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(b) The contracting officer shall insert

the clause with its Alternate I in all R&D

solicitations and conlracts (including
those for construction and architect-
engineer services calling exclusively for
R&D work or exclusively for
experimental work), unless both
complete performance and delivery are
outside the United States, its
possessions, and Puertd Rico. When a
proposed contract involves both R&D
work and supplies ar services, and the
R&D work is the primary purpase of the
corntract, the contracting officer shall use
this alternate. In all other proposed
contracts involving both R&D work and
supplies o services, the contracting
officer shail use the basjc clause, Also,
when a propased contract involves
either R&D or supplies and materials, in
addition to coastruction or architect-
engineer work, the contracting officer
shall uge the basic clause.

(c) If the solicitation 'or contract is for
communication services with a common
carrier and the services are unregulated
and not priced by & tariff schedule set
by a regulatory body, the contracting

. officer shall use the clause with its

Alternate II.°
27.202  Notice and assistance.

27.202-1 Ganeral.

The contractor is required to notify
the contracting officer of all claims of
infringement that come to'the
contracter’s attention in connection with
performing a Government contract. The
contractor is also required, when
requested, o assist the Governmment
with any evidence and information in its
possession in connection with any suit
against the Government. or any claims
against the Government made before
suit has been instituted. on account of
any alleged patent or copyright
infringement arfsing out of or resuiting
from the contract performance.

27.202-2 Clause on notice and assistance.

The contracting officer shall insert the
clause at 52.227-2, Notice and
Assistance Regarding Patent agd
Copyright Infringement, in supply,
service, or research and development
solicitations and contracts {including
conatruction and architent-engineer /
contracts) which anticipate a Contract
value above the dollar limit sef forth at
13.000, except when small purchase -
procedures apply or both complete

~. performance and delivery are outside

the United States, its possessions, and
Puerto Rico, unless the contracts -
indicate that the supplies or other
deliverables are ultimately to be
shipped into one of those areas.

27.203 Patent Indemnmcatlon o!
Government by contractor,: C

. 272031 GeneraL

{a) To the extent set forth in thls
section, the Government requires
reimbursement for liability for patent
infringement arising out of or resulting
from performing construction coniracts
or contracts for supplies or services that
normally are or have been sold or
offered for sale by any supplier to the

. public in the commercial open market or

that are the same as such supplies or-
services with relatively minor
modifications. Appropriate clauses for
indemnification of the Government are
prascribed in the following subsections.
(b) A patent indemnity clause shall .
not be used in the following situations:
(1) When the clause ‘at 52.227-1,
Authorization and Consent, with its

_ Alternate I, is included in the contract,

except that in contracts calling also for
supplies of the kind described in .
paragraph {a) above, a patent indemnity
clause may be used solely with respect
to such supplies.

{2) When the contract is for supplies
or services (or such items with relatively

. minor modifications) that clearly are not

or have not been sold or offered for sale
by any supplier to the public in the

‘commercial open market. However, a

patent indemnity ciause may be
included in (i) formally advertised .
contracts to obtain an indemnity
regarding speciﬁc components, spare
parts, or services so sold or offered for
sale (see 27.203-2(b) below), and (ii) _
contracts to be awarded {either by ~
formal advertising or negotiation)if a.
patent owner contends that the
acquisition would result in patent
infringement and the prospective
contractor, after responding to a
solicitation that did not contain an

indemnity ¢lause, is willing to indemnify .

the Government against such
infringement either (A} without increase
in price on the basis that the patent is
invalid or not infringed. or (B) for onher
good reasons.

{3) When both performance and
delivery. are to be outside the United'
States, its possessions. and Puerto Rico.
unless the contract indicates that the
supplies-or other deliverables are
ultimately to be shipped into one of
those areas.

(4) When the contract is awarded by
small purchase procedures. -

(5) When the contract is solely for
architect-engineer work (see Part 36).-

27.203-2 Clauses for {ormally advertised
contracts (excludlng conatmcﬂon).

(a) Except when pmhlblted by 27.203-
1({b) above, the contracting officer shall

mserl the ciause at 52. 227‘-3. Patent
“Indemnity, in formally advertised

contracts for supplies or services
{excluding construction and dismantling,
demolition, and removal of
improvements}, if the contracting officer
determines that the supplies or services
for such itéms with relatwely minor
modifications) normally are or have

. been scid or offered for sale by any

supplier to the public in the commercial
open market. Also the clause may be
included as authorized in 27.203-
1{b)2](i). _ . _

(b} In solicitations and contracts
{excluding those for construction) that
call in part for specific components,
spare parts, or services [or such items
with relatively minor modifications} that
normally are or have been sold or
offered for sale by any supplier to the
public in the commercial open market.
the contracting officer may use the
clause with its Alternate I or 11, as
appropriate. The choice between

- Alternate I (identification of excluded -

items) and Alternate II (identification of
included items) should be based upon
sxmpucitv Government adminisirative
convenience and ease of ldentlﬁcatmn
of the items.

{c} In solicitations and contracts for
communication services and facilities
where performance is by a common
carrier. and the services are unregulated
and are not priced by a tariff schedule
set by a regulatory body, use the basic
clause with ita Alternate IIL.

27.203-3 Negotiated contracts (excluding
construction).

A patent indemnity clause is not
required in negotiated contracts. {except
construction contracts covered at 27.203-
5). but may be used as discussed in"
27.203-4 below. A decision to omit a
patent indemnity clause in a negotiated
fixed-price contract described in this

. subsection should be based on a price -

consideration to the Government for the
foregoing indemnification rights
normally received by commercial
purchasers of the same supphes or
services.

27.203-4 Cléuaea for negnﬂatad cantracts
{exciuding construction)

{a} The contracting officer may insert
the clause at 52.227-3. Patent
Indemnity—

{1) As authorized in 27. 203-1[b]{2)(u].
and

{2} Except as prohibited by 27.203-
1{b), in solicitations anticipating
negotiated contracts (and such
contracts) for supplies or services
{excluding construction and dismantling,

- demolition. and removal of -
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determines that the supplies or services
{or such items with relatively minor
modificeiions) normaly are ot have
been sold or oifered for sale by any
- supplier to the public in the commercial

improvements), if the contracting officer

open market, Ordinarily. the coniracting .

officer, in consultation with the
prospective contractor, should be abie to
delermine whether the supplies or’
services being purchased normally are
or have been sold or offered for sale by
any supplier to the public in the
cominercial open market. (For
negotiated construction contracts, see
27.203-5).

{b] In solicitations and contracts thatl
call in part for specific components,.
spare parts, or services {or such ilems
with relatively minor modifications) that
normally are or have been sold or
offered for sale by any supplier to the
public in the commercial open market,
the contracting officer may use the
clause with its Alternate ]l orIl, as
appropriate. The choice between
Alternate 1 (identification of excluded
items} and Alternate H [identification of
included items) should be based upon
simplicity, Government administrative
convenience, and the ease of
identification of the items.

- {¢) In solicitations and contracts for
communication services and facilities
where performance is by a common

- carrier, and the services are unregulated
and are not priced by a tariff schedule
set by a regulatory body, the clause
shall be used with its Alternate IMi.

27.203-5 Clause for construction
coentracts and for dismantling, demolition,
and removal of Improvements contracts,
Except as prohibited by 27.203-1(b),

the contracting officer shall insert the

" clause.at 52,2274, Patent Indemmity—
Construction Contracts, in solicitations
and contracts for construction or that
are fixed-price for dismantling,
demolition. or removal of improvements.
If it is determined that the construction
will necessarily involve the use of
structures, products, materials,
eguipment, processes, or methods that
are nonstandard, noncommercial, or
special. the contracting officer may
expressly exciude them from the patent
indemnification by using the basic
clange with its Aliernate L.

272036 Clause for Government waiver
of indemnity. :

If, in the Government's interest, it is
appropriate to exempt one or more
specific United States patents from the
patent indemnity clause, the contracting
officer shall obtain written approval
from the agency head or designee and
shall insert the clause at 52.227-5, '

Waiver of Indemnity. in solicitations
and contracts in addition io the
appropriate patent indenmity clause.
The contracting officer shall document
the contract file with a copy of the
written approval. -

27.204 Reporting of royalties—anticipated
or paid. . -

27.204-1 Generat.

(a) [1) To determine whether royalties
anticipated or actually paid under
Government contracts are excessive,
impraper, or inconsisteni with any-
Government rights in particular
inventions, patents, or patent
applications, contracting officers shall
require prospeclive contractors to
furnish certain royalty information and
shall require contractors to furnish
certain royalty reporis. Contracting
officers shall take appropriate action 10
reduce or eliminate excessive ot
improper royalties. g

_ {2} Rovalty information shall'not be
required (except for information under
27.204-3) in furmally advertised -
contracts unleas the need for such .
information is approved at a leve] above
that of the contracting officer as being
necessary for proper protection of the
Government's interests.

{b} When it is expected that work may
be performed in the United States, its
possessions, or Puerto Rico, any
solicitation that may result in a _
negotiated contract for which royalty
information is desired or fof which cost
or pricing data is obtained (see 15.804)
should contain a provision requesting
information relating tc any proposed
charge for royalties. If the work is to be
performed in the United States, its
possessions, or Puerto Rico and the
response to the solicitation includes a
charge for royaities, the contracting
officer shall, before award of the
contract, forward the information
relating 1o the proposed payments of
royalties to the office having cognizance
of patent matters for the contracting -
activity concerned. The cognizant office’
shall promptly advise the contracting
officer of appropriate action. Before
award, the contracting officer-shall take
action tc protect the Coveriment's
interest with respect to such royalties,
giving due regard to all pertinent factors
relating to the proposed contract and the
advice of the cognizant office.

(c) The contracting officer, when -
considering the approval of a
subcontract for work to be performed in
the United States, its possessions, or
Puerto Rico, shall require and obtain the
sarpe royalty information and take the'
same action with respect to such
subcontracts in relation to royalties as

required for prime contracts under. .
paragraph (b) above. However, consent
néed not be withheld pending receipt of
advice in regard to such royalties from

_the office having cognizance of patent

matters. : .

. (d} The contracting officer shall
forward the royalty information and/or
royalty reports received to the office
Laving cognizance of patent matters for
the contracting activity concerned for
advice as to appropriate action.

27.204-2 Solichtation provision for royalty
intormation.

If it is expected that work may be
periormed in the United States, its
possessions, or Puerto Rico, the
contracting officer shall insert &
solicitation provision substantially as
shown in 52.227-8, Royalty Information,
in any solicitation that may result in a
negotiated contract for which royalty
information is desired or for which cost
or pricing data is obtained under 15.804.
If the solicitation is for communication
services and facilities by a common,
carrier. use the provision with its
Ahernate L. :

27.204-3 Patents—nctice of Govarnment
as alicensas, .

() When the Goverrment is obligated .

1o pay a royalty on a patent because of
a Jicense agreement between the
Government and a patent owner and the
contracting officer knows (or has reason
to believe) that the licensed patent will
be applicable to a prespective contract,
the Government should furnish
informatien relating to the royalty 1o
prospective offerors since it serves the
interest of both the Government and the
offerors. In such situations, the
contracting officer should inclode in the
solicitation a notice of the license, the
number of the patent, and the royalty
rate recited in the license. - '

(b) When the Government is obligated
to pay such a royalty, the solicitation
should also require offerors to fornish -
information indicating whether or not
each offeror is a licensee under the
patent or the patent owner. This
information is necessary so that the
Government may either (1) evaluate an
offeror’s price by adding an amount-
equal to the royalty, or (2} negotiate a
price reduction with an offeror-licensez
when the offeror is licensed under the
same patent a{ a lower royaity rate.

{c) If the Government is gbligated to
pay a royalty on a patent invelved in the
prospeclive contract, the contracting

. officer shall insert in the solicitation,

substantialiy as shown, the provision at
52.227-7, Patents—Notice of Government
Licensee. '
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27.204-4 Clause for reporting of royaities
{foreign). ; .

In solicitations contemplating
negotiated contracts {and such
coutracts) to be performed outside the
United States, its possessions, and
Puerto Rico, regardless of the place of
delivery, the contracting officer shall
insert the clause at-52.227-8, Reporting of
Royalties {Foreign). -

27.205 - Adjustment of royalties.

(a} If at any time the contracting .
officer has reason to believe that any
royaities paid. or to be paid, under an
existing or prospective contract or

.subcontract are inconsistent with

Government rights, excessive, or .
otherwise improper, the facts shall be
promptly reported to the office having
cognizance of patent matters for the
contracting activity concerned. The
cognizant office shall review the
royalties thus reported and such
royalties as are reported under 27.204
and 27.206 and, in accordance with.
agency procedures, shall either
recommend appropriate action to the

- contracting officer or, if authorized. shall

take appropriate action, )

. {b) In coordination with the cognizant
office, the contracting officer shall
promptly act to protect the Government
against payment of royalties on supplies
or services— '

{1} With respect to which the
Government has a royaity-free license:

" (2] At a rate in excess of the rate at
which the Governmunt ia licensed; or

(3} When the royalties in whole or in
part otherwise constitute an improper
charge. ' '

(c}In appropriate cases, the
contracting officer in coordination with
the cognizant office shall cbtain a
refund pursuant to any refund of
royalties clause in the contract (see
27.208} or negotiate for a reduction of
royalties., - _

{d) For guidance in evaluating
information furnished pursuant to 27.204
and 27.205(a) above, see 31.205-37 and
31.311-34. See also 31.109 regarding
advance understandings on particular
cost items, including royaities.

27.206 TRefund of roysities.’

27.206-1 Ganeral. o
When a fixed-price contract is
negotiated under circumstances that
make it questionable whether or not
substantial amounta of royalties will

™. have to be paid by the contractor or a
. subcontractor, such royaities may be

included in the target or coniract price,
provided the contract specifies that the
Government will be reimbursed the

amount of such royalties if they are not

paid. Such circumstances might include.
for example. either a pending
Government anti-trust actionor
prospective litigation on the validity of a
patent or patents or on the .
enforceability of an agreement (upon
which the contractor or subcontractor
bades the asserted obligation} to pay the
royalties to be included in the target or
contract price. . ’

27.206-2 Clause for refund of royalties.

The contracting officer shall insert the
clause at 52.227-9, Refund of Royalties,
in negotiated fixed-price contracts and

_ solicitations contemplating such

coniracts if the contracting officer
determines that circumstances make it
questionable whether or not substantial
amounts of royalties will have to be
paid by the contractor or a
subcoutractor at any tier,

27.207  Classifled contracts.

27.207-1  General. -

(a) Unauthorized disclosure of
classified subject matter, whether in
patent applications or resulting from the
issuance of a patent, may be a violation
of 18 U.5.C. 792 et seq. (Espionage and
Censorship), and related statutes. and
may be contrary to the interests of

‘national security.

(b} Upon receipt from the contractor
of a patent application. not yet filed.
that has béen submitted by the
contractor in compliance with paragraph
(a) or {b) of the clause at 52.227-10,
Filing of Patent Applications—Classified
Subject Matter, the contracting officer
shall ascertain the proper security
classification of the patent application.
Upon a determination that the
application contains classified subject
matter, the contracting officer shall
inform the contractor of any instructions
deemed necessary or advisable relating
to.transmittal of the application to the
United States Patent Office in
accordance with procedures in the
Department of Defense Induatrial
Security Manual for Safeguarding .
Classified Security Information. If the
materiai is classified “Secrer” or higher,
the contracting officer shall make every
effort to natify the contractor of the
determination within 30 days, pursuant
to paragraph (a} of the clausa.

{c) In the case of all applications filed )

under the provisions of this section
27.207, the contracting officer, upon
receiving the application serial number,
the filing date, and the information

- furnished by the contractor under

paragraph (d) of the clause at 52.227-10,
Filing of Patent Applications—Classified
Subject Matter, shall promptly submit
that information to personnel having

cognizance of patent mmaiters in order
that the steps necessary to ensure the
security of the application may be taken.
(d) A request for the approval referred
to in paragraph (c} of the clause at
52.227-19, Filing of Patent Applications—
Classified Subject Matter, must be
considered and acted upon promptly by
the contracting officer in order to avoid
the loss of valuable patent rights of the
Government or the contractor.

27.207-2 Clause for classified contracts.
The contracting officer shall insert the
clause at 52.227-10, Filing of Patent
Applications—Classified Subject
Matter. in all classified solicitations and
contracts and in ail solicitations and

-contracts where the nature of the work

or ¢lassified subject matter involved in
the work reasonably might be expected
to result in a patent application
containing classified subject matter.

SUBPART 27.3—PATENT RIGHTS :
UNDER GOVYERNMENT CONTRACTS

27.300 Scope of subpart.

_.This subpart prescribes policies,
procedures, and contract clauses with
respect to inventions made in the
performance of work undera
Government contract or subcontract
thereunder if a purpose of the contract
or subcontract is the conduct of
experimental, developmental, or
research work, except to the extent
statutory requirements necessitate
different agency policies. procedures.
and clauses as specified in agency
supplemental regulations.

27.301 Definitions.

“Invention.” as used in this subpart,
means any inveniion or discovery that is
or may be patentable or otherwise
protectable under Title 35 of the U.S.
Code.

“Made.” as used in this subpart. when
used in relation to any invention, means
the conception or first actuai reduction
to practice of such invention.

“Nonprofit organization.” as used in
this subpart. means a domestic
university or ather institution of higher
education or an organizationof the type
described in section 301{c){3] of the
Internal Revenue Code of 1954 (28 U.S.C.
501{c)) and exempt from taxation under
section 501(a) of the Internal Revenue
Code (26 U.S.C. 501(a)), or any domestic
nonprofit scientific or educational
organization qualified under a Stata
nonprofit organization statute.

“Practical application.” as used in this
subpart, means to manufacture, in the
case of a composition or product: o
practice, in the case of a process or
method: or to operate, in the cass ofa
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machine or system; and. in each case,
under such conditions as to establish
that the invention is being utilized and-
that its benefits are, ta the extent
permitted by law or Government
regulations, available to the public on
reasonable terms.

“Small business firm.” as used in this
subpart. means a domestic small
business concern as defined at 15 U.S.C.
632 and implementing regulations of the
Administrator of the Small Business
Administration. (For the purpose of this
definition, the size standard contained
in 13 CFR 121.3-8 for small business
contractors gnd in 13 CFR 121.3-12 for
small business subcontractors wiil be
used. See FAR Part 19]

“Subject invention,” as used in thls
subpart, means any invention of the
contractor conceived or first actually
reduced to practice in the performance
of work under a Government contract.

27.302 Policy.

(a} Introduction. (1} The policy of this
section is based on 35 U.S.C. Chapter 18
(Pub. L. 96-517). OMB Circular A-124,
and the Presidential Memorandum on
Government Patent Policy to the Heads
of Executive Departments and Agencies
dated February 18, 1983. The objectives
of this policy are to use the patent
- system to promote the utilization of
inventions arising from federally
supported research or development; to
encourage maximan: participation of
industry in federally supported research
and development efforts; to ensure that

these inventions are vsed in & manner to-
promoie free competition and enterprise;

to promote the commercialization and
public availability of the inventions
made in the United States by United
States industry and lahor; to ensure that
the Government obtains sufficient rights
_ in federally suppertzd inventions to

meet the needs of the Government and
protect the public against nonuse or
unreasanabie use of inventions: and to
minimize the costs of admlmsier-ng
policies in this area.

{2} Some agencies are subject, in
whole cr in part. to one of the following

statutes, which require that information .

as io uses, preducts. processes. patents,
or other developments "be available to
the general public™: 31 U.S.C. 666, 22
U.5.C. 2572, 50 U.S.C. 167b. 30 U.S.C.
©51{c}, 30 U.8.C. 937{b), 20 U.S.C, App.
302(e); 30 U.8.C. 1228, and 15 U.S.C.
1395{c). Such agencies shall generally
us€ the clauses herein allowing tiile to
patents io be retained by the contractor,
and the related procedures.

{b) Contractor right to elect title.
Under the policy set forth in paragraph
{a} above, each contractor may, after
disclosure to the Government as

required by the patent rights clause
included in the contract, elect to retain

-title to any invention made in the
performance of work under the contract.
To the exteni an agency’s statutory
requirements necessitate a-different
policy, or different procedures and/or

- contract clauses 1o effegtuate the policy
sei forth in paragraph (a} above, such
policy, procedures, and clauses shall be
contained in or expressly referred to in
that sgency's supplement to this
.subpart. In addition, a contract may
provide ctherwise (1) when the contract
is for the operation of a Government-
owned research or production facility,
(2) in exceptional circumstances when it
is determined by the agency that
restriction or elimination of the right to
retain title in any subject’invention will
better promote the policy and objectives
of 35 U.5.C. Chapter 18 and the
Presidential Memorandum, or {3) when
it is determined by a Goyernment
authority which is authorized by statute
or Executive Order to conduct {oreign
intelligence or counterintelligence
activities that the restriction or
elimination of the right to retain title to
any subject invention is necessary to
protect the security of such activities. In
those instances when the Government
has the rizht to acquire title st the time
of contracting’the contractor may,
nevertheiess, request greater rights to an

_ identified invention. (See 27.304-1{a).}
The right of the contractor to retain title
shall. in any ¢vent, be subject to the
provisions of paragraphs {c} through (g)
below uniess for contracts with other
than small business or nonprofit
organizations the agency determines
before contract award that all or
portions of these provisions may be
modified, waived, or ommed (See
27.304-1{).) '

(¢} Government license. The
Government shall have [unless provided
otherwise in accordance with 27.304-
1{f)) at least a nonexclusive,
nontransferable. irrevocable. paid-up
license to practice, or have practiced for
or on behall of the Uniled States. any
subject invention throughout the world;
and may, if provided in the contract {see
‘Alternate I of the applicable patent
rights clause), have additional rights to
sublicense any foreign government or
international organization pursuant to
exising treaties oragreaments”
identified in the contract. and any feture
treaty or agreement.

{d) Government right to receive title.
(1) The Government has the right to
receive title to any invention if the
contract so prowdes pursuant to a
determinatior made in accordance with
subparagraph (b){1), (2); or {3} above. In
addllmn to the extent provided in the

right 1o receive title ir those countries

* patent rights clause, the Government

has the right to receive title to an vy

invention—
(i) f the contractor has not disclosed

- the invention withif the tune apec:ﬁed

in the clause;
{ii} In any country wherethe

_ contracior does not elect to retain rights

or fails to elect to retain rights to the
invention within the time specified in
the clause;

(iii} In any country where the
contractor has not filed a patent
application within the mne speclf ied in
the clause; .

(iv) In any country where the
coniractor decides not to continue
prosecution of a patent application, pay
maintenance fees, or defend in a
reexamination or opposition proceeding
on the patent; and/or '

(v]) In any country where the
contractor no longer desires to retain

title.

(2) For the purposes of this paragraph,
election or filing in a European Patent
Office Region or under the Patent
Cooperation Treaty constitutes election
or filing in any country covered therein
to meet the times specified in the clause,
provided that the Government has the

not subsequently deswna!ed by the
contractor.

‘(e) Utilization reports. 'U'xless
provided otherwise in accordanze with
27.304-1{f). contracts provide that the
Government shall have the right to
require periodic reporting on the ',
utilization or efforts at obtaining
utilization that are being made by the
contracior or its licensees or assignees.
Such reporting by small business firms
and nonprofit organizations may be
required in accordance with instructions
as may be issued by the Department of
Commerce. Agencies should protect the
confidentiality of utilization reports to.
the extent permitted by 35 U.5.C. 205 or
other applicable iaws and OMB Circular
A-124,

{f) March-in rights. (1) With respect 10
any subject invention in which a
contractor has acquired title, contracts

- provide that the agency shall have the

right {unless provided otherwise in
accordance with 27.304-1({')} to require
the contractor, an assignee, or exclusive
licensee of a subject invention to.grant »
nonexclusive, parhal]y exclusive. or

_. exclusive license in any field of use to 3
responsible applicant or applicants,

upon terms that are reasonable under
the circumstances, and if the centractor;.
assignee, or exclusive licensee refuses
such request, to grant such a Jicense
itself, if the agency de.e*mmes that such
aclion is necessary-—

/
e

!
. J
S
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(i) Because the contractor or asslgnee ‘

. has not taken, or is not expected to lake-

within a reasonable time, effective steps
to achieve practical application of the
subject invention in such field of use; -

- {ii) To alleviate health or safety needs -

which are not reascnably satisfied by -
the contractor, assignes. ot their -
licensees;

. {(iii}) To meet requirements for public
use specified by Federal regulations and

. such requirements are not reascnably -

satisfied by the contractor, assignee, or
licensees; or

(iv) Because the agreement requlred
by paragraph {g) below has néither been
obtained nor waived, or because a’
licensee of the exclusive right to use or -
sell any subiect invention in the United
States is in breach of its agreement -
obtained pursuant to paragraph (g}
below.

(2) This right of the agency shall be-.
exercised only after the contractor has
been provided a reasonable time to
present facts and show cause why the
proposed agency action should not be
taken, and afforded an opportunity to
take appropriate action if the contractor
wishes to dispute or appeal the
proposed action, in accordance with

© 27.304-1(g).. -

(g} Preference for United Stales
industry. Unless provided otherwise in
accordance with 27.304-1(f), contracts

- provide that no contracter which

receives title to any subject invention

- and-no assignee of any such contractor

shail grant to any person-the exclusive -
nght to use or sell any subject invention
in the United States uniess such persen
agrees that any products embodying the
subject invention or. produced through

. the use of the subject invention wiil be

manufactured substantially in the
United States. However. in individual
cases. the requirement for such an
agreement may be waived by the agency
upon a showing by the contractor or
assignee that reasonable but
unsuccessful efforts have been made lo
grant licenses on similar terms to
potential licensees that would be likely
to manufacture substantially in the
United States or that under the
circumstances domestic manufacture is
not commercially feasible.

th) Minimum rights to contractor. (1)
When the Government acquires title ta a
subject invertion, the contracior is
normally granted a revocable, '

zonexclusive, royalfy-free license to that

invention throughout the world. The.
contractor's license extends to:its -
domestic subsidiaries and affiliates, if
any, within the corporate structure of -
which the contractor is a part and -
includes the right to grant sublicenses of

_the same scape to the extent the - -

contractor was legally obligated-to do 5o
at the time the contract was awarded.
The license is transferable only with the
approval of the contracting officer
except when transferred to the
successor of that part of the contractor’s
business to which the mventlon
pertains.

{2) The contractnr 8 domestic llcense

.may be revoked or modified to the

extent necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in
accordance with the applicable
provigions in the.Federal Property

* Management Regulations and agency

licensing regulations. This license will
not be revoked in that field of use or the
geographical areas in which the
contractor has achieved practical

_application and continues to make the

benefits of the invention reasonably

" accessible to the public. The license in -

any foreign country may be revoked or
modified to the extent the contractor, its
licensees, or its domestic subsidiaries or
affiliates have failed to achieve practical
application in that countty. See the

‘procedures at 27.304-1(e).

(i} Confidentiality of inventions. The

. publication of information disclosing an
- invention by any party before the filing

of a patent application may create a bar
ta a valid patent. Accordingly, 35 U.5.C.
205 and OMB Circular A-124 provide
that Federal agencies are authorized to

' withhold from disclosure to the public

information disclosing any invention in
which the Federal Goverriment owns or

. may own a right, title, or interest
fincluding a nonexclusive license) for a

reasonable time in order fora patent
application to be filed. Furthermore,
Federal agencies shall not be required to
release copies of any document which is
part of an application for patent filed-
with the United States Patent and
Trademark Cffice or with any foreign
patent office. The Presidential
Memorandum on Government Patent
Policy specifies that agencies shouid
protect the confidentiality of invention
disclosures and patent applications
required in periormance or in
consequence of awards to the extent
permitted be 35 US.C. 205 or other

‘applicable laws.

27.303 Ceral:t c!ames.

In contracts {and solicitations
therefor} for experimental,

developmental, ar research work {but

gee 27.304-3 regarding contracts for

" construction work or architect-engineer
' gervices), a patent rights clause shall be

inserted as follcws:
{a} (1) The contracting officer shail
insert the clause at 52.227-11, Patent

Rights—Retention by the Contractor
(Short Form), if all the following
conditions apply:

(i) The contractor is a small business
concern or nonprofit organization as
defined in 27.301 or, exgept for contracts
of the Department of Defense (DOD), the

. Department of Energy (DOE), or the
" National Aeronautics and Space

Administration (NASA), any other type
of contractor.

(ii} No alternative patent rights clause
is used in accordance with paragraphs
(¢) or (d) below or 27.304-2.

{2} To the extent the information is not
required elsewhere in the contract, and

_unless otherwise specified by agency

suppiemental regulations, the
contracting officer may modify
paragraph (f) of the clause ta require the
contractor to do one or more of the

. following: -

' {i) Provide periodic (but not more
frequently-than annually} listings of all
gubject invéntions required to be
disclosed during the penod covered by
the report.

" {ii) Provide a report prlor to the
closeout of the contract listing all
subject inventions or stating that there
were none.

(iii} Provide notifi cation of all

" subcontracts for experimental,

developmental, or research work.

{iv) Provide. upon request, the filing
date, serial number and title; a copy of
the patent apphcatlon. and patent
number and issue date for any subject
invention in-any country in which the
contractor has applied for patents.

{v) Furnish the Government an
irrevocable power to inspect and make

" copies of the patent application file.

(3) If the acquisition of patent rights
for the benefit of a foreign government is

- required under a treaty or executive
agreement or if the agency head or a

designee determines at the time of

- contracting that it would be in the

national interest to acquire the right to
sublicense foreign governments or
international organizations pursuant to
any existing or futnre treaty or
agreement, the contracting officer shall
use the clause with its Alternate L.

. (b) (1) The contracting officer shall
insert the clause at 52.227-12. Patent

" Rights—Retention by the Contractor

{Long Form), if all the following .
conditiona apply:
{i} The contractor is other than a small

‘business firm or nonprofit organization.

(ii) No altemmative claunse is used in
accordance with paragraph (c) or d}
below or 27.304-2. i

(iii} The contracting agency is one of
those excepted under subdivision

: {a][l]{l) above
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(2) If the aceuisition of patent rights
for the benefit of a foreign government is
required under a treaty or excculive
agreement or if the agency head or a
designee delermines at the time of
contracting that it would be in the
national interest to acyuire the right to
sublicense foreign governments or
international oraantzations pursuant to
any existing or fulure trealy or
agreemenl, the contracling oificer skall
use the clause with its Alternate I.

(c) (1) The contracting officer shall
ingert the clause at 52.227-13, Patent

. Rights—Acquisition by the Government,
if any of the following conditinns spply:

(i} No altermative clause is used.in
accordance with subparagraph {c)(2) or
paragraph {d) below or 27.304-2.

(ii) The work is to be performed
outside the United States, its = ~
possessions, and Puerto Rico by
contractors that are not small business
firms. nonprofit organizations as defined
in 27.301. or domestic firms. For
purposes cf this subparagraph, the
contracling officer may presume that a
contractor is not a domestic firm unless
it i3 known that the firm is not foreign
owned, controlled, or influenced. {See
27.304-4(a) regarding subcontracts with
U.S. firms.} ‘ .

{2} Pursuant to their statutory
requirements, DOE and NASA may
specify in their supplemental regulations
use of a modified version of the clause..
at 52.227-13 in contracts with other than
small business concerns or nonprofit
organizations. ’

{3} If the acquisition of patent rights
for the benefits of a foreign government
is required under a treaty or executive
agreement oc if the agency head or a
designee determines at the time of
contracting that it would be in the ,
national interest {o acquire the right to
sublicense foreign governments or
international organizations pursuant to
any existing or future treaty or,
agteemenl, the contracting officer shal}
use the clause with its Allernate I,

[d) (1) If onc of the followirg applies,
the contiracting officer may insert the
clause prescribed in paragraph (a) or (b)
above ag-otherwise applicable; agency
supplemental rrgulations may provide

another clause and specify its use; or the

contracting officer shall insert the clause
prescribed in puragraph (c) above:

(i} The contract is for the operation of
a Government-owned research or
production facility.

(ii) There are exceptional
circumstances and the agency head
determines that restriction or .
elimination of the right to retain title to
any subject invention will better
promote the policy and objectives of

Chapter.18 of Title 35 of the Uniled
Slalus Cude. .

{iii) It is determined by a Covernment
authorily which is authuzized by statute
ar execulive order to conduct foreign
inteifigence or counterinteiligence
activities that restriction or elimination
af the right to retain any subject ‘
invention is necessary lo protect the
security of such activities.

(2} Any determination under
subdivision (1)(ii) above will be in
writing and accompanied by & written
statement of facts justifying the
determination. The statement of facts

will contain such infermation-as the

aganey deems relevant and, ata
minimum, will {i} identify the
organization involved, (ii} describe the
extent to which agency action restricted
or eliminated the right to retain title to a
subject invention, (iii) state the facts
and rationale supporting the agency
action, {iv} provide supporting .
documentation for those facts and
rationale, and {v} indicate the nature of
any objections to the agency action and
pravide any documentation in which
those objections appear. In the case of
contracls with small
ar nonprofit organizations, a copy of
each such determination and written
statement of facts will be sent to the
Comptrotler General of the United
States within 30 days after the sward of
the applicable funding sgreement. in the
case of coniracts with small business
concerns, copies will also be sent to the
Chief Counsel for Advocacy of the Small
Business Administration. :

(#) To qualify for the clause at 52.227-
11, a prospective contractor may be

‘required by the agencies excepted under
subdivision {a)(1)(i) above to certify that ;

it ia either a small business firm or a
nonprofit organization. If one of these
agencies has reason to question the
status of the pruspective contractor, the
agency may file a protest in accordance
with 13 CFR 121.3-5 if small business
firm status is questioned or require the

- prospective contractor to furnish

evidence of its status &s a nonprofit
orgarization.

(f) The Alternates to the clauses at
52.227-11, 52.227-12, and 52.227-13, as
applicable, may be modified by deleting
the reference to future treaties or
agreements or by otherwise more
narrowly defining classes of future -
treaties or agreements. It may also.be
modified ta make clear that the rights
granted to the foreign government or
international organization may be for
additional righls beyond a license or
sublicense if so required by the
applicable treaty or intemational
agreement. For example, in some cases
exclusive licenses or even assignment of

usiness concerng

- coinventor may transfer or reassign

title in the foreign ¢ouniry involved -
might be required. In addition. the
Alternate may be modifizd to provide
for direct licensing by the contractor of - .
the foreign guvernment or internativnal .
organization.

27.304 Procedures.

© 272.304-1 General. -

{a) Greater rights determinations.
Whenever the contract conlains the
clause at 52.227-13, Patent Rights—
Acquisition by the Governmaent, the
contractor (or an employee-inventor of
the contractor after consultation with
the contractor] may request greater
rights to an identified invention within =
the period spccified in such clause.
Requests for greater rights may be
granted if the agency head or designee
determines that the intereats of the
United Slates and the general public will
be better sérved thereby. In making such
determinations, the agency head or
designee shall cansider at least the
following objectives:

{1) Promoting the utilization of
inventiony arising from federally
supported research and development.

(2] Ensuring that inventions are used
in a manner to promote free competition U
and enterprise. -

{3) Promoting public availability of
inventions mada in the United States by
United States industry and labor.

{4} Ensuring that the Government
obtains sufficient rights in federally-
supported inventions to meet the needs
of the Government and protect the

_public against nonuse or unreasonable

use of inventions. ,

{b) Retention of rights by inventor. lf
the contractor does not elect to retain
title to a subject invention, the agency
may consider and, after consultation
with the contractor, grant requests for
retention of rights by the inventor.
Retention of rights by the inventor will
be subject to the conditions in
paragraph (d) [except subparagraph
{(d)(1)), subparagraph {f){4), and
paragraphs {h), {i), and {j} of the
applicable Patent Righls—Retention by
the Contractor clause.

[c) Government ussiynment to
contractor of rights in Government

- employees’ inventions. When a -

Government employee is a coinventor of
an invention made under a cantract with

" a smal business firm or nonprofit

organization, the agency employing the

whatever right it may acquire in the
subject invention from its employee to
the contractor, subject to the conditions
of 35 U.S.C. Chapter 18 and OMB
Circular A-124. .
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(d} Additional requirements. (1) If it is
desired to have the right to require any -
of the following, the contract shall be
modified to require the contractor to do
one or more of the following:

(i) Provide periodic {but not more
frequently than annually) listings of ail
subject inventions required to be
disclosed during the period covered by
the report. -

- {ii) Provide a report prior to the
closeout of the coatract listing all
subject inventions or stating that there
were none. .

{iif} Provide notification of afl
subcontracts for experimental,
developmental, or research work. = -

(iv) Provide upon request, the filing
date, serial number and title; a copy of
the patent appiication; and patent
number and issue date for any subject
invention in any country in which the
contractor has applied for patents.

(v] Furnish the Government an -
irrevocable power to inspect and make
copies of the patent application file,

(2) To the extent pravided by such
meodification (and automatically under
the terms of the clauses at 52.227-12 and
-13}, the contracting officer may require
the contractor to— .

- (i) Furnish a copy of each subcontract
containing a patent rights clause (but if

a copy of a subcontract'is furnished
under another clause, a duplicate shalt
not be requested under the patent rights
clause); ) ‘

(ii} Submit interim and final invention -
reports listing subject inventions and

‘notifying the contracting officer of ail
subcontracts awarded for experimental,
developmental, or research work;

{iii) Submit {nformation regarding the
filing date, serial number and title, and,
upon request, a copy of the patent
applicaticn, and patent number and
issue date for any subject invention in
any country for which the contractor has
retained title; and ——

(iv} Sitbmit periodic reports on the
utilization of a subject invention or on

_ efforts at obtairing utilization that are .

being made by the contractor or its
licengees or assignees.

{3) The contractor is required to
deliver to the eontracting officer an -

. instrument cenfirmatory of all rights to

which the Government is entitled and to-

furnish the Government an irrevocable

power to inspect and make copies of the

patent application file. Such-delivery
~should normally be made within &

months after filing each patent
"application, or within 6 months after

submitting the invention disclosure if the
- application has been previously filed.

{e) Revocation or modification of

_contractor’s minimum rights. Before

revocation or modification of the

contractor's license in accordance with
27.302(h)(2). the contracting officer will
furnish the contractor a written riotice of
intention to revoke or modify the
license, and the contractor will be
allowed 30 days (or such other time as
may be authorized by the contracting
officer for good cause shown by the
contractor) after the notice to show
cause why the license should notbe
revoked or modified. The contraetor has
the right to appeal, in accordance with
applicable provisions in the Federal
Property Management Regulations and -
agency licensing regulations, any
decisions concerning.the revocation or
modification.

{f)-Modification, waiver. or omission

of rights of the Government or

obligations of the contractor. {1) In
contracts not subject to-35.U.5.C.
Chapter 18, an agency may modify,

. waive, or omit, in whole or in part, any

of the rights of the Government or
obligations of the contractor described
in 27.302{c) through (h) if the agency
head or designee determines at the time
of contracting (i) that the interests of the
United States and the general public will
be better served thereby as, for

. example. where this i3 necessary to

obtain 2 uniquely or highly qualified
contractor, or (i) that the contract
involves cosponsored, cost sharing, or
joint venture research and development,
and the contractor, cosponsor, or joint
venturer is making a substantial
contribution of funds, facilities. or
equipment ‘o the work perfarmed under
the contract. ‘ .

(2} Any modification, waiver, or
omission of the rights of the Government
shall be in writing and accompanied by
a written statement of facts justifying
the determination. Inasmuch as these
rights are normally considered the
minimum rights necessary to pratect the
interests of the United States and the
generat public under the policy and
gbjectives of 27.302(a}(1), such

" statement must specifically—

(i} Describe the extent to which the
Government’s rights are to be medified,
waived, or omitted:

(i) State the facts and rationale for

‘such modification, waiver, or omission;

and

(iii} Include a statement as to why the
interests of the United States and the
general public will be better served by
such modification, waiver, or omission .
under the policy and objectives of
27.302{a)(1), with particular emphasis on
(A) ensuring that the Government
obtains sufficient rights to meet its -
needs competitively. and at the lowest
cost when relinquishing the-
Government's royalty-free license rights.
{B) protecting the public against nonuse

or unreasonable use of inventions
arising out of the contract whan -
relinquishing march-in rights intended to
prevent suppression of such inventions
and to assure their availability to meet
heaith or safety needs or regulatory
requirements, and {C) promoting the
public availability of such inventions
through commercialization by United
States industry and labor.

(g) Exercise of march-in rights. The_
following procedures shall govern the

" exercise of the march-in rights set forth

in 35 U.5.C. 203. paragraph (j) of the
Patent Rights—Retention by the -
Contractor clauses. and subdivision
{c){1}{ii) of the Patent Rights—
Acquisition by the Government clause:
{1) When the agency receives
information that it believes might
warrant the exercise of march-in rights,
before initiating any march-in
proceeding in accordance with the
procedures of subparagraph (2) below, it
shall notify the contractor in writing of
the information and request informal
written or oral comments from the
contractor. In the absence of any
comments from the contractor within 30
days the agency may, at its discretion,
initiate the procedures below. If a

- comment ig received, whether or not
_ within 30 days, then the agency shali,

within 60 days after it receives the
comment, either initiate the procedures
beiow or notify the confractor.in

- writing, that it will not pursue march-in

rights based on the information about
which the contractor was notified.

- {2) A march-in proceeding shail be
initiated by the issuance of a written
notice by the agency head or a designee
to the contractor and its assignee or

" exclusive licensee, as appiicable. stating

that the Government has determined to
exercise march-in rights. The notice
shall state the reasons for the proposed
march-in in terms sufficient to put the
contractor on notice of the facts upon
which the action is based. and shall
specify the field or fields of use.in which

" the Government is considering requiring

licensing. The notice shail advise the
contractor, assignee. or exclusive
licensee of its rights as set forth in 33.011

. and in any supplemental agency

regulations or procedures. The
detertination to exercise march-in
rights shall be made by the contracting
officer, as a final decision for purposes -
of the Contract Disputes Act in

. accordance with 33.011-

(3) These procedures shall also apply -
to the exercise or march-in rights
against inventors receiving title to
subject inventions under 35 11.5.C. 202{d)
and, for that purpose, the term
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“contractor” as used hereip shall be
deem_i%e 1o incinde the inventor.

(4) coniractor, agsignee, or
exclusive licensee will not be required
to grant a license and the Government
will not grant any license until after
gither [i} 80 days from the date of the
contracior's receipt of the contracting
officer's decisiom, if no appeal of the
decision has been made 1o & Board of
Contract Appeals and if no action hae
been brought under 41 U.S.C. 609 within
that time, or (i5} the board or court bas
made a final decision, in cases when an
appeal or action has been brought
within 8¢ days of the contracting
officer's decision.

(h) Licenses and assignments under
contracts with nonprofit organizations.
If the contractor is a nonprofit )
organization, the clause at 52.227-11
provides that certain contractor actions
require agency approval, as specified
below. Agencies shall provide
procedures for obtaining such approval,

{1) Rights to a subject invention in the
United States may not be assigned '
without the approval of the contracting
agency, except where such assignment
is made to an organization which has as
one of its primary functions the
management of inventions and which is
not, itself, engaged in or does not hold a
substantial interest in other

organizations engaged in the -

‘manufacture or sale of products or the
use of processes that might utilize the
invention or be in competition with
embodiments of the invention {provided
that such assignee will be subject to the
same provisions as the contractor).

(2} The contractor may not gramnt
exclusive licenses under United States
patents or patent applications in subject
inventions to persons other than small
birsiness firms for a period in excess of
the earlier of— - o

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

(ii) Eight years from the date of the
exclusive license excepting that time
before regulatory agencies necessary to
obtain premarket clearance, unless on a
case-by-case basis the contracting
agency approves a longer exclusive
license. If exclusive field of uee licenses
are granted, commercial sale or use in
one field of use will not be deemed
commercial sale or use as 10 other {ieids
of use, and a first commercial sale or
use with respect to a product of the
invention wil! not be deemed 10 end the
exciusive period to different subsequent
products covered by the invention.

27.304-2 Contracts piaced by or for other
Government agencies.

The following procedures apply unless
agency agreements provide otherwise:

{a} When a Governiment agency
requests another Government agency to
award a contract on its bebalf, the
reques! should explain any special
circumstances surrounding the contract
and specHy and furmish the patent rights
clause to be used. Normally, the clause
will be in accordance with the pelicies
and procedures of this subpast. If,
however, the request states that a clause

of the requesting agency is reguired {e.g.,

becarse of statutory requirements, a
deviation, or exceptianal circurnstances)
that clause shall be used rather than
those of this subpart.

(1) If the request states that an agency
clause is required and the work to be
performed under the contract is not
severable and is funded wholly ar in
part by the agency, then that agency
clause and no other patent rights clause
shall be included in the contract.

{2]) If the request states thal an agency
' clause is required, and the work to be

performed under the contract is
severable and is only in part for the
Trequesting agency, then the work which
is on behalf of the requesting agency
shall be identified in the contract, and

. the agency clanse shall be made

applicable 1o that portion. In such™
situations, the remaining portion of the
work {for the agency awarding the
contract) shallfikewise be identified
and the appropriate patent rights clause
(if required) shall be made applicable to
that remaining portion.

{3) If the request states that an agency
clause is not required in any resulting
contract, then the appropriate patent
rights clavse shall be used, if a patent _

- rights clause is required.

{b] Where use of the specified clause,
or any modification, waiver, or omission
of the Government's rights under any
provisions therein, requires a written
determination, the reporting-of such
determination, or a deviation, if any
such acts are required in accordance

“with 27.302(d}(2). 27.304-1(f)(2), or 1.4, it
shall be the responsibility of the
requesting agency to make such
determination, submit the reguired
reports, and obtain such deviations, in
consultation with the contracting
agency, unless otherwise agreed”
between the contracting and requesting
agencies. However, a deviation to a
apecificd clause of the requesting
agency shall not be made without prior
approval of that agency.

{c) The requesting agency may
require, and provide instructions
regarding, the forwarding or handling of
any invention disclosures or other
reporting requirements of the specified
clauses. Normally the requesting agency
shall be responsible for the handling of
any disclosed inventiens, including the

filing of patent spplicatians where the  /
Governmenit receives title, and the
costody, control, and licenwing thereof,
unieys provided otherwise m the
instructions or cther agreements with

the contracting egency.

27.304-3 Comtracts for construction work

-or architect-enginesr services, -

(a) If & solicitation or contract for
coostroction work or archilect-engineer

-gervieces has as a purpose the

performance of expetimental,
developmental, or research work or test
and-evaluation sicdies irochving sach
work and calls {or, or can be expected

"to involve, the design of a Govermment

tacility or of covel structares, machines,
products, naaterials. processes, or
equipment {incloding construction
equipment)}, it shzll inclade & patent
rights clause selected in accordance
with the policies and procedures of this
Subpart 27.3, . '

(b} A solicitation or contract for
constroction work or architect-engineer
services that calls for orcan be -
expected to involve on/y "standard
types of construction™ to be built by
previously developed equipment,
methods, and procosses shall not
include a paicnt rights clause, The tenn
“standard types of construction™ means
construction in which the distinctive
features, if any, in all iikelihood will
amount to no more than—

{1) Variations in size, shape, or
capacity of ciberwise structurally
orthodox and conventicnally acting

- structures or structural groupings; or

{2) Purely ariistic or esthetic [as - -
distinguished from functionally
significant) architectural configuratiamns
and desigrs of both structuzal amd
nonstruciaral members or groupings,
which mzy or niay not be sufficiernly
novel or meritorious to qualify for
design protection under the design
patent or copyrieht laws,
27.304-4 Subcontracis.

{a) The policies and procedures
covered by this subpart apply to all
coniracts at any tier. Hence, a
contractor awarding a subcontract and &
subcontractor awarding a lower-tier
subcontract that has as a purpose the

‘conduct of experimental, developmental,

or research work is required to
determine the appropriate patent rights
ciause to be included that is consistent
with these policies and procedures.
Generally, the clause at either 52.227-11,. J
52.227-12, or 52.227-13 is to be used and
will be =0 specified in the patent rights
clause contained in the higher-tier
contract, but the contracting officer may
direct the use of a patticular patent
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rights clause In any lower-tier contract
in aceordance with the policies and
pracedures of this subpart. For instance.
when the clause at 52.227-13 is in tha
prime contract because the work is to be
performed everseas; any subcontract
with a nonprofit organization would
contain the clause at 52.227-11.

(b) Whenever a prime contractor or a
subcontractor considers the inclusion of
a particular clause in a subcontract to
be inappropriate or a subcontractar
refuses to accept the proifered clause;
the matter shall be resolved by the
agency contracting officer in
consultation with counsel.

(c) It is Government policy that
contractors shall not use their ability to
award subcontracts as economic
leverage to acquire rights for themselves
in inventiona resulting from '

2?.3&4—5 Aﬁpeals.

 {a} The agency official initiaily

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

{1) A refusal to grant an extension to
the invention disclosure period under
subparagraph {c)(4) of the clauses at
52.227-11 and 52.227-12. )

(2) A request for a conveyance of title
to the Government under 27.302(d)(1){i}
through {v). .

(3} A refusal to grant a waiver under
27.302(g). Preference for U.S. Industry.

{4} A refuszl to approve an
assignment under 27.304-1(h)(1).

{5) A refusal to approve an extension
of the exclusive license period under
27.304-1(h){2}.

(b} Each agency shall establish and
publish procedures under which any of
the agency actions listed in paragraph
{a) above may be appesled to the head
of the agency or designee. Review at this
level shall consider both the factual and
legal basis for the action and its
consistency with the policy and
objectives of 35 U.S.C. 200-208 and this
subpart. o ,

{c) Appeals procedures established
under paragraph (b} above shall include
administrative due process procedures
and standards for fact-finding at least
comparable to those set forth in Part
13e-g of OMB Circular A-12¢4 whenever
there is a dispute as to the factual basis
for an agency request for a conveyance
of title under 27.302(d){1)(i) through (v)
including any dispute as to whether or
not an invention is a subject invention.

(d) To the extent that any of the
actions described in paragraph (a)
ahove are subject to appeal under the

Contract Disputes Act, the procedures
under that Act will satisfy the _
requirements of paragraphs (b) and (c}
above. .

27.305 Administration of patent rights
clayses. -

27.305-1 Patent rights follow-up.

- {a) It s important that the
Government and the contractor know
and exercise their rights in inventions
conceivad or first agtually reduced to
practice in the course of or under
Government contracts in order to ensure
their expeditious availability to the

. public and to enable the Government,

the contractor, and the public to avoid
unnecessary payment of royaitieg and to
defend themselves against claims and
suits for patent infringement. To attain
-these ends. contracts having a patent
Iighta clause should be so administered
that— -

{1} Inventions are identified,
disclosed, and reported as required by
the contract. and elections are made;

{2} The rights of the Government in

" such inventions are established;

{3} Where patent protection is .
appropriate, patent applications are
timely filed and prosecuted by
contractors or by the Government; _

(4) The rights of the Government in
filed patent applications are )
documented by formal instruments such
as licenses or assignments; and

{5} Expeditious commercial utilization
of such inventions is achieved.
~ {b} I a subject invention is made
under funding agreements of more than
one agency, at the request of the
contractor or on their own initiative, the
agencies shall designate one agency as
responsible for administration of the
rights of the Government in the
invention. E

.27.305-2 Follow-up by contractor,

{a) Contractor procedures. If required
by the applicable clause, the contractor
shall establish and maintain effective
procedures to ensure its patent rights.
sbligations are met and that subject

-inventions are timely identified and
disclosed. and when appropriate, patent
applications are filed.

{b) Contractor reports. Contractors
shall submit all reports required by the
patent rights clauae to the contracting
officer or other representalive -
designated for such purpoae in the
contract. Agencies may, in their

" implementing instructions, provide
spesific forms for use on an optional
basis for such reporting.

27.205-3 Follow-up by Gavernment,
(a} Agencies shall maintain
appropriate follow-up procedures to

protect the Government's interest and to
check that subject inventions are
identified and disclosed, and when
appropriate, patent applications are-
filed, and that the Government's rights
therein are established and protected.
Follow-up activitles for contracts that

jnclude a clause referenced in 27.304-2

shall be coordinated with the
appropriate agency.

(b} The contracting officer
administering the contract {or other
repregentative specifically designated in
the contract for such purpose] is
respousible for receiving invention
disclosures, reports, confirmatory
instruments, notices, requests, and other
documents and information submiited

" by the contractor pursuant to a patent
" rights clause. If the contractor fails to

furnish’ documents or information as
called for by the clause within the time
required, the contracting officer shall
promptly request the contractor to
supply the regiired documents or
information and, if the failure persists,
shall-take appropriate action to secure
compliance. Invention disclosures,
reports. confirmatory instrurnents,
nofices, requests, and other decuments
and information relating to patent rights
clauses shall be promptly furnished by
the contracting officer-administering the
contract {or other designee] to the
procuring agency or contracting activity
for which the procurement was made for
appropriate action,

{c) Contracting activities shall
establish appropriate procedures to
detect and correct failures by the
contractor to comply with its obligations
under the patent rights clauses, such as
failures to disclose and report subject
inventions, both during and after
contract performance. Ordinarily a
contractor should have written
instructions for its employees covering -
compliance with these contract
obligations. Government effort to review
and correct contractor compliance with
its patent rights obligations shouid be
directed primarily towards contracts
that, because of the nature of the
research, development. or experimental
work or the large dollar amount spent
on such work, are mare likely to resuit
int subject inventions significant in
number or quality, and towards
contracts when there is reason to
believe the contractors may not be
complying with their contractual -
obligations. Other contracts may be
reviewed using a spot-check method, as
feagible. Appropriate follow-up
procedures and activities may include
the investigation or review of selected
contracts or contractors by those
qualified in patent and technical matters
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to detect failures i0 compiy with
contract cbligations.
(d) Follow-up activities should
include, where appropriate, use of
. Gavammentpamnt personnel—
{2) To interview agency technical
personnel o identify novel
. developments made in contracis;

{Z] To review technical reports
submitied by contractors mﬂ: cosmzant
agency technical personnel; .

(3) To check the Official Gazette of
the United States Patent and Trademark
Office and other sources for patents -
issued to the contractor in fields related
to its Government contracis; and

(4) O additional information is
required, to have cognizant Government .

.personnel interview contractor. |
persomnel regarding work under the
contract involved. observe the work on
site, and ingpect laboratory notebooks
and cther records of the contractor
related to work under the contract.

{e) I it is determined that a contracior
or subcontractor does not have a clear
understanding of the rights and
obligations of the parties under a patent
rights clause, or that its procedures for
complying with the clause are deficient,
a post-award orientation conference or
letter should ordinarily be used 1o
explain these rights and obligations {see
Subpart 42.5). When a contractoer fails to
establish, maintain, or follow eflective

_procedures for identifying. disclosing,

and, when appropriate, filing patent
applications on inventions (if such

- procedures are required by the patent
rights clause), or after appropriate notice
fails to correct any deficiency, the
contracting officer may require the -
contractor to make available for -
examination books, records, and

" documents relating to the contractor's

inventions in the same field of 7

tecknology as the contract effort to
enable a determination of whether there
are such inventions and inay invoke the

withholding of payments provision (i

any) of the ciause. The withholding of
payments provicion [if any) of the patent
rights clause or of any other contract

. clause may also be invoked if the

contractor {aiis to disclose a subject
invention. Significant or repeated
failures by @ contractor io comply with
the patent rights obligation in iis
contracts shail be documented and
made a part of the general file {sce
4.801(c)(3)). '

27.305-4 Conveyance of invention rights
acquired by the Government.

{a} Agencies are responsible for those
procedures necessary to protect the
Government's interest in subject
inventions. When the Government
acquires the entire right, title, and

interest in an invention by contract. this
is normaly accomplisbed by an
assignment either from each inventar o

. $he contractor and from the contractor

to the Government, or from the inventor
1o the Covernment with the consent of
the contractor. so that the chain of tifle

4rom the inventor to the Government is

clearly established. When fhe
Government's rights are limited toa
license, there should be a con.ﬁrmetory
instrument to that effect. ;

{b) The form of conveyance of title
from the inventor to the contractor mus!
be legally sufficient to convey the rights
the contractor is required to convey to
the Government. Agencies may, by
supplemental instructions. develop
suilable assignments, licenses, and other
papers evidencing any rights of the
Government in patents or patent
applications, including such instruments
as may be required to be recorded in the
Statutory Register or documented in the
Government Register maintained by the
U.S. Patent and Trademark Office
pursuant to Executive Order 8424,
February 18, 1944.

27.305-5 Publication or release éf
invention disciosures.

{a) In accordance with the policy at
27.302(1), to protect their mutual
interests, contraclors and the
Government should cooperate in-

= deferring the publication or release of

invention disclosures until the filing of
the first patent application, and use their
best elforts to achieve prompt filing
when publication or release may be
imminent. The Government will, on its |
part and to the extent authorized by 35 -

* 1.8.C. 205, withhold from disciosure to

the public any invention disclosures_

reported under the patent rights clauses

of 52.227-11, 52.227-12, or 52.227-13 for a
reasonable time in order for patent
applications 1o be filed. The policy in
27.302(i) regarding protection of
confidentiality shall be followed.

{b]"The Government will also use
reasonable efforts to withhold from
disclosure to the public for a reasonable
time other information disclosing a
reported invention included in anv data
delivered pursuant to cantract
requirements; provided, that the
contractor notifies the agency as to the
identity of the data and the invention to
which it relates at the time of delivery of
the data. Such notification must be to
both the contracting officer and any
paient representative to which the
invention is reported, if other than the
contracting officer. -

27.306 Licensing background patent
rights to third parties.

{a} A contract with a smail business
firm or ronprofit organization will not

. contain & provision allowing the

Government io reguire the licensing to .
third parties of inventions owned by the
contractor that are not subject ]
invertions wnless such provision has
been approved by the agency head and
writlen justification has been-signed by
theagency head. Any such provision
will clearly state whether the licensing
may be reguired in conrection with the
practice of a subject invention, a
specifically identified work-object, or
both. The agency head may not delegate
the authority to approve soch previsions
or 10 sign justifications required for such
provisions.

{b} The Government will not require
the licensing of third parties under any
such provision unless the agency hend
determines that the vse of the invention
by others is necessary for the practice of
a subject invention or for the use of a
work object of the contract and that
such actionis necessary to achieve the
practical application of the subject
invention or work object. Any such
determinaticn will be on the record after
an opportu nity fora neaang. and the .
contractor shall be given notification of ./
the determination by certified or
registered mzil. The notification shall .
include a statement that any action
commenced for judicial review of such -
determinaticn must be brought by the
contractor within 60 days afler the
notification. ‘
SUBPART 27.4—RIGHTS IN DATA AND
COPYRIGHTS ™ -

27 451 General ' -
T ltis necessary for Govemment

- departments and agencies. in order to

carry out their missions and programs,
to acquire or obtain access to many
kinds of data developed under or used
in performing their contracts. Such data
are required in order tc obtain
competition among suppliers; to meet
acquisition needs; to ensure logistic
support; to fulfill certain responsibilities
for disseminating and publishing the
results of their activities; to ensure
appropriate use of the results of
research. development, and
demonstration activitiés: and to meet
other programmatic and statutory
requirements. At the same time, the
Government recognizes that its
contractors.may have a property right or
other valid economic interest in ceriain
data resulting from private investment,
snd that the protection from
vnauthorized use and disclosure of this

pS— d
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‘data, and other data made available to
.the Governmerit for use, is required in
order to preclude the compromise of
such property right or economic interest,
jeopardizing the contractor's commercial
position, and impairment of the’
" Government's ability to obtain access to
or use of such data. Protecting this data
is therefore necessary to encourage
qualified contractors to participate in
Government programs and apply
innovative concepts to such programs.
Spegific agency regulations shal} be
framed in light of the above
considerations to strike a balance
between the Government's need and the
contractor’s economic interest.
SUBPAR’I‘ 27.5—RESERVED

SUBPAHT 27.6—FOREIGN L!CENSE
AND TECHNICAL ASSiSTANCE
AGREEMENTS

27.601 General.

Agencies shall provide all necessary
rules and regulations as are required for
the proper application of the laws and
policies of the U.S. Govemment
.regarding—

(a) Elimination in agreements between
domestic concerns and forzign '
governments or foreign concerns of
charges for the use of patents in which
the U.5. Government has a royalty-free
license or of charges in agreements for
the use of data that the U.S. Gévernment-
has a right to use and disclose to others,
that is in the public domain, or that was
acquired by the US, Government with
the unrestricted right to use, duplicate,
ar disclose and to have or permit others
todoso;

{b) Foreign !lcense and techmcal
assistance agresments between the U.S.
Covernment and United States domestic
concerns;

(c) Guidance on negaotiating contract
prices and terms concerning patents and
data, including royalties, in contracts
between the U.S. Government and a
foreign government or foreign concern;
and

(d) Regulations and guidance on

_controls on the exportahon of data

such as arms or munitions of war, and
guidance on reviews of agreements
involving such data {see 22 CFR 124},

PART 31—CONTRACT COST
PRINCIPLES AND PROCEDURES

31.205-18 [Amended]

186. In subsection 31.205-18,
paragraphs (c}{1)(i) and (c](1)(v} are
amended by changmg ‘$4 million”
read "$4,400,000", and paragraph
{c)(1)(ii} is amended by changing
“$500,000" to read "$550,000".

PART 52~SOLICITATION
PROVISIONS AND CONTRACT
CLAUSES

17, The table of contents for Part 52is
amended by adding the fo!lowmg
entries:

- 3 - L L

52.227-1 Authorization and Consent.
52.227-2 Notice and Assistance Regarding
Patent and Copyright Infringement.

52.227-3 Patent Indemnity.

52.227-1 Patent !ndemmly—-—Cons‘truchon
Contracts, :

52,227-5 Waiver of Indemnity. '

52227-8. Royalty Information.

52.227-7 Patents—Notice of Government
Licensee.

52.227-8 Reporting of Royalties (Foreign).

52.227-8 Refund of Royalties.

$2.227-10 Filing of Patent Applications—
Classified Subject Matter.

52.227-11 Patent Rights—Retention by the
Contractor (Short Form).

52.227-12 Patent nghts——Retentmn by the
Contractor {Long Form).

52.227-13 Patent Rights—Acquisition by the
Governmenlt.

- - - - -

Authority: 40 U.S.C. 486{c); Chapter 137, 10
U.S.C; and 42 U.S.C. 2453(c).-

18. The titles and text of subsections
52.222-40 through 52.222-44 are remuved

and reserved. .
18. In paragraph (b} of the contract

. clause at subsection 52.225-9, the last

sentence is revised to read as follows:

52.225-9 Buy American Act—Trade '

.Agreements Act—Baianca of Payments

Program.

* * * * -

{b) * * *"Contractors may not supply
a foreign end product with a total value
of $161,000 or more unless the foreign
end product is a designated country end
product (see FAR 25.401), or unless a
waiver is granted under section 302 of
the Trade Agreements Act of 1979 {see
FAR 25.402(h)).

L] * & w L3

52.227 [Removed]
20. Section 52.227 [Reserved) is

" removed.

21. Subsections 52.227-1 through

52227213 are’ added to'read as follows:

52.227-1 Authorization and Consent.

As prescribed at 27.201-2(a), insert*the
following clause:

AUTHORIZATION AND CONSE

{APR 1984)

{(a) The Government authorizes and
consents to all use and manufac?)‘ﬁm
performing this contract or any
subcontract at any tier, of any invention
described in and covered by a United
States patent (1) embodied in the
structure or composition of any article
the delivery of which is accepted by the

Government under this contract or {2}
used in machinery. taols, or methods
whose use necessarily results from
compliance by the Contractor or a
subcontractor with (i) specifications or
written provisions forming a part of this
contract or (ii} specific written ¥
instructions given by the Contracting
Officer directing the manner of
performance. The entire ljability to the
Government for infringement of a patent
of the United States shall be determined
solely by the provisions of the indemnity
clause, if any, included in this contract
or any subcontract hereunder [including
any lower-tier subcontract), and the
Government assumes liability for ail
other infringement to the extent of the
authorization and consent hereinabove
granted.

(b) The Contractor agrees to include,
and require inclusion of, this clause,
suitably modified to identify the parties,
in all subcontracts at any tier for

- supplies or services (including

construction, architect-engineer
services, and materials, supplies,
models, samples, and design or testing
services expected to exceed $25,000:
however, omission of this clause from
any subcontract, under or over $25,000,
does not affect this authorization and
consent.

{End of clause) (R 7-103.22 1961 JAN)

Alternate I (APR 1984}, The following
is substituted for paragraph [a] of the
clause:

{a) The Government authonzes and

_ consents to all use and manufacture of

any invention described in and covered
by a United States patent in the
performance of this contract or any
subcontract at any tier.

[R 7-302.21 1964 MAR)

Alternnte [T {APR 1984). The following
is substituted for paragraph (a) of the
clause:

(a] The Governme_nt authorizes and
consents to all use arid manufacture in
the performance of any order at any tier
or subcontract at any tier placed under
this contract for communication services

- and facilities for which rates, charges,- - . ... - .

and tariffs are not established by a
i{wemment regulatory body, of any
verjoyf described in and covered by a
United States patent (1) embodied in the
structyrp or compos;t:on of any article
the delfg\rgry of which is accepted by the
Government under this contract or (2)
used in machinegy, tools, or methods
whose use necessarily results from
compliance by the contractor or a
subcontractor with specifications or
written provisions forming a part of this
contract or with specific written
instructions given by the Contracting
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e e,

Officer directing the manner of
performance.
(R 7-1702.5{a) 1871 APR)

52.227-2 MHotice and Assistance
Regarding Patent and Copyright
Intringement, Vad b .
As prescribed at 27.202-2, insert the
following clause: - -
NOTICE AND ASSISTANCE REGARD-
ING PATENT .AND COPYRIGHT IN-
FRINGEMENT (APR 1984). £ .54
(a) The Contractor shall report fa the
" Contracting Officer, promptly and in
reasonable written detail, each notice or
claim of patent or copyright
infringement based on the performance
of this contract of which the Coniractor
has knowledge. o
{b) In the event of any claim or suit
against the Government on account of -
any alleged patent or copyright
infringement arising out of the
performance of this contract or out of
the use of any supplies furnished or
work or services performed under this
contract, the Contractor shall furnish to
the Government, when requested by the
Contracting Officer, all evidence and
information in possession of the
Contractor pertaining to such suitor
claim. Such evidence and information
shall be furnished at the expensz of the
Governnent except where the
Contractor has agreed to indemnify the
Government. Co
{c] The Contraclor agrees to include,
and reguire inclusion of, this clause in
all subcontracts at any tier for supplies
or services (including construction and .
archilect-engineer subcontracts and
those for material, supplies, models,
samples, or design or testing services) -
expected to exceed the dollar amount
- get Torth in 13.000 of the Federal
Acquisition Regulation [FAR).
{End of clause] (R 7-103.23 1965 JAN)

£2.227-3 Patent Indemnity.

Insert the following clause as
prescribed at 27.203-1(b), 27.203-2(a}, or
27.203-4(a)(2)as applicable:

PATENT INDEMNITY (APR 1984)

. [a) The Contractor shall indemnify the.. .
" Govemment and its officers, agents, and

employees against liability, including.
costs, for infringement of any United
Siates patent {except a patent issued
“upon an application that is now or may
kereafter be withheld from issue
pursuant to a Secrecy Order under 35
1;.8.C. 181} arising out of the
marufacture or delivery of supplies, the
performance of services, or the
construction, alteration, modification, or
repair of real property (hereinafter
referred to a8 “construction work") -
under this contract, or out of the use or
disposal by or for the account of the

Government of such supplies or
construction work.

{b) This indemnity shall not apply
uniess the Contractor shail have been
informed as soon as practicable by the
Goverpment of the suit or action alleging
sucHihTringement and shall have been
given such opportunity s is afforded by
a@?cable laws, rules, or regulations to
participate in its defense. Further, this
indemnity shall not apply to {1} an -
infringement resulting from compliance
with specific writien instructions of the
Contracting Officer directing a change in
the supplies to be delivered or in the
materials or equipment to be used, or
directing a manner of performance of
the contract not normally used by the
Contractor, (2) an infringement resulting
from addition to or change in supplies or
components furnished or construction
work performed that was made ~~
subsequent 1o delivery or performance,
or (3] a claimed infringement that is

- unreasonably settled without the’

consent of the Contractor, unless
required by final decree of a courtof ~ -
competent jurisdiction. '
{End of clause) {R 7-104.5 1975 JUN)
Alternate I (APR 1984). The following
paragraph [c} is added to the clause:
(c} This pstent indemnification shall
not apply to the following items:

the items to be excluded from this
indemnity] -
(R 7-104.5(a) 1964 SEP)

Aliernate II (APR 1984). The following
paragraph {c) is added to the clause:

(2) This patent indemnification shall
cover the following
items: ” Casiereirenerenns
|List and/or identify the items to be in-

ciuded under this indemnityl (R 2-

104.5(a) 1364 SEP)

Alternote 111 (APR 1984). The
following paragraph is added to the
clause: ' '

{ ) As to subcontracts af any tier for
communication service, this clause shall

apply only to.individual communieation -

service authorizations over $5.000 issued
under this contract and covering those
communijcations services and facilities
(1) that are or have tieen sold or offered
for sale by the Contractar to the public,
(2) that can be provided over
commercially available equipment. or

(3) that involve relatively minor

" modifications.

.. [R 7-1701.10 1971 AFR)

$2,227-4 Pctent lndé:.ﬁnflyu-Conétrurction
Contracts.

As prescribed at 27.203-5, insert the
following clause:

PATENT INDEMNITY--CONSTRUC-
- TION CONTRACTS (APR 1984)
Except as otherwise provided, the

" Coniractor agrees to indemnify the

Government and its officers, agents. and
employees against liability, including 7
costs and expenses, for infringement -~
upon any United States patent {except a
patent issued upon an application that is
now or may hereafter be withheld from
issue pursuant to a Secrecy Order under
35 U.5.C. 181} arising out of performing
this contract or out of the use or -
disposal by or for the account of the
Government? of supplies furnished or
work performed under this contract.

(End of clause] (R 7-802.16 1954 JUN)

Alternate I (APR 1984) Designate the-
first paragraph as paragraph{a) and add
the following to the basic clause as
paragraph (b}

{b) This patent indemnification shall
not apply to the following itemas:

|Contracting Officer specifically iden-
tify the item to be excluded]
(R 7-602.16(b} 1966 APR) -

NOTE: Exclusion from indemnity of
specified, identified patents; as
distinguished from items, is the
exclusive prerogative of the agency -
head or designee (See 27.203-6).

52.227-5 Walver of Indemnity.

As prescribed at 27.203-8, insert the

following clause:
WAIVER OF INDEMNITY (APR 1984)

Any provision or clause of this- '
contract to the contrary
notwithstanding, the Government _
hereby authorizes and consents to the
nse and manufacture, solely in
performing this contract, of any
invention covered by the United Slates
patenis identified below and waives
indemnification by the Contractor with
recpect 1o-such patents:

by number or by other means if more
upnropriate).

-~ {End-of clause) (AV-7-104:5(b} 1955~~~ ot
JAN) - .

52.227-6 Royalty informaticn.
As prescribed at 27.204-2, insert the
following provision:
ROYALTY INFORMATION (AFR 1984)
(a) Cost or charges for royalties. .
When the response to this solicitation
coniains costs or charges for royalties
lotaling more than $250, the following
information shall be included in the
response relating to each separate item

" of royalty or license fee:

(1) Name and address of licensor.
(2) Date of license agreement.
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(3} Patent numbers, patent application
serial numbers, or other basis on which
the royalty is payable.

{4) Brief description, including any "
part or model numbers of each contract
itern or component on. wfxmh the royalty
is payable.

{5) Percentage or dol]ar rate of royalty
per unit.

{8) Unit price of contract item.

(7} Number of units.

{8} Total dollar amount of myaltles

(b) Copies of current ficenses. In
addition, if specifically requested by the
Confracting Officer before execution of
the contract; the offeror shall furnish a

" copy of the current license agreement
and an identification of applicable
claims of specific patents.

(End of provision} {R 7-2003.42 1361

* AUG)

Alternate I {APR 1984) Substitute the
following for the introductory portion of
paragraph {a} of the Basic clause:

When the response to this solicitation
covers charges for special construction
or special assembly that contain costs or
charges for royalties totaling more than
%250, the following information shal be
included in the response relating to each
separate item of royalty or license fee:

R 7-1710.12)

52,227-7 Patents—Noilce of Government
Licensee.
As prescribed at 27.204-3{c), insert the
following provision:
PATENTS—NOTICE OF
GOVERNMENT LICENSEE (APR 1984)
'The Government is obligated to pay a
“toyalty applicable to the proposed
acquisition because of a license
agreement between the Government and
the patent owner. The patent number is
... [Contracting Officer fiil in), and
the royalty rate i3 ........ [Contracting
Officer fill in. If the offeror is the owner
of, or a licensee under, the patent,
indicate below:
{ )} Owner { ) Licensee
If an offeror does not indicate that it is
the owner or a licensee of the patent, its
offer will be evaluated by adding thereto
" an amount equal to the royalty.

-~ -(End-of provision) (R7-2003.15°1974 *

APR)

52.227-8 Reporting of Royalties {Foreign).

As prescribed at 27.204-4, insert the
following clause:

REPORTING OF ROYALTIES
(FOREIGN] (APR 1984)

{a) If this contract is in an amount that
exceeds 50,000 United States dollars, the
Contractor shall report in writing to the
Contracting Officer while performing
this contract the amount of royalties
paid or to be paid by the Contractor
directly to others in performing this

contract. The Coniractar shall also {1}
furnish in writing any additional
information relating to such royalties as
may be requested by the Contracting
Officer and (2} insert & provision similar
to this tlause in any subcontract at any
tier that involves an amount in-excess of
the equivalent of 50,000 United States
dollars.

{b} The term “royalties"” as used in ~

- this clause refers to any costs or charges

in the nature of royalties, license fees,
patent or license amortization costs, or
the like for the use of or for rights in
patents or patent applications.

{End of clause) (R 7-104.8 1966 QCT]} -

52.227-9 Retfund of Royalties.

. As prescribed at 27.206-2, insert the
followirig clause. In-solicitations and
contracts with an incentive fee
arrangement, change “price” to “target
cost and target profit” wherever it
appears.

REFUND OF ROYALTIES [APR 1984)

{a) The contract price includes certain
amounts for royalties payable by the
Contractor or subcontractors or both,
which amounts have been reported to
the Contracting Officer.

{b) The term “royalties” as used in
this clause refers to any costs or charges
in the nature of royalties, license fees,
patent or license amortization costs, or
the like, for the use of or for rights in
patents and patent applications in
connection with performing this contract
or any subcontract hereunder.

{c) The Contractor shall furnish to the
Contracting Officer, before final _

‘payment under this contract, a

statement of royalties paid or required
to be paid in connection with performing
this contract and subcontracts
hereunder together with the reasons.

{d} The Contractor will be
compensated for royalties reported
under paragraph (c) above, only to the
extent that such royalties were included
in the contract price and are determined
by the Contracting Officer to be properly
chargeable to the Government and
allocable to the contract. To the extent
that any royalties that are included in
~the-gontract price are not in fact paid-by
the Contractor or are determined by the
Coniracting Officer not to be properly

chargeable to the Government and .- -

allocable to the contract, the contract

price shall be reduced. Repayment o a‘ﬁt .

credit to the Government shall be m
as the Contracting Officer directs.

(e] If. at any time within 3 yearsﬁg
final payment under this contract,"the
Contractor for any reason is relieved in
whole or in part from the payment of the
royalties included in the final contract
price as adjusted pursuant to paragraph
(d) above, the Contractor shall promptly

notify the Contracting Officer of that
fact and shall reimburse the
Government in a corresponding amount.
(f) The substance of this clause,

including this paragraph (f}, shall be
included in any subcontract in which the
amount of royalties reported during ;
negotiation of the subcontract exceeds
$250.

(End of clause) (V 7-104.B[b] 1968 FEB}

52.227-10- Filing of Patent Applications—

CIasslﬂed Subject Matter.

As prescnbed at 27.207-2, insert the
following clause:

FILING OF PATENT APPLICATIONS—
CLASSIFIED SUBJECT MATTER
{APR 1984]

(a) Before filing or causing to be filed

a patent application in the United States

disclosing any subject matter of this

contract classified “Secret” or higher,
the Conltractor shall. citing the 30-day
provisicn below, transmit the proposed
application to the Contracting Officer.

The Government shall determine

whether, for reasons of national

security, the application should be
placed under an order of secrecy, sealed

in accordance with the provision of 35

U.5.C. 181-188, or the issuance of a

patent otherwise delayed under

pertinent United States statutes or
regulations. The Contractor shall
ohserve any instructions of the

Contracting Officer regarding the

manner of delivery of the patent

application to the United States Patent

Office, but the Contractor shall not be

denied the right to file the application. If

the Contracting Officer shall not have

given any such instructions within 30

days from the date of mailing or other

transmittal of the proposed application,
the Contractor may file the application.
{bT Before filing a patent application
in the United States disclosing any
subject matter of this contract classified
“Confidential.” the Contractor shall

_furnish to the Contracting Officer a copy

of the application for Government
determination whether, for reasons of
national security, the application should

the issuance of a patent should be
otherwise delayed under pertinent
Uhlted?3tates statutes or regulations.

(c) Where the subject matter of this
contrac is classified for reasons of
security -the Contractor shall not file, or
cause to be filed, in any country other
than in the United,States as provided in
paragraphs (a} and {b} of this clause, an
application or registration for a patent
containing any of the subject matter of
this contract without first obtaining
written approval of the Conltracting
Officer.

-be p-laced-under—-én'order-of BECTBCY-OF i+l
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(d} When filing any patent application
coming within the scope of this clause,
the Contractor shall observe all -
applicable security regulations covering
the tranamission of classified subject
matter and shall promptly furnish to the

" Contracting Officer the serial number,

filing date, and name of the country of
any such application. When transmitting
the application to the United States
Patent Office, the Contractor shall by

‘separate letter identify by agency and

number the contract or contracts that
require security classification markings
to be placed on the application.

(e} The Contractor agrees to include,
and require the inclusion of, this clause
in all subcontracts at any tier thai cover
or are likely 1o cover classified subject
matter.

~ {End of clause) {R 7-‘104.6"1969 DEC]

52.227-11 Patent Rights—~Retention by

the Contractor (Short Form).

As prescribed at 27.303({a), insert the
following clause:

PATENT RIGHTS—RETENTION BY
THE CONTRACTOR (SHORT FORM)
(APR 1984)

_ (a) Definitions.

Mnvention™ means any invention or
discovery which is or may be patentable
or atherwise proteciable under Title 35
of the United States Code.

“Subject inventicni” means any
invention of the Contractor conceived or
first actually reduced to practice in the
performance of work under this
contract,

- “Practical application” means 1o
manufacture in the case of a
composition or product, to practice in
the case of a process ormethod. or to
operate in the case of a machine or
system; and,in each case, under such
conditions as to establish that the
invention is being utilized and that its
benefits are, to the extent permitted by
law or Government regulations,
available to the public on reasonable
terms.

"Made", when used in relatxon to any
invention, means the-conception or first
actual reduction to practice of such
invention.

“Small business firm” means & small
domestic business concern as defined at
Section 2 of Public Law 85-536 {15 U.5.C.
632) and implementing regulations of the
Administrator of the Small Business
Administration. For the purpose of this
clause, the size standards for small
business concerns involved in
Government procurement and
subcontracting at 13 CFR 121.3-8 and 13
CFR 121.3-12, respectively, will be used.

“Nonprofit organization™ means a
domestic university or other institution
of higher education or an organization of

the type described in section 501(c){3) of
the Internal Revenue Code of 1954 (26
U.5.C. 501(c)) and exempt from taxation
under section 501{a) of the Internal
Revenue Code (26 1.S.C. 501(a)) or any
domestic nonprofit scientific or

- educational organization qualified under

a state nonprofil organization statute.

(b) Allocation of principal rights. The
Contractor may retain the entire right,
title, and interest throughout the world
to each subject invention subject to the
provisions of thia clause and 35 U.5.C.
203. With respect to any subject
invention in which the Contractor
retains title, the Federa! Government
shall have a nonexclusive,
nontransferable, irrevocable, paid-up
license to practlce or have practiced for
or on behalf of the United States the

‘'subject invention throughout the world.

{c) Inveniion disclosure, election of
title, and filing of patent applications by
Contractor.

(1} The Contractor shall disciose each
subject invention to the Contracting
Officer within 2 months after the
inventor discloses it in writing to
Contractor personnel responsible for
paient matters. The disclosure to the
Contracting Officer shall be in the form
of 2 written report and shall identify the
contract under which the invention was
made and the inventor(s). It shall be
sufficiently complete ifi technical detail
to convey a clear understanding. to the
extent known ai the time of the
disclosure, of tha nature, purpose,
operation, and physical, chemical,
biological, or electrical characteristics of
the invention. The disclosure shall also
identify any publication, on sale, or
public use of the invention and whether
a manuscript describing the invention
has been submitted for publication and,
if so. whether it has been accepted for

publication at the time of disclosure. In

addition, after disclosure to the
Contracting Officer, the Contractor shail
promptly notify the Contracling Officer
of the acceptance of any manuscript
describing the invention for publication

r of any on sale or public use planned
by the Contractor. -

{2) The Contractor shall elect in
writing whether or not to retain title to
any such invenlion by notifying the
Federal agency within 12 months of
disclosure; provided, that in anv case
where publication, on sale. ar public use
has initiated the 1-year statutory period
wherein valid patent protection can still

" be obtained in the United States. the

period of election of title may be

-shortened by the agency to a date that is

no'more than 60 days prior to the end of
the statutory penod

{3) The Contracior shall file its initial
patent application on an elected

invention within 2 years after election
or, if earlier, prior to the end of any
statutory period wherein valid patent
protection can be obtained in the United
States after a publication, on sale, or
public use. The Contractor will file
patent applications in additional
countries within either 10 months of the

" carresponding initial patent application

or 6 months from the date permission is
granted by the Commissioner of Patents
and Trademarks to file foreign patent
applications where such filing has been
prohiuited by 8 Secrecy Order. .

{4) Requests-for extension of the time
for disclosure to the Contracting Officer,
election, and filing may, at the discretion
of the funding iederal agency. be
granted.

{3) Conditions when the Government
may obtain title. The Contractor shall
convey to the Federal agency, upon
written request, title to any subject
invention— |

(1) If the Contractor fails to disclose or._
elect the subject invention within the
times specified in paragraph [¢) above,
or elects not to retain title [the agency
muy only request title within 60 days
after learning of the Contractor's failure
to report or elect w1th1n the specified
times):

{2) In those countnes in which the
Contractor fails to file patent
applications within the times specified
in paragraph (¢) above; provided,

_ however, that if the Contractor hae filed

a patent application in a country after
the times specified in paragraph (c)
above, but prior to its receipt of the
written request of the Federal agency,
the Contractor shall continue to reiain
title in that country; or. :

{3} In any country in which the .
Coniractor decides not lo continue the
prosecution of any application for, to
pay the maintenance fees on, or defend
in reexamination or opposition
proceeding on, a patent on a subject
invention.

{e) Minimum rights to contractor. {1)
The Contractor shall retain a
nonexclusive, royalty-iree license .
throughout the world in each subject
invention 1o which the Gevernment
obtains lilie except if the Coniracior
fails to disclose the subject invention
within the times specified in paragraph
[¢) above. The Contractor’s license -
exiends to its domesiic subsidiaries and
affiliates, if any, within the corporate
structure of which the Contractor is a
part and includes the right to grant
sublicenses of the same scope to the
extent the Contractor was legally
obligated to do so at the time the
contract was awarded. The license is
transferable only with the approval of
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the funding Federal agency except when
transferred to the successor of that part
of the Contractor's business to which
the invention pertains.

(2) The Contractor’s domestic license
may be revoked ar modified by the
funding Federal agency to the extent
necessary to achieve expeditious
practical application of the subject
invention pursuant to an application for
an exclusive license submitted in —
accordance with applicable provisions
in the Federal Property Management
Regulations and agency licensing
regulations (if any). This license shall
not be revoked in that field of use or the
geographical areas in which the
Contractor has achieved practical
application and continues to make the
benefits of the invention reasonably
accessible to the public. The license in
any foreign country may be revoked or
modified at the discretion of the funding
Federal agency to the extent the = -
Contractor, its licensees, or its domestic -
subsidiaries or affiliates have failed to
achieve practical application in that
foreign country. :

{3) Before revocation or modlﬁcahon
of the license, the funding Federal
agency shall furnish the Coritractor a
written notice of its intention to revoke
or modify the license, and the
Contractor shall be allowed 30 days (or
such other time as may be authorized by
the funding Federal agency for good
cause shown by the Contractor) after
the notice to show cause why the
license should not be revoked or
modified. The Contractor has the right to
appeal, in accordance with applicable
agency licensing regulations (if any)} and
the Federal Property Management
Regulations concerning the licensing of
Government-owned inventiona. any
decision concerning the revocation ar
modification of its license.

{f) Contractor action to protect the
Government's interest. (1) The
Contractor agrees to execute or to have
executed and promptly deliver to the
Federal agency all instruments
necessary to (i) establish or confirm the
rights the Government has throughout
the world in those subject inventions to
which the Contractor elects to retain
title, and (ii} convey title to the Federal
agency when requested under paragraph
{d} above, and to enable the .
Government to obtain patent protection
throughout the world in that subject
invention.

(2) The Contractor agrees to reqmre.
by written agreement, its employees,
other than clerical and nontechnical
employees, to disclose promptly in
writing to personnel identified as
responsible for the administration of
patent matters and in a format

suggested by the Contractor each
subject invention made under contract
in order that the Contractor can comply
with the disclosure provisions of
paragraph {c} above, and to execute all
papers necessary to file patent
applications on subject inventions and
to eatablish the Governent's rights in the
subject inventions. This disclosure
format should require, as a minimum,

" the information required by

subparagraph (c)(1) above. The .
Contractor shall instruct such employees
through employee agreements or other
suitable eduicational programs on the
importance of reporting inventions in
sufficient time to permit the filing of
patent applications prior to U.S. or
foreign statutory bars. _

{3) The Contractor shall notify the
Federal agency of any decision not to
continue the prosecution of a patent
application, pay maintenance fees, or
_ defend in a reexamination or opposition
" proceeding on a patent, in any country,
not less than 30 days before the

- expiration of the response period

required by the relevant patent office.

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

{g) Subconirocts. (1) The Contractor
shall incude this clauge (52.227-11 of the

~ Federal Acquisition Regulation (FAR)),

sujtably modified to identify the parties,

. in all subcontracts. regardless of tier, for
experimental, developmental, or

research work to be performed by a
small business firm or nonprofit
organization. The subcontractor shall
retain all rights provided for the
Contractor in this clause, and the
Contractor shall not. as part of the
consideration for awarding the
subcontract, obtain rights in the
subcontractor’s subject inventions.

(2) In the case of subcontracts, at any
tier, when the prime award with the
Federal agency was a contract (but not a
grant or cooperative agreement], the
agency, subcontractor, and the

‘Contractor agree that the mutual
obligations of the parties created by this

clause constitute a contract between the
subcontractor and the Federal agency
with respect to those matters.covered by

__ this clause,

(h} Reporting uubzat:on of subject

" inventions. The Contractor agrees to

submit on request periodic reports ne:
more frequently than annually on the

utilization of a subject invention or on

efforts at obtaining such utilization that ./
are being made by the Contractor or its
licensees or assignees. Such reports

shall include information regarding the

status of development, date of first

commercial sale or use, gross royalties

" received by the Coniractor, and such
other data and information as the

agency may reasonably specify. The

- Contractor also agrees to provide
- additional reports as may be requested

by the agency in connection with any
march-in proceedings undertaken by the
agency in accordance with paragraph (j}
of this clanse. To the extent data or
information supplied under this
paragraph is considered by the
Contractor. its licensee, orassignes to
be privileged and confidential and is so
marked, the agency agrees that, to the
extent permitted by law, it shall not -
disclose such information to persons
outside the Government. ..

(i} Preference for United Staies
industry. Notwithstanding any other
provision of this clauser the Contractor
agrees that neither it nor any assignee
will grant to any person the exclusive
right to use or sell any subject invention
in the United States unless such person
agrees that any products embodying the
subject invention will be manufactured J
substantially in the United States. *
However, in individual cases, the -
requirement for such an agreement may
be waived by the Federal agency upon a
showing by the Contractor or its
assignee that reasonable but _
unsuccessful efforts have been made to
grant licenses on similar terms to
potential licensees that would be likely
to manufacture substantially in the
United States or that under the
circumstances domestic manufacture is
nat commercxally feasible.

{§) March-in rights. (1) The Contractor
agrees that with respect to any subject
invention in which it has acquired title.
the Federal agency has the right in
accordance with the procedures in FAR
27.304-1{g) to require the Contractor. an
assignee. or exciusive licensee of a
subject invention to grant a
nonexclusive, partially exclusive. or
exclusive license in any field of use to a
responsible applicant or applicants.
upon terms that are reasonable under
the circumstances, and if the Contracmr.
assignee, or exclusive licensew i&ftisss
such a request, the Federal agency has
the right to grant such a license itself if
the Federal agency determines that—

(i) Such action is necessary bhecause
the Contractor or assignee has not
taken, or is not expected to take within
a ressonable time, effective steps 0
achieve practical application of the

. subject invention in such field of usey
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{ii) Such action is necessary to .
alleviate health or safety needs which
are not reasonaby satisfied by the _
Contractor, assignes, or their licensees:

(iii) Such action is 40 meet
reguirements for puhlic use specified by
Federal regulations and such . .
requirements are not reasonably -
satisfied by the Contractor, assignee, or
licenseex or .

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

(k) Special provisons for contracts
with nonprofit orgonizations. If the

* Contractor is a nenprofit organizalion. it

agrees that—

(1) Righis to & subject invention in the
United States may not be assigned
without the approval of the Federal
agency, except where such assignment
is made to &n organization which has as
one of its primary functions the
management of inventions and which is
not, itself, engaged in or does not hold a
substantial interest in other
organizations engaged in the
manufacture or sale of products or the

_use of processes that might utilize the

invention or be in competition with.
embodiments of the invention (provided.
that such assignee will be subject to the
samne provisions as the Contractor);

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

(i} Five years from first commetcial
sale-or use of the invention; or

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

. (3) The Contractor shall share
royvalties collected on a subject
invention with the inventor; and

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

will be utilized for the support of
scientific research or education.
(1) Communications. Reserved.
- {(End of clause} {R 7-302.23(h} 1981 JUL}
Alternute 1 {APR 1984). Add the
following sentence at the end of
paragraph (b) of the basic clause:
- “The license shall include the'right of '
the Government to sublicense foreign
governments and international
organizatiuns pursuyant to the followmg
treaties nrmtemahonnl sgreements:

" O purspant to eny fuoture
treahes or agreements with foreign
governments or internationat
organizations, ~

{*Contracting Officer comp]ete with
the names of applicable existing treaties

" orinternational agrezments. The above

language is not intended to apply to
treaties or agreements that are in effect
on the date of the award but are not

listed.}
(R 7-302.23[b) 1981 JUL}

§2.227-12 Patent Rights—Retention by

the Contractor {Long Form) :

As prescribed at 27.303{b), insert the
following clause:

PATENT RIGHTS—RETENTION BY
THE CONTRACTOR (LONG FORMj)
[APR 1984)

{a) Definitions.
“Invention” means any invention or

. discovery which is or may be patentable

or otherwise protectable under Title 35
of the United States Code.

“Subject invention” means any
invention of the Contractor conceived or
first actaully reduced to practice in the
performance of work under this
contract.

“Practical application” means to
manufacture in the case of a
composition or product, 1o practice in
the case of a process or method, or to

- operate in the case of a machine or
system:; and, in each case, under such
condifions as to establish that the
invention is being utilized and thatits
benefits are, to the extent permitted by
law or Government regulations,
available to the public on reasonable
terms.

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

“Small business firm” means a
domestic small business concern as
defined at Section 2 of Public Law 85-
536 (15 U.S.C. 632) and implementing
regulations of the Administrator-of the .
Small Business Administration. For the
purpose of this clause. the size
standards for small business concerns
involved in Government procurement
and subcontracting at 13 CFR 121.3-8

and 13 CFR 121.312, respechvely. will
be used.

“Nonprofit erganization™ means a
domestic university or other institution
of higher education or an organization of
the type described in section 501(¢)(3) of
the Internal Revenne Code of 1954 (28
0.5.C. 50%{c}) and exempt from taxation
under section 501{a) of the Internal -
Revenue Code {26 U.S.C. 501{a)) or any
domestic nonprofit scientific or
educational organiration qualified under
8 state nonprofit orgenization statute.

(b) Allocotion of principal rights. The
Contractor may elect to retain the entire
right, title, and interest throughout the
world to each subject invention subject
to the provisions of this clause and 35
U.8.C. 203. With respect to any subject
invention in which the Contractor elects
to retain title, the Federal Government -
shall have a nonexclusive,
nontransferable. irrevocable, paid-up
license to practice or have practiced for
or on behalf of the United States the
subject invention throughout the world.

(c} Invention disclosure, eleclion of
title, and filing of patent applications by
Contractor. {1) The Contractor shall
disclose each subject invention {o the
Contracting Officer within 2 months
after the inventor discloses it in ‘writing
to Contractor personnel responsible for
patent matters or within 6 months after
the Contractor becomes aware that a-
subject invention has been made,
whichever is earlier. The disclosurs te
the Contracting Officer shall be in the
form of a written report and shall
identify the contract under which the
invention was made and the inventor(s).
It shali be sufficiently complete in
technical detail to convey a clear
understanding, to the extent known at
the time of the disclosure, of the nature,
purpose, operation. and physical,
chemical, biological, or electrical
characteristics of the invention. The
disclosure shall also identify any
publication, on sale, or public use of the
invention and whether a manuscript
describing the invention has been
submitted for publication and, if so,
whether it has been accepted for
publication at the time of disclogurs. In
addition, after disclosure to the
Contracting Officer, the Contractor shall
promptly notify the Conbraciing Officer
of the acceplance of any manuscript
describing the invention for publication
or of agy on sale or public use planned
by the Contractor.

" {2) The Contractor shall elect in
writing whether or not to retain titie to
any such invention by notifying the
Federal agency at the time of disclosure
or within 8 months of disciosure, as to
those countries {including the United
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NCURA - UNIVERSITY PATENT POLICIES AND PRACTICES

1. INTRODUCTION

A ﬁumbér of professional organizations and groups have prepared‘
materials relating to university patent policies and practices,

. One useful source is "Patents at Colleges and Universities,"
Chapter 2:6:1 in the Administrative Service/Supplement published by the
National Association of College and University Business Officers. First
issued in March 1978, that chapter is currently being revised by the
Committee on Patents, Copyrights and Rights in Data of the. Council on
Governmeﬁtal Relations (COGR) and may be available for distribution this
fall., In the meantime, much of the earlier version is still relevant as it
relates to the elements of university policies and to patent administration
and is quoted in Parts 2, 3, 4 and 6 of this paper with permission of
NACUBO, the copyright holder. .

Similarly, "Survey of Institutional Patent Policies and Patent
Administration," Chapter 2:6:2 of the same NACUBO publication, althecugh
issued also in March 1978, still provides a feeling for the wide variety in
institutional patent policies, organization and administration. It is,
therefore, included as Appendix 1 to this paper. We understand that the
survey, conducted by the Soclety of University Patent Administrators, is
currently being conducted again by SUPA. When available, hopefully this
fall, it will provide a useful comparison with the 1978 results.
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2. PATENT POLICY OBJECTIVES

In the paper entitled "Patents and Patent Law" in this NCURA series,
we noted the Constitutional origin of the United States patent system, and
in the paper entitled "Patent Rights under Government Contracts" we noted
that the objectives of 35 U.5.C., Chaper 38 include the greater utilization,
commercialization and public availability of inventions and increased
collaboration between commercial firms and nonprofit organizations;-

In pursuing these broad constitutional and legislative goals,

colleges and universities frequently state their" patent policy objectives
in terms such as- those set forth in ‘NACUBO 2:6: l

"1, To facilitate the transfer of techmology and.the utilization of -
findings of scientific research in order to prov1de maximum benefit to_

the public therefrom.'

2.  To encourage research scholarship, and a. spirit of inquiry,
thereby generating new knowledge,

"3. To provide machinery by which the significance of -discoveries may
be determined so that the commercially meritorious may be brought to
the’ point of public utilization. : .

"4, To assist in an equitable disposition of -interests in inventions
among the inventor, the: institution, and, when applicable, a sponsor.

"5, To provide individual incentives to inventors in the form of per-
sonal development, professional recognition,and financial
compensation.

"6. To assist in the fulfillment of the terms of research grants and
contracts., '

"7. To safeguard the intellectual property represented by worthwhile
inventions so that it may receive adequate patent protection.

"8. To facilitate the development of institutional patent agreements
with the federal government,"

With the passage of Public Law 96-517 and Chapter 38, which eliminates
the need for institutionmal patent agreements, and with the growing
interaction of universities and industrial organizations, the following
objectives are more likely to be substituted for 8. above-

To comply with applicable federal law and regulations when the
institution accepts federal funds for research.

To facilitate the development of research agreements with industrial
SpoOnsors. .
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3 ELEMENTS OF AN INSTITUTIONAL PATENT POLICY

- In order to deal with discoveries that may have patentable
gignificance, an institution should have a documented patent policy
approved by its governing board, which defines the rights and obligations
of the institution, the inventor, and, when applicable, research sponsors.
Such a policy should cortain the elements descrlbed below in the language
of NACUBO 2:6:1. -

ELEMENTS OF AN INSTITUTIONAL ?ATENT POLICY (NACUBO)

An institution seeking to establish or clarify its position regarding
rights to and disposition of patentable inventons should develop a
statement of patent policy. The statement should be broad enough to
encompass all foreseeable patent situations, yet specific enough to allow
administraton of the policy without frequent recourse to policy
deliberations by an advisory committee,

The statement should briefly define the administrative structure for
processing a patentable discovery and it should be directly and succinctly
presented for clear understanding by lay persons in the field. :The basie
purpose of a patent policy is to define the rights and obligations of both
the inventor and the Institution as regards patent matters. To the extent
that policies on consulting deal with patents, it is advisable to take them
into account when formulating a patent policy.

Some institutional patent policies are incorporated into patent
manuals that provide the reader with a brief orientation on patent matters.
These publications can be helpful to neophyte inventors, but they should be
prepared such that the institutional policy is clearly distinguishable from
general instructional materials.

The following topics typically are found in institutiomal patent
policies:

1. Preamble,
‘2. Applicability of the policy.
3. Establishment of the inventor commitment.
‘4, . Rights of the parties.
5. Income-sharing arrangements.
6. Administrative arrangements,.
Preamble

Although optional, this section is recommended. It should relate the
basic purposes of -the institution, its obligations to the public, and the
scholarly aims of ‘its faculty to the institution's interest in patents and

 ways in which patents serve these ends. The preamble should be kept short

and to the point and establish a sound foundation for what is to follow.

6
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Applicability of the Policy

This section defines research situations, sources of funds, all cate-
gories of persons who may invent (that is, faculty, staff, and student),
activities in which such persons are engaged, and any combinations of these
elements that would bring an inventor into the scope of, or exempt him or
her from, provisions of the policy. FEducational institutions do not

usually lay claim to all inventive concepts generated by their employees or .
students. Rather, they limit themselves to those that arise as a result of

employment relationships, or use by the researcher of institution

resources, facilities or information.

Establishment of the Inventor Commitment

Once an institution determines the criteria for applying the policy to.

individuals, its persommnel may be required to dispose of inventions as
determined by the institution in one of several ways (llsted in generally
decreasing order of enforceability): :

1. By a formal inventor agreement - a legally enforceable contractual
commitment by a person to dispose of inventions as determined by the
institution. The agreement becomes a standard form for the
‘institution and should be drafted by an attorney to ensure its =
enforceability. It is best executed by the.individual when he or she
assumes employment. [Note: The patent clause at FAR 52.227-11, :
.paragraph (f), "Contractor Action to Protect the Government Interest,"
requires a written agreement with employees, See Appendix 2 to Unit 2
in this NCURA series, "Patent Rights under Government Contracts," at
Appendix 2, Federal Registet page 12990.]

2. By a state statute which stlpulates that inventions made in state

institutions or by state employees be disposed of in a predetermined
manner.

3. By a person giving his or her written assent to the stated patent

policies of the institution, which policies pronounce an obligation by.

the individual with respect to inventions.

4, By a stated patent policy containing a patent commitment which is
established by the governing board and brought to the attention of
individuals, but to which such persons are not required to give their
personal formal assent, :

5. By the presence of a policy allowing the individual to dispose of
inventions as determined by the institution or to retain title, at his
or her option. :

To allow an institution conducting sponsored research to fulfill itg
contractual obligations, it is essential to have for every person engaged
in such research a valid, binding commitment to assign inventions. . '

j
oy
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Rights of the Parties

The policy should specify the rights that the institution, the
inventor, and sometimes outside sponsors have in the invention. The
institution usually receives a valid, binding assighment of title to the
patent application together with a commitment by the inventor to cooperate
in executing legal documents, reviewing patent prosecution papers, and in.
some cases, assisting in the development or marketing of the patent.

The inventor is entitled to receive from the institutiom a clear
statement of his or her rights and share of income, and the institution's
plans for bringing the invention into public use, including a contingency
for reassignment to the inventor,

Sponsor's interests in these situations are usually represented by the
institution based on the terms of the research agreement. Sponsor equities
in patents must be scrupulously observed by the institution to permit it to
perform and maintain its contractuoal obligations.

Income-Sharing Arrangement

Educational institutions that accept assignment of patents from _
inventors customarily share royalty income with them. The inventor's share
generally ranges from 15% to 50% of net income, although there are a few
policies that authorize income outside these limits. Some institutions use
sliding scales of income-sharing between these limits with a greater
percentage going to the inventor from the early receipts and the rate of
sharing declining as the amount of royalties increases.

Most royalty-sharing arragements are predetermined that is, the
inventor camnot negotiate a higher rate of sharing than stipulated in the
institutional policy. Predetermined sharing rates have the advantage that
it is unnecessary to pass judgment on the relative worth of each invention,
They are easier to administer and usually reward the inventor equitably
because a valuable invention's true merit is reflectd in the greater total
royalty revenues it generates, a portion of which inures to the benefit of
the inventor. Where several individuals collaborate on a patentable
invention the inventor's income share is divided among them in portioms
agreeable among themselves (including co-developer's who may not legally be
inventors).

Administrative Arrangements Defined by Policy.

Patent policies usually specify that patent activities be placed under
the administrative cognizance of an institutiomal patent committee
appointed by the governing board, the president, or the faculty senate with
a majority of the individuals on the committee representing scientific or
technical disciplines, It is not uncommon for a dean, a vice president, or
even the president to serve as chairman. This committee often has the
responsibility for recommending or establilshing patent policy,
adjudicating disputes, determining which inventions shall be the subject of
patent applications, and overseeing the administration of patent matters
within the institutionm.
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4, ADMINISTRATION AND DEVELOPMENT OF INVENTIONS

In addition to a patent policy, an institution needs an administrative
focal point to deal with inventions and guide them through the various
steps involved in obtaining patent protection and developing their
commexrcial potential., This is discussed below in the language of NACUBO
2:6:1.

ADMINISTRATION AND DEVELOPMENT OF INVENTIONS (NACUBO)

" The provisions of the institutional patent policy usually determine
the make-up of the administrative organization for patents. Typically
found at the top of the structure is the patent committee described above
(under "Administrative Arrangements Defined by Policy" in the preceding
section). The size of the administrative organization below this committee
will vary, depending in part on the amount of research resulting in patents
at the institution and on whether or not the institution assumes its own
patent development and marketing responsibilities or delegates them to
another organization.

Serving the committee as its operating arm on a part- or full-time
basis is the institution's "focal point" on patents, an administrator
usually drawn from the office of research administration, the legal
department, or the business office. This administrator need not be a
patent or general attorney but must have a thorough understanding of
institutional patent policyand enough background in patent procedures and
patent law to handle procedural and pelicy problems arising in the
management of patents.

In a large operation, the patent administrator and any assistants may
be a part of the institution’'s administrative group and often will work
full time on patent-related matters. In a modest institutiomal patent -
operation, this individual may come from one of the basic science
departments and spend only a few hours per month on duties related to
patents, Regardless of the size of the patent operations, there should be’
at least one person who understands the essential requirements for handling
patentable information (which is also perishable). This should insure that
valuable property rights are not lost to the institution by premature
disclosure, publication, or public use prior to filing a patent
application or to releasing the invention to an affiliated patent
development group.

Developmént and Marketing

The development and marketing of inventions typically occurs in one of
three ways: in-house, by an institution-affiliated foundation or by a
patent management organization, : :
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In-house. In this case, the institution controls and performs the
invention evaluation that precedes the decision to patent, the filing of
patent applications, the demonstration of the invention's feasibility, and
the licensing {not necessarily in this order). This option is initially
more costly, because it requires an early outlay for patent application
costs and the overhead costs of patent administrative services. However,
if sizable royalties are earned, this approach may be the most advantageous
overall. '

Institution-affiliated foundation. This option can have the advan-
tages of better availability of funds to carry on the development of in-
ventions (a speculative activity) and greater freedom to employ commercial
methods to develop and promote the uses of the inventions. Assuming equal
capabilities to develop inventions, the presence of a foundation may result
in less income for the institution because of the foundation's expectation
of sharing income. Both the in-house management and the institution-
affiliated foundation management of patents allow the inventor to work
closely with the unit that is promoting the invention. The inventor's
ready assistance and background often are crucial to getting the invention
covered by a patent and "off the ground" as a commercial success.

A patent management organization. Patent development and marketing by
one of these organizations has some distinct advantages: it permits an in-
stitution to be active in patents with a minimum financial outlay and it
allows considerable legal, marketing, and patent management expertise to be
tapped at no immediate cost to the institution. The chief disadvantage in
this arrangement is, of course, that a substantial portion of any royalties
earned is shared with the patent management group as compensation for ser-
vices. Also, because of the large number of inventions handled by organi-
zations of this type and the geographical limitations involved, it is
possible that this arrangement will diminish the valuable personal input of
the inventor in development and marketing efforts.

These three routes of invention development need not be mutually ex-
clusive for an entire patent program. Many institutions utilize more than
one, depending on the type of invention reported and the location of the
various capabilities needed to develop it.

It is advigable for an institution involved with patents to have
available the services of a patent attorney to answer queetions, interpret
the law, prepare, file and prosecute patent applications as the need
arises, and serve as a representative during patent-related negotiations,
Because of the diversity of complex patent subject matter generated in
colleges and universities, it is desirable that the attorney be affiliated
with a firm that includes individuals with a wide variety of technical
backgrounds. The American Patent Law Association can be of assistance in
making a selectiom. '

10
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5. INVENTIONS URDER SPONSORED RESEARCH PROGRAMS

Issues relating to paterits and publications are frequently the most
difficult to résolve in negotiations with private research sponsors,
particularly industrial organizations. For that reason, it is important
that institutional policy is clear om the various options that are likely
to arise, or that there is a mechanism for resolving the issues without
undue delay. Because the issues are so varied, the question of:
institutional policy under research agreements with' industrial and
other private sponsors is beyond the scope of this paper and is dealt with L
in Unit 4 of this series, Patent Clauyses in Industrial Research :
Agreements." : :

Research agreements funded in whole or im part with Federal funds are
subject to the provisions of Public Law 96-517, as implemented by OMB.
Circular A-124, and the Federal Acquisition Regulations (FAR) in Subpart
27.3 and the standard clause at FAR 52.227-11. The obligations of a
university contractor under these regulations is discussed in detail in
Unit 2 of this series, "Patent Rights under Government Contracts." :
However, since university patent policies and procedures must: conform to’
certain requirements set forth in these regulations, it is appropriate to
summarize them here since it is important to be familiar with these in
establishing‘institutional patent policies and administrative practices.

Obligations under Federal Sponsorship
The obligations of university contractors set forth in the standard

clause at FAR 52.227-11 (which is reproduced in Appendix 2 of Unit 2 of
this series) include the following.

FAR 52.227-11

{(¢)  Invention disclosure, election of title, and filing of patent
applications by the contractor '

(1) Disclose subject inventions and any publications, sale or use
that may create a patent bar
(2) Elect whether or not to retain title
(3) File patent application on a timely basis
(d) Conditions when the Government may obtain title., -
Coﬁvey_title to the agency when required and requested
(£) Contractor's action to protect the Government's interest
(1) Execute instruments to confirm government rights and convey

title per (d) above _

11



.

NCURA

UNIVERSITY PATENT POLICIES AND PRACTICES

(g)

(1)

(k)

(2)

(3)
(%)

Identify personnel responsible for the administration of patent
itatters, require employees by written agreement to promptly
disclose inventions, and instruct employees on the importance

- of disclosing inventions

Notify agency of decisiom not to prosecute, maintain or defend
a patent application

Include statement acknowledging Government support in patent
applications and patents issuing

Subcontracts.

Include the appropriate patemt rights clause in subcontracts.

. Preference for United States industry

_ Do not without agency approval, grant exclusive licenses unless the

1icensee agrees that products embodying the invention will be

manufactured substantially in the United States.

Special pfofisioné for contracts with nonpfofit:organizations

(1)
(2)

(3)

- {4)

Limits right to assign

Limits - the .term of exclusive 1icenses to other than small
- business firms

Requires sharing or royalties with inventors'

‘Requiires that the balance of royalties after after certain
.expenses -be utilized for the support of scientific research and

education

12
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6, INVENTION.DISCLOSURES"

Of critical importance to the administration of a patent program, and
to adhering to obligations to research sponsors, is the prompt and proper
disclosure of inventions. The importance of the disclosure is- set forth in
the following section in the 1anguage of NACUBO 2:6: 1 :

Invention Disclosures (NACUBO)

An invention disclosure in this context is a compléte ‘description of -
an invention writtem by the inventor to report an invention to the insti-
tution or a sponsor. Along with the original laboratory notebooks and
records it is one of the most important documents in an institutional
patent program. The invention disclosure is based on thé information

- contained in laboratory notebooks. (See Appendix B, "Guidelines for

Keeping Laboratory Records.")"

It is customary for the office responsible for" patents to provide a
disclosure form or set of guidelines for preparing’ disclosures. Whichever
is used, completeness is more important than format. The invention dis-
closure should be couched in good technical language ‘rather than in legal-
istic style. If the invention becomes the basis for a patent aplication, a

patent attorney can put. it in language that is acceptable to the Patent
Office,

The invention disclosure is valuable in several ways. Writing the
disclosure helps the inventor to mentally clarify the inventive concept
and, if the concept has not yet been reduced to practice, to better
organize his or her thoughts concerning it. A good disclosure is essential
for the technical evaluation of the invention, for an accurate assessment
of its commercial feasibility, and for a determination of its patentabil-
ity. In the latter case, the disclosure is often used as the descriptive
information supplied to the Patent Office for making the novelty search.

Its clarity and completeness strongly affect the quality of the patent
search.

The invention disclosure may later be used as the basis for the
preparation of the patent application. Well-prepared disclosures readily
transmit the patentable idea to the patent attornmey and assist in preparing
an application that precisely describes the invention. The less attorney
time required for this, the lower the cost to the institution. Finally,
when witnessed laboratory records bearing earlier dates are not available,
the invention disclosure can serve as proof of the date of conception, or
at least of the earliest recording of the invention. It thus may be an

important document in any controversy over which of two parties first made
the invention.

13
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Disclosures of inventions are required under the terms of federal
research agreements and must be sufficiently complete and of a quality that
will allow the supporting agency to evaluate and prepare a patent applica-
tion in the event that the contract terms entitle it to do so. A complete
and accurate invention disclosure is extremely important to patent manage-
ment organizations because they are usually not located in close proximity
to the inventor. These organizations must, therefore, rely heavily on the
inventor's written description to assess the worth of the invention and to
determine any interest in accepting it and in carrying it forward to
patenting and commercial development. (A typical set of instructions for
preparing invention disclosures appears as Appendix D.)

14




" ADMINISTRATIVE SERVICE / Supplement

2:4:2

Survey of Institutional Patent Policies
and Patent Administration

1.

2. Who authorized the institution’s patent policy?

Name of institution (see Appendix B),

HE FOLLOWING DOCUMENT is based on a survey taken by the Society of Univer-
T sity Patent Administrators in 1977. Subjects of the survey were the patent poli-
cies of universities with employees who are members of the Society. As far as can be
determined, this is the first such survey since the publication in 1962 by the
National Academy of Sciences—National Research Council of University Research
and Patent Policies, Practices and Procedures. The latter document is primarily a
compilation of patent policies exactly as furnished by the institutions surveyed.

The 1977 survey was undertaken because of a growing interest in patents and
the perception of a need for an up-to-date survey of patent policies which would be
composed of carefully prepared questions and would provide analysis of the replies.
The questionnaire used in this survey is based on one that was tested at six institu-
tions and further refined before distribution. (A copy of the questionnaire is in-
cluded as Appendix A; responding institutions are listed in Appendix B.)

Forty-eight major research institutions provided information for this document.

The answers to the survey questions have been tabulated and the implications of
these results are discussed. It will be noted that there is a wide variety of answers to
certain questions, which is a result of the differences in institutional organization
and practices. In some cases there are multiple answers to one question by the same
institution. In questions involving titles, where many variations are possible, the
answers have been grouped by titles that are considered to be equivalent. Where
only one institution has responded in a particular way to a particular question, such
answers generally have been grouped as “other.”

Although a number of institutions that were surveyed did not reply (a few with
large patent portfolios), the information provided and analyzed should be largely
representative of the general community of research universities.

_Where an institution checked more than one an-

swer, this has been interpreted to mean that more

Copyright © 1978 NACUBO

than one body acted on the policy. In such cases,
only the highest-ranked body was counted,

{a) Trustees, regents, or cquivalent 37
{b) President, chancellor, or equivalent 5
(c) Facuity _ 2 3. What office administers the patent policy?
(d) Other (such as state Jaw or Research administration office 18
state agency) _4 Vice president or dean of rescarch 10
48 Rescarch foundation 8

MARCH 1978
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6. What is the composition of the patent com-

mittee?

Faculty and administration 23
Faculty only 7
Faculty, administration, and students 4

34

Note that four institutions have patent commit-

‘tees that include students (presumably graduate

students).

7. What are the functions of the patent com-

mittee?

Formulate patent policy 22
Determine royalty distributions 16
Make decisions on patenting inventions 26
Negotiate license arrangements 2
Other 5

71
This q'ucétion received multiple answers and all
functions may not have been described. For ex-
ample, some paﬂte'm" committees may be involved
in arbitration (sec¢ 16 below) but this jtem was
mentioned only once.

2

24D Supplement
I Vice president for administration 3 8. Does the patent policy cover:
~--Patent committee . 3 -
Patent office 3 (a) Faculty 4
Other 3 (b) Professional staff 47
78 (c) Nonprofessional staff 43
(d) Graduate students employed by
e . ) institution 46
4. '1?0 whom is the office in (3) above respon- (¢) Graduate students not employed by :
sible? institution 25
Vice president, vice chancellor, . (f) Undergraduates employed by

provost, or similar officer 24 institution 42

President 12 (g) Undergraduates not employed by
Trustees 3 institution 21
g;?:tor of foundation g Of the institutions responding, one had not yet
Other 3 adopted a patent policy, which accounts for the
T . — maximum number of 47 rather than 48. The sig-
8 nificant decrease in coverage for both graduate
. and undergraduate students not employed by the
-5. Is there a patent committee? institution probably relates to the fact that em-
Yes _ 34 ployment (and thus the payment of salary) is
No - 14 used in many cases as the basis for a university
T claim to equity in inventions, rather than the pro-

visions of funds or facilities (see 15 below).

9. By which of the following does the institution
control the disposition of patent rights (with
the understanding that a sponsor may sub-
sequently take control }?

(a} Taking title to inventions 36
(b) Directing or approving disposition
by inventors 11

{c) The voluntary referral of an
invention to the institution if
there is no sponsor requirement 11

58

Eight institutions checked both (a) and (b}, which
may mean that the policy is covered by (b), but
that in some cases the inventor is required or
elects o give title to the institution as provided for
under (a). However, two of these eight institu-
tions also checked (¢}, possibly an attempt to
cover both inventions in which the institution has
an equity and those in which it does not (see 15

“below). The remaining nine institutions in cate-

gory {(c) constitute a farge number in which the
institution cxcrcises no control at all (unless there
is a sponsor requircment).
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A policy as in (b} of directing or approving dis-

position by inventors provides much greater flex-

ibility than that listed in (a). Under (b), title can

be directed to the institution, to a patent manage-

ment firm, or to the government or another spon-

sor without the necessity of title first going to the
institution.

10. Does the institution enter into agreements
with possible inventors (see 8§ above) to es-
tablish patent rights? Complete only one re-

sponse:
{a) For all possible inventors 16
(b) For all possible inventors who
' participate in sponsored research .3
(c) For all possible inventors who

are employed ' . 14

- (d} For all possible mventors who-
" are employed on]y in sponsored
research 6
(¢) No agreements with anyone 4

48

The twenty-four institutions responding affirma-
tively to (a) or (b) are well covered insofar as
the requirements of sponsored research, particu-
larly government-sponsored research, are con-
cerned. Institutions covered by {c) and (d) are
not fully meeting the obligations of sponsored re-
“search, since these obligations extend to all per-
sons who participate in or perform part of the
work, not only those who are employed by and
paid from a prant or contract. The four institu-
tions respending affirmatively to (e) are not in
compliance unless the terms of the applicable
“patent policy can be held to be as legally binding
as an individual agrecment.

For inventions that result from rescarch which is
not sponsored, the thirty institutions- designating
(2) or (c) are all fairly well covered, except that
(c) would not apply, for example, to a graduate
student’ who makes an invention but is not em-
ployed by the institution. Among the other seven-
tcen respondents there is a gap that is partly ex-
plained by the eleven who responded to 9(c)
above (in which referral of an invention to. the
university is cntirely -voluntary unless lhcre are
sponsored rescarch requirements). :

11. Does the institution use, or have its admin-
istrators considered using a single agreement
to cover both patents and copyrights? -

Yes . . ' 13
No 35
48

12. Are one or more patent managcment firms
used? If so, give names.

Yes - o 40
No . 8
48

Research Corporation was predominant, followed
at a distance by Battelle, University Patents, Inc.,
and others.:

13. If a decision is made in the institution (not
by a patent management firm) to make a
patent application, who makes the decision?

Patent committee 11
Research administration office 9
Associate provost, vice presrdent
or dean for research :

Research foundation
President .
Vice president for business or finance
Patent office
Other (such as state, governing

board, inventor)
No answer

NN W RO

W

14, Does the institution’s patent policy require
reporting by those covered by the pohcy (see
8 above) of: o

(a) All inventions, even if there is no -
institutional or sponsor equity . 19

(b) All inventions on which patents are
applied for, even though there is no

institutional or sponsor equity 5
~(c) All inventions where there is some
institutional or sponsor equity 19
~(d) . Only those inventions that must
_ be reported to a sponsor 5
.48
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- Supplement A

Institutions that are diligent in pursuing technol-
ogy transfers and public use of their inventions

probably fall into group (a).

'15. What is the basis of the institutions claim
for institutional equity in an invention? That

‘is, what is the legal consideration for the
institution to obtain rights?

(a) Payment of salary or stipend 29

- {b) Provision of funds or facilities - 34

(¢) Other (such as patent services
furnished to inventor or state
legal requirements) 7

70

Twenty-two institutions checked more than one of

" the answers. Twenty-one of these responded to

both (a) and (b). There is a question as to
whether the citation of salary or stipend as a con-
sideration for patent rights is reasonable or even
legally enforceable.! Faculty are not employed: to
develop patentable inventions, their salaries and
promotions are not based on the value of inven-
tions they may make, and where they have tenure,
according to Blackwell, “the agreement by the
college to continue to employ them would not, so
far as they are concerned, constitute considera-
tion.”?

The provision of funds and facilities for research
does not have the handicap of (a) above and can
be used for both employed and non-employed in-
ventors (such as students). Further, the institu-
tion would have no equity (unless the inventor
would choose to handle it through the institution)
in an invention whose conception or reduction to
practice does not mvolvc institutional funds or
fac:lmes

16. Is ‘urhiiralion or some other form of decision-
making provided for in the event of a dis-
agrecment as to the institution’s cquity or
rights in an invention?

Yes . 27
No 21
48

1See Blackwell, T. E. Coliege Law. (Washington,
D.C.: American Council on FEducation, 1961.) pp. 175-
180, “The Administration of Facully Patents.”

2 Ibid, p. 179.

The absence of arbitration provisions in twenty-
one institutions is somewhat surprising.

17. Does the institution ever relinguish to the
inventor its rights to an invention? -

Yes . B 40
No
48
If so, under what circumstances?
Miscellaneous answers included cases in which
sponsor and institution chose not to patent.

18. Does the institution ever handle for inventors
* those inventions in which it has no equity?

Yes ' T 22
No et 26
, , 8

If “yes.” what are the conditions?

M1scelldncous answers included paying more than
norm'll royaltlcs to the inventor.

19, If the institution retains patent _rights for in-
ventions, what share of royalties is paid to
the inventor(s}? Net or gross?

Maximum possible 1
Net'80% scaled down to 25% as total
royalty increases 2
Gross 50% plus first $3,000, then ‘
25% 10 $13,000, then 15% 2

Net 60% 0-$25,000; 50% $25,000-
$50,000; 40% $%50,000-$75,000;
30% abave $75,000 1
Net 50% plus first $1,000 of

institution’s net 1
Gross 15% plus 50% of additional net 1
Net 50% 6
Net 50% or gross 25% 1
Net 50% maximum, 20% minimum by

arbitration . ‘ 1
Net 509 after first $5,000 net 1
Net 509% until expenses, then 20%

of gross : 1
Net 42.5%% . : -1

~ Net 40%
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Net 40% 0-$50,000; 30% $50,000-

$100,000; 15% above $100,000 2
~ Gross 15% until costs recovered,

) then 40% net 1
Net 33% 1
Gross 28% 1
Net 25% 5
Gross 20% 1
Gross 15% 9
Net 15% 4
Case by case 3
No answer i

' 48

Although the difference between gross and net
royalties varies widely from patent to patent, the
answers to this question are listed such that the
amounts to inventors decrease in order of total
royalties from top to bottom. The median an-
swer is 33% of net royalty income for the inven-
tor. Royalty shares 10 inventors appear to have
increased significantly since the 1962 survey re-
ferred to at the beginning of this document. The
method of giving the inventor a large initial share
and decreasing on a sliding scale (indicated in
five of the answers) has the merit of providing a
climate of greater cooperation among researchers
by reducing the potential rewards to the one re-
searcher who is named the legal inventor.

20, What disposition is made of the institution’s
share of royalties?

Research " 26
General institutional funds 10
Research and patent costs
Education and research
Patent costs

Other

&
o] — N W

21. What steps, if any, are taken to insure that
all inventions are properly disclosed?

None (although the patent policy may

so require) ' 23
‘Regulations I R §
Pericdic reminders 8
Periodic meetings 5
Special educational program 4

Annual invention statement : 3
Other ' 2
56

Eight institutions used more than one method of

- obtaining invention disclosures. It is likely that

a greater number used more than one method
but did not indicate this.

22. Does the institution have any institutional
patent agreements (IPAs) with federal agen-
cies? If so, list the agencies.

Both HEW and NSF ) 10
HEW only 11
NSF only _ 3

24

Note that more than half of the responding insti-
tutions have no IPAs. '

23. In negotiating sponsored research agree-
ments with industry, does the institution ac-
cept requirements for sponsor to obtain:

(a). Title to all inventions = - 27

(b) Exclusive license ] 26

(c) Exclusive license for limited period. 26

(d) Exclusive license for limited period
with march-in rights for Jack of

diligence 28

(e) Nonexclusive license 31

" (f) Other ' 7
145

Many institutions indicated more than one an-.

swer; three questions were the average number of

these. The number of (a) and (b) answers could

cause concern about the diligence of institutional
endeavors for protection of the public interest.
Where title to inventions is given to a sponsor as
in (a), the inventor’s normal share of royalties
under a patent policy presumably disappears.

24, Under the arrangements described in (23)
above, is there any provision for royalties or
other reimbursecment to the institution, such as

. increased indirect costs?

Royalties o 21
Increased indirect costs 17
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Supplement

‘None : ‘ 10
' ' ' 48

As in'23(a) above, where the compensation to
the institution for patent rights consists of in-
creased indirect costs or is nonexistent, the inven-
tor’s share of royalties presumably disappears.

25 For inventions owned or controlled by the
institution and not assigned to. a patent man-
agement organization, which of the cate-
gories of (23) above best describe the insti-
tution’s policies for assignment or licensing?

(a) Title to all inventions
(b) Exclusive license 1
.(¢) Exclusive license for limited period 8
{d) Exclusive license for limited period
with march-in rights for lack of

diligence 19

(e) Nonexclusive license 13
(f} Other _ 5
59

Only eleven institutions indicated more than one

answer. Note that many more of the respending

institutions indicated willingness to give greater
rights to a research sponsor (see 23 above) than
to a licensee or assignee.

26." How many patents were applied for on the
institmtion’s inventions during the last ten
years by:

.(a) Inventor 165 (known)

{(b) Institution 889

(c) Patent management ‘
organization 554

(d) Industrial sponsor 119

(e) Government sponsor 60 (known}
' 1787 '

Although the number for any one institution

varies from 1 to 150 for the total of categories

(a) through (e} combined, the average is 37 per

institation, or about 4 per year per institution.

While this may not appear to be a large number,
over a ten-year period the total of 1787 for all
institutions is significant, - -

6

27. How many. of the patents listed in (26)
above were issued? _ 937

28. How many of the patents that were
issued (see 27 above) were "
licensed? _ 469

These answers indicate a high ratio—fifty per-
cent—of patents licensed to patents issued.

APPENDIX A: UNIVERSITY PATENT POLICIES AND

" PATENT ADMINISTRATION QUESTIONNAIRE

1. Name of Institution

2. Who authorizéd_your patéht policy?
. a.. Trustees or regents.
b. Faculty .
c. President or chancellor
d. Other (please specify)

3. What office administeré the patent policy?
4. To whom is that office responsible?

5. Is there a patent committee? ‘

6. What is jts composition?

7. What are the functions of the patent
committee?

8. Does the patent policy cover:

a. Faculty

b. Professional staff

c. Nonprofessional staff

d. Graduate students employed by
university

e. Graduate students not employed by
university

f. Undergraduates employed by university

g. Undergraduates not employed by
university

9. Does your institution control the dlSpOSII.IO!l

of patent rights by either (it is understood

- that.a sponsor may subsequently take con-
trol): .
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1C.

11.

12,

13.

14.

15.

‘Taking title to inventions

Or directing or approving disposition by
inventors

Or is the referral of an invention to the
university voluntary if there is no spon-
SOT requirement

Da you enter into agreements with possible
inventors (see 8 above) to establish patent
rights (complete only one response)

a. For all possible inventors from 8 above
(specify a,b,cd... etc)

b. For all possible inventors from 8 who
participate in sponsored research (specify
a,b,c...etc)

c. For all possible inventors from 8 who are
employed (specify a, b, c...etc)

d. For all possible inventors from 8 who are
employed just in 'sponsored research
(specify 2, b, ¢ ... etc)

Do you or have you considered using a sin-
gle agreement to cover both patents and
copyrights? |

Is one or more patent management firm
utilized and if so give names?

If the institution (not a patent management
firm) decided to make a patent application,
what office makes this decision?

Does your patent policy require reporting

by those covered by the policy (see 8) of:

a. All inventions made even though there js
no institutional or sponsor equity, or

b. All inventions made on which patents are
applied for, even though there is no insti-
tutional or sponsor equity, or

. All inventions made where there is some
institutional or sponsor cquity, or

d. Only those inventions made which must
be reported to a sponsor

What is the basis of the institution’s claim
for institutional cquity in an invention, i.e.

16.

17.

18.

19.

20.
21.

22,

23.

24.

what is the legal consideration for the uni-
versity to obtain rights?

a. Payment of salary or stipend

b. Provision of funds or facilities

¢. Other

Is arbitration or some other form of decision-
making provided for in the event of a dis-

' -agreement as to the mstltutxons equlty or

rights in an invention?

Does the institution ever relinquish its rights
to an invention back to the inventor? If yes,
under what circumstances?

Does the institution handle inventions for
inventors in’ which it has no equuy" If yes,
what are the condxtmns”

If the institution retains patent rights for in-
ventions, what share of royalties is paid to
inventor(s)? Net or gross?

What disposition is. made of mstltutmn S

share of royalues‘?

“What steps if any are taken to assure that

all inventions are properly disclosed?

Does your institution have any institutional

‘patent agreements (IPAs) with federal agen-

cies? If so, list agencies

In negotiating sponsored research agreements
with industry, do you accept requlrements
for sponsor to obtain:

a. Title to all inventions

b. Exclusive license

c. Exclusive license for limited period
d

. Exclusive license for limited period with
march-in rights for lack of diligence

Nonexclusive license
f. Other

o

Under the arrangements  described in 23
above, is there any provision for royalties or
other reimbursement to the university, such
as increased indirect costs?
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Supplement

25. For inventions owned or controlled by the
institution and not assigned to a patent man-
agement organization, which of the cate-
gories of 23 above best describe the institu-
tion’s policies for assignment or licensing?

26. How many patents were applied for on your
institution’s inventions during the last ten
years by:

Inventor

Institution

Patent Management Organization
Industrial Sponsor

Government Sponsor

27. How many of the above patents issued?

28. How many of the batents in 27 were licensed?

APPENDIX B: INSTITUTIONS RESPONDING TO
PATENT SURVEY

University of Akron

Ball State University

Boston College '

Brown University

University of California System
California Institute of Technology
University of Cincinnati

Colorado State University Research Foundation
Concordia University '
University of Connecticut

Cornell University

University of Dayton

University of Delaware

University of Denver

University of Georgia

University of Guelph

University of Houston

University of Illinois at Urbana-Champaign

University of Iowa

University of Kansas

Kansas State University

Kent State University

University of Kentucky

Universite Laval

University of Maryland

University of Michigan

University of Minnesota

University of Mississippi

University of Nebraska

University of New Mexico

Research Foundation of State University of
New York

University of Oklahoma

University of Oregon

Princeton University

Purdue University

Rockefeller University

Rutgers University

Salk Institute

Simon Fraser University

University of Southern California

Southemn Illinois University

Texas A&M Research Foundation

University of Toledo

University of Virginia _

Virginia Polytechnic Institute and State University

Washington State University :

University of Wisconsin

Yale University

Administrative Service supplements document prin-
ciples, policies, practices and procedures in the field of
college and university management, They provide addi-
tional information about subject fields or offer specific
guidance in regard to generally accepted principles and
policics. Supplements arc the result of a comprehensive
review process modeled after that used for the basic
chapters of the Service,
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Introduction to

PATENT CLAUSES IN INDUSTRIAL RESEARCH AGREEMENTS

This paper is one unit in a series prepared by the sponsored
program and patent offices at M.I1.T. for use in thelr own professiomal
development program and in the workshop on intellectual property at the
1984 NCURA annual meeting. The NCURA Committee on Professiomal Development
is making it available to NCURA members who need a basic understanding of
intellectual property in connection with the negotiation and administration
of sponsored research agreements.

Copies of this and other units in the series may be obtained from
NCURA Headquarters.

Other Guidance

This series 1s intended to provide university research
administrators with only an introduction to the basic concepts of
intellectual property. Those who require a more complete understanding of
the subject will wish to study other materials cited herein or developed
from time to time by such organizations as the Society of University Patent
Administrators, the Licensing Executives Society, the COGR Committee on
Patents, Copyrights and Rights in Data, and the National Association of
College and University Attorneys.

User Feedback

This material is intended to be self-improving, Users are,
therefore, invited to forward comments, suggestions and new materials for
the next revision to:

Chairman, Committee on Professional Development
National Council of University Research Administrators
One Dupont Circle, N,W., Suite 618

Washington, D.C. 20036

Copyright {) 1984 Massachusetts Institute of Technology and
National Council of University Research Administrators
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1. ZINTRODUCTION

Of all the clauses contained in research agreements with industrial
sponsors, those relating to patent rights are likely to require the most
time consuming negotiations. 1In addition, where patents are an important
consideration, clauses relating to the dissemination of research results
may also be essential, since publication has a direct impact on patent
rights.,

Most university patent policies provide that the ownership of
inventions made in the performance of a research agreement will normally
vest in the university. The rationale for this and some typical
implementing clauses are set forth in Part 4 of this paper.

The rationale and clauses applicable to situations in which an indus-
trial sponsor acquires ownership to inventions are set forth in Part 10.

Before addressing these, however, the question of conflicts and
commingling should be considered and this is addressed in Part 2.
The discussion of commingling in Part 2 assumes that the reader is familiar
with material on commingling which is contained in Unit 2 of thlS series,
"Patent Rights under Government Contracts".
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2. COMMINGLING: THE CREATION OF FEDERAL RIGHTS

In Unit 2 of this series we reviewed the Public Law 96-517, and
discussed the question of commingling, i.e., the acquisition of Federal
rights in an invention where the conception and/or reduction to ptactice
was supported in part from Federal funds.

Tt becomes important, therefore, in negotiating industrial '
agreements, to determine at the outset whether the contract is likely to
result in inventions in which the Federal government may already have, or
may in the future acquire rights.

2.1 Federal rights already acquired

It is not unusual for an industrial sponsor to support research which
may involve the reduction to practice of inventions conceived under Federal
sponsorship.

. Where that may be the case, the industrial sponsor should be made
aware of any such inventions and the nature of the Federal rights to the
extent such inventions and rights have already been identified. The
likelihood that there may be others not yet identified should also be
evaluated. Finally, the contract should contain provisions preserving the
university's right and ability to fulfill its obligations to the Federal
government,

Assuming that the university is to retain title in all inventions
resulting from the industrially sponsored research, Federal rights can be
preserved in a number of ways:

a. By a clause providing that "All rights granted hereunder
shall be subject to Public Law 96-517 and to the constraints set
forth therein."

|
These constraints, as discussed in Unit 2 of this series,

relate to the terms of exclusive licenses, march-in rights, limits on
the assignment of title, preference for domestic manufacturers,
royalty-free licenses to the Federal government for government
purposes, etc,

b. By a clause providing that whatever patent rights are granted
will be granted "subject to the rights of third parties," or "to the
extent the University has the right to do so."

Where the university and industrial sponsor agree that the
sponsor will acquire title to inventions, it is doubly important that

,
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the question of possible Federal rights in any of those inventions be
thoroughly reviewed since Federal rights in an invention will
preclude the granting of title. In that event, the contract should
define the nature of the license rights which the sponsor will
acquire when title camnot be granted.

2.2 Potential Federal rights

Some industrial sponsors are quite willing to fund research which is
also being supported by a Federal sponsor and to accept the licensing
constraints imposed by P,L., 96-517. In such cases the contract clauses
cited above are approprilate.

Other sponsors, however, may wish to preclude the possibility of any
Federal rights in inventions arising from the research, and may wish to
include a clause under which the university agrees mot to accept any
Federal support which would constitute "commingling"” and which will thereby
give the Federal government an interest. .

It is more common, however, for the sponsor to seek contract
assurances that the University will take steps to avoid or minimize the
acquisition by any other sponsor, Federal or private, of patent rights
which limit or are in conflict with those acquired by the Sponsor. This is
the subject of the next section.
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3. CONFiICTING PATENT OBLIGATIONS

In negotiating patent clauses, industrial research sponsors may seek
assurance that the rights they acquire are not subordinate to or.in
conflict with rights acquired by other sponsors in the same inventions,
They may, as discussed under commingling in the previous section, wish to
avoid any Federal rights which would subject the inventions to the _
requirements of Public Law 96-517, Whatever they may feel about Federal-
rights, it is quite likely that they will wish to ensure that other
industrial sponsors have not already, or do not thereafter, acquire rights
from.partial -support of the same or closely related research by the same
investigators. -

I order to minimlze conflicts in patent obligations to 1ndustria1
sponsors there are a number of matters which should be carefully
considered:

3.1 Terminologz

There are a variety of terms used in contracts to define the

inventions to which an industrial sponsor acquires rights. These include
inventions:

resulting from

arising from

made

made and conceived

conceived and reduced to practice
conceived and/or reduced to practice

The most precise terms, which are words of art under patent law, are
"conception" and "reduction to practice." Whether rlghts are based on the
invention being "conceived and reduced to practice," or "conceived and/or

reduced to practice,” can have significantly different results, as
discussed in Section 3.2,

Whichever is used, it is desirable to refer to inventions conceived
or reduced to practice "in the performance of research under this

- agreement,"” or "in accordance with this agreement," or "in performance of

the research set forth in the statement of work,” ete. This will avoid the
ambiguity of phrases such as "during the period of this agreement," "in
connection with this agreement," "as a result of this agreement,”" etc.

3.2 Conception vs. reduction to practice

From the standpoint of the university, there are some advantages to
giving an industrial sponsor rights only to inventions conceived and
reduced to practlce in the performance of the research contract,

7
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For one thing, it will avoid the conflict which could arise where
rights are acquired by the sponsor on the basis of reduction to practice
only, If the same research, or closely related research, involving the
same persgonnel, had previously been funded by others, then the current
sponsor may acquire rights based on reduction to practice, but a prior
sponsor may already have acquired rights based solely on conception.

On the other hand, if an industrial'sponsof acquires rights to an
invention solely by reason of conception, and then does nothing with it,
this could destroy the opportunity . to get ancother industrial sponsor
interested in sponsoring further research necessary to reduce the invention
to practice. '

These points notwithstanding, if it is agreed that an industrial
sponsor will acquire rights based on either conception or reduction to
practice, the parties will have to negotiate provisions which will deal
with preexisting rights or help to avoid future conflicts, as noted in the
following sectiomns.

3.3 Limitations on rights

In order to deal with preexisting rights in third parties, a
university may use the clauses already cited under Section 2,1, which
provide that whatever patent rights are granted will be "subject to the
rights of third parties" or to inventions made in the performance of the
research '"to the extent that the university has the right to do so.”

As noted earlier, however, a sponsor may not wish to accept these
open ended clauses without a careful review of what may be covered, and may
wish to adopt some mechanisms for ensuring that third parties do not
acquire such rights in the first place.

3.4 Restrictions on other funding

Some sponsors request a statement in the contract that the university
will not accept support from other industrial sponsors (or any sponsor),
for the specific work to be performed under the agreement. Universities
generally have accepted such clauses on the theory that a sponsor should be
entitled to be the sole sponsor of the particular research project once it
is defined except where it is understood at the outset that the program is
multiple sponsored and the funds will, in fact, be commingled.

Some industrial sponsors request the inclusion of contract language
to the effect that the university will not undertake work im related areas
for other sponsors, (or that the principal 1nvestigator and his research
team will not do so), or that related work will not be performed for the
sponsor's competitors, or that no research will ‘be undertaken by the
university (or research team) which will create a conflict in obligatioms.

Although prévisions of the latter type undoubtedly help to reduce
patent conflicts, they raise other questions of policy with which most
universities have great difficulty and should be approached cautiously.
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3.5 Statem

ent of Work

Breadl
university.
possible, de
tasks or obj

y defined, flexible research support is highly desirable to a
Nonetheless, the statement of work should, imsofar as

fine in specific terms the area of research and the elements,
ectives whenever patents are an important consideration.

. General work statements without specificity give rise to unpredictable
conflicts in patent rights and obligations. :

Some umbrella or institutional agreements define broad areas within
which specific projects will be agreed on by the parties. Im such cases,

some univers
statement th
individual p

rights in in

granted, but
university i

3.6 Review

ities avoid conflicts by including in the umbrella agreement a

at patent rights will be negotiated in good faith once an
roject has been identified, or by agreeing that certain defined

ventions made in the performance of the research will be
"subject to third party rights" or "to the extent the

s able to do so."

for potential patent conflicts

It is,
and some spa
conflict, T

of course, desirable to identify conflicts before they arise
nsors ask that they be informed in advance of any potential
his is reasonable to a point, but is difficult where it is

stated in such broad terms as "University will not enter any contracts

which create

A more
agreements 1

any conflict in obligations" as cited above in Section 3.4,

manageable approach used in some major institutional research
s as follows:

"University's Administrative Representatives shall, prior to
the execution of any and all Project Authorizations and
periodically thereafter, review with the Principal
Investigators the current and proposed assignments of Personnel
performing research under this Agreement to determine whether
said Personnel are also performing, or propose to perform,
related research under any other agreement between University
and a third party. University's Administrative Representatives
shall discuss their findings with Sponsor’s Administrative
Representatives. If in the opinion of Sponsor's Administrative
Representatives it is warranted, the Commmittee for
Administration will request that University's Patent Counsel
review the situation to determine whether any potential
conflict exists between the obligations undertaken or proposed
to be undertaken by University with respect to patentable
inventions under Articles VI through IX of this Agreement, and

those obligations undertaken by University with respect to such .

other agreement, If a potential conflict does exist,
University's Patent Counsel will so report to the Committee for
Administration, which will request such University Personnel to

elect which of the potentially conflict1ng projects they choose
to participate in."

R
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4, TITLE IN THE UNIVERSITY - A RATIONALE

While the patent policies of educaticnal institutions differ in‘ﬁ'

number of respects, most university policies provide that the ownership of
inventions made in the performance of a research agreement will normally
vest in the university. Question 23 of the NACUBO Sutrvey reproduced  in
Unit 3 of this series gives some feeling for the practices of those
surveyed in 1978. . _

4.1

doing

Rationale for umiversity retaining title

Universities which retain title to such inventions assert that by
so they are in a better position to:

a. Fulfill their obligation as a university to serve the public
interést by ensuring that inventions arising from university research
are developed to the point of maximum utilization and avajilability to
the public and will not be used to the detriment of the public ‘
interest by thé unnecessary exclusion of any qualified user or by any
other means.

b. Share with inventors the proceeds of royalty-bearing licenses in

- recognition of their inventorshlp and as an incentive to spend the

time and effort necessary to properly disclose the invention, parti-~
cipate in its evaluation, assist attorneys involved in filing patent.
applications, and advise potential licensees.

c. Provide the University with a share of the royalties nmot only to
help pay the costs of the patent program, but also to support '
selected education and research programs in recognition of the
university's investment in facilities and personnel without which
such inventions would not have been possible.

d. Minimize or facilitate the resolution of conflicts in patent
rights and obligations between Industrial sponsors, and between
industrial and Federal sponsors where research spomsored by industry
may lead to the reduction to practice of inventions conceived under
Federal sponsorship. Conflicts can be minimized and the equities of
the parties more effectively recognized, through licensing
méchanisms, when title to the inventions is not at issue.

e. Ensure that the university can pursue with third party licensees
those applications which are of no interest to the spomsor and which
might not otherwise be developed to the point of commercial

“gvailability.

10
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5. LICENSING OPTIONS

The clauses and commentary which follow cover the license rights and
other options most frequently granted to industrial research spomsors by
universities which retain title to resulting inventions

5.1 Disgposition at university discretion

Some industrial spomsors either do not wish to acduire aﬁy'patent
rights, or are willing to let the university determine disposition. 1In
such cases, a clause such as the following can be used: :

"T{tle to inventions conceived and/or reduced to practice in the
performance of this research shall vest in the University, which
shall have the sole right to determine the disposition of any patents
or other rights resulting therefrom in whatever manner it deems
appropriate to protect the public interest and theée equities of the
parties." - S

5.2 ' ‘Non-exclusive license to sponsor

For institutions which normally retain title to inventions made in
the performance of industrially sponsored research, the right most
frequently granted to the sponsor is an irrevocable, non-exclusive license
for the life of the patent. It may be the only right granted, or it may be
granted in conjunction with a limited term, exclusive license, or with an
option to acquire an exclusive license. The non-exclusive license may be
royalty-free, or royalty-bearing as discussed below. '

A representative clause granting.a non-exclusive license follows:-'

"Title to inventions conceived and/or reduced to practice in the
performance of this research shall vest in the university, which
shall have the sole right to determine the disposition of any patents
or other rights resulting therefrom, provided that upon issue of any
patent on any such invention, the University shall grant to the
sponsor an irrevocable, royalty-free, (royalty-bearing) non-exclusive
license to make, use and sell such invention, but without the right
to sublicense, for the term of such invention.”

There are a number of comments which should be made in connectioﬁ.
with this type of clause.

a. Digcretionary filing

As this sample clause is written, the university is under no
obligation to file patent applications on resulting patents and is in
a position to evaluate inventions and determine which it wishes to
pursue. However, some sponsors are sufficiently concerned with
patents that they would wish a firmer commitment with respect to
identifying inventions and ensuring that all inventions in which
elther party is interested are pursued. This is covered in Part 7.

11
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b. ~‘Royalty-free or royalty-bearing

“ . Although non-exclusive licenses granted to research sponéors
have at many universities been granted royalty-free, an increasing

‘number of universities are seeking royalty-bearing non-exclusive

licenses since the non-exclusive license in the sponsor is a
disincentive for other industrial companies to invest funds in
developing a marketable product. This is particularly true where the
sponsor has acquired licemse rights based solely on the conception of
the invention, so that further investment would be required to reduce
it to practice and develop its commercial potential, and where the
sponsor is sufficiently large to capture a significant portion of the
market if it entered the market on a royalty-free basis.

In addition, some universities which might normally grant a
royalty~-free, non-exclusive license, prefer royalty-bearing,
non-exclusive licenses in situations where the sponsor is dominant in
the field, or is an industrial association comprised of companies
which are, in the aggregate, dominant in the field. Where a
royalty-free license might aid a sponsor in maintaining market ]
dominance, anti-trust considerations might also apply. In any event,

the opportunity for granting royalty-bearing licenses to third

5.3

parties may be so limited that the income to the university may be
inadequate to offset the expense of seeking and maintaining patent
protection and sharing royalties with the inventors.

C. Sublicensing

Under a non-exclysive license, the right to sublicense is not
usually provided since it may put the university in competition with
the licensee in offering attractive sublicensing terms to potential
sublicensees. '

Exclusive, limited-term license to sponsor

In recent years, universities which retain title to inventions

resulting from sponsored research appear to be more willing than previously
to provide industrial sponsors with exclusive patent licenses, where
requested, and to view them as an appropriate vehicle for the effective
transfer of the technology.

In most cases, the rights granted are a limited-term (less than the

life of the patent), exclusive license (or an option to acquire such a
license). The following clause is typical:

"Fitle to any invention conceived and/or reduced to practice in the
performance of this research shall remain with the University,
provided, however, that the University shall grant to the sponsor an
irrevocable, royalty-free, (royalty-bearing) non-exclusive license to
make, use and sell such invention, but without the right to

" sugblicense, for the term of any patent thereon.

12
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"And provided further that the University shall grant to the Sponsor
(an option to acquire) an exclusive license to make, , have made, use
and sell such invention or discovery, with the right to sublicense,
at reasonable royalty rates, the term of exclusivity and the royalty
rates to be negotiated at the time the inventicn or discovery is made
(provided further, however, that this option must be exercised by
Sponsor by notice in writing to the University within months from
the date the invention or discovery is first disclosed to the
Sponsor). The parties agree that all of the terms and conditions of
any such license shall be reasonable in light of then existing
industry practice."

There is apparently some difference of opinion as to whether am
exclusive license (or an option for one) should be granted under the
research contract or negotiated only after an invention has, in fact, been
identified. The more common practice is probably the granting of the
exclusive license (or option) at the time the contract is negotiated,
assuming that the research project, the research team, and other pertinent
information is known, including any potential for conflicts in patent
rights., Under umbrella agreements, where the individual projects are not
known at the time the overall agreement is negotiated, the decision is more
likely to be deferred. A number of other comments should be made:

a, Discrétionary filing

Although not as emphatically stated as the clause in Section
5.2 above, the university is under no obligation to file on all
patentable inventions, but only to grant a license for the term of
“"any patent thereon." Sponsors who are interested in exclusive
licensing, however, are more likely to want a firmer commitment with
Tespect to patent filing, and this is explored in Part 7.

b, Length of exclusivity and royalty rates

The sample clause above states that the term of exclusivity
and the royalty rates will be negotiated at the time the invention or
discovery is identified. The rationale for this approach is that
only after the making of the invention can its value and potential
market be ascertained.

If there are compelling reasons, however, for specifying
these in advance, some universities may agree to setting the length
of exclusivity and the minimum and maximum royalty rates in the

contract at the outset, This can be done for example, by modifying
the foregoing clause as follows:

"And provided further that the University shall grant to the
Sponsor a limited term, exclusive license to make, use and
sell such invention or discovery, with the right to
sublicense, the term of exclusivity to be years from the
date of execution of the license agreement or years from
the date of - the flrst commercial sale of said invention or
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5.4

discovery, whichever occurs first, and at reasomable royalty

rates to be negotiated at the time of the license agreement,
but such rate not to be less than nor more than

percent of the net sales price of the invention.”

c. + Sublicensing and performance criteria

An exclusive license usually gives the Sponsor the right to
sublicense others at reasonable royalty rates. Apparently most
universities do not make such sublicensing mandatory under exclusive
limited-term licenses, but do require (1) performance milestones
and/or minimum annual payments as incentives for the licensee to
develop the technology and ensure that it becomes available for the
benefit of the public, or (2) other forms of assurance that
commercialization will be diligently pursued.

The initial period of exclusivity is sometimes extended under
special circumstances or with contractual assurances that licensing
will be pursued as diligently as it would be by the university.

These contractual assurances may Iinclude mandatory sublicensing,
performance milestones, arbitration procedures, etc,

Any exclusive licensing subject to P. L. 96-517 because of

-Federal rights in the invention must, of course, meet the require-

ments of OMB Circular A-124, as set forth in Unit 2 of this series.

Exclusive, full-term license to sponsor

Universities which adopt the philosophy that they have an obligation

to ensure the transfer of technology through patents in the public interest
tend to resist the granting of exclusive licenses for the life of the
patent except under special circumstances, such as settlement of a possible
litigation claim, settlement of an interference action, or as a possible
alternative to assigning title or granting joint ownership, etc.

Where universities do grant a life of the patent exclusive to an

industrial research sponsor, they may require assurances such as mandatory
sublicensing on a non-discriminatory basis to all qualified parties and an
arbitration procedure for any appeals.

A sample clause is as follows:

"Title to any invention or discovery concéived or first reduced to
practice in the performance of this research shall remain with the
Tniversity; provided, however, that the University shall gramnt to the
Sponsor an irrevocable, exclusive license with mandatory sublicensing
at reasonable terms on a non-discriminatory basis to all qualified
parties for the term of any patent thereon, to make, have made, use
and sell such invention or discovery, such license to be at
reasonable royalty rates to be negotiated at the time the invention
or discovery is made."

14
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6., JOINT TITLE

Although most universities resist the fragmenting of ownership, some
recognize a few situations in which a research sponsor might be granted
joint title to inventions resulting from the research.

6.1 As an alternative to sole title

Some universities negotiate joint title as an alternative to
granting the research sponsor sole title, using a clause such as the
following:

"Title to any invention or discovery conceived or first reduced to
practice in the performance of this research shall be jointly owned,
with each party having the right to license others without
accounting."

Although this may be preferable to surrendering sole title, it should
be recalled, as stated in Unit 1 of this series, that each holder of joint
title in an invention can do anything a sole owner could, i.e., sell or
assign its joint interest to others, license others on whatever terms and
conditions the joint owner deems appropriate, amnd do so without any
responsibility to account for its actions or for its royalty income to the
other joint owner.

Joint owners, however, may also agree to a coordinated approach to
filing, licensing, and the treatment of royalties, and some universities,
where joint title is agreed to, prefer this from the standpoint of good
business and licensing practice. This type of arrangement is reflected in.
the sample clause which follows:

"a. Title to any invention or discovery conceived or first
reduced to practice during the performance of the work under this
agreement shall be jointly owned by Sponsor and the University, and
each shall receive an equal undivided partial interest in such
invention or discovery, and resulting foreign or U.S. patent

applications thereon, and any foreign or U.S. patents issued thereon.

"b. Sponsor and the University as joint owners shall be free to
grant non-exclusive licenses hereunder to anyone. Any such
patent/patent applications jointly owned by the University and
Sponsor shall be applied for at the joint expense of both parties,
provided that each party concurs in the acquisition of such patent.
If either party elects not to contribute to such expense, the other
party shall receive the whole interest in such patent
application/patent.

"e. Patent applications and/or patents cbtained hereunder on
jointly owned inventions may be licensed by the University or the

Sponsor on any appropriate terms, including royalty free or on a
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reasonable royalty basis. The royalty income earmed on the licensing
of patent applications/patents hereunder, whether licensed by Sponsor
or the University, shall be equally apportioned. between the Sponsor
‘and the University."

Whether this approach is preferable may depend on the nature of the
market, the nature of the sponsors marketing capab111ty, and other factors.

7As an alternative or modification to the coordinated approach -
reflected in the foregoing clause, the parties may agree that one of them
will act as the sole agent of both with respect to patent licensing, and
receive back from the other party -an exclusive license to that party's
joint rights..

6.2 Joint_résearch_prqgrams'

~ Joint title is most frequently granted in situations in which the
sponsor and the university are engaged in joint research, and the first
problem is to define what this means. Joint research may be variously
defined to include the spounsor and the university conducting portions of
the same project, or conducting separate but closely related projects in
parallel. It may involve sponsor personnel participating in the University
research and/or University personnel spending time in the Sponsor's
laboratories.

There are a variety of approaches to defining ownership of inventions
on joint research. Allocation of ownership rights may depend on the
affiliation of the inventor, the location of the research, the definition
of what is "in the performance of research under this agreement," etc. The
complications of these different approaches are beyond the scope of this
section. The following sample clauses, therefore, deal with the relatively
simpler case of research performed solely at the University with Sponsor
personnel participating.

a, Ownership based on affiliatioen

One of the simplest arrangements, based on the inventor's
affiliation, is the following:

1. "Title to any invention made solely by a Sponsor
employee shall vest in Spomsor. University shall have the
right to use any such invention internally for its own
purposes.

2. "Title to any Invention made solely by a University
employee shall vest in the University, Spomsor shall have the
license rights defined elsewhere in this agreement.

3. "Title to any inventions made jointly by employees of
Sponsor and University shall be jointly owned."

Where ownership is joint the parties may wish to agree on a
coordinated approach to the licensing and sharing of royalties as

discussed in 6.1 above,
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b. . University ownershipl

The following clause reflects the philosophy that unless the
university takes title to all inventions made in the performance of
the research, regardless of by whom made, it could create undesirable
conflicts and fragmenting of ownership. The equities and.
contribution of the sponsor, however, can be reflected in the setting
of royalties and other licensing provisions: ' '

"Title to any inventions made by sponsor and/or University
personnel solely or jointly in the performance of the
research or through the use of any facilities or resources of
the University shall vest in the University, but due
consideration will be given to the Sponsor's contribution in
negotiating the terms of the licenses granted elsewhere under
this agreement.” Co : R
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7. RESPONSIBILITY FOR FILING AND ALLOCATION OF COSTS

7.1 -~ Filing by the umiversity

In Sections 5.2 and 5.3, we mnoted that sponsors interested in

- exclusive licenses may also wish assurances that the university will be

active 'in identifying inventions and’ pursuing patent protection on all
those in which the sponsor ‘is ‘interested. A ‘typical clause to this effect
is the following:

"Title to inventions conceived and/or reduced to practice in the
performance of this research shall vest in ‘the university, which
-:shall take steps to ffle patent applications in the United States at
its expense on all patentable deévelopments. - Upon issue of any patent
.. on any such invention, the University shall grant to the Sponsor...."

The university, however, may not wish to commit itself in advance to
seeking patent protection at its own expense by filing on all inventionms,
whether or not they appear to have commercial potential. For that reason,
it may be necessary. to consider other options, such as permitting filing by
the. sponsor when the university elects not to, and/or providing that the
sponsor share the costs. A sample clause addressing this option is as
follows: : :

1. ~University shall file or have filed in a timely manner at its
own expense a United States patent application or applications on all
inventions arising out of the performancce of this research and shall
diligently prosecute such applications. Sponsor may make a written

. request to the Univeérsity to file a United States patent application
on any invention identified to the University by the Sponsor.

"2. Where the University for any reason elects not to file such a
. patent application in the United States or in a foreign country,
University shall notify the sponsor promptly and the Spomsor shall
have the right to file such application at 1ts own expense in - the
name of the University. :

The foregoing clause provides that the university pays the cost when
it files, whether at its own initiative or at ‘the request of the spomsor,
and the sponsor pays only for the filing which the university elects not to’
pursue, A somewhat different approach is reflected in the following
clause, which provides that the sponsor only gets rights to inventions on
which it recommends filing and for which it pays half the filing and
related costs, except that if the university fails to follow the sponsor's
recommendatlon, the sponsor may pursue patent r1ghts at its own expense in
the university's name, '
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"l. - Sponsor agrees to provide university with mon-binding
recommendations regarding the filing, prosecution, issuance,
reissuance and maintenance of all University patent rights.
University shall have the sole right, in its discretion, to follow or
not to follow Sponsor's recommendations. To enable Sponsor to
provide its recommendations, University agrees to advise Sponsor at
least 30 calendar days prior to the due date for taking any action
affecting the filing, substantive amendments, issuance, reissuance
and maintenance of all University patent rights.

"2, Sponsor agrees to reimburse University for one-half of its

. reasonable out-of-pocket patent costs (including outside patent
coynsel fees, search cosgts, filing and issue fees, and maintenance
taxes) associated with the filing, prosecution, issuance, reissuance
and maintenance of those Contract Patent Rights which Sponsor
recommends should be filed, prosecuted, issued, reissued and
maintained. '

"3, I1f Sponsor specifically declines in writing to recommend that
University file an application to obtain any Contract Patent Rights,
Iniversity shall be free to proceed at its own expense and any
contract patent rights obtained shall not be subject to the licenses
granted to the Sponsor elsewhere in this agreement,

"4, In the event that University elects mot to follow any Sponsor ;
recommendation in favor of the filing, prosecution, issuance, ' _—y
reissuance and maintenance of any patent application or patent within

University Patent Rights, University shall so inform Sponsor in

writing at least 60 days (to the extent feasible) in advance of any

statutory bar, including foreign statutory bars, or response date or

the proposed date of abandonment, and Sponsor may, at its optiom,

pursue said patent rights in the name. of University. Thenceforth,

Sponor shall bear all expenses associated with obtaining such patent

rights." . .

- Where the sponsor files as contemplated above on inventions which the
university elects not to pursue, there are various ways to recognize its
contribution. The sponsor might be given a credit against royalties due
the university from the licensing of the patent up to the total of
sponsor's prosecution and maintenance costs, or royalties might be shared
on a basis more favorable to the sponsor, or waived entirely. In such
cases, it is also somewhat more likely that the sponsor would be given the

exclusive license for the life of the patent rather than for a limited
term, '

In some cases where the university elects not to file, the sponsor is
allowed to file in the sponsor's name, and the university would normally
retain a royalty-free, non-exclusive irrevocable license to practice such
invention for research purposes only. Royalties might or might not be
shared, Some universities prefer this approach rather than allowing the
sponsor to file in the name of the university. In the latter case, control
is essentially in the sponsor, but the university might well be joined as a o
party to any infringement or other litigation since it retains legal '
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ownership. Where title is in the name of the sponsor, the joining of the
university ifi’ the ‘suit. 1s less likely to occur, unless the. unlversity is
"an indispensable party ‘in- the legal sense.

7.2 Filing%bY“sponsor,

It 'may, of ‘course, be agreed from the outset that all filing of .
patent applications will be done by the sponsor.. In some industries,..
companies ‘prefer to.have ‘this done by their own lawyers whom they. consider
more specialized and expert in their field. Whether such lawyers will: give
attention to claims and fields of use not spec1fica11y within the company 8
area of interest can be ‘argued. . : : .

Where it is agreed that: the company will do the flling, a clause such
as the following might be used; or any clause which simply reverses the
approach 1n Section 7.1 above, G

"The - Company may, at its own expense and in consultation with the
University, file and prosecute a patent application(s) on the
invention in the United States. The Company will also select
countries for the international filing of such application(s), and
all filing, prosecution and maintenance costs will be the
regsponsibility of the Company. In the event the Company elects mnot
to take a license under such patent{(s), the responsibility for such
filing, prosecution and maintenance costs shall revert to the
University. The University may supplement the list of countries for
international filing but, unless the Company agrees to pay for the
filing and prosecution in any of these additional countries, these
costs will be paid by the University."

Another approach to filing by the Sponsor is reflected in the
following provisions:

"l. When Sponsor has indicated its iInterest in a license under
prospective Patent rights to an invéntion it shall promptly cause its
patent attorneys to file and prosecute in good faith a United States
Patent application on such invention. Sponsor shall also effect the
filing and good faith prosecution of foreign Patent applications
corresponding to the United States application in whatever countries
Sponsor by written notice to the University indicates its interest in
a license under prospective Patent rights.

"2, Until such time as Sponsor notifies the University in writing
that it no longer has an interest in a license, or until the
expiration of the time specified in Paragraph during which time

Sponsor has not given notice of its election to take a license,
Sponsor agrees to bear the cost for filing and prosecution of Patent
applicatons under Paragraph 1 and the issuance and maintenance of
Patents thereon. Sponsor shall not be required to prosecute any such
Patent application beyond the point of final rejection by the
assigned Primary.Examiner in the United States Patent and Trademark
Office or the equivalent stage of prosecution if a foreign
application. The University, at mo cost or obligation or liability
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to Sponsor, may take action to file or prosecute any Patent - ‘
application or have issued or maintain any Patent on which Sponsor o
elects not to take such action. Any such election by Sponsor shall

be promptly communicated to the University and in adequate time to

allow the University to take such action if it so desires. Sponsor's

right to a license thereunder shall not thereby be diminished.

"3, With respect to Patent applications filed and prosecuted and
Patents issued or maintained by Sponsor under Paragraphs 1 and 2, the
University at its own expense may designate and retain patent counsel

of its own who shall be permitted to review such Patent applications

and proposed responses to Patent Office actions thereon and issuance
and maintenance of Patents and to comsult with Sponsor's patent
attorneys before Sponsor takes action thereon. However, the control
of such filings, prosecutions, issuances and maintenances shall rest
with Sponsor unless it elects to relinguish such control to the
University under Paragraph 2 by timely written notice. The
University may at any time elect by notice in writing to Spomsor to
assume at University's cost those activities undertaken by Sponsor
under Paragraphs 1, 2 and 3 on behalf of the University in regard to
any Patent application or Patent, and Spomsor's right to a license
thereunder shall not thereby be diminished." .

. ‘_/‘.
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8. LICENSE TERMS ARD CONDITIONS

Research contracts with industrial sponsors deal with the terms and
conditions of license grants in a variety of ways.

In some cases, the contract simply states that the sponsor shall be
entitled to certain licensing rights as set forth in a separate agreement.
The separate agreement spells out the sponsor's license rights and/or the
options 1t may elect., This agreement, sometimes referred to as a License
Option Agreement, is then executed in conjunction with the research
contract. It resembles a license agreement but the royalty rates and
certain other specifics may be left for subsequent negotiation once an
invention is identified,

In other cases, the sponsor's options are spelled out in the contract
at a level of detail comparable to that in the option agreement. The legal
effect is the same in either case, but some universities which make
research contracts available as public documents, except for the business
and financial details, prefer to have these details In a separate option
agreement so that the research contract can be made available without
editing and deletions.

In the majority of cases, however, it appears that research contracts
take the middle ground and contain clauses which cover the most important
rights to be granted but leave the rest of the license agreement to be
negotiated when the invention is identified. In gemeral, such research
contracts will at least cover the following:

‘Ownership of inventions

Right to non-exclusive or exclusive licenses

Exclusive License terms: length, sublicensing
‘obligations, performance requirements,
applicability of PL 96-~517, etc.

In conjunction with such contracts, the sponsor may wish to study the

university's = standard licensing agreement imn order to anticipate whether
any problems could arise later which might best be addressed at the outset.
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9.0 DISCLOSURE AND PUBLICATION

Where patents are an important consideration in contracts sponsored..
by industry, emphasis is also placed on the filing of patent applications
before patent rights are defeated by publication, as discussed in Part 1 of
this course. : »

9.1 'HOnitoring and disclosure of inventions

Some contracts seek to protect patent rights by establishing
mechanisms for (1) monitoring or reviewing the research on an on-going
basis to identify inventions at an early stage and (2) prompt disclosure to
the sponsor.

~A sample threevpart clause reflecting this approach is as follows:

B O The Sponsor shall monitor progress of the Project through its

representative on the Advisory Committee, the Program Director, and
the Project Investigator, as appropriate. The primary purpose of
such monitoring is to detect potentially patentable inventions as
early as possible, whlch shall be a respons1b111ty of the Sponsor.

"2, When in the Judgment of the Unlversity a Project first
reaches the stage where it has produced technical developments of
apparent commercial utility and the University believes that: such

technical developments may be patentable and have not been identified - .

by the Sponsor through the monitoring of progress on the research,
the University shall report such potentially patentable inventions to
the Sponsor. Thereupon the Sponsor shall make the evaluation,
exercige its election ‘and report to the Un1versity as specified
above. : :

"3, University shall make periodic reports to Sponsor of the
- results of the research and shall notify Sponsor of its intentions
with respect to - all patentable inventions conceived or first reduced
"to practice in performing the research hereunder, including its
intention to file or not to file for patents and the countries to be
filed in, to terminate prosecution of pending patent applications, or
to discontinue the maintenance of any issued patents."

Whether or not a research project is such as to warrant this type of
monitoring depends on the facts, and it may not be appropriate in some
cases, In any event, where some such a mechanism is in place, the emphasis
on the review of publications and journal articles as the means of
disclosing patentable inventions is less and the likelihood of publication
delays of the type contemplated in the following section is reduced.
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9.2 $Publication

sl

The Univer31ty s rlght to publish is frequently preserved by a- clause
of the folldw1ng type-

"University is free to publish the resulis of this research after
providing a- copy of the proposed publ1catlon to the sponsor."

WhEre a sponsor is not . partlcularly interested in patents ‘or 1s

'se%isfied with.a license to whatever patents the umiversity dtself chooses

to acquire, ‘this clause may be adequate.

“here, however, the sponsor is interested in.patents. and may wish
itself to pursue those which the university -does mot, it will usually
reque¥t that ‘the clause be modified to provide for a delay in publication
to protect patent. rights. - o '

a.. .. Delay in pﬁblicatibn

-Where sponsors wish -an opportunity to review publications in
order to ensure that patentable inventions are not overlooked, it is
not unusual for a umiversity to -agree ‘to delay publication for this
purpose. (In -addition, in gituations where the university has
accepted proprietary data of ‘the ‘sponsor as background information,
this also gives the sponsor an opportunity to identify any such data
which has been inadvertently included in the publication.) A typical
clause might read as follows:

"The University 'is free ‘to publish 'the results of this
research after .giving 2 copy of ‘the proposed publication to
the sponsor at least 30 -days :prior to the intended
publication date, to allow the sponsor to review for
patentable subject matter (or to ensure against the
disclosure of any proprietary data of the sponsor)."

Where publication ‘delay is -long :enough in practice, as is
often the case with publications in professional joeurnals, it is
assumed that the parties -will -have time 'to conduct the review and do
whatever is appropriate ‘to protect patent rights.

b. Delay in publication plus extension

Because foreign patent is such 'that -any publication of any
‘risture prior to filing, whether oral or written, in any part of the
world, may eliminate the 'possibility of foreign patent protectionm,
some industrial ‘sponsors are concerned not only that patentable
subject matter be identified, but that the university secures patent
protection by filing prior to publication, or allows the sponsor time
to obtain such protection,
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Consequently, a number of universities contractually agree to.

an additional delay or deferral for this purpose, through a c]ause
such as the following:

"The University is free to publish the results of this
research after giving a copy to the sponsor at least 30 days

‘prior to the intended publication, except that the University

agrees that it will defer the intended publication for an
additional 60 days, upon the request of the Sponsor during

“the initial 30 day review period, in order to provide

adequate time for the filing of a patent application.”

"Delay in submission

The foregoing clauses provide a delay period based on the
intended date of publication, but some spomsors are
uncomfortable with this since the publication date may not be
in the university's control and for other reasoms. In such
cases, some universities are willing to state the delay in
terms of "30 days prior to submission to the publisher"
rather than prior to the intended date of publication.
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10, TITLE IN THE SPONSOR

As noted in Item 23 of the NACUBO Survey included in Unit 3 of this
series, 27 universities indicated that they would permit a research spomsor
to acquire ownership in inventions. In practice this occurs in a variety
of ways, The sponsor may acquire title in specific inventions resulting
from the research under specified circumstances, as, for example, when the
university elects net to pursue an invention and the sponsor is permitted
to do so in its own name, On the other hand, the research agreement may
provide the sponsor with ownership to all resulting inventioms.. Such
agreements may be an exception to the university's normal patent policy and
permitted only under unusual clircumstances, or it may simply be one of the
alternatives which the university normally makes available where no Federal
rights apply :

10.1 Rationale for sponsor acquiring title

One industrial sponsor which seeks title to inventions resulting from
the research which it sponsors, argues that:

Y . The company is interested in emerging techmologies that will

- provide the basis for new products in an intermediate time frame.
The best way to achieve this objective is for the company to draft
and apply for any patents which evolve from the supported research
and for the company to hold title to any issued patents,

b. The company, as opposed to the university, is im a better
position to judge the commercial merit of an invention and to
interpret this judgement inte a sound enforceable patent.

c. Holding title to the patent is necessary in order to justify
‘the very large expenditures which are required to develop and
commercialize the invention.

d. - - When the company acquires title, the interests of the
university and the public can be protected by contract provisions
such as the following:

1. Limits are placed on the time which the Sponsor has to
file U.S. and foreign patents. Rights to inventions om which
the Sponsor does not wish to file are returned to the
University. ' o

2. The Sponsor agrees to commercialize patented inventions
resulting from the sponsored research through intermal
development or through licenses within a specified time. If
‘it fails to do so title will revert to the umniversity.
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3. The Sponsor agrees to pay the university a royalty for
monetary benefits arising from the practice of the invention,
with the rate to be negotiated in good faith when the
invention is kuown.

4. The Sponsor will review contemplated oral or written
publications prior to their release so as not to jeopardize -
either U.8. or foreign patent applications, but promises a
tight timetable for this review to prevent any possible

--guppression of the information or unreasonable delay in
publication.

; Where the contract contains provisions such as the foregoing, -
it may in many respects have the same net effect as if the University
retained title and provided an exclusive, long-term license to the:
Sponsor., The issue, then, is which party should control the patent
in the public interest and which party must take the initiative to
resolve disagreements through arbitration or other legal steps.

10.2 Other considerations

‘Universities which are willing as a matter of policy to assign title
to industrial sponsors under appropriate terms, however, consider a number
of additional factors before doing so in particular situations, such as:

a. Whether there is any possibility of past or future support
that might result in subjecting inventions to Public Law 96-517,

b. Whether the proposed research has been supported by other .
commercial sponsors or is related to other projects im such a way
that rights in resulting inventions might be claimed by more than cne
‘party, particularly if the research involves the reduction to
practice of inventions previously conceived under other sponsorship,.

c. Whether the proposed research is likely to result in
inventions which have significant applications outside the sponsor's
field of interest and whether these applications will be pursued-.

d. Whether the University already has a patent position in the
technology involved.

10.3 Patent*clauses=-- Title in sponsor

In practice, where sponsors acquire title, the terms can vary widely.
A simple clause granting the sponsor title without any consideration or
control by the university might be used as follows:

"Title to any invention or discovery made or conceived in the
performance of this research shall vest in the Sponsor, provided,
however, that Sponsor shall grant to the University an irrevocable,
royalty-free, non-exclusive license for the use of such invention or
discovery for the term of any patent thereon.”
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Other such agreements have some or all of the elements described in
10.1.d. above, so that the University retains some of the same rights it
would have had by retaining ownership and granting the sponsor a .
royalty-bearing, exclusive license with due diligence requirements and
march-in rights. This type of agreement is reflected in the following clauses:

"1. - UNIVERSITY shall be responsible for ensuring disclosure to
SPONSOR of any and all inventions within thirty (30) days of.
discovery, conceiving, or finding of an invention by any investigator
engaged in research activity funded by SPONSOR under this Agreement.

2. . SPONSOR shall have an additional  -momnth period from the
U.S. filing date in which to file counterpart patent applications
covering said invention in countries foreign to the United States.
SPONSOR shall provide UNIVERSITY with coples of all U,S5. patent
applications, Patent Office actions and amendments at the time they
are filed or received by SPONSOR, and shall provide UNIVERSITY with
serial number and filing date information for foreign-filed
applications and with copies of all foreign patents which issue
thereon.

"3, Within ninety (90) days after the filing of a patent
application by SPONSOR as provided in Section 2, UNIVERSITY shall
make assignment to SPONSOR of the entire right, title and interest in
and to said patent application and in and to the invention or
inventions described in said patent application without further
compensation. In order that UNIVERSITY may accomplish said
assignment, UNIVERSITY shall require each investigator engaged in
research under this Agreement to execute an "Invention and Patent
Assignment Agreement” form, attached herete and made a part hereof. as
Appendix "B",

"4, In the event SPONSOR fails to file foreign patent
applications within the periods set forth in Section 2, or having
filed an application elects to discontinue prosecution of such
application, SPONSOR shall upon request from UNIVERSITY assign back
to UNIVERSITY all patent rights for each of those countries in which
no application is filed or prosecution is discontinued. Any
assignment back to UNIVERSITY from SPONSOR will be subject to a right
in SPONSOR of an irrevocable, nonexclusive, royalty-free license to
make and use within SPONSOR for purposes of research and development,
but not for production or sale, any subject matter assigned back to
UNIVERSITY.

"5. In the event of issuance to SPONSOR of a U.S. or foreign
patent which issues from a patent application assigned to SPONSOR
from UNIVERSITY, SPONSOR shall grant to UNIVERSITY an irrevocable,
nonexclusive, royalty-free, non-transferable license to make and use
the subject matter of any such patent, said license being limited to
research, teaching and development activities practiced at
UNIVERSITY.

28



NCURA

PATENT CLAUSES IN INDUSTRIAL RESEARCH AGREEMENTS ~

"6. SPONSOR recognizes that an important objective of UNIVERSITY
is to make available to the public the fruits of research. SPONSOR
agrees to use reasonable efforts in commercializing an invention or
in identifying and securing one or more licensees capable of '
commercializing an invention described in a patent application
assigned to SPONSOR by UNIVERSITY. In the event said invention is
not commercialized either by SPONSOR or through its licensees within
a period of five (5) years from the filing date of said patent
application, SPONSOR will assign all rights to said patent or patent
application te UNIVERSITY upon request subject to an irrevocable,
nonexclusive, royalty-free license to SPONSOR to make and use within
SPONSOR for purposes of research and development, but not for
production or sale, the subject matter of said patent or patent
application." ‘
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. This paper 1s one unit in a series prepared by the sponsored
program and patent offices at M.I.T. for use in their own professional
development program and in the workshop on intellectual property at the
1984 NCURA annual meeting. The NCURA Committee on Professional Development
is making it available to NCURA members who need a basic understanding of
intellectual property in connection with the negotiation and administration
of sponsored research agreements.

Copies of this and other units in the series may be obtained from
NCURA Headquarters.

Other Guidance

This series is intended to provide university research
administrators with only an introduction to the basic concepts of
intellectual property. Those who require a more complete understanding of
the subject will wish to study other materials cited herein or developed
from time to time by such organizatioms as the Society of University Patent
Administrators, the Licensing Executives Society, the COGR Committee on
Patents, Copyrights and Rights in Data, and the National Association of
College and University Attorneys.

User Feedback

This material is. intended to be self-improving. Users are,
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the next revision to: ' )

Chairman, Committee on Professiomal Development
National Council of University Research Administrators
One Dupont Circle, N.W., Suite 618

Washington, D.C, 20036

Copyright (© 1984 Massachusetts Institute of Techmology and
National Council of University Research Administrators
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INTRODUCTION

Some of the patent licensing done by universities relates to inventions
in which the umiversity acquired ownership under the terms of employse
patent agreements or by assignment from individuals who elect to have the
university develop and market inventioms on their behalf., University
research administrators, however, are primarily concerned with patent
licensing which relates to university owned inventions which resulted from
research programs sponsored by the Federal govermment or by industrial
organizations. The purpose of this paper is to provide an introduction to
the principal features of such licensing agreements. The sample licensing
agreement included in this paper is a royalty-bearing, limited term,
exclusive license, which is preceded by a brief commentary on each of its
provisions.

Those interested in pursuing patent licensing further should seek
guidance from professional groups such as the Society of University Patent
Administrators, the Licensing Executives Society and from publications such
as the following:

1. Les Nouvelles - The Journal of the Licensing Executives Society, a
worldwide federation of busintess-oriented professional societies of
individuals involved in the transfer of techmology and industrial or
intellectual property rights. (Les Nouvelles, 1225 Elbur Avenue,
Cleveland, Ohio 44107).

2, The Law and Business of Licensing - Licemsing in the 1980's, - A
looseleaf reference series with mew material added om an annual basis
in the form of supplementary pages and new binders. Published by Clark
Boardman Company, Ltd., 435 Hudson Street, New York, N, Y. 10014, this
series, the first volume of which was issued on October 15, 1981, is
the follow-on to the four-volume series, The Law and Business of
Licensing, which was closed out in 1980. Both series feature reprints
of selected articles from Les Nouvelles.

3. The Licensing Law Handbook, Clark Boardman Company, Ltd., - An
annual series, starting with 1979, designed to assist practitioners and
licensing professionals to cope with new developments in the law and
business of licensing. The 1982 volume, fourth in the series, covers
the pricing of technology, joint ventures, R&D limited partnerships,
and international operations.
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LICENSING AGREEMENTS

As noted in Unit 1 of this series, "Patents and Patent Rights", the
owner, or joint owner, of a patent may grant a license to others. A
license is the permission granted by the patent owner to another to make,
use or sell the invention. No particular form of comtract is required. A
license is a contract and may include whatever provisions the parties agree

to. It may be established by contract or implied from the conduct or legal'”

position of the parties. This paper deals with licenses which are
established under the terms of research comtracts.

In some cases the invention which is the subject of the license may
have resulted from research funded in whole or in part by the Federal
government, In that case the license may be subject to Federal rights,
These were discussed in Unit 2 of this series, "Patent Rights under
Government Contracts" under the section on "Commingling," and are set forth
in the standard patent clause at FAR 52,227-11, which is appended to that
unit.

Patent licensing has also been discussed in Unit 3, "University Patent
Policies and Practices" in connection with the development and marketing of
inventions.

Finally, the clauses and commentary in Unit 4, "Patent Clauses in
Industrial Research Agreements" cover the license rights and other options
most frequently granted to industrial research spomsors by universities
which retain title to resulting inventions.

. Non-~exclusive licenses. As noted in the last cited paper, the right
most frequently granted to a research spomsor is an irrevocable,
non-exclusive license for the life of the patent. It may be the only right
granted, or it may be granted in conjunction with a limited term, exclusive
license, or with an option to acquire such a llcense. It may be
_royalty-free or royalty-bearing.

Exclusive licenses. In recent years, however, universities which retain
title to imventions resulting from sponsored research appear to be more.
willing than previously to provide industrial sponsors with exclusive
“patent licenses, and to view them as an appropriate vehicle for the
‘effective transfer of technology. In most cases, the rights granted are
for a limited term.

. In connection with exclusive licenses, many universities require (1)
performance milestones and/or minimum annual payments as incentives for the
licensee to develop the technology and to ensure that it becomes available
for the benefit of the publie, or (2) other forms of assurance that
commercialization will be diligently pursued,

Because of its growing use and its importance in the technology
transfer process, the sample agrecement and commentary which follows deals
with a typical exclusive, limited term, royalty-bearing license in use at
one university.

4
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LICENSING AGREEMENT

Commentarz

The attached sample agreement, which is presently in use at MIT,
illustrates the essential provisions of an exclusive patent license to a
research sponsor. It includes, in certain clauses, language which must be
used where government funding was involved, as discussed in Unit 2 of this
series, "Patent Rights under Government Contracts".

Other uyniversities may add clauses which are not included in the sample
agreement, omit some of the clauses which are, or state them in a different
manner. Nonetheless, the sample agreement suggests the subject matter
which must be dealt with and the type of clauses which are used. It is set
forth solely as an example, and is not recommended for use by other insti-
tutions unless appropriately modified and adapted by a qualified patent
attorney.

The following comments refer to the corresponding provisions of the
sample agreement. '

PARTIES

The parties must be identified by name and place of business and by
their "hereafter referred to as..." designatlon, such as licensor,
university, licensee or a combination thereof.

RECITALS

The recitals (i.e., Whereases) help to identify and characterize the
type of license and the general nature of the agreement at the outset. The
royalty-free license to the U.S. government (in the first Whereas of the
sample licepse) is used, of course, only where the invention was developed
using government funds.

ARTICLES

I. Definitions

It is important in this section to define certain of the essential
elements to be covered by the license. For example, it should be clear
whether "licensee" includes any subsidiary and how subsidiary is defined.
Similarly, the actual patent rights which are the subject of the license
should be clearly defined. Other areas which should be defined from the
outset include the licensed product and/or licenses process. Other

5
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definitions can be added as deemed appropriate under particular
circumstances.

II. Grant (License rights)
The agreement should clearly specify the type of license and the rights
granted. It may also contain provisions relative to requirements for

‘sublicensing.

A. Type of grant

This section specifies the type of license as, for example,
whether it is worldwide, whether It is a license for research purposes
only, or one which allows the licensee to fully commercialize the
invention (i.e., "to make, have made, use, lease and sell") and whether
the licensee's rights are restricted to a certain field of use.

B. Degree of exclusivity

This section sets forth the period for which the exclusive license.

is granted. Attention should be given to any restrictions imposed by
governmental regulation under OMB Circular A-124 for government funded
inventions. Note also that, at the termination of the exclusive
period, the licénse automatically becomes non-exclusive to the end of
the remaining life of the patent.

c. Sublicensing rights

The remaining sections usually define the licemsee's rights to
sublicense; the reporting requirements where a sublicense is granted;
and the terms of any such sublicensing rights, although royalty terms
are usually addressed in the royalty clause which follows.

 iII. Due diligence - Performance milestones

A critical provision in any exclusive license is the "due diligence"
clause, which sets forth the performance milestones that must be achieved
by the licensee if the license is to continue in effect. The clause is a
form of "march-in" which allows the university the right to terminate the
agreement if the licensee does not perform as agreed. In some license
~agreements, the due diligence provision allows the university to revoke the

exclusivity for failure of performance but permits the licensee to retain a
non-exclusive license. This is usually the case where the licensee is a
- research sponsor and would, at minimum, be entitled under the research
contract to a non-exclusive license in any event,



NCURA - | - © PATENT LICENSING AGREEMENTS

IV. Royalties - Licensing fees

It is customary in an exclusive license to require a license issue fee
upon execution of the license agreement., This fee serves to return immedi-
ately to the university the costs of patent filing and is also an indica-
tion that the exclusive licensee has a2 serious intent to commercialize the
invention. The license issue fee may, or may not, be used by the licensee
as a credit against future royalties, and where the licensee is the sponsor
of the research, the license fee is often waived.

Perhaps the fairest measure of royalties and that used most often is
the running royalty based on the net sales price of the licensed product.’
The rate is usually set higher during the period of exclusivity and lower
during the period of non-exclusivity. It is important alsc to set an
annual minimum royalty as a useful method to ensure performance by the
licensee.

The procedure for making royalty payments is also included in this
section. - :

V. Reports and records

It is important that a clear understanding be reached by the parties as
to the type of records which must be maintained and the type of inspection
permitted. An adequate reporting procedure from the licensee to the umi-
versity is essential, as is the university's right to retain an accountant
for inspection of licensee's royalty records, For purposes of economy a
university might retain the right to use its own internal auditing divison
for such inspection. The licensee, however, may insist that an independent
certified accountant be retained, and this latter provision is more common,
although obviously more costly, The royalty statement should specify sales
to the U.S. government only in those license agreements where the govern-
ment has a royalty-free license by virtue of funding the invention.

VI. Patent prosecution

This section sets forth the obligations of the parties to apply for and
maintain the licensed patent rights. In the sample agreement this burden

is assumed by the university; however, it may well be assumed by the licen-

see or by both parties as discussed in Part IV covering research contract
patent clauses. ' '

VII, Termination

A termination provision is essential in an exclusive license. The
provision should state clearly the cause for termination, the notice period
requirement, and the university's right to terminate based on a breach of
the agreement. : ’
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VIII. Arbitration

Under the arbitration provision in the sample agreement, issues con-
cerning the validity, construction or effect of any patent are excluded .
from the arbitration and such patent issues are left to be decided directly
by the courts, A recent change in the law, however, permits the issue of
patent validity, etc., to be the subject of arbitration by agreement of the
parties and the clause can be written to provide for this. In the sample
agreement, the arbitration is to be conducted within the rules of the
American Arbitration Association. Where the license agreement is with a
foreign licensee, rules of the International Arbitration Association
usually apply, although this again 1s subject to agreement between the
parties,

IX. Infringement

It is advisable to clearly define the obligations and rights of both
parties in any actlion to protect the licensed patent from infringement or
to prosecute infringers. In the sample provision the university agrees to
protect the patent from infringement and to prosecute infringers in its .
sole judgment. Licensee, however, is given the right during the exclusive
term to also prosecute, at licensee's expense,

X. Product Liability : \ =xM/

Due to the increased incidence of suit for injuries sustained by the
consumer of a product and the ability of the consumer to reach through the
immediate supplier to the manufacturer and, perhaps, ultimately to the
inventing - entity, it is advisable to ensure indemnification by the
licensee for all liability for damage or injury resulting from the
licensee's use of the invention,

XI. Assignment

It is important that the university retain some degree of control over
the licensee's right to assign the license agreement to a third party.
This is advisable since the university entered into the agreement initially
with the licensee based on the licensee's support of the research or on its
perceived capability of transferring the technology. Some agreements con-
tain an absolute prohibltion on assignment, although the sample agreement
provides for assignment within the restrictions and limitations set forth

XI1. Non-use of names

This clause is self-explanatory and normally includes both the name of
the university and the names of the inventors. As in research agreements,
the purpose here is to prevent a licensee from benefitting commerc1a11y i
from use of the university's name and reputation, o
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XIII. Export control regulations

This clause warns the licensee that it is the responsibility of the
licensee to comply with all of the export control regulations of the U.S.
Government in any export of technical data or products under the license

agreement. This clause provides valuable protection for the university and
should always be included.

OTHER CLAUSES (XIV - XV)

The remaining clauses are for housekeeping and administrative
purposes and parallel those normally contained in any research contract
under such headings as:

A, Payments and notices
B. Governing law
C. Severability

D, Entire agreement
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SAMPLE

LICENSE AGREEMENT

This Agreement, made and entered into this day of

, 198 , (the Effective Date) by and between MASSACHUSETTS
INSTITUTE OF TECHNOLOGY, a corporation duly organized and existing under
the laws of the Commonwealth of Massachusetts and having its primcipal
office at 77 Massachusetts Avenue, Cambridge, Massachusetts 02139 U.S.A.
(hereinafter referred to as M.I.T.), and <company>, a corporation duly
organized under the laws of <{state> and having its principal office at
<address> (hereinafter referred to as LICENSEE),

WITNESSETH

WHEREAS, M,I.T, is the owner of certain "Patent Rights" (as later
defined herein) relating to <information> and has the right to grant
licenses under said Patent Rights, subject only to a royalty-free,
nonexclusive license heretofore granted to the United States Government;

WHEREAS, M.I.T. desires teo have the Patent Rights utilized in the
public interest and is willing to grant a license thereunder; and

WHEREAS, LICENSEE has represented to M.I.T., to induce M.I.T. to
enter into this Agreement, that the LICENSEE is experienced in the
development, production, manufacture, marketing and sale of products
similar to the "Licensed Product{s)" (as later defined herein} and/or the
use of the "Licensed Process{es)" (as later defined herein) and that it
shall commit itself to a thorough, vigorous and diligent program of
expleiting the Patent Rights so that public utilization shall result
therefrom; and

WHEREAS, LICENSEE desires to obtain a license under the Patent
Rights upon the terms and conditions hereinafter set forth.

NOW, THEREFORE, in consideration of the premises and the mutual
covenants contained herein, the parties hereto agree as follows:

ARTICLE I ~ DEFINITIONS

For the purposes of this Agreement, the following words and phrases
shall have the following meanings:

1.1 "LICENSEE" shall mean <company> and any subsidiary of
<company>. '

1.2 "Subsidiary" shall mean any corporation, company or other
entity more than fifty percent (50%) of whose voting stock is owned or
controlled directly or 1nd1rect1y by <{company>.

10
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1.3 "Patent Rights" shall mean the United States and Foreign
pending patent applications set forth in Appendix <appendix> attached
hereto and made a part hereof {(hereinafter referred to as the "Patent
Rights Patent Application(s}"), and the United States patents and Foreign
patents issuing from said pending United States and Foreign patent
applications or later-filed foreign applications based upon any of said
United States patents and applications (hereinafter referred to as the
"Patent Rights Patent(s)") and any continuations, continuations-in-part,
divisions, reissues or extensions of any of the foregoing.

1.4 "Licensed Product{s)" shall mean <product description> which:
(a) 1is covered in whole or in part by (i) a pending
claim contained in a Patent Rights Patent Appli-
cation in the country in which the Licensed
Product{s) is made, used or sold or (ii) a wvalid
and unexpired claim contained in a Patent Rights
Patent in the country in which the Licensed
Product(s) is made, used or sold.

(b) 1is manufactured by using a process which is
covered in whole or in part by (i) a pending
claim contained in a Patent Rights Patent
Application in the country in which the Licensed
Process{es) is used or (ii)} a valid or unexpired

~claim contained in a Patent Rights Patent in the
country in which the Licensed Process{es) is
used.

1.5 "Licensed Process(es)'" shall mean a process for making <process

description> which is covered in whole or im part by (i) a pending claim

contained in a Patent Rights Patent Application or (ii} a valid and unex-
pired claim contained in a Patent Rights Patent,

ARTICLE I1 - GRANT

2.1 M.I.T. hereby grants to LICENSEE a worldwide right and license
to make, have made, use, lease and sell the Licensed Product{s) under the
Patent Rights, and to practice the Licensed Process{es) to the full end of
the term for which the Patent Rights are granted unless sooner terminated
as hereinafter provided. '

2.2 1In order to establish a period of exclusivity for LICENSEE,
M.I.T. hereby agrees that it shall not grant any other license to make,
have made, use, lease and sell the Licensed Product(s) or to utilize the
Licensed Process(es) during the period of time commencing with the
Effective Date of this Agreement and terminating with the first to occur
of:
(a) The expiration of <year A> years after the first
commercial sale of a Licensed Product or first
commercial use of a Licensed Process; or,

(b) The expiration of <year B> years after the

Effective Date of this Agreement,
11




NCURA : PATENT LICENSING AGREEMENTS

2.3 At the end of the exclusive period, the license granted
hereunder shall become nonexclusive and shall extend to the full end of

the.. term or terms for which the Patent Rights are issued, unless sooner
terminated as hereinafter provided. ' '

2.4. LICENSEE shall have the right to sublicense worldwide any of
the rights, privileges and license granted hereunder only during the
exclusive period of this Agreement,

2.5 LICENRSEE hereby agrees that every sublicensing agreement to
which it shall be a party and which shall relate te the rights, privileges
and license granted hereunder shall contain a statement setting forth the
date upon which LICENSEE's exclusive rights, privileges and license
hereunder shall terminate,

2.6 LICENSEE agrees that any sublicenses graunted by it shall have
privity of contract between M.I.T. and sublicensee such that the obliga-
tions of this Agreement shall be binding upom the sublicensee as 1f it were
in the place of LICENSEE. LICENSEE further agrees to attach copies of

Articles II, V, VII, IX, X, XII, XIII, and XV of this Agreement to all
sublicense agreements.

2,7 LICENSEE agrees to forward to M.I.T. a copy of any and all
fully executed sublicense agreements, and further agrees to forward to
M.I.T. annually a copy of such reports received by LICENSEE from its
sublicensees during the preceding twelve (12} month period under the

sublicenses as shall be pertiment to a royalty accounting under zaid b
sublicense agreements.

ARTICLE III - DUE DILIGENCE

3.1 LICENSEE shall use its best efforts to brimg the Licensed
Product(s) and/or Licensed Process{es) to market through a thorough,
vigorous and diligent program for exploitdtion of the Patent Rights.

3.2 1In addition, LICENSEE shall adhere to the following milestones:

(a) Deliver evidence to M.I.T. within <months A> months from
the Effective Date of this Agreement of the amount of
montey, number and kind of personnel and time budgeted and
planned for each phase of development of the Licensed
Product(s) and/or Licensed Process{es).

(b) Develop a working model within <months B> months from the
Effective Date of this Agreement and permit an in-plant
inspection by M.I.T. within <months C> months from the
Effective Date of this Agreement, and thereafter permit
in-plant inspections by M.I.T. at regular intervals with
at least <months D> months between each such inspection,

12
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(c)

. <{(d)

Make a first commercial sale of a Licensed Product and/or
a first commercial use of a Licensed Process within
<months E> months from the Effective Date of this
Agreement

Other milestones depending on invention being licensed.>

3.3 LICENSEE's failure to perform in accordance with Paragraphs 3.1
and 3.2 above shall be grounds for M.I.T. to terminate this Agreement
pursuant to Paragraph 7.3 hereof.

ARTICLE IV - ROYALTIES

4.1  For the rights, privileges and license granted hereunder,
LICENSEE shall pay to M.I.T. in the manner hereinafter provided to the end
of the term of the Patent Rights or until this Agreement shall be
terminated as hereinafter provided:

(a)

(b)

(c)

(@

<{e)

A license issue fee of <{license issue fee> Dollars, which

said license i{ssue fee shall be deemed earned and due
immediately upon the execution of this Agreement.

During the period of exclusivity, a royalty in an amount
equal to <{royalty percent> percent of the Net Sales Price
of the Licensed Product(s) used, leased or sold by or for
LICENSEE or its sublicensees,

During the period of nomnexclusivity, a royalty in an
amount equal to <second royalty percent> percent of the
Net Sales Price of the Licensed Product(s) used, leased or
sold by or for LICENSEE or its sublicensees.

In the event that LICENSEE's royalty payment to M.I.T.
hereunder for licensed operation during the calendar year
<calendar year> and each year thereafter during the
exclusive period falls below <annual minimum amount>
Dollars, LICENSEE shall, with its last report for said
years, pay to M.I.T., in addition to the royalty payments
provided in the foregoing paragraphs, an amount sufficient
to the above annual amounts.

Royalty rates for the Licensed Process(es) shall be as
negotiated.>

:4.2 As used herein, the phrase '"Net Sales Price" shall mean
LICENSEE's billings for the Licensed Product(s) produced hereunder less the
sum of the following:

(a)

Discounts allowed in amounts customary in the trade;

13
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(b) Sales, tariff duties and/or use taxes directly imposed and
with reference to particular sales;

(c). Outbound transportation prepaid or allowed; and
(d) Amounts allowed or credited on returns.

No deductions shall be made for commissions paid to individuals
whether they be with independent sales agencies or regularly employed by
LICENSEE and on its payroll, or for cost of collections, Licensed
Product(s) shall be considered "sold" when billed out or invoiced.

4,3 Wo multiple royalties shall be payable because the Licensed
Product(s), its manufacture, lease or sale are or shall be covered by more:
than one patent application or patent licensed under this Agreement,

4.4 Royalty payments shall be paid in United States dollars in
Cambridge, Massachusetts, or at such other place as M.I,T. may reasonably
designate consistent with the laws and regulations controlling in any
foreign country. Any withholding taxes which LICENSEE or any sublicensee
shall be required by law to withhold on remittance of the royalty payments
shall be deducted from royalty paid to M,I.T. LICENSEE shall furnish
M.I.T. the original copies of all official receipts for such taxes, If any
currency conversion shall be required in conmection with the payment of
royalties hereunder, such conversion shall be made by using the exchange
rate prevailing at a first-class foreign exchange bank on the last business
day of the calendar quarterly reporting period to which such royalty
payments relate.

ARTICLE V - REPORTS AND RECORDS

5.1 LICENSEE shall keep full, true and accurate books of account
containing all particulars that may be necessary for the purpose of showing
the amount payable to M.I.T. by way of royalty as aforesaid. Said books of
account shall be kept at LICENSEE's principal place of business or the
principal place of business of the appropriate Division of LICENSEE to
which this Agreement relates, Said books and the supporting data shall be
open at all reasonable times, for five (5) years following the end of the
calendar year to which they pertain, to the inspection of the M.I.T.
Internal Audit Division and/or an independent certified public accountant
retained by M.I.T. and/or a certified public accountant employed by M.I.T.,
for the purpose of verifying LICENSEE's royalty statement or compliance in
other respects with this Agreement.

5.2 LICENSEE, within thirty (30) days after March 31, June 30,
September 30 and December 31, of each year, shall deliver to M.I.T. true
and accurate reports, giving such particulars of the business conducted by
LICENSEE during the preceding three-month period under this Agreement as

shall be pertinent to a royalty accounting hereunder. These shall include
at least the following: :

{a) All Licensed Products manufactured and sold.

14
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(b) Total billings for Licensed Product sold.
(¢} Accounting for all the Licensed Process{es) uszed or sold.
(d) Deductions applicable as provided in Paragraph 4.2.
(e) Total royalties due.
- (f) Names and addresses of all sublicensees of LICENSEEf

(g) Licensed Products manufactured and sold to the United
States Government. (No royalty obligations shall arise
due to use by, for or on behalf of the United States
Government in view of the royalty-free, nonexclusive
license heretofore granted to the United States
Government) .

(h) Annually, the LICENSEE's certified financial statements
for the preceding twelve (12) months including, at a
minimum, a Balance 3heet and an Operating Statement.

5.3 With each such report submitted, LICENSEE shall pay to M.I.T.
the royalties due and payable under this Agreement. If no royalties shall
be duve, LICENSEE shall so report.

ARTICLE VI -~ PATENT PROSECUTION

6.1 M.I.T. shall apply for, shall seek prompt issuvance of, and
maintain during the term of this Agreement the Patent Rights set forth in
Appendix A, The prosecution and maintenance of all Patent Rights Patents
and Applications shall be the primary responsibility of M.I.T.; provided,
however, LICENSEE shall have reasonable opportunities to advise M.I.T. and
shall cooperate with M.I.T. in such prosecution and/or maintenance,

. £6,2 Payment of all fees and costs relating to the prosecution and
maintenance of the existing Patent Rights set forth in Appendix A or
additional foreign or domestic filings under the Patent Rights shall be as
negotiated by the parties.> '

ARTICLE VII - TERMINATION

7.1 If LICENSEE shall become bankrupt or insolvent, or shall file a
petition in bankruptcy, or if the business of LICENSEE shall be placed in
the hands of a receiver, assignee or trustee for the benefit of creditors,
whether by the voluntary act of LICENSEE or otherwise, this Agreement shall
automatically terminate. '

7.2 Should LICENSEE fail in its payment to M.I.T. of royalties due
in accordance with the terms of this Agreement, M.IL.T. shall have the right
to serve notice upon LICENSEE by certified mail at the address designated
in Article XIV hereof, of its intention to terminate this Agreement within
thirty (30) days after receipt of said notice of termination unless
LICENSEE shall pay to M.I.T., within the thirty (30) day period, all such
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royalties due and payable. Upon the expiration of the thirty (30) day.
period, if LICENSEE shall not have paid all such foyalties due and payable,
the rights, privileges and license granted hereunder shall thereupon
immediately terminate. '

7.3 TUpon any material breach or default of this Agreement by
LICENSEE, other than those occurrences set out in Paragraphs 7.1 and 7.2
hereinabove, which shall always take precedence in that order over any
material breach or default referred to in this Paragraph 7.3, M.I.T. shall
have the right to terminate this Agreement and the rights, privileges and
license granted hereunder by ninety (90) days' notice by certified mail to
LICENSEE. Such termination shall become effective unless LICENSEE shall
have cured any such breach or default prior to the expiration of the ninety
(90) day period from receipt of M.I.T.'s notice of termination.

7.4 LICENSEE shall have the right to terminate this Agreement at
any time on six (6) months' notice by certified mail to M.I.T.

7.3 Upom termination of this Agreement for any reason, nothing
herein shall be construed to release either party from any obligation that
matured prior to the effective date of such termination. LICENSEE and/or
any sublicensee thereof may, however, after the effective date of such
termination, sell all Licensed Products, and complete Licensed Products in
the process of manufacture at the time of such termination and sell the
same, provided that LICENSEE shall pay to M.I.T. the royalties thereon as
required dy Article IV of this Agreement and shall submit the reports
required by Article V hereof on the sales of Licensed Products.

ARTICLE VIII - ARBITRATION

8.1 Except as to lssues relating to the validity, construction or
effect of any patent licensed hereunder, any and all clainms, disputes or
controversies arising under, out of, or in comnection with this Agreement,
which have not been resolved by good faith negotiations between the o
parties, shall be resolved by final and binding arbitration in Boston,
Massachusetts under the rules of the American Arbitration Association then
obtaining. The arbitrators shall have no power to add to, subtract from or
modify any of the terms or conditions of this Agreement. Any award
rendered in such arbitration may be enforced by either party in either the -~
courts of the Commonwealth of Massachusetts or in the United States
District Court for the Eastern District of Massachusetts, to whose

jurisdiction for such purposes M.I.T. and LICENSEE each hereby irrevocably
consents and submits. ' '

8.2 Claims, disbutes or controversies concerning the validity,
construction or effect of any patent licensed hereunder shall be resolved
in any court having jurisdiction thereof. -

- 8.3 In the event that, in any arbitration proceeding, any issue
shall arise concerning the validity, construction or effect of any patent
licensed hereunder, the arbitrators shall assume the validity of all claims ’
as set forth in such patent; in any event the arbitrators shall not delay
the arbitration proceeding for the purpose of obtaining or permitting e
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either party to obtain judicial resolution of such issue, unless an order
staying such arbitratio n proceeding shall be entered by a court of
competent jurisdiction. WNeither party shall raise any issue concerning the
validity, comstruction or effect of any patent licensed hereunder in any
proceeding to enforce any arbitration award hereunder or in any proceeding
otherwise arising out of any such arbitration award.

ARTICLE IX -~ INFRINGEMENT

9.1 LICENSEE and M.I.T. shall promptly inform the other in writing
of any alleged infringement of which it shall have notice by a third party
of any patents within the Patent Rights and provide such other with any
available evidence of infringement. '

9.2 During the term of this Agreement, M.I.T. shall have the right,
but shall not be obligated, to prosecute at its own expense any such
infringements of the Patent Rights and, in furtherance of such right,
LICENSEE hereby agrees that M.I.T. may join LICENSEE as a party plaintiff
in any such suit, without expense to LICENSEE. The total cost of any such
infringement action commenced or defended solely by M.1I.T. shall be borne
by M.I.T., and M,I.T. shall keep any recovery or damages for past
infringement derived therefrom.

9.3 If within six (6) months after having been notified of any
alleged infringement, M,I.T. shall have been unsuccessful in persuading the
alleged infringer to desist and shall not have brought and shall not be .
diligently prosecuting an infringement action, or if M.I.T. shall notify
LICENSEE at any time prior thereto of its iIntentlon not to bring suit
against any alleged infringer, then, and in those events only, LICENSEE
shall have the right, but shall not be obligated, to prosecute at its own
expense any infringement of the Patent Rights, and LICENSEE may, for such
purposes, use the name of M.I.T. as party plaintiff; provided, however,
that such right to bring an infringement action shall remain in effect only
for so long as the license granted herein remains exclusive. No
settlement, consent judgement or other voluntary final disposition of the
suit may be entered into without the consent of M.I.T., which consent shall
not unreasonably be withheld. LICENSEE shall indemnify M.I.T. against any
order for costs that may be made against M.I.T. in such proceedings.

9.4 In the event that LICENSEE shall undertake the enforcement
and/or defense of the Patent Rights by litigation, LICENSEE may withhold up
to fifty percent (50%) of the royalties otherwise thereafter due M.I.T.
hereunder and apply the same toward reimbursement of its expenses,
including reasonable attorneysf feés, in comnection therewith. Any .
recovery of damages by LICENSEE for any such suit shall be applied first in
satisfaction of any unreimbursed expenses and legal fees of LICENSEE
relating to the suit, and next toward reimbursement of M.I.T. for any
royalties past due or withheld and applied pursuant to this Article IX.

The balance remaining from any such recovery shall be divided equally
between LICENSEE and M.I.T.

9.5 In the event that a declaratory judgement action alleging
invalidity or non-infringement of any of the Patent Rights shall be brought
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against LICENSEE, M.I.T., at its option, shall have the right, within
thirty (30) days after commencement of such action, to intervene and take
over the sole defense’ of the action at its own expense. :

9.6 In any infringement suit as either party may institute to
enforce the Patent Rights pursuant to this Agreement, the other party
hereto shall, at the request and expense of the party initiating such suit,
cooperate in all respects and, to the extent possible, have its employees
testify when requested and make available relevant records, papers,
information, samples, specimens, and the like,

9.7 LICENSEE, during the exclusive period of this Agreement, shall
have the sole right in accordance with the terms and conditions herein to
sublicense any alleged infringer under the Patent Rights for future
infringements.

ARTICLE X - PRODUCT LIABILITY

LICENSEE shall at all times during the term of this Agreement and
thereafter, indemnify, defend and hold M.I.T., its trustees, officers,
employees and affiliates, harmless against all claims and expenses,
including legal expenses and reasonable attorneys' fees, arising out of the
death of or injury to any person or persons or out of any damage to proerty
and against any other claim, proceeding, demand, expense and liability of
any kind whatsoever resulting from the production, manufacture, sales, use,
consumption or advertisement of the Licensed Product(s) and/or Licensed
Process(es) or arising from any obligation of LICENSEE hereunder.

ARTICLE XI ~ ASSIGNMENT

LICENSEE may assign or otherwise transfer this Agreement and the
license granted hereby and the rights acquired by it hereunder so long as
such assignment or transfer shall bde accompanied by a sale or other
transfer of LICENSEE's entire business or of that part of LICENSEE's
business to which the license granted hereby relates. LICENSEE shall give
M.I.T. thirty (30) days prior notice of such assigtment and transfer and if
M.I.T. raises no reasonable objection to such assignment or transfer, in
writing within thirty (30) days after the giving of such notice and stating
the reasons for such objection, then M.I.T. shall be deemed to have
approved such assignment or transfer; provided, however, M.I.T. shall not
be deemed to have approved such assignment and transfer unless such
assignee or transferee shall have agreed in writing to be bound by the
terms and conditions of this Agreement. Upon such assignment or transfer
and agreement by such assignee or transferee, the term LICENSEE as used
herein shall include such assignee or transferee. If LICENSEE shall sell -
or otherwise transfer its entire business or that part of its business to
which the license granted hereby relates and the transferee shall not have
agreed in writing to be bound by the terms and conditions of this
Agreement, or new terms and conditions shall not have been agreed upon
within sixty (60) days of such sale or transfer, M.I.T. shall have the
right to termlnate this Agreement,
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ARTICLE XII ~ NON-USE OF NAMES

LICENSEE shall not use the names of Massachusetts Insti-
tute of Technology nor of <inventors> nor any adaptation thereof in any
advertising, promotional or sales literature with-
out prior written consent obtained from M.I.T, in each case, except that
LICENSEE may state that it is licemsed by M.I.T. under one or more of the
patents and/or applications comprising the Patent Rights.

ARTICLE XIII - EXPORT CONTROLS

It is understood that M.I.T. is subject to United States laws and
regulations controlling the export of technical data, computer software,
laboratory prototypes and other commodities (including the Arms Export
Control Act, as amended, and the Export Administration Act of 1979), and
that its obligations hereunder are contingent on compliance with applicable
United States export laws and regulatioms. The transfer of certain
technical data and commodities may require a license from the cognizant
agency of the United States Government and/or written assurances by
LICENSEE that LICENSEE shall not export data or commodities to certain
foreign countries without prior approval of such agency. M.I.T. mneither
represents that a license shall not be required nor that, if required, it
shall be issued.

ARTICLE XIV - PAYMENTS, NOTICES
AND OTHER COMMUNICATIONS

Any payment, notice or cother communication pursuant to this
Agreement shall be sufficiently made or given on the date of mailing if
sent to such party by certified first class mail, postage prepaid,
addressed to it at its address below or as it shall designate by written
notlice given to the other party: ‘

In the case of M.I.T.:
Patent, Copyright and Licensing Office
Massachusetts Institute of Technology
77 Massachusetts Avenue, Room E19-722
Cambridge, Massachusetts 02139

In the case of LICENSEE:

<company>
<address>
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ARTICLE, XV - MISCELLANEOUS PROVISIONS

15.1 This Agreement shall be construed, governed, inter-.
preted and app11ed in accordance with the laws.of the Common-
wealth of Massachusetts, U.S.A., except that questions affecting
the construction and effect of any patent shall be determined by
the law of the country in which the patent was granted.

15.2 The parties hereto acknbwledge that this Agreement sets'forth

the entire Agreement and understanding of the parties hereto as to the
subject matter hereof, and shall not be subject to any change or
modification except by the execution of a written instrument subscribed to
by the parties hereto.

15. 3 The provisions of this Agreement are severable, and in the
event that any provision of this Agreement shall be determined to be
invalid or unenforceable under any controlling body of law, such invalidity
or unenforceability shall not in any way affect the validity or :
enforceability of the remaining provisions hereof.

15.4 LICENSEE agrees to mark the Licensed Products sold in the
United States with all applicable United States patent numbers. All _
Licensed Products shlpped to or sold in other countries shall be marked in
such a manner as to conform with the patent laws and practice of the
country of manufacture or sale,

15.5 The failure of either party to assert a right hereunder or to
insist upon compliance with any term or condition of this Agreement shall
not constitute a waiver of that right or excuse a similar subsequent
failure to perform any such term or condition by the other party.

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands-

and seals and duly executed this License Agreement the day and year first
set forth below.

|

Attest: MASSACHUSETTS INSTITUTE OF TECHNOLOGY

By '
Title Title

Date
Attest: <company>

By
Title Title

: Date
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This paper is one unit in a series prepared by the sponsored
program and patent offices at M.I.T. for use in their own professional
development program and in the workshop on intellectual property at the
1984 NCURA annual meeting. The NCURA Committee on Professional Development
is making it available to NCURA members who need a basic understanding of
intellectual property in connection with the negotiation and administration
of sponsored research agreements,

Copies of this and other units in the series may be obtained from
NCURA Headquarters.

Other Guidance

This series is intended to provide umniversity research
administrators with only an introduction to the basic concepts of
intellectual property. Those who require a more complete understanding of
the subject will wish to study other materials cited herein or developed
from time to time by such organizations as the Society of University Patent
Administrators, the Licensing Executives Society, the COGR Committee on
Patents, Copyrights and Rights in Data, and the National Association of
College and University Attorneys.

User Feedback

This material is intended to be self-improving. Users are,
therefore, invited to forward comments, suggestions and new materials for
the next revision to: :

Chairman, Committee on Professional Development
National Council of University Research Administrators
One Dupont Circle, N.W., Suite 618

Washington, D.C. 20036
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