*  DRAFT
AGENCY: Department of Commerce

ACTION: ~Notice of Proposed Rule Making

SUMMARY: Public Law 98-620 amended Chapter 18 of Title 35, United
States Code, dealing with patent rights in inventions made with
Federal funding by nonprofit organizations and small business
firms and reassigned responsibility for the promulgation of
regulations implementing 35 USC 202-204 to the Secretary of

Commerce. The proposed regulation will implement 35 USC 202-204,

DATE: Comments due by (insert 60 days from publication date).

ADDRESS: Send comments to Mr. Norman Latker, Director, Federal
Technology Management Division, Office of Productivity,
Technology and Innovation, Department of Commerce, Rm, H4837,

- Washington, D.C, 20230. Phone: 202-377-0659.

FOR FURTHER INFORMATION CONTACT: Norman Latker at the address
- above or Jesse E. Lasken (202-377-5234) at the same address,

SUPPLEMENTARY INFORMATION:
Background

Section 501 of Public Law 98-620 includes a series of amendments
to chapter 18 of title 35,U8C, including the assignment of

- regulatory authority to the Secretary of Commerce. The Secretary
has delegated his authority under 35 USC 206 to the Assistant
Secretary for PTI. Since the amendments became effective on
November 9, 1984 when PL 98-620 was signed, we are attempting to
.complete the rule making process in an expeditious manner.
Pending the issuance of a final regulation, we believe that the
provisions of OMB Circular A-124 continue to apply except to the
extent that amendments to Chapter 18 are clearly inconsistent.
We suggest that agencies use these proposed regulations as
‘guidance in the modification of clauses and procedures that may
be required pending the issuance of a final regulation.

Comparison of Proposed Regulation to OMB Circular A-124

The proposed regulation closely follows OMB Circular A-124,
The following discussion compares the proposed regulation to OMB
Circular A-124 with particular emphasis on the reasons for any
substantive differences and additions. '

Section 401.1 Scope

This section contains provisions similar to those now found
in parts'5, 7.c., 17, and 18 of OMB Circular A-124. Language has
been included in 401.1(a) giving recognition to the reguirement
of new 35 USC 212 that funding agreements made primarily for




i ‘

-educatlonal purposes would not be subJect to the regulatlon and

that agencies 'should not take any rlghts 1n 1nvent10ns ‘made under
such agreements. ' ' ‘

Sectlon 401, l(b) is intended to make clear that the amended
march-in rights procedures established by amended 35 USC 203
apply to proceedings initiated under existing funding agreements.
We interpret the amended procedures to apply to all new march-in
proceedings even if the funding agreement predates the amendment
of chapter 18. This section takes the same approach to the
various appeal rights establlshed in part 14 of OMB Circular
A-124 and is carried over in the proposed regulation. with only

‘minor IEV].SlOHS .

Section 401. l(c) dlrects agencies, at the request of the

- contractor, to amend outstanding funding agreements for the
- operation of Government-owned facilities by substituting the

applicable clause at 401.14 for the clause presently in the GOCO
funding agreement, PL 98-620 has substantially narrowed the
previous exception applicable to "GOCOs"™. Since these contracts
are typically for extended terms (usually 5 years), we believe

the intent of the Congress should not be delayed. Most of these
contracts are routinely amended to adjust funds on a regqgular basis.

‘As part of such an amendment the patent rights provisions should

be amended if the contractor requests. A number of agencies have
ocutstanding GOCO contracts in which the exception was not invoked
and the contract includes the clause at Attachment A to OMB
Circular A-124, Section 401.1(c) does not require that these
contracts be amended unless the contractor so requests.

Section 401.1(f) is new and is intended to clarify the
applicability of chapter 18 ‘and the proposed regulations to
arrangements for use of Government-owned facilities. Such

- arrangements, whether on a reimbursable or nonreimbursable basis,

are not considered to fall under the Act's definition of "funding
agreement” since the work is not being directly funded by the
Government even though it is being assisted by the making
available of facilities. Of course, if the Government were also
funding the research through a grant or contract, the grant or
contract transaction would make chapter 18 appllcable if a small
business firm or nonprofit organlzatzon was the reczplent of the
grant or contract.,.-- . .

Sectlon 401 1(f) does p01nt out, however, that in cases when
the fac111ty operator is a nonprofit organization or a small
business firm, there is a possibility that the operator may be

. entitled to rights under its funding agreement if its employees
. make .an invention in cooperation with a facility user, The

regulation therefore notes the advisability of reaching advance
agreements on the rights of the three parties if there is a
liklihood that operator employees may be 1nvolved in the maklng

of 1nventlons by a fac111ty user,




“We have not attempted to state what the allocation of rights
- should be since this is beyond the scope of this regulation.

" However, we believe that consistency with chapter 18 of Title 35
USC and the President's Memorandum of February 18, 1983, would
‘dictate that the user should normally retain title to its own
inventions. If operator employees make an invention in
cooperation with a facility user, then the operator-contractor
should, perhaps, obtain some share of any income generated by the
invention. However, absent the active cooperation and
involvement of the operator in the project, title in any
‘inventions may be assigned to the user as part of the initial
arrangement and the agency should approve, in advance, the
assignment of -any rights in inventions made during a project from
the operator to the user as autherized by 35 USC 202(c) (7) (A).

's_e_ctmnéﬂl..zgeim;u_qne_.

Sectlon 401 2 uses the same definitions as in part 6 of OMB
Circular A-124 except that the definitions of "invention" and
‘"subject invention" have been modified to accommodate PL 98-620
changes to the defintions at 35 USC 201. Definitions of "chapter
18" and "Assistant Secretary" have also been added, :

Section 401.3 Use of the Clauses at 401.14

_ Seetlon 401, 3(&)'15 baéed on part 7.a. of OMB Circular A-124
with some mod1f1cat10ns to reflect new 35 USC 212 and amended 35
USC 202(a)

_ Section 401 3(b) is new., In part it'implements; in
combination with section 401.14(b), language in amended 35 USC
202(a) concerning the exception for certain Department of Energy
funding agreements. This section also prescribes for the first
‘time certain g01de11nes in connection with the drafting of
‘alternative provisions when certain of the exceptions at 35 usc
202(a) are used. We particularly encourage comments or
suggestlons regardlng thlS proposed language. :

" Section 401.3(c) and (d4) 1is equlvalent to part 7. (b)(l) of
- OMB Clrcular A-124 except that it was necessary to make a number

"of changes because of amendments to 35 USC 202(b) (1) and (2).
Section 401.3(e) and (f). substantlally follow parts 7.b.(2) and
d. of the OMB Circular.

mm&wwqﬁw

’ - Section 401.4 is new and has no counterpart in the OMB
-Clrcular. It implements new 35 USC 202(b) (4) which allows a

- . contractor certain rights to contest the use of the exceptions at

'35 USC 202(a). We encourage comments on whether the proposed
section carries out the statutory language and Congre551onal
intent. o




Wezlnterpret 35 USC 202(b)(4) as requlrlng an admlnlstratlve'

procedure- similiar to that afforded under a march—in. The
proposed procedure is intended to rapidly resolve contractor

- claims that agency authority to invoke the exceptions at 35 USC
202(a) was misused. The agency is authorized to execute the
contract with alternative provisions pending the resolution of
the issue. If the issue is resolved in the contractor's favor
then the contract is to be amended retroactively. Of course, the
contractor could refuse to sign a contract until the matter was
resolved, However, in this case the agency could consider going
to alternative sources. But the section prov1des, in effect,
‘that if the the contractor is willing to sign a contract subject
to its retroactive amendment, the agency may not refuse to
contract with the contractor on account of the contractor's
exercise of its rights under 35 USC 202(b) (4).

We would also note that the contractors appeal is not to be
handled under the Contract Disputes Act. We consider this a
'statutorily created right. Moreover, it cross references to 35
~ USC 203(2) which specifically states that determinations under
‘that section are not subject to the Contracts Disputes Act.
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- Sections 401 5(a)=- (c) are substantlally follow parts
8 a.-cu of OMB Circular A-124,

Section 401 5(d) is based on part 8 d. of the OMB Clrcular.
However, because of amendments to 35 USC 202(c){4) it has been
modified to require the listing of specific treaties or inter-
national agreements that will be applicable to the contractor.
As amended, 35 USC 202(c) (4) no longer contains a reference to
"future® treaties. Senator Dole's explanation of the bill at
514142 of the Congressional Record for October 10, 1984, states
that the revised language was intended to require an agency "to
tie its use of this right to a foreign treaty or agreement that
is in existence: at the tlme the contract is executed.”

It should be noted ‘that the provisions of section 401,5(d)
should have application, albeit indirectly, to funding agreements
‘with larger, commercial contractors as well as those with small
businesses and nonprofit organizations. That is, 35 USC 210 was
amended by PL 98-620 to provided "that all funding agreements,
including those with other than small business firms and
nonproflt organizations, shall include requirements established
. in paragraph 202(c) (4) and section 203 of this title." Section
- 202(c) (4) establishes the minimum license rights of the
Government, including its right to obtain rights to honor foreign
agreements. We interpret this language as carrying with it the
implementing language developed under 35 USC 206, Therefore, we
believe that it will be necessary to amend the standard FAR
patent rights clauses to conform to the language prescribed in
401.5(d) .- Sectlon 203 of Title 35 deals with march-ln rlghts,
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and, thus, for the same reasons, for-profit contractors that are
not: small businesses: should also review proposed section 401.6.

Section 40%.5(e) is based on part 8.e. of the OMB Circular.
However, two optional administrative requirements have been
- eliminated.  The option to require periodic listing of invention
reports-haS‘been dropped. This is considered an unjustified
paperwork exercise., Agencies desiring this information can
presently obtain it from their own files, The language
'concernlng notification of R&D subcontracts has been dropped
since such reporting is normally requlred under other FAR

prov151ons or agency grant provisions. -

. Section 401.5(f) is new and 1mplements the requlrement of
35 USC 202(c){7)(E) which was added by PL 98~620, The statutory
language has been followed with some minor editorial revisions
including some language to clarify that income is to be used "at
.the facility." This clarification was added to reflect the clear
intent of the Congress as reflected on p. 21 of House Report
98-983 on HR 5003 that the income was to be in “a research '
account controlled by the facility.™

_S.ecugnéﬂlaﬁﬂxer_laeaiuarch_wawhta

Section 401.6 generally feollows part 13- of OMB Circular
A-124, except that language in the Circular authorizing the use
of Boards of Contract Appeals to review appeals has been :
‘eliminated to reflect the amendment of 35 USC 203, Modifications
have been made in section 401.6(e) to reflect the greater
‘protection afforted utilization information by amended 35 USC
202(c)(5). 35 USC 401.6(f) and (g) have been revised slightly to
require the fact finder to transmit a proposed decision and to
specifically give the contractor and agency representatives the
right to prepare written arguments in response to these findings
-and recommendations. The contractor is also given the right to
request oral arguments before the decision-maker, These changes
are intended to reflect the fact that march-in decisions are

;pollcy as well as factual decisions, '

Sectlon 401.6(j) follows the pr1nc1p1e of OMB Circular A-124
in requiring that march-in determinations be held in abeyance
pending the exhaustion of all appeals. Previosuly 35 USC 203 did
not cover this question. As amended, it now requires-two of the
four categories of march-ins be held in abeyance until exhaustion
of appeals. However, we do not believe that the amended language
precludes extending this requirement, as in the past, to all
~categories of march-lns.
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Section 401.7, in comb1nat10n with new: language at paragraph
(k) (4) of the clauses at section 401,14, implements the new _
requirement of amended 35 USC 202(c)(7) that funding agreements
with nonprofit organizations contain provisions to effectuate a




requlrement that except where it proves 1nfea51b1e after a
‘reasonable inquiry that a preference in the 11censzng of subject
inventions shall be glven to small business flrms. - We encourage
comments on- these prov151ons. : :

: It should be noted that there has been an: 1nadvertent
typographical error in the 1anguage of amended 3% USC
202(c) (7) (D) and that the words a preference™ should have been
inserted between "inquiry," and "in the licensing..." Our
- implementation of this provision is based on the intended

language, since w1thout it the clause, at best, would be
amblquous. ,

. We have'attempteé to develop a provision that will meet the
objectives of the statute without interjecting agencies or this
Department into the individual licensing negotiations and
decisions of nonprofit contractors. The clause language and
section 401.7 implement the preference in two ways. First,
nonprofit organizations are required to make reasonable efforts
under the circumstances to attract small business licensees.

The regulations recognize that in some cases the nature of the-

- development efforts may preclude seeking small business _
licensees. On the other hand, this will not always be the case, N
~and the contractor would be expected to undertake efforts to seek
small business licenses, It is not possible to say exactly what
these efforts should consist of, but we would expect nonprofit
organizations to ensure that thelr efforts to.promote inventions
are not exclusively focused on larger firms., If no other means
“are available, perhaps, in selected cases, a notice in a suitable
trade journal might be satisfactory. We also think it is
probably unreasonable and unrealistic for nonprofit organizations
to be aware of the interests and capabilities of small businesses,
especially those which they have not previously dealt with and
which are not otherwise well known. Established small businesses
that have an interest in developing university technology should
let their interests be known to research universities and centers,
partlcularly_ any local universities or centers. '

: The specific preference required by the clause is modeled
after the language at 35 USC 209(c){3) which requires a
preference for small business firms in Government licensing
programs. This appears to be consistent with Congressional
intent as set forth in Senator Dole's statement at p. 814142 of
the October 10, 1984, Congress1onal Record.

The clause language and section 401.7 prov1de that the
Assistant Secreary of Commerce for Productivity, Technology, and
Innovation will provide a forum to consider small businesses
‘complaints that a particular contractor is not meeting his
obllgatlons under the clause, However, only an informal :
-procedure is established. The Assistant Secretary will 1n1t1ate
further investigation and discussions with a particular '
institution when it appears warranted. Formal hearings and the
- like are not contemplated. 1In no event will the Assistant



Secretary becomé involved in the negotiation of specific licenses
or in attempts to have specific licenses terminated and o
‘renegotiated. We have not assigned this review function to the
"individual agency, since we believe that any review of the
contractor's licensing efforts will have to focus on the full
range of its program and not just on those subject inventions
“that may eminate from the support of a single agency. The
Department also anticipates working with university organizations
such as the Society of University Patent Administrators and the
Committee on Government Relations to foster compliance with the
'-requlrements of these prov151ons.
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Section 401 8 generally follows part 10 of OMB Circular

A-124. However, subparagraph (b) has been revised to reflect

changesfmade by PL 98-620. Marking of data is not required and
- agencies must protect all utilzation information, since amended
35 USC 202(c)(5) has established an absolute requirement for
confidentiality and a so-called "(b)(3)" exemptlon under the
Freedom of Information Act. Section 401.8 requires that the
revised requirement be also applied to information collected
under fundlng agreements predatlng the new Part 401
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: Sectlon 401.9 substantially follows part 11 of OMB Clrcular
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' Sectlon 401 10 substantlally follows part 12 of OMB Clrcular
A-124, but some wording changes have been made to further '
clarify that contractor rights in the invention are subject only
to the conditions in the standard patent rights clause that was
included in the funding agreement. Agencies exercising the =
authority of 35 USC 202(e) to assign the rights of the agency
‘derived through an agency employee co-inventor to the contractor
-are not to condition such an assignment with additional terms
beyond those specified in the statute and applicable patent
rights clause that was included in the fundlng agreement

S.esztm&ﬂl..ll&ageala

Section 401,11 substantlally follows part 14 of OMB Circular
A-124. Because of certain revisions to the march—;n procedures
discussed above which are cross-referenced in this section, there
are minor differences between the appeals procedures in the
proposed regulation and those now prescribed by the OMB Circular.

' As provided at 401.1(b), these procedures will apply to actlons
" initiated under earller fundlng aqreements.




Section 401 12 substantlally follows part 15 of OMB Clrcular
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- Section 401 13 1s, in part, derlved from part 16 of OMB
Circular A-124, but also contalns new materlal

‘Section 401.13(a) substantlally follows part lé6.c. of the
OMB Circular. However, part 16.a. has been eliminated since
the subject matter is covered in the clauses at 401.14.
Part 16.b. has been dropped since the FPR references are
- obsolete and do not appear to have any counterparts in the FAR.

Section 401.13(b), coupled with the change to 401.5(e)

- discussed earlier, further emphasizes that annual or other
periodic listing of subject inventions, except at close-out of

the funding agreement is not to be imposed on contractors.

‘Section 401.13(c¢c) reflects PL 98-620 elimination of two
limitations on the conditions under which nonprofit organiza-
tions may license or assign subject inventions. Since these
limitations are included in many cutstanding funding agreements
which allow agencies to waive them, the proposed lanquage advises
agencies to normally make such waivers. This is congistent with
the leglslatlve history of the bill, as reflected in Senator
Dole's answer at S14142, Congress1ona1 Record Oct. 10, 1984,
which indicates that agenc1es are expected to grant such waivers
'llberally.

Section 401.13(d} establisheS'requirements for agencies to
treat certain contractor information on a confidential basis., It
“cross-references language in the standard clause that is based on
part 9 of OMB Circular A-124,., While modified, we believe that in
combination with the clause language this section is substan-

tially the same as part 9. of the OMB Circular.

Section 401,14(a) contains the basic clause to be used in
most contracts with small businesses and nonprofit organlzatlons.
Section 401.14(b) contains a standard clause for use in '

" situations when the Department of Energy exer01ses the exceptlon
_at 35 USC 202(a)(1v). B : _ '

_ ‘The clause at 401. 14(a) substantzally follows the clause at
Attachment A of OMB Circular A=~ 124 with the followxng changes.

1. The definitions of "invention™ and "subject 1nvent10n
have been rev1sed to conform to statutory changes.



"2,f The period for election of rights in paragraph (c)(2)
has been. lengthened to 2 years to conform to statutory changes.

3, The period for filing after election has been reduced
from two years to one year because of the extended electlon
perJ.odo .

4, Subparagraphs (4) and (5) have been added to paragraph
(e) which reflect the obligations of the agency to maintain
 certain records in confidence as required by 35 USC 205 and the
President's Memorandum of February 18, 1983, on Government Patent
Policy. We believe it will be more helpful to both contractor and
agency personnel if these obllgatlons are clearly spelled out in
the contract document,’

S.. The last sentence of paragraph (h) has been amended to
conform to the revision of 35.0sC 202(c)({5).

6. Paragraph (k), the spec1al provisions for contracts with
nonprofit organizations, has been revised to conform to the
amendment of 35 USC 202(c) (7). Most of these changes are simply
. deletions of conditions that were removed by the amendment.
However paragraph (k) (4) implements the new statutory language on
small business preferences and we would encourage comments on

- this proposal.

"The clause at 401 14(b) is. 6951gned to be used by the
Department of Energy in those cases in which it exercises 35 USC
202(a)(1v) The standard. clause at 401 l4(a) is prescribed with
two maln changes.

Flrst, paragraph (c) is amended to create a two tler system.

| :Inventlons falling under the naval nuclear propulsion and nuclear.

weapons programg of DOE will be subject to deferred determina-
tions. Those that fall outside those programs will belong to the
contractor under the standard clause provisions if the contract
elects title. And a procedure is established for determining
under whlch category individual inventions fall.

Second, paragraph (e) has been amended to guarantee the
contractor an exclusive license in inventions to which the
Government obtains title in fields of use outside of naval
nuclear propulsion and nuclear weapons. This provision would not
-come into effect, of course, if DOE waives its right to obtain
title. However, pending such a waiver, this should provide the
contractor with the ablllty and 1ncent1ve to attempt to

' -,commerclallze promlslng 1nventlons.

Section 401.15 is new and contains guidance and procedures
for the handling of contractor requests for greater rights in
those cases when one of the exceptions at 35 USC 202(a) has been
applied.  As noted earlier 401.3(b) requires that in most.




instances when an exception is used that the contractor be

allowed at least the right to request greater rights. The
proposed procedures are intended to foster the expeditious
handling of these requests in a manner that is consistent with
the reasons behind the original development of the exceptions and

‘the policies and objectives of 35 USC 200. We encourage comments

on these proposed procedures.

AEEllQﬂDLlLLE of E,O, 12221

This proposed rule is not considered a major rule as defined

‘1n Executive Order 12291, Its purposes, objectives, and basic

substance is the same as OMB Circular A-124 which was not con-
sidered a major rule. Nevertheless a regulatory impact analysis
was prepared for that rule which concluded that its benefits.

"substantlally outweighed any costs and that there should be a net
cost saving. That continues to be true. Several years
_experlenee nave now born this out.

This rule will not have a substantial economic impact on a
substantial number of small entities. However, for those limited
number of small business concerns in areas of high technology
that deal with the Government, the proposed regulation, like OMB
Circular A-124, makes it easier for small business firms to’
participate in Government R&D programs by guaranteeing the
protection of their intellectual property. The small business
preference provisions in section 401.7 and the clauses at
401.14 should also prove of benefit to the limited number of
small business that may be 1nterested in obtalnlng 1lcenses to

.university technology.

_ Accordlngly, it is proposed to add a new Chaper IV to title
37 of the Code of Federal Regulatlons as follows: | '

'CHAPTER IV A551stant Secretary for Productivity,
- Technology, and Innovation

Part 401~ nghts to Inventlons Made by NOanOflt
Organizations and Small Business Firms
. Under Government Grants, Contracts, and
Cooperative Agreements

Sections
401.1 Scope’
401.2 Definitions
401,3 Use of the Standard Clauses at 401 14
- 401.4 Contractor Appeals of Exceptions :
- 401.5 Modification and Tailoring of Standard Clauses
- 401.6 Exercise of March-in Rights
401.7 Small Bu51ness Preference in Nonprofit Licensing
401.8 Reporting on Utilization of Subject Inventions
401.9 Retention of Rights by Contractor Employee Inventor
401,10 Government Assignment to Contractor of Rights in
S Invention of Government Employee
401.11 Appeals
401.12 Licensing of Background Patent nghts to Third Parties
401.13 Administration of ?atent nghts Clauses :
- 401,14 Standard Clauses _
401.15 Deferred determinations -

10




~ Authority - 35 USC 206 and the delegation of authority by
" the Secretary of Commerce to the Assistant Secretary for
- 'Productivity, Technology and Innovatlon at ssection 3(g)
';;of D00'10—1. _ .

Sec. 401 1 Scope._f

L (a) This part 1mplements 35 USC 202-204 and is appllcable to
‘all Federal agencies. It applies to all funding agreements with
small business firms and nonprofit organizations executed after

" the effective date of this part, except for a funding agreement

made primarily for educational purposes. In accordance with 35

USC 212 no scholarship, fellowship, training grant, or other funding
agreement made by a Federal agency primarily to an awardee

for educational purposes will contain any provision giving the

- Federal agency any rights to inventions made by the awardee.

: {b} The "march-in" and appeals procedures in sections 401.6
and 401.11 shall apply with respect to any march-in or appeal
proceeding initiated after the effective date of this part, under
a funding agreement subject to chapter 18 of title 35, USC, even
if‘the funding agreement was executed prior to -that date.

_ (c) At the request of the contractor, a fundlng agreement

for the operation of a Government-owned facility which is in effect
on the effective date of this Part shall be promply amended to
.include the provisions required under this Part unless the Agency
determines that one of the exceptions at 35 USC 202(a) (i)=(iv)
(section 401.3(a)(i)-(iv) of this part) is applicable.

(d) This regulation supercedes OMB Circular A-124 and shall
take precedence over any agency regulations, including
regulations issued under the FAR system, which are inconsistent
with it., Existing agency regulations, including those under the
FAR system, shall be promptly amended to conform to this part
and amended Chapter 18 of title 35. No deviations from this
regulation or the clauses prescribed in it shall be made except
with the approval of the Assistant Secretary. Regulations
“supplementing this part shall be submitted to the Assistant’
Secretary for review for consistency Wlth this part prlor to
_their 1ssuance.

(e) In the event'anfagency has outstanding prime funding

‘agreements that do not contain patent: flow-down provisions

- consistent with this part or earlier OFPP regulations (OMB
‘Circular A-124 or OMB Bulletin 81-22), the agency shall take

appropriate action to ensure that small business firms or

nonprofit organizations that are subcontractors under any such

agreements and that received their subcontracts after July 1,

1981, receive rights in their subject 1nvent10ns that are

' con51stent with chapter 18 and thlS part. -
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" {(£) In the event an agency has outstanding prime funding _
agreements made after July 1, 1981, with nonprofit organizations
or small business firms that do not contain one of the clauses
prescribed by OMB Circular A-124 or OMB Bulletin 81-22, the
agency shall take appropriate action to ensure that contractors
with such agreements nevertheless receive rights in their subject
_1nventlons con51stent with chapter 18 and this part.

. (g9) Thls-part is not intended to apply to arrangements under
‘which nonprofit organizations, small business firms, or others
“are allowed to use Government-owned research facilities and
normal technical assistance provided to users of those facili-
ties, whether on a reimbursable or nonreimbursable basis., Such
arrangements are not considered "funding agreements" as defined
at 35 USC 201 (b) and section 40l1.2(a} of this part. However, if
such facilities are operated by nonprofit organizations or small
business firms and if an employee of the operator is a co-inventor
(along with a user's employee) or a sole inventor, then chapter
18 and this regulation will govern the rights of the operator in
the invention as derived: through its employee~inventor. It is
therefore advisable, and espec1ally so if collaborative research
is contemplated, for the user, the operator, and the agency to
reach advance agreement on how rights to inventions will be
allocated under arrangements for use of Government-—-owned
facilities being operated by nonprofit organlzatlons or small
business flrms.

- BSec, 401,22 Definitions
As used in thlS Part—-

(a) The term “fundlng agreement“ means any contact, grant,
or cooperative agreement entered into between any Federal agency,
other than the Tennessee Valley Authority, and any contractor for
the performance of exper1mental, developmental, or research work
funded in whole or in part by the Federal Government. This term
also includes any assignment, substitution of parties, or
subcontract of any type entered into for the performance of
experimental, developmental, or research work under a funding
- agreement as defined in the first sentence of this paragraph.

‘(b)' The term "contractor” means any person, small business
firm or nonprofit organization which is a party to a fundlng
7 agreement.

- (e) .The_term "invention"™ means any invention'or discovery
which is or may be patentable or othewise protectable under Title
35 of the United States Code, or any novel variety of plant which
is or may be protectable under the Plant Varlety Protection Act
A7 USC 2321 et. seqg.).

(d) The term "subject invention” means any invention of a

‘contractor. conceived or first actually reduced to practice in the
performance of work under a funding agreement; provided that in

12




~the case of a variety of plant, the date of determination (as
defined in section 41(4) of the Plant Variety Protection Act,
7 USC 2401(4)) must also occur dur1ng the period of contract
_performance. o

(e) The term: practlcal appllcatlon“ means to manufacture
in the case of a composition or product, to 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 conditions as to establish
that the invention is being utilized and that its benefits are,
to the extent permitted by law or Government regulatlons,
avallable to the public on reasonable terms.

_ (f) The term "made™ when used 1n relation to any invention
means the conception or first actual reduction to practice of
such invention.

: -{g) The term "small business firm" means a small business
concern as defined at Section 2 of P, L. 85536 (15 USC 632)
-and implementing regulations of the Administrator of the Small
Business Administration. For the purpose of thiS'part, the
- size standards for small business concerns involved in Government:
procurement and subcontracting at 13 CFR 121 3-8 and 121.3- 12,
_respectlvely, w111 be used ,

(h) The term nonproflt organ1zatlon means . unlver51t1es
and other institutions of higher education or an organization of
the type described in section 501(c)(3) of the Internal Revenue
‘Code of 1954 (26 USC 501(c) and exempt from taxation under
-section 501(a) of the Internal Revenue Code (26 USC 501(a) or
- any nonprofit scientific or educational organization quallfled
-under a gtate nonproflt organlzatlon statute.

(i) The term "chapter 18" means chapter 18 of tztle 35 of
the United States Code.

(k) The term "Assistant Secretary means the Assistant
Secretary of Commerce for Productivity, Technology, and
Innovation or hlS or her designee. _

sec. 401.3 Use of the Standard Clauses at 401.14

(a) Each funding agreement awarded to a small business firm
-or nonprofit organization (except those subject to 35 USC 212)
shall contain the clause found in section 401.14(a) with such
- modifications and tallorlng as authorized or required elsewhere
", in this Part. However, a fundlng agreement ‘may contain.
_alternatlve provisions-— . _

(i) when the contractor is not 1ocated in the United
States or does not have a place of business located in the
Untied States or is subject to the control of a foreign
~Government; or ' :
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S (ii)  in exceptional c1rcumstances when it is determlned by
the agency that restriction or elimination of the right to retain
title to any subject invention will better promote the policy and
objectlves of chapter 18 of Title 35 of the United States Code;
or , _

'(iii)'when-it[is-determined by a Government authority‘which
is authorized by statute or executive order to conduct foreign
‘intelligence or countéerintelligence activities that the '
restriction or elimination of the right to retain title to any
‘subject invention is necessary to protect the securlty of such
act1v1t1es- or .

(iv) when the fundlng agreement includes the operatlon of a
Government-owned, contractor-operated facility of the Department
of Energy primarily dedicated to that Department 8 naval nuclear
'_propUIS1on or weapons related program. :

~(b) When the Department of Energy exercises the exceptlon
at 401 3(a)(iv), it shall use the clause prescribed at 401.14(b)
with such modification and tailoring as authorized or required
elsewhere in this part. When any agency exercises the exceptions
at 401.3(a)(ii) or (iii), it shall use the standard clause at
401.14(a) with only such modifications as are necessary to .
address the exceptional circumstances or concerns which led to
the use of the exception. For example, if the justification
relates to a particular field of use or market, the clause might
be modified along lines similar to those described in 401.14(b).
In any event, the clause should prov;de the contractor with an
- opportunity to receive greater rights in accordance with the
~ procedures at 401 15. ' _ :

(c) Before utlllzlng any of the exceptions in paragraph (a)
the agency shall prepare a written determination, including a
statement of facts supportlng the determination, that the
conditions identified in the exception exist. In cases when
401.3(a)(ii) is used the determination shall also include an
analysis justifying the determination. This analysis should
- address with specificity how the alternate provisions will better
‘achieve the objectives set forth in 35 USC 200. A copy of each
determination, statement of facts, and, if applicable, analysis
- .shall be promptly provided to the contractor or prospectlve
contractor.

(d) Except for determlnatlons under 401 3(a)(111), the -
agency shall also provide copies of each determination, statement -
-of fact, and analysis to Assistant Secreatry. These shall be
sent within 30 days after the award of the funding agreement to
“which they pertain. Copies shall also be sent to the Chief
Counsel for Advocacy of the Small Business Administration 1f the
funding agreement is with a small business flrm.

_ (e) To assist the Comptroller Gereral of the Unlted States
to accompllsh hlS or her responsrbzlrt;es under 35 uscC 202, each
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Federal agency that enters into any funding agreements with
nonprofit organizations or small business firms shall accumulate
and, at the request of the Comptroller General, provide the
Comptroller General or his or her duly authorized representative
the total number of prime agreements entered into with small
"business firms or nonprofit organizations that contain the patent
rights clause in this part or under OMB Circular A-124 for each

. period of October 1 through September 30, beginning with

_ October 1, 1982.

~ (f) To qualify for the standard clause a prospective
contractor may be required by an agency to certify that it is
either a small business firm or a nonprofit organization. If the
agency has reason to question the status of the prospective
contractor as a small business firm or nonprofit organization, it
may file a protest in accordance with CFR 121.3-5 if small
business firm status is questioned or require the prospective
contractor to furnish evidence to establlsh its status as a
nonproflt organ1zatlon.

‘Sec. 401.4 Contractor Appeals of Lxceptlons

(a) 1In accordance with 35 USC 202(b)(4) a contractor has
the right to an administrative review of a determination to use
one of the exceptions at 401.3(a)(i)-(iv) if the contractor
believes that a determination is either (i) contrary to the.
policies and objectives of this chapter or (ii) constitutes an
abuse of discretion by the agency. Paragraph (b) of this section
specifies the procedures to be followed by contractors and
agencies in such cases. The assertion of such a claim by the
"~ contractor shall not be used as a basis for withholding or
‘delaying the award of a funding agreement or for suspending
. performance under an award. However, pending final resolution of
the claim the contract may be issued with the patent rights
provision proposed by the agency; but should the final decision
be in favor of the contractor, the funding agreement will be
amended accordlngly and the amendment made retroactlve to
the effectlve date of the funding agreement

(b)(l) A contractor may appeal a determination by prov1d1ng
written notice to the Agency within 30 working days from the time
it receives a copy of the agency's determlnatlon, or within such
-longer time as an agency may specify in its regulations. The
contractor's notice should spec1f1ca11y 1dent1fy the ba51s for
the appeal. o o

: (2) ‘The appeal shall be dec1ded by the head of the agency
or by an official of the agency designated by the head of the '

agency who is at a level above the personfwho made the

determination. If the notice raises a genuine dispute over the

- material facts, the head of the agency or the designee shall

- undertake or refer the matter for fact-finding.
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(3) FPact-finding shall be conducted in accordance with
procedures established by the agency. Such procedures shall
be as informal as practicable and be consistent with principles
of fundamental fairness. The procedures should afford the

' .contractor the opportunity to appear with counsel, submit

documentary evidence, present witnesses and confront such persons
" as the agency may present. A transcribed record shall be made
and shall be available at cost to the contractor upon request.
'The requirement for a transcribed record may be waived by

mutual agreement of the contractor and the agency.

_(4} The official conductlng the fact flndlng shall prepare
written findings of fact and transmit them to the head of the
agency or designee promptly after the conclusion of the fact-
finding proceeding along with a recommended decision., A copy of
the findings of fact and recommended decision shall be sent to
the contractor (a551gnee or exclu31ve llcensee) by reglstered or
certlfled ma11

: (5) Fact-finding should be completed within 45 worklng days
from the date the agency receives the contractor s written
-notlce. _

(6) When fact-finding has been conduCted, the head of the
agency or designee shall base his or her decision on the facts
found, together with any argument submitted by the contractor,
agency officials or any other information in the administrative
record. In cases referred for fact-finding the agency head or
the designee may reject only those facts that have been found
that are clearly erroneous and the agency head or the designee
may hear oral arguments after fact-finding provided that the
contractor or contractor's attorney or representative is present
and given an opportunity to make its own arguments and rebuttal.
The decision of the agency head or the designee shall be in
writing and include an explanation of the basis of the decision
if it is unfavorable to the contractor. The decision of the
agency or designee shall be made within 30 working days after
fact-finding or, if there was no fact-finding, within 45 working
days from the date the agency recelved ‘the " contractor s written
'notlce,

401.5 “Modification and Taiioring of'Clausee."

(a) Agencies should complete the blank in paragraph (g) (2)
of .the clauses at 401.14 in accordance with their own or applicable
Government-wide regulatlons such as the Federal ACQUISltlon
‘Regulation.

. (b) Agencies should complete paragraph (1), "Communications"
at the end of the clauses at 401,14 by designating a central '
point of contact for communications on matters relating to the
clause, Additional instructions on communlcatlons may also be
1ncluded in paragraph (1) .
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: (c) Agenczes may replace the underllned words and phrases
in the clauses at 401.14 with those appropriate to the particular
funding agreement. For example, contracts“_could be replaced by

"grant,” "contractor® by "grantee," and "contracting offlcer by
‘"grantg officer."” Depending on its use, "Federal agency" can be
replaced either by the identification of the agency or by the
specification of the partlcular offlce or off1c1a1 within the"
agency.

(d) When the agency head or duly authorized designee
determines at the time of contracting with a small business firm
or nonprofit- organlzatlon that it would be in the national
interest to acquire the right to sublicense foreign Governments
or international organizations pursuant to any existing treaty or
international agreement, a sentence may be added at the end
of paragraph (b). of the clauses at 401.14 as follows:

"Phis license will include the right of the Government to
sublicense foreign Governments and international.

‘organizations pursuant to the follow1ng treatles
or 1nternat10nal agreements: .

The blank above should be completed with the names of appllcable
existing treaties or international agreements, agreements of
cooperation, memoranda of understanding, or similar arrangements
including military agreements relating to weapons development-
and production. The above language is not intended to apply to-
treaties or other agreements that are in effect on the date of
.the award but which are not listed. The language may also be
modified to make clear that the rights granted to the foreign
government or international organization may be for additional
rights beyond a license or sublicense if so requxred by the
applicable treaty or international agreement. For example, in
some cases exclusive licenses or even the assignment of title in
the foreign country involved might be required. Agencies may
also modify the language above to provide for the direct
licensing by the contractor of the forelgn Government or

' 1nternat10nal organlzatlon.

- (e) Agenc1es may add additional subparagraphs to pararaph
“(£) of the clauses at 401.14 to require the contractor to do one
or both of the follow1ng- . : .

(1) Provide a report prlor to the close-out of a funding
agreement 1lst1ng all subject 1nvent10ns or statlng that there
were none. ‘ S . :

(11)  Provide, upon request; the filing‘date, serial number
and title; a copy of the patent appllcatlon- and patent number
and issue date for any subject invention in any country in whlch
the contractor ‘has applled for patents.
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(f) If the contract is with a nonproflt organlzatlon and is
for the operation of a Government-owned facility the following
will be: substituted for paragraph (k) (3) by the clause at
7401 14(a)

"(3) After payment of patenthg costs, llcen51ng costs,
payments to inventors, and other expenses incidental to the
administration of subject inventions, the balance of any royalties
or income earned and retained by the gcoptractor during any fiscal
year on subject inventions under this or any successor contract
containing the same requirement, up to any amount equal to five _
percent of the budget of the facility for that fiscal year, shall
be used by the contractor for scientific research, development,
. and education at the facility consistent with the research and

‘development mission and objectives of the facility, including
activities that increase the licensing potential of other
inventions of the facility. If the balance exceeds five percent,
75 percent of the excess above five percent shall be payed by the
" contractor to the Treasury of the United States and the remaining

25 percent shall be used by the contragtor only for the same
purposes as described above. To the extent it provides the most
efficient technology transfer, the licensing of subject -
inventions shall be administered by ggnt;gg;g; employees on
location at the facility."

: Sec. 401 6 Exerc1se of March-ln nghts.

(a) The follow1ng procedures shall govern the exercise of
the march-in rights of the agen01es set forth in 35 USC 203 and
' the clause at 401.14. :

“(b) ‘Whenever an agency receives 1nformatlon that it
believes might warrant the exercise of march-in rights, before
initiating any march-in proceeding, 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 proceed with the procedures below. 1If a
-~ comment is received, whether or not within 30 days, then the
agency shall, within. 60 days after it receives the comment,

. either initiate the procedures below or notify the contractor, in
.writing, that it will not pursue march-in rights based on the
1nformat10n about whlch the contractor was. notlfled

‘(¢) A march-in proceedlng shall be 1n1t1ated by the
1ssuance of a written notice by the agency to the contractor and

" its assignee or exclusive licensee, as applicable, stating that

the agency is considering the exercise of 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 would be based and shall specify the field or
"fields of use in which the agency is considering reguiring

- licensing., The notice shall advise the contractor (assignee or

- exclusive licensee) of its rights, as set forth in this section
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and in any supplemental agency regulatlons. The determlnatlon to
' exercise march—in rights shall be made by the head of the agency
or hlS or. her de31gneee, S _

(d) Wlthln 30 days after the recelpt of the written notice
of march-in, the contractor (assignee or exclusive licensee) may
submit in person, in writing, or through a representative,
information or argument in opposition to the proposed march-in,
including any additional specific information which raises a _
genuine dispute over the material facts upon which the march-in
is based, If the information presented raises a genuine dispute
over the material facts, the head of the agency or designee shall

-undertake or refer the matter to another official for fact-
flndlng.

(e) Pact-finding shall be conducted in accordance with the
procedures established by the agency. Such procedures shall be
as informal as practicable and be consistent with principles of
fundamental fairness. The procedures should afford the con-’
tractor the opportunity to appear with counsel, submit-
documentary evidence, present witnesses and confront such persons
as the agency may present. A transcribed record shall be
available at cost to the contractor upon request. The
requirement for a transcribed record may be waived by mutual
agreement of the contractor and the agency. Any portion of the
march-in proceeding, including a fact-finding hearing that
involves testimony or evidence relating to the utilization or
efforts at obtaining utilization that are being made by the .
contractor, its assignee, or licensees shall be closed to the
public, including potential licensees. In accordance with 35 USC
202(¢c) (5}, agencies shall not disclose any such information
obtained during a march-in proceeding to persons outside the
Government. _

(£) 'The official conducting the fact-finding-shall’prepare
written findings of fact and transmit them to the head of the
agency or designee promptly after the conclusion of the fact-
finding proceeding along with a recommended determination. A copy
of the findings of fact shall be sent to the contractor (assignee
or exclusive licensee) by registered or certified mail. The
contractor (assignee or exclusive licensee) and agency '
representatives will be given an 30 days to submit written
arguments to the head of the agency or designee; and, upon
request by the contractor oral arguments will be held before the
agency head or designee that will make the final determination,

. {g) In cases in which fact-finding has been conducted, the
head of the agency or designee shall base his or her determina-

- tion on the facts found, together with any other information and
written or oral arguments submitted by the contractor (assignee
or exclusive licensee) and agency representatives, and any other
information in the administrative record. The consistency of the
exercise of march~in rights with the policy and objectives of 35
USC 200-206 shall also be considered. 1In cases referred for
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" fact—-finding, the head of the agency or designee may reject only
" those facts that have been found that are clearly erroneous.
Written notice of the determination whether march-in rights will
'be exercised shall be made by the head of the agency or designee
and sent to the contractor (assignee or exclusive licensee) by
certified or registered mail within 90 days after the completion
- of fact-finding or 90 days after oral arguments, whichever is
later, or the proceedings will be deemed to have been terminated
and thereafter no march-in based on the facts and reasons upon
which the proceeding was initiated may be exercised.

, (h)  An agency may, ‘at any time, terminate a march-in
"proceeding if it is satisfied that it does not wish to exercise
march-in rlghts. _

(i)- The procedures-of this Part shall also apply to the
exercise of march-in rights against inventors receiving title to
subject inventions under 35 USC 202{(d) and, for that purpose, the
term "contractor™ as used in this sectlon shall be deemed to
include the 1nventor.

(3}  An agency determlnatlon unfavorable to the contractor
(a551gnee or exclusive licensee) shall be held in abeyance
pending the exhaustlon of appeals or petltlons flled under-

35 USC 206(2).,

(k) Agenc1es are authorlzed to ‘issue supplemental
procedures not inconsistent with this part for the conduct of
march-in proceedings. .

401.7 Small_Business,Preferencé.

(a) Paragraph (k) (4) of the clauses at 401.14 implements
the small business preference requirement of 35 USC 202(c)(7) (D).
. Contractors are expected to use efforts that are reasonable under
the circumstances to attract small business licensees. They are
also expected to give small business firms that meet the standard
outlined in the clause a preference over other applicants for
licenses. What constitutes reasonable efforts to attract small
‘business licensees will vary with the circumstances and the
nature, duration, and expense of efforts needed to bring the
invention to the market

"(b) Small busxness firms that believe a nonprofit
organization is not meeting its obligations under the clause may
report .their concerns to the Assistant Secretary. To the extent

. deemed appropriate, the Assistant Secretary will undertake

- ‘informal investigation of the concern, and, if appropriate, enter
into discussions or negotiations with the nonprofit organization
to the end of improving its efforts in meetings its obligations:
-under the clause. However, in no event will the Assistant
Secretary intervene in negotiations or contractor decisions
concerning the licensing of a specific subject invention., -
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'Sec. 4OI 8 Reporting‘on Utlllzatlon of Subject Inventions.

(a) Paragraph (h) of the clauses at 401,14 and its
counterparteln the clause at Attachment A to OMB Circular
A~124 provides that agencies have the right to receive periodic
reports from the contractor on utilization of inventions. In
-accordance with such instructions as may be issued by the
Department of Commerce, agencies shall obtain such information
from their contractors. Pending such instructions, agencies
- should not impose reporting requirements. '

: (b) 1In accordance with 35 USC 202(c) (5) and the terms of
the clauses at 401.14, agencies shall not disclose such
information to persons outside the Government. Agencies should
note that because of the amendment to 35 USC 202(c¢)(5), the
clauses at 401.14 do not require the contractor to mark the

data as proprietary. This is a change from the clause prescribed
by OMB Ciruclar A-124 which requires the contractor to mark data
if it wishes the agency to protect it. Agencies which obtain
reports on utilization of subject inventions made under funding
agreements with the marking requirements of the earlier OMB
clause shall treat these reports in accordance with the
provisions of amended 35 USC 202(c)(5) and shall not require them
to be marked in order to afford them protection. The provisions
- of 35 USC 202(c)(5), as amended, shall take precedence over the
~conflicting language in the clause prev1ously prescrlbed by OMB

- Circular A-l24.

‘Sec. 401.9 Retention of Rights by Contractor Empiqyee_lnventor.

Agencies which allow an emplyee/inventor of the contractor
to retain rights to a subject invention made under a fundlng
agreement with a small business firm or nonprofit organization
contractor, as authorized by 35 USC 202(d), will impose upon the
- inventor at lease those conditions that would apply to a small
business firm contractor under paragraphs (d) (i) and (iii);
(£)(4); (h); (i); and (j) of the clause at 40l1l.14(a).

. Sec, 401;10 Government Assignment to 6ohtractor of”Rights in
Invention of Government'Employee.

- In any case when a Federal employee is a co~inventor of any
invention made under a funding agreement with a small business
firm or nonprofit organization and the Federal agency employing
. such co-inventor transfers or reassigns the right it has acquired
+in the subject invention from its employee to the- contractor as
authorized by 35 USC 202(e), the assignment will be madeée subject
to the same conditions, but no others, as apply to the contractor
under the patent rights clause of its funding agreement so that

only one set of conditions applies to the subject invention.
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-Sec. 401.11 Appeals.

(a) ‘The agency 0ff101al 1n1t1ally authorlzed to take any of

- the following actions shall provide the contractor with a written

statement of the basis for his or her action at the time the
action is taken, including any relevant facts that were relled
upon in taklng the action, . _ _

_ (1) A refusal to grant an extens1on under paragraph (c)(4)
of the standard clauses.

: (2) A request for a conveyance of tltle under paragraph (d)
of the standard clauses.

(3). A refusal to grant a waiver under paragraph (1) of the
standard clauses. : -

: (4) A refusal to approve an ass1gnment under paragraph
(k) (1) of the standard clauses. .

(5) A refusal to grant an extension of the exclusive
license period under paragraph k.(2) of the clauses prescrlbed by
' elther OMB Clrcular A—124 or OMB Bulletln 81-22.

‘ (b) Each agency shall- establlsh and publlsh procedures
under which any of the agency actions listed in paragraph (a) of
this section may be appealed to the head of the agency or
designee. Review at this level shall consider both the factual
and legal basis for the actions and its con31stency with the
pollcy and objectives of 35 USC 200-206.

(c) Appeals procedures establlshed under paragraph (b) of
this section shall include administrative due process procedures
and standards for fact-finding at least comparable to those set
forth in section 401. 6(e)~(g) whenever there is a dispute as to.
the factual basis for an agency request for a conveyance of title
under paragraph d. of the standard clauses, including any dispute
as to whether or not an invention is a subject invention.,

S {d) To the extent that any of the actions described in
paragraph (a) of this section are subject to appeal under the
Contracts Dispute Act, the procedures under that Act will satisfy
the,requlrements of paragraphs (b) and (c) of this sectlon.

_ (e) As used in this section the term standard clause°
means the clauses at 401.14 of this Part and the clauses
.previously prescrlbed by either OMB Clrcular A-124 or OMB
Bulletln 8l1-22., . o

401.12 Llcen51ng of Background Patent Rights to Third-Parties,
‘{a) A funding agreement'with‘a small business firm-or a

domestic nonprofit organization will not contain a provision
allowing a Federal agency to require the licensing to third
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- parties. of inventions owned by the contractor that are not.

~ subject inventions unless such provision has been approved by
the-agency head and a written justification has been signed by
the agency head. Any such provision-will clearly state whether
the licensing may be required in connection with the practice of
a subject invention, a specifically identified work object, or
both. The agency head may not delegate the authority to approve
such provisions or to srgn the justlflcatlon required for such
provisions. _ _

_ {b) A Federal agency will not requlre the licensing of
third parties under any such provision unless the agency head
~determines that the use of the invention by others is necessary
for the practice of a subject invention or for the use of a work
object of the funding agreement and that such action is necessary
to achieve practical application of the subject invention or work
-object. Any such determination will be on the record after an
.opportunlty for an agency hearing and the contractor shall be
given prompt notification of the determlnatlon by certlfled or
'reglstered mail. -

-Sec..401 13 Administration of Patent Rrghts Clauses

‘(a) In the event a sub]ect invention is made under fundlng
- agreements of more than one agency at the request of the
contractor or on their own initiative, the agencies shall
designate one agency as respon51b1e for admlnlstratlon of the
rlghts of the Government in the invention,

" {(b) Agencies shall not requlre yearly or other periodic
reports by contractors listing subject inventions in any funding
agreements entered into after the effect date of thlS Part.
Close out reports are authorized at 401. 5(e).

(c) Agenc1es shall promptly grant, ‘unless there is a
significant reason not to, a request by a nonprofit organization,
under paragraph k.(2) of the clauses prescribed by either OMB
Circular A-124 or OMB Bulletin 81-22 since 35 USC 202(c)(7) has
since been amended to eliminate the limitation on the duration of
exclusive licenses, Similarly, unless there is a significant
reason not to, agen01es shall promptly approve an assignment by a
nonprofit organization to an organization which has as one of its
primary functions the management of inventions when a request for
- approval has been necessitated under paragraph k.(1l) of the :
clauses prescribed by either OMB Circular A-124 or OMB Bulletin . -
. 81-22 because the patent management organization is engaged in or
" holds 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 embodlments
" of the invention., As amended, 35 USC 202(c)(7) no 1onger

contalns this limitation.

(d) Paragraph (e) (4)~-(6) of the clauses at 401,14 obligates
agencies to treat contractor invention disclosures and other
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related.documents.as confldentlal. These requirements'were in -
part 9 of OMB:Circular A-124 and should also be followed with
respect to. fundlng agreements predating thlS Part 401

Sec.;401 14 Standard Patent nghts Clauses.

: (a) The follow1ng is the standard patent rlghts clause to
be used as spec1f1ed in 401 3(a). _

_ Patent Rights (Small Bu51nese Flrms and Nonproflt
Organ1zat10ns).

{(a) Definitions,.

_ (1) "Invention" means any invention or discovery which is
or may be patentable or otherwise protectable under Title 35 of
‘the United States Code, or any novel variety of plant which is or
may be protected under the Plant Varlety Protectlon Act. {7 UsC
. 2321 et, seg.). ,

(2) "Subject invention" means any invention of the
contractor conceived or first actually reduced to practice in
the performance of work under this contract, provided that in
‘the case of a variety of plant, the date of determination (as
defined in section 41(d) of the Plant Variety Protection Act, 7
USC 2401(d)) must also occur during the period of ggntragt
performance.

- {3) "Practical Application” means to manufacture in the
case of a composition ot product, to 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 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.

(4) "Made" when used in relatlon to any invention means the
conception or first actual reduct:on to practice of such
1nvent10n. :

(5)  "Small Business Firm" means a small'buSiness-concern'as
defined at Section 2 of Public Law 85.538 (15 USC 832) and

© implementing requlations 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, respectlvely, will be used.

-(6) “Nonprofrt Organlzatlon'-means a unlversrty 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 USC 501(c) and exempt from taxation under section 501(a)
of the Internal Revenue Code (25 USC 501(a)) or any nonprofit

24




sclentlflc or educatlonal organlzatlon quallfled under a state
' nonprofxt organlzatlon,statute. _

(b)' Allocatlon of Pr1n01pal nghts.

The ggnt;ggtgg'may retaln the entire- rlght, tltle, and
interest throughout the world to each subject invention subject -
to the provisions of this clause and 35 USC 203. With respect to
any subject invention in which the contractor retains title, the
Federal Government shall have a nonexclusive, nontransferable,
irrevocable, paid-up license to practice or have practiced for or
on behalf of the Unlted States the subject 1nvent10n throughout
the world. _

(c) ‘Invention disclosure, Electlon of Title and F111ng of
Patent Appllcatlon by antgagt_;.

(1) The contractor wzll disclose each subject invention to
~the Federal agency within two months after the inventor discloses
it in writing to gontracteor personnel respOnsible for patent
matters. The disclosure to the agency shall be in the form of a
written report and shall identify the ggn;;gg; under which the
invention was made and the inventor(s). It shall be sufficiently
complete in technical detail to convey a clear understanding to

. the extent known at the time or the disclosure, of the nature,
purpose, operation, and the 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., 1In addition,
~after disclosure to the agency, the contractor will promptly
"notify the agency of the acceptance of any manuscript describing
the invention for publication or ¢cf any on sale or public use

planneﬂ by the contractor.

"(2) The contractor w111 elect in wrltlng whether or not to
retain title to any such invention by notifying the Federal
agency within two years of disclosure to the Federal agency.
However, in any case where publication, on sale or public
use has initiated the one year statutory period wherein valid
patent protection can still be obtained in the United States, the
period for 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
' statuto:y perlod

‘ (3) The an_LQQ;QL will file its lnltlal patent appllcatlon
on a subject invention to which it elects to retain title within
one year after election of title 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 ten months of the corresponding
initial patent application or six months from the date permission
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is granted by the Commissioner of Patents and Trademarks to file
- foreign patent- appllcatlons where such filing has been prohibited
by a Secrecy Order.

(4) Requests fortexten51on of the time fof disclosing and
_electlng title under subparagraphs (1) and (2) may, at the
dlscretlon of the agency, be granted. _

(d) Condltlons When the Government May Obtain Title.

(1) The contractor will convey to the Federal egencx}

upon wrltten request, title to any subject 1nvent10n—-

(1) = If the ggntggg;g; fails to disclose or elect title
to the subject invention within the times spec1f1ed in (¢),
above, or elects not to retain tltle.

(ii) 1In those countrles in which the ggnLLﬁQLQL fails to
"file patent applications within the times specified in (c¢) above;
provided, however, that if the contractor has filed a patent
appllcatlon in a country after the times specified in {c) above,
but prior to its receipt of the written request of the Federal
agencgy, the ggn;;@g;g_ shall contlnue to retain tltle in that
country. '

(111) In any country in whlch the contractor dec1des not to
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 and Protection of the
4_§Qn;;ggtgg Right to File. .

' (1) The ggn_gagtgg will retain a nonexclu51ve royalty—free
license throughout the world in each subject invéntion to which
the Government obtains title, except if the ggn;;gg;g; fails to
disclose the invention within the times specifified in (c), above.
The coptractor's license extends to its domestic subsidiary and
affiliates, - If any, within the corporate structure of which the
contractor is a party 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 the Federal
agency except when transferred to the successor of that party of
the ggn;;ggtg;_g business to whlch the 1nventlon pettalns.

- (2) The gontractor's domestic 11cense may be revoked or
modified by the funding Federal agency to the extent necessary to
achieve expeditious practical application of subject invention
pursuant to an application for an exclusive license submitted in
accordance with applicable provisions at 37 CFR Part 404. This
license will not be revoked in that field of use or the
geographical areas in which the contractor has achieved practical

'appllcatlon and continues to make the beneflts of the 1nvent10n
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reasonably: accessible to the public. The license in any foreign
country may. be- revoked or modified at the discretion of the

' . agency to the extent the ggn;;gg;g; its

' 11censeesr or the domestic subsidiaries or affiliates have failed
to achleve practlcal appllcatlon Jn that forelgn country.

_ (3) ‘Before.revocation or modlflcatlon of the license, the
ﬁnndlng.Eﬁdgzﬁl agency will furnish the gontractor a written
notice of its intention to revoke or modify the license, and the
contractor will be allowed thirty days (or such other time as may
be authorized by the funding Federal agency for good cause shown
. by the gontractor) after the notice to show cause why the license
should not be revoked or modified. The gontractor has the right
to appeal, in accordance with applicable requlations in 37 CFR
Part 404, concerning the 1lcen51nq of Government-owned
inventions, any decision concerning the revocatlon or
_modlflcatlon of the license. :

(4) The gggngx agrees that in accordance with 35 USC 205 it-

will not disclose or release to third parties pursuant to requests

under the Freedom of Information Act or otherwise copies of any
document which the agency obtained under this clause which is
part of an application for patent with the U, S. Patent and
Trademark Office or any foreign patent office filed by the
contractor (or its assignees, licensees, or employees) on a
subject 1nvent10n to which the contractor has elected to retain’
title. _ _

- {(5) The agengy agrees that in accordance with 35 USC 205 it
will not disclose or release to third parties pursuant to
requests under the Freedom of Information Act or otherwise any
information submitted under paragraph (c), above, disclosing a

- subject invention for a reasonable time in order for the '
contractor to file a patent application on any subject invention
in-which it has elected or retains the right to elect retention
of title. For purposes of this paragraph, a reasonable time _
shall be the time during which an initial patent application may
be filed under paragraph (¢) of this clause; provided, however,
that the agency may make disclosure at its discretion if it finds
that the same information has been prev1ously publlshed by the

1nventor, ggntgag;g; or otherw1s<

_ (6) Nothlng in subparagraphs (4) and (5) of this paragraph
shall preclude the ggency publishing as part of its regular
technical information dissemination programs materials describing
a subject invention to the extent such materials were provided as
part of a technical report or other submissions of the g¢ontractor
which were submitted independently of the requirements of this
clause. However, if the contractor notifies the agepcy that a
‘particular report or submission contains a disclosure of a
subject invention to which it has elected or may elect title, the
. agency will use reasonable efforts to restrict its publication of
the material for at least six months from the date of its receipt
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of the report or subm1331on or, if earller, unt11 the angxag;g;
has.flled anllnltlal patent appllcatlon.

(£) an:;ag_gz Actlon to Protect the Government's Interest.

(1) The ggn;rgg;gn 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 protectlon
throughout the world in that subject 1nvent10n.

(2) The ggn;;gg;g; agrees to requrre, by written agreement,
its employees, other than clerical and nontechnical employees, to
disclose promptly in writing to personnel identified as respon-
sible for the administration of patent matters and in a format
suggested by the contractor each subject invention made under
~goptract in order that the coptractor can comply with the
disclosure provisions of paragraph (¢}, above, and to execute all
papers necessary to file patent applications on subject
inventions and to establish the Government's rights in the
subject inventions. This disclosure format should require, as a
minimum, the information required by (c¢)(l), above. The
gontractor shall instruct such employees through employee
agreements or other suitable eductional programs on the
importance of reporting inventions in sufficient time to permlt
the filing of patent applications prior to U. 8. or forelgn
- statutory bars. -

(3) The contractor will notlfy the .F_e_er_al agency -
of any decisions not to continue the prosecutlon of a patent
- appllcatlon, pay maintenance fees, or defend in a reexamination
or opposition proceeding on a patent, in any country, not less
than thirty days before the expiration of the response perlod
. requ1red by the relevant patent office,

(4) The contractor agrees to include, w1th1n the
'spec1f1cat10n of any United States patent applications and any
patent issuing thereon covering a subject invention, the
“following statement, "This invention was made with Government
support under (identify the goptract) awarded by (1dent1fy the
Federal agency), The Government has certaln rights in the
‘ 1nvent10n.

(g) Subcontracts.

: " {1) The gontractor will 1nclude thlS clause, sultably
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 domestic nonprofit
organization. The subcontractor will retain all rights provided

for the contractor in this clause, and the gontractor will not,
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as part of the consideration for awarding the subcontract, obtain
rlghts 1n the‘suhcontractor s sub;ect inventions,

_ _ (2) The ggn;;ag;g; will include in all other subcontracts,
regazdless of tier, for experimental, developmental or research
work the patent rights clause requlred by (g;;g section of aggngx
WWMM)

(3) In the case of subcontracts, at any tier, when the prlme

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 the matters
covered by the clause; provided, however, that nothing in this
paragraph is intended to confer any jurisdiction under the
Contract Disputes Act in connection w1th proceedlngs under
paragraph (j) of this clause. :

(h)” Reporting on Utilization of Subject Inventlons.-

The ggngga_gg_ agrees to submit on request perlodlc _
reports no more frequently than annually on the utilization of a
subject invention or on efforts at obtaining such utilization
that are being made by the contrac¢tor 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 contractor, and such other data
- and information as the ggency may reasonably specify.' The
contractor also agrees to provide additional reports as may be
requested by the agepgy in connection with any march-in _
proceeding undertaken by the agengy in accordance with paragraph
{(j) of this clause. As required by 35 USC 202(c¢c)(5), the agency
agrees it will not disclose such information to persons out51de
the Government.

(i) Preference for United States Industry.

Notwithstanding any other provision of this clause, the
contractor agrees that neither it nor any assignee will grant
to any person the exclusive right to use or sell any subject
inventions in the United States unless such person agrees that
any products embodying the subject invention or produced through
the use of the subject invention will be manufactured substan-
tially 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 1s not commerc1a11y

fea51b1e. _
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(]} Marchwln nghts.

_ The,ggggxggtgz agrees that with respect to any subject
invention in which it has required title, the Federal agency
has the: right in accordance with the procedures in 37 CFR 401.6
and any supplemental regulations of the agency to require the
contractor, an assignee or exclusive 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 contractor, assignee, or exclusive
licensee refuses such a request the Federal agency has the right
to grant such a license itself 1f the Eedg;al agency determines
that:

(1)  Such aCtion is necessary'because the contractor or
assignee has not taken, or is not expect to taken with a
reasonable time, effective steps to achieve practical appllcatlon
of the subject invention in such field of use,

(2) Such action 1s necessarv to allev1ate health or safety
needs which are not reasonably satisfied by the ggntragtg;
assignee or their licensees;

. {3) Such actlon 1s necessary to meet requlrements for
- public use specified by Federal regulations and such requxre-
ments are not reasonably satlsfled by the contractoer, assrgnee
or 11censees, or

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

. (k) Special Prov131ons for ggntragta w1th Nonproflt
Organlzatlons..

If the contractor is a nonproflt organization, it agrees
- that:

(1) nghts to a subject invention in the Unlted-states may
not be assigned without the approval of the Federal agency,
except where such assignment is made to an organization. which has

- as. one of its primary functions the management of inventions,
provided that such assignee will be subject to the same

"rprov1s1ons as the contractor;

(2) The contractor will share royaltles collected on a
subject invention with the inventor, 1nc1ud1ng Federal employee
co-inventors when the subject invention is a551gned in accordance

,w1th 35 USC 202(e) and 37 CFR 401.10;
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{3) The-balance of any roya]tles or income earned by the
'ggntggg;gnmwith respect to subject inventions, after payment of
expensges: (including payments to inventors) incidental to the
administration of subject invention will be utilized for the
‘support. of scientlflc research or educatlon- -and

_ (4)_ it w111 make efforts that are reasonable under the
circumstances to attract licensees of subject inventions that are
small business firms and that it will give a preference to a
small business firm when licensing a subject invention if the
contractor determines that the small business firm has a plan or
proposal for marketing the invention which, if executed, is
" eqgually as likely to bring the invention to practical application
as any plans or proposals from applicants that are not small
business firms; provided, that the gontactor is also satisfied
that the small business firm has the capability and resources to
carry out its plan or proposal. 'The decision whether to give a
preference in any specific case will be at the discretion of the
contractor. However, the contractor agrees that the Assistant
. Secretary of Commerce for Productivity, Technology, and Innovation
or his or her designee may review the cgoptractor's licensing
program and decisions regarding small business applicants and the
the contractor will negotiate changes to its. licensing policies,
procedures, or practices with the Assistant Secretary or designee
when the Assistant Secretary's review discloses that the
contractor could take reasonable steps to more effectlvely
- implement the requirements of this paragraph (k)(4) in the
future.

(1) Communications. _

(Complete According to InStrﬁctions at 401.5(b))

(b) When the Department of Energy (DOE) determlnes to use
alternative provisions under 401.3.(a)(iv), the standard clause at
401, l4(a), above, shall be used w1th the follow1ng modlflcatlons'

1. The title of the clause shall be changed to read as
follows- _

Patent nghts to Nonproflt DOE Fac111ty Operators
(. _1984)

2.  Add an "(A)" after "(1)" in paragraph (c) (1) and ada
subparagraphs (B) and (C) to ‘paragraph (c)(l) as follows-

(B) If the 1nvent10n was made under act1v1t1es funded by
the Naval Nuclear Propulslon or Nuclear Weapons Programs of
DOE, then the provisions of this subparagraph (c¢) (1) (B)
will apply in lieu of paragraph (c)(2) and (3). In such
cases the contractor agrees to assign the Government the
entire right, title, and interest thereto throughout the
world in and to the subject invention except to the extent

- that rights are retained by the contractor through a greater
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- rights determination or under paragraph (e), below. The

. contractor, or an employee-inventor, after consideration

- with: the contractor, may submit a request for greater rights
at the time the invention is dlsclosed and anytime thereafter,
DOE agrees. to process such a request in accordance with

~ procedures: at 37 CFR 401.15. Each determination of greater

- rights will be subject to paragraphs (b) and (g) of this
clause and such additional conditions, 1f any, deemed to be

appropriate by the Department of Engrgx

(C) At the time an invention is disclosed in accordance
with (c) (1) (A) above, or within %0 days thereafter, the
‘contractor will submit a written statement as to whether or
not the invention was made under a naval nuclear propulsion
or nuclear weapons related program of the Department of
Energy. If this statement is not filed within this time,
‘subparagraph (c¢) (1) (B) will apply in lieu of paragraph
(c)(2) and (3). The contractor statement will be deemed
conclusive unless, within 60 days_thereafter, the
Contracting Officer disagrees in writing, in which case
the matter will be handled as a dispute under the
Contract Disputes Act. Pending resolution of the matter
the the invention will be subject to paragraph (¢) (1) (B).
Pending resolution of the dispute the Department will
either allow the contractor to file for a patent or work.
with the contractor so that any patent application filed .
by the Department is adequately drawn to address

potential commercial applications of the invention.

3. Paragraph {e) of the clause will be modified by addlng
the following: - _

(7) In addition to the license rlghts prov1ded by
‘subparagraph (1), above, in subject inventions to which the
“Government obtains title, the contractor will retain in such
inventions an exclusive, royalty-free license, with right to
sublicense,throughout the world, except if the contractor
fails to disclose the invention within the times specified
in (¢) above, for the practice of the subject invention
in all fields of use other than naval nuclear propulsion or
nuclear weapons. Contractor's rights under this subpara-
-graph are subject to paragraphs (h)-(k) of this clause, but
" . they are not subject to subparagraph (2) of this paragraph.
.- The Department will work with the contractor, if the
. contractor requests, so that any patent application. filed by
. the Department is adequately drawn to address potential
commercial applications of the 1nvent10n in fields of use of
interest to the contractor..

4, Paragraph (k)(3) of the—clause w111 be modlfled as
prescrlbed at 401.5(f). _ .
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Sec. 401 15 Deferred Determlnatlons.

(a) A contractor requestlnq greater rlghts should 1nclude
wlth its request information on its plans and intentions to bring

the invention to practical application, Within 90 days after

receiving a request and supportlng information, or sooner if a

‘statutory bar to patenting is imminent, the agency should seek to

make a determination. 1In any event if a bar to patenting is
imminent, unless the agency plans to file on its own, it shall
authorize the contractor to file a patent application pending a
determination by the agency. Such a filing shall normally be at

" the contractor's own risk and expense. However, if the agency

subsequently refuses to allow the contractor to retain title and
elects to proceed with the patent application under Government

ownership, it shall reimburse the contractor for the cost of

preparlng and f111ng the patent appllcatlon._

(b) If the circumstances or concerns whlch orlglnally led :
the agency to invoke an exception under 401.3(a) are not

~applicable to the actual subject invention or are no longer valid

because of subsequent events, the agency should allow the
contractor to retain title to the invention on the same

conditions as would have applied if the standard clause at

”401 14(a) had been used orlglnally.

(c) If paragraph (b) is not appllcable then the agency
shall make its determination based on an assessment whether its

-own plans regarding the invention will better promote the

policies and objectives of 35 USC 200 than will contractor

ownership of the invention. Moreover, if the agency is concerned

only about specific uses or applications of the ‘invention, it
shall consider leaving title in the contractor with additional
conditions imposed upon the contractor's use of the invention for
such applications or with expanded Government license rlghts in
such applications.

(d) A determination not to allow the contractor to retain

- title to a subject invention or to restrict or condition its

title with conditions differing from those in the clause at
40l1.l14(a), unless made by the head of the agency, shall be
appealable by the contractor to an agency official at a level
above the person who made the determination, This appeal shall
be subject to the procedures applicable to appeals under section.
401. ll of this part..
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