Dear Senstor Nedson:

T had an extremely useful conversation with Gary Sturgis last wesk
concerning & dra’t "University and Small Business Research Utilization
Act" (copy enclosed) for which many of us are seeking congressional support.
Needless te say, if you were %o sponéor the bill, it wowld give it major
impetus and would win you many friends within the wniversity commmitys

T would not be candid if I did not state that many within‘the uwiversity
commnity looked upon your request Lo stay the FﬁR/IPA amendment and
your announcenent of heesrings as a hostile act. On the otherhand, most
persons I have talked to since the hearings were pleased with t.he even
handed manner in which they were conducted. Most left with the imoression
that you were seeking the facts.

We are hopeful that the testimony at the hearings convinced you of the
need for an IPA-type approach bo university patent policy. On the otherhand,
the hearings focused only on the FPR/IPA regulation. What was really not
brought cut at the hearings was that this regulastion, zlone, is not

sufficient to overcome more basic problems in Government patent policy as
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it applies to universities and, I think, small businesses, The FPR
regulation, of course, is not mendatory. #nd, in fact, it cammot override
various pileces of legislation which agencies such as DOE, NASA, DA, and
Interior heve interpreted as restricting their authority to grant rights.
Indeed, most of us are dgvbtfulﬁ that the issuwance of thess régulations, as
important as they are symbolically,'will actually lead to a significant
increase in the use of IPAs,

Because of this and othecr factors which are explained in the background
paper which I have alsdegnglosed, we are sseking a legislative solution to

the problem. 'The bill we d@rafied follows closely the IPA approach in terms

s




cf the rights left 4o uwniversities. It does, howevér, recognize, as do
~the IPAs, that in appropriate cases agencies can apply other provisions
to a grant. One featwe of the bill which is new and was influenced by
some of the concerns you raised during the hearings is a reguwirement thst
the university share royaliies with the Goverament in order that t_he
- Government receive back its investment in cases where an invention Y Oves
fo be a major commercial success. We consider such a provision reasonable
if incorporated in a comprehensive, legislative reform.of Government patent
policy as it pertains to wriversities, and provided it is limited to those
cases when substantisl rovalties are involved.

Mr. Sturgis had a few specific questions zbout certain provisions of
the bill which I believe need clarification, Fof example, he expressed
concern thet the bill would repeal numbrous statules that alse aflect the
rights of marge)commercial contractors. This is not, in fact, the case.
Section 11 of the bill merely provides that the bi1nk provisions concerning
universities and small business will take precedence over conflicting policies
in other acts and lists those acts., These other acts are not repealed and
would continue to apply to the Governments dealings with comtractors other
than universities and smell businesses. This Act reprasents an attempt to
deal only with universities and small businesses. We are convinced thst most
of our trovbles stem from a failure to differentiate the dé&E2emlmi needs
of small businesses and universities on the one hand and large, dominant firms
on the othere For too long dehate over Goverament patent policy has
centered ewer- on the latter to the detriment of the former.

Mr. Sturgis also raised some questions concerning portions of the draft
bill that deal with certain problems caused by the Freedon of Information Act

and the tendancy for overly restrictive and limited interpretations of




exemption L, With all due respect for Mr. Sturgis' concerns and recognizing
has long interest in this area, it seems to me that as a staff mewber of
the Senate Sslect Cowmittee on Small Business he should try to view the
irgpeipmet™ FOTA dn the context of its potentially adverse lmpacts on
legitimate business interests. In any case, the provisions in the bill
de not mandate nondisclosure by the agencies. They merely clarify that
agencies may treat certain types of information generated during the
patenting and licensing processes as confidential,

Finally, Mr, Sturgis expressed some concern over section 7 of the drafi
bill which is intended to meke clear that the bill does not deal with
" the background rightgissue or hamper the agencies'flexibility in that area,
Probablyy section 7 wesedsy states what wovld be the case even if it were
not included, Mr. Sbturgis exoressed concern that this provision might
be detrimental to small businesses, It is certainly true thet if the
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Government® sought backgrownd rights from its small business contractors
in many cases this would be detrimental to them. However, the bill is
neutral on this point. If we had been drafting this bill from a purély
selfish standpoint, we might have pubt in language barring agencies from
taking backgrowmnd rights. However, we tried to draft a balanced bill,
Undoubtedly there will be rare circumstances in which the Government
is funding full development of a potentislly valuable commercial product
where the taking of background rights might be justified., TIndeed, these
rare cases might 2lso be the cne's in which agencies would invoke the
exceptions of sections 3(b)(3) and L(b) of the draft bill.

Tt must be siressed that most Governwent ressarch awards are not aimed
at the development of specific commercial products. Thus if an idea or
invention which has commercial possibilities 1g identified by a contractor

or grantee duoring the course of an award, it will only be developed further
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if privaete investment can be induced. In such cases, the taking of patent
rights by the CGovernment retards rather than enhances ubilization. On the
otherhand, occassicnally the Government may decide to support engineering
development of specific products that are nesded by the public and for
which private funding is not likely. As an example, the Government might
fund a demonstration plant for a new sewage treatment processexx'while
such awards are rarely made to uvniversities or small businesses, it is

not tobally out of the realm of possibility. In such unusual cases, we
think that the Govermment might have 2 legitimate need to consider whether
it should retain control over the disgosition of rights in new inventions
or whether it should seek to obtain rights in any backgound invention of
the contractor which wmight dominate the final end product.

In summary, we believe the draft bill to be vewewwwr¥e a reasonable
compronise between the need to provide incentives to commercialization in
the normal R&D situation, and the ability of agencies 1o fashion special
provisions in unusnal cases, We 2lso believe it leaves sufficient nower
within the Govermment to remeéy any abuses that may develope where a
contractor is left rights but falls to achieve commercialization in a reasonable
manner.  Thus, we urge yoursupport of what we believe is a balanced snd
practical apprcach to CGovernment patent policy as applied toc wmiversitles
and small busnesses,

Sipned

Encleswes (2)




