to the attention of the agency funding the proposed contract under
which such invention may be reduced to practice at the time of con-
tracting 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 opntion to excluzive commercial rights
unless otherwise negotiated 'at the time of contracting.

James I.. Whittaker, =Esq., Chairman
A
a

o Patent Cperations, RCA Corporatiocn
Norman J. Latker, Esq. William O. Quesenberry, Esq.
Chief, Patent Branch, BAL Departmental Patent Director
Cffice of the General Ccocunsel Qffice of Haval Research
Dept. of Hes ati & Yelfare epartiment of the KNavy
John C. Green,. Esqg. L. Lee Hunmphries, Esqg.
Research St=o Aerospace and Systems Group
PTC Research Institute North American Rockwell Corp.
fh :

dJames E. Denny, Esq. Miles ¥. Ryan, Esq.
Director, Office of Government Attorney, Antitrust Division

Inventions and Patents Department of Justice
United States Patent OGffice

A% s 5

R. Tenny Johnson, Esaq. Joel Davidow, Esg. (Alternate)
General 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 E. Denny has filed a ilinority 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 Secretary
FCST Committee on Government Patent Policy
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APPENDIX A

GOVERNVENT PATENT POLICY

"Patent Rights Under Government Contracts' published by
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