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Calendar No. 515
96rE CoNGRESS } SENA’I“E ' { ' No,%%ﬂfé'ﬁ

1st Session

UNIVERSITY AND SMALIL BUSINESS PATENT
PROCEDURES ACT

DrcEMBER 12 (legislative day, NovEmser 29), 1979.—Ordered to be printed

Mzr. BAYH:’fI‘OI’n the Committee on the Judiciary,
submitted the following ‘

REPORT

[To accompany S. 414, as amended]

The Committee on the Judiciary, to which was referred the bill
(8. 414) to establish a uniform Federal patent procedure for small
businesses and nonprofit organizations; to create a-consistent policy
and procedure concerning patentability of inventions made with Fed-
eral assistance; and for other related purposes, having considered
the same, reports favorably thereon, with an amendment, and recom-
mends that the bill as amended do pass. S

I. Purrose

Evidence is mounting that the United States is falling behind its
international competition in the development of new products and
inventions. There are a number of indications of the seriousness of
this trend:

The United States importation of foreign manufactured goods is
now second only to the importation of foreign oil (the U.S. suffered
a trade deficit in 1978 of $5.8 billion on the importation of manufac-
tured goods); : :

The number of U.S. patents granted to foreigners has risen since
1978 and now accounts for 35 percent of all patents issued in this
country; . S

Investment in research and development over the past 10 years, in
constant dollars, has failed to increase; : e
' American productivity is growing at.a much slower rate than that
_of our free world competitors; o

Small businesses, which have compiled a very impressive record in
technological innovation, are receiving a distressingly low percentage
of Federal research and development money; and o
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~ The number of patentable inventions made under federally-sup-

ported research has been in a steady decline, even in those years when

;lée actual research appropriation has been increased over previous
ars. :

The Joint Economic Committee issued on August 13, 1979 a sum-
mary of the midyear report and staff study entitled “Outlook 1980°s”
which concluded that the current recession-inflation problem is actu-
ally worse than believed, and that if productivity continues to decline
there will be a noticeable drop in our standard of living in the 1980%.?

‘While this deterioration probably has multiple causes, an important,

Factor is very likely a slowdown in technological innovation in the
United States. The role that technological innovation plays in the
-economic well being of our Nation is highly significant. The Senate
Select Committee on Small Business cited a study which attributed 45
percent of the Nation’s economic growth from 1929 to 1969 to tech-
noloogm%l innovation.?
. One factor that can be clearly identified as a part of this problem
is the inability of the Federal agencies to delivexl') new inventi%ns and
processes from their research and development programs to the mar-
’ketplace where they can benefit the public. A prime cause of this failure
1s the existence of ineffective patent policies regarding ownership of
‘potentially important discoveries. In general, the present patent pol-
Icies require contractors and grantees to allow the funding agency to
-own any patentable discoveries made under research and development
supported by the Federal Government unless the contractor or grantee
successfully completes lengthy waiver procedures justifying why pat-
ent rights should be left to the inventor. Many times the agencies pro-
vide only partial support of a project, but even if the Government has
provided a small percentage of the total money involved in the research
and development, it can take the patent rights to resulting inventions.
Agencies which acquire these patents generally follow a passive
approach of making them available to private bustnesses for develop-
ment and possible commereialization through nonexclusive licenses.
This has proven to be an ineffective policy as evidenced by the fact
ihqt of the more than 28,000 patents in the Government patent port-
folio, less than 4 percent are successfully licensed.® The private sector
simply needs more protection for the time and effort needed to develop
and commercialize new products than is afforded by a nonexclusive
license. Universities, on the other hand, which can offer exclusive or
‘partially exclusive licenses on their patents if necessary, have been able
1o successfully license 33 percent of their patent portfolios.¢
Presently, there are at least 24 different patent policies in effect in
the Federal agencies. These are frequently contradictory from agency
to agency (and even sometimes within the same agency) and have
proven to be formidable barriers to organizations interested in par-
ticipation in Government work. The mere complexity of these policies
1 I 17
coppSasoek 50T Adycas Hopert snd, ot Stady of e Jolo Begnomi Commicte,
Unitesénzélg&ggsiélgss’tgn%nmgggati%.” Report of the Select Committee on Ié'ma—ll Business
Phited St Industrial'Innovatigiu 9%?1%&811 of Small Business in the Nation’s Efforts t(;
34Q@overnment Patent Policy,” hearin oll)xggress, o Sopoon une 14, Jo19. D. 3,
: g8 before the Subcommittee on Domesfic and Inter.

mational Scientific Planning and Analysis of the Committee on Secience and Technology
= 4

“U.8. Hi
oo8h GO—USS;’(.Of Representatives, 94th Congress, 2d session, Sept. 23, 27, 29, Oct. 1, 1976,
4 Ibid., p. 897.

3

constitutes a very real hurdle to universities, nonprofit organizations,
and small businesses who do not have large legal staffs to negotiate
through this policy maze. Regardless of how unattractive the Gov-
ernment patent policies are, some of these organizations, particularly
universities, will continue to seek research and development contracts
and grants for reasons other than the commercialization of resulting
inventions. Others, particularly product-oriented small business, re-
frain from participating in Government research and development be-
cause of these policies. The question is how to insure that the public
supporting this research is able to use and benefit from important in-
ventions that they are helping to support, and how to encourage per-
formance of Federal research and development by the most innovative
and qualified organizations. .

S. 414, the University and Small Business Patent Procedures Act,
establishes uniform Federal policies with respect to inventions made
by nonprofit organizations, universities, and small businesses under
Government-supported research and development programs. It also
authorizes and establishes procedures for licensing inventions owned
by the Federal Government which are not being developed under the
present licensing programs. .

The bill is designed to promote the utilization and commercializa-
tion of inventions made with Government support, to encourage the
participation of smaller firms in the Government research and devel-
opment process, and to promote increased cooperation and collabora-
tion between the nonprofit and commercial sectors. Ultimately, it is
believed that these improvements in Government patent policy will
lead to greater productivity in the United States, provide new jobs
for our citizens, create economic growth, foster increased competition,
make Government research and development contracting more com-
petitive, and stimulate a greater return on the billions of dollars spent
each year by the Government on its research and development
programs.

: II. Texr or SENATE Birn S. 414

The text of S. 414 is as follows:

A BILL To amend title 35 of the United States Code; to establish a
uniform Federal patent procedure for small businesses and nonprofit
organizations; to create a consistent policy and procedure concerning
patentability of inventions made with Federal assistance; and for other

related purposes

Be it enacted by the Senate and House of Representatives
of the United States of America in Congress assembled, That
this Act may be cited as the “University and Small Business

Patent Procedures Act”.
Skc. 2. (a) AmenpmENT oF Trrie 85, UntrEp STATES CODE,

Patents.—Title 35 of the United States Code is amended by
adding after chapter 17, a new chapter as follows:

“CHAPTER 18.—I"ATENT RIGHTS IN INVENTIONS
‘ MADE WITH FEDERAL ASSISTANCE
“2(8)8?' Policy and objective.

“201. Definitions.
“202. Disposition of rights.




“Sée, :
©#203. March-in rights.
¢#204.. . Return of Government investment,
“205. Preference for United States industry.

© 206, Confidentiality.

“207. TUniform. clauses and regulations. .

“208. Domestic and foreign protection of federally owned inventions.
#“209. Regulationg governing Federal licensing.

“210. Restrictions on licensing of federally owned inventions.

“211. Precedence of chapter.

“212. Relationship to antitrust laws.

“Sec. 200. Porrcy anp Ossecrive—It is the policy and
. objective of the Congress to use the patent system to pro-
mote the utilization of inventions arising from federally sup-

ported research or development; to encourage maximum
~ participation of small business firms in federally supported

- research and development efforts; to promote collaboration
between commercial concerns and nonprofit organizations,
‘including universities; to ensure that inventions made by
nonprofit organizations and small business firms are used in
a manner to promote free competition and enterprise; to pro-
_mote the commercialization and public availability of inven-
tions made in the United States by United States industry
and labor; to ensure that the Government obtains sufficient
rights in federally supported inventions to meet the needs of
the Government and protect the public against nonuse or
- unreasonable use of inventions; and to minimize the costs
of administering policies in this area. ‘ '

- “Sgec. 201. Derrvirions.—As used in this chapter—

“(a) The term ‘Federal agency’ means any executive
agency as defined in section 105 of title 5, United States
Code, and the military departments as defined by section
102 of title 5, United States Code.

“(b) The term ‘funding agreement’ means any con-
tract, grant, or cooperative agreement entered into be-
tween any Federal agency and any person for the
performance of experimental, developmental, or research

- work funded in whole or in part by the Federal Govern-

ment. Such term includes any assignment, substitution

of parties, or subcontract of any type entered into for

the performance of experimental, developmental, or re-

sez‘m‘rch work under a funding agreement as herein defined.

(¢) The term ‘contractor’ means any person that is a

party to a funding agreement. : , .

“(d) The term ‘invention’ means any invention or

~discovery which is or may be patentable or otherwise
protectable under this title.

_“(e) The term ‘subject invention’ means any inven-

~tion of the contractor conceived or first actually reduced

to practice in the performance of work under a funding

agreement.

“(f) The term ‘practical application’ means to manu-
facture 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
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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 pub-

lic on reasonable terms. . . :

“%(g) The term ‘made’ when used In relation to any

invention means the conception or first actual reduction
to practice of such invention. :

“(h) The term ‘small business firm’ means a small
business concern as defined at section 2 of Public Law
85-536" (1p U.S.C. 632) and implementing regulations of
the Administrator of the Small Business Administration.

“(i) The term ‘nonprofit organization’ means uni-
versities and other institutions of higher education or
an organization of the type described in section 501(c)

_ (8) of the Internal Revenue Code of 1954 (26 U.S.C.
501 (c)) and exempt from taxation under section 501(a)
of the Internal Revenue Code (26 U.S.C. 501(a)).

“Spc. 202. DrsposiTioN oF Ricurs.—(a) Each nonprofit

organization or small business firm may, within a reasonable

time after disclosure as required by paragraph (c) (1) of this
section, elect to retain title to any subject invention : Provided,
Thowever, That a funding agreement may provide otherwise
(i) when the funding agreement is for the operation of a Gov-
ernment-owned research or production facility, (il) in excep-
tional circumstances when it is determined by the agency that
restriction or elimination of the right to retain title to any
subject invention will better promote the policy and objec-
tives of this chapter, or (ili) when it is determined by a
Government authority which is authorized by statue or Ex-
ecutive order to conduct foreign intelligence or counterin-
telligence activities that the restriction or elimination of the
right to retain title to any subject invention is necessary to
protect the security of such activities. The rights of the non-

profit organization or small business firm shall be subject to

the provisions of paragraph (c) of this section and the other
provisions of this chapter. :

~%(b) (1) Any determination under (ii) of paragraph (a) of
this section shall be in writing and accompanied by a written

statement of facts-justifying the determination. A copy of

each such determination and justification shall be sent to the
Comptroller General of the United States within thirty days
after the award of the applicable funding agreement. Zuthe
o of determinations applicableta | greeme
small business firms copies shall also be
‘Counsel Tor Advocacy of the Smalllusiness A.dm
AepyetrE-CISTpiroller General believes that any pattern
of determinations: by a Federal agency is contrary to the
policy and objectives of this chapter or that an agency’s:poli-
cles Or practices are otherwise not in conformance with this
chapter; the Comptroller General shall so advise the head of
the agéncy: The head of the agency shall advise the Comp-
troller General in writing within one hundred twenty days of

A
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what action, if any, the agency has taken or plans to take with
respect to the matters raised by the Comptroller General.

“(8) At least once each year, the Comptroller General shall
transmit a report to the Committees on Judiciary of the
Senate and House of Representatives on the manner in which
this chapter is being implemented by the agencies and on such
other aspects of Government patent policies and practices with
respect to federally funded inventions as the Comptroller
General believes appropriate.

“(c) Each funding agreement with a small business firm or
nonprofit organization shall contain appropriate provisions to
effectuate the following:

“(1) A requirement that the contractor disclose each
subject invention to the Federal agency within a reason-
able time after it is made and that the Federal Govern-
ment may receive title to any subject invention not re-
ported to it within such time.

“(2) A requirement that the contractor make an elec-
tion to retain title to any subject invention within a rea-
sonable time after disclosure and that the Federal
Government may receive title to any subject invention
in which the contractor does not elect to retain rights or
fails to elect rights within such time. ,

“(8) A requirement that a contractor electing rights
file patent applications within reasonable times and that
the Federal Government may receive title to any subject
inventions in the United States or other countries in
which the contractor has not filed patent applications on
the subject invention within such times.

“(4) With respect to any invention in which the con-
tractor elects rights, the Federal agency shall have 4 non-
exclusive, nontransferable, irrevocable, paid-up license to
practice or have practiced for or on behalf of the United
States any subject invention throughout the world, and
may, if provided in the funding agreement, have addi-
tional rights to sublicense any foreign government or in-
ternational organization pursuant to any existing or fu-
ture treaty or agreement.

“(5) The right of the Federal agency to Tequire peri-

+ odic reporting on the utilization or efforts at obtaining

-utilization that are being made by the contractor or his
licensees or assignees: Provided, That any such informa-
tion may be treated by the Federal agency as commercial

- -and financial information obtained from. a person and

. privileged and confidential and not subject to dis

~under section 552 of title 5 of the United States Code,

“(6) An obligation on the part of the contractor, in the
‘event a United States patent application is filed by or on
its behalf or by any assignee of the contractor, to include
within the specification of such application and an
patent issuing thereon, a statement specifying that the
Invention was made with Government support and that
the Government has certain rights in the invention.

vention in the United States without the approval of tlég
Federal agency, e ' g le

ATMQLZ: nifatio%w%%h has as one of its primary functions
the managemegf»of inventions and which is nok.ifself,
erggeed 1n or does not Nold & supstantial interest in other
Qoo Shea e T The ST G ale of
pmm use oI provessesThat mi ?o'ht utll;z% the in-
vention or be 1n competition with empodiments o '@he in-
vention (provided that such assignee shall be subject to
the same provisions as the contractor); (b) a prohibi-
tion against the granting of exclusive licenses under
United States Patents or Patent Applications in a sub-

ject invention by the contractor to_persons other than
?small business firms for a period in excess of the earlier

of i ars from first commercial sale or use.qf the in-
vention or elgh , date _of the exclusive
licgnse excepting that time before regulatory a es
necessary to obtain premarket ¢ STMess, on a case-
by-case basis, the Federal agency approves a longer ex-
clusive license. If exclusive field O)T Use licenses are
Sranted; Tnercial sale or use in one field of use shall

not be deemed commercial sale or use as to other fields
of use, and a first commercial sale or use with respect to
- a product of the invention shall not be deemed to end
- .the exclusive period to different subsequent products cov-
ered by the invention; (¢) a_ requirement thaf the
requirement that the ba; iy royalties or income
earned by the contractor with respect to subject inven-

tions, after payment of expenses (including payments to-
inventors) incidental to the administration of subject in-

ventions, be utilized for the support of scientific research

educati .
“(8) The requirements of sections 203, 204, and 205

of this chapter. o
“(d) Ifa contractor doesnot elect to rétain title to a subject
invention in cases subject to this section, the Federal agency
may consider and after consultation with the contractor grant
requests for retention of rights by the inventor subject to the
prg[visions- of this Act and regulations promulgated here-
under. :

“(e) In any case when a E. : ee is a coiprentor
of any invention made undera funding agree Wwith a non-

profit organization or small business firm, the Federal agency -~ -

employing such coinventor { ferorassion .
w. ighisd . ire in the subject invention from'

its 3 the contractor subjec conditions set
forth in this chapter.

“(£) (1) No funding agreement with a small business firm
or nonprofit organization shall contain a provision allowing
a Federal agency to require the licensing to third parties of
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inventions owned by the contractor that are not subject in-
ventions unless such provision has been approved by the head
of the agency and a written justification has been signed by the

head of the agency. such proyi all clearly state
whether the licensing fMay be Teqmseddn copnection with the
practice o ject inyention, i lyi ifed work

object, gr_both. The head of the agency-seay—net-delegate
the authority to approve provisions or sign justifications re-
quired by this paragraph. :

" «(2) A Federal agency shall not require the licensing of
third parties under any such provision wal f the
agency.detopnrimes—tirat-tho-use-eithe invention by others is
r_1Tegg§sm for the practice of a subject invention or for the use
of a work ghject of t and that such
action is necessary to achieve the practical application of the

subject invention or work object. Amk_su%le_tgrmination
shall be on the record after.gn opportunity for an agency
hearing. An 03 iudicial review of such
determination shall be brought within sixty days after noti-
fication of such determination. '

“Sre, 203, Marcm-Ix Ricirrs.—With respect to any subject
invention in which a small business firm or nonprofit orga-
nization has acquired title under this chapter, the Federal
agency under whose funding agreement the subject invention
was made shall have the right; in accordance with such proce-
dures as are provided in regulations promulgated hereunder
to require the.centractor, an sssignee or exclusiye licensee
of a subject invention to grant a.nanexclusive, partially
exclusive. or exclusive license ingny.deld-afyse to a respon-
sible appli ts, upon-tesmsthigiarexeasonable
under the circumstances, and i the contractor, assignee, or
exclusive licensee refuses such request, to grant such a license
itself, if the Federal agency determines that such— '

“(a) action is necessary because the contractor or
assionee has naf_taken, or is not espected fo take
within a reasonabletime, effestdve.stops to achieve prac-
tical application of the subject invention in such field of
use; g :

- 5 | .
~ “(b) action is necessary Mﬂ“};ﬁ@%ety'
needs which are not reasonably satisfied by the contractor,-

assignee, or their licensees;

“¢“(¢) action is necessary to_ineet require s for.
publie—use_specified by Fede ns and such.

‘ requirements.are n% reasonably satisfied by the contrac-
-, tor, assigneé, or 11c€ ’ aE ' :
M - “(d) action is necessary because the agreement re-

e,  Quired by sechian.205 has not been obtained or waived or
" &, because a licensee of the exclusive right to use or sell any

N0 M subject invention in the United States is in breach of its

agreement obtained pursuant to section 205.

«Spc. 204, RETURN oF GOVERNMENT INvESTMENT.—(2) If
after the first United States patent application is filed on a-
subject invention, a nonprofit organization, a small business.

9
firm, or an assignee of a subject invention of such an orga~
nization or firm to whom such invention was assigned for
Hw_ggr_pgses, tecaiyes $70.000 in gross income for any

calendar year from the licensing oia subject invention

or several Telated subject inventions, the United States shall

be & entum of all income i excess of $70,000
t_vear ot an h e 1ved
under nonexclusive licenses (except where the nonexclusive

licensee previously an exclusive or partially exclusive
license). ‘ . L

“(b) (1) Subject to the provisions of paragraph.(2), if
after the first United States patent application is filed on a
subject invention, a nonprofit organization, a small business
firm, or an assignee of a subject invention of such an organi-

zation or firm, reeesses-gEass INComMe o;f_ﬁliOOogooo forany one

year OW its products embodying or manu-
factured by a pffBcess imploying one or more subject inven-

tions, the United States shall be entitled to a share, the
amount of which to be negotiated %&e@er
centum, of gl]l oeross income in excess O 00 for that
year accruing from sueh sales. it

“(2) In no event shall the Upited States.be entitled fo.an

mmwnﬂum&.%aﬁwﬂﬂ_ﬁmding
under the funding agreement or agreements under which the

subject invention or inventions was or were made expended
on activities related to the making of the invention or
inventions less any amounts received by the United States
under subsection (g3 of this section. In any case in which
more than one subject invention is involved, no expenditure
funded by the United States shall be counted more than
once in determining the maximum amount to which the
United States is entitled. ‘
“(¢) The Director of t

Palicy.is authorize direciod-to-ne
in_subsectivns (a) and (b) of this section.at leask every three
or

ears 1n licht of changes to the Consumer Pr

the Office . of Federal Procurement

. ‘ ever

eentiiement of the United States under siibsec-
tions (a) and (b) shall cease after (i) the United States
Patent and Trademark Office issueg a final rejection of the
atent application covering the subject invention, (ii) the

Ooverin iect invention expires, or (iii) the
completion of litigation (including appeals) in which such

) sTmally tound to be invalid. . :

e OUn, PRRPERE N OF TOR L NITED STATES INDUSTRY. —Not-
withstanding any other provision of this chapter, no small
business firm or nonprofit organization which receives title
to any subject invention .and no assignee of any such small
business firm or nonprofit organization shall grant to anv per-

son the exclusive right to use or sell any subject invention in-:

the United States unless such person agrees that any products

embodving the subject Tnvention or produced through the use’

of the subject invention will be manufactured susbtantially in
— "

Nb.’. ‘R/ A/Uhfxq/uy‘V‘Jz

So(m-‘/ .
L u&

b
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the United States. However, in individual cases, the require-
ment, for such an agreement_may be waived by the Federal
agency under whose funding agreement the invention was
made upon a showing by'the small business firm, nonprofit
organization, or assignee that reasonahble i gssful
cforte-trave-bocn. made to oran ense

potential licensees that would be likely t

Oon_Siinlld e
o manufacture sub-
stantially in the United States or that under the circumstances
domestic manufacture is not commercially feasible.
“Spo. 206. ConFmENTIALITY.—Federalagencie
horized to withbholdfzam dj o RN
formation ing any invention in which the Federal
Government owns of My own a right, title, or interest
(including a nonexclusive license) fox g reasonable time in

orderiawma&ﬂﬁ%w filed. FUTthermore, Fed-
etal agencies shall not be required to release copies of any
document. which is part of an application Tor gafent fited
with the United States Patent and ‘Trademark Office or with

any foreign patent office.
“Skc. 207. Yarorm Cravses aNp ReeuraTrons.—The Office
of Fede ent Policy, after receiving recomipenda-

- tions of the %ch, may issue
régulations which may be made applicable to Federal agen-
cles implementing the provisions of sections 202 through 205
of this chapter and the Office of Federal Procurement Policy
shall establish standard funding agreement provisions re-
quired under this chapter.

“Sec. 208. Domesric Anp Foreiexn ProTrcrioNn or Fep-
ERALLY OWNED INVENTIONS.— Federal agency is au-
thorized to—

“(1) apply for, obtain, and maintain patents or other
forms of protection in the United States and in foreign
countries on inventions in which the Federal Government
owns a right, title, or interest;

. (2), grant nonexclusive, exclusive, ospartially exclu-
sive licenses under federally owned patent applications,
patents, -or other forms of protection obtained, xayalfy-
{ree or for_royalties or other consideration, and on such
terms and conditions, includ’iﬁ%ﬁh?gmnt to the licensee
of the right of enforcement pursuant to the provisions
of chapter 29 of this title as determined appropriate in
the public interest;

“(8) undertake all other suitable and necessary steps
to protect and administer rights to federally owned in-
ventions on behalf of the Federal Government either
directly or through contract; and :

“(4) tramster custody and administration, in whole or

in part, ‘tq_am.t.b%%e%%@_@g@cy, of the right title, or
Interest in any fedeTEMy owned invention.
“Skc. 209. Recurations GoveErNING Feperarn LiceENsing.—
The Administrator of Gemesed~Seryjges is authorized to pro-
mulgate regulations specifying the terms and conditions upon
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which any federally owned invention may be licensed on a
nonexclusive partially exclusive, or exclusive basis.

“Spc. 210. RESTRICTIONS ON LICENSING OF FEDERALLY
Owxep Inventions.— (a) No Federal agency shall grant any
license under a patent or patent application on a federally
owned invention unless the person requesting the license has
supplied the agency wi ar-

invention, except that any such plan may be
treated by the Federal agency as-cemmmercial.and fnapcial
informati btained from a person and privileged and con-

information.o
fidential and iect to disclosure under section 552 of title
5 of the United States Code.

“(b) A Federal agency shall normally grant the right
to use or sell any federally owned invention in the United

States o licensee that agrees that any products em-
i il Eiirouioq fEf fff of the

ured substanty 1n_the United
States.
_“(e) (1) Each Federal agency may grantexclysive or par-

tially_exclusive licenses in any invention covered by a fed-
erally owned domestic patent or patent application gnlydf,

after public notice and opportunity for filing written objec-
tions, 1t 1s determined that—

“(A) the interests of the Federal Government and the

public will best be sexwwi@se, in view
of the applicant’s infentions, plans, and ability to bring

the invention to practical application or otherwise pro-
mote the invention’s utilization by the public;

“(B) the desired practical app'lication has not been
achieved, or_ig not likely expediewsly to be achieved,
=JMALT any nonexclusive license which has been granted,
or which may be granted, on the invention ;
. .%(C) exclusive or partially exclusive licensing is a
asonable and necessary incentive to call forth the in-
vestment of TISK capﬁ?ai and expenditures to bring the
invention to practical application or otherwise promote

the invention’s utilization by the public; and A
“(D) the-proposed terms and scope of exclusivity are

t greater than reasonably necessary to provide the
%ﬁmmapph-
cation or otherwise promote the invention’s utilization by
the public. ’ o

“(9) A Tederal agency shall.noi-gmené=such exclusive or .
partially exclusive license under paragraph (T) of this sub-
section if it determines that the grant of such license will tend
substantial Nn_CcompPELitio con-
centration i the country in any line of com-
merce to which the technology to be licensed relates, or to
create or maintain other situations inconsistent with the

antitzustlaws,
C4(3) Hmstg in_the exclusive or parti exclu-
- sive licensing of federally owned 1nventions shall go to small
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businessfizs submifting plans that aze defermined by the
agen be within the capabilities of the hrms and equally
h%’élﬂ&'mzﬁnrgmﬁcm% pli-
Dy applicants that are not small

Tion as any planssuby
business firms.: '

- “(d)-After consideration of whether the interests of the
Federal (overnment or United States industry in foreign

commerce will be enhanced, any Fedezsl.ssenes—may. grant
exclus : e licenses in any jnvention.cov-

ered.by a foreign.patent applcation or patent, after public
notice and opportunity for filing written objections, except

that a I'ederal agency shall not grant such exclusive oripar-:

tially excwmnﬁﬂww&mi Such
license wil ubstantially To Jessen competition or result
in undue concentration Y ; € United States in
any. line of commerce to which the technology to be licensed

relates, or to create or maintain other situations inconsistent

with antitrust laws.
- “(e) The Federal agency shall maintain a record of de-
terminations to grant exclusive or partially exclusive licenses.
~¥(f) Any grant of a license shall contain such terms and

conditions as the Federal agency determines appropriate for-

the protection of the interests of the Federal Government and
the public, including provisions for the following: -
‘ “(1 iodic reporting on the utilization or efforts

at obtalnjng utilization that are being made by the li-
censee with m;; reference to the plan submitted:
Provided, That any such miormation may be treated
by the Federal agency as.commercial and ‘findneial in-
formatlion obtained. -from a person ana privileged and
confidential and.got subgect to  disclosure under ‘section

552 of title 5 of the United States Code; :

“(2) thew of the Feder ey, to i
- swehwlicensa in wwhole or 1 part if it determines that the
licensee is pot executing the plan submitted with its
request for a license 3md The licensee cannot otherwise
demonstrate to the satisfaction of the Federal Agency
that it has taken or can be expected to take within a
reasonable time, effective steps to achieve practical appli-

" cation of the invention; =~ ' — ‘

' “(3) the right of the Federal agency to terminate such
license in whole or in part if the licensee is'in breach

wbme Of an agreement:obtained: pursuant to paragraph (b)
- lssection; and N ‘ :

that such action is necessary to meet requirements for

public use specified by Federal regulations issued after-
~the date of the license and such requirements are not-

reasonably satisfied by the licensee.

- “Src. 211, PrecEpENCE oF CHAPTER.— () This chapter shall
take precedencs over any other Act which would require a

disposition of rights in subject inventions of small business

“(4) the right of the Federal agéncy to terminate .
the Ticense in whole or in part if the agency determines
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firms or ncnprofit organizations contractors in a manner that
is inconsistent with this chapter, including but not necessarily

limited toihe following :
(1) section 10(a) of the Act of June 29, 1935, as

added by title 1 of the Act of August 14, 1946 (7 U.S.C.
497i(a) ; 60 Stat. 1085) ;
() section 205(a) of the Act of August 14, 1946
(7U.S.C. 1624 (a) ; 60 Stat. 1090) ; o
“(8) section 501(c) of the Federal Mine Safety and
Health Act of 1977 (80 U.S.C. 951(c) ; 83 Stat. 742)
“(4) section 106(c) of the National Traffic and Motor
Vehicle Safety Act of 1966 (15 U.S.C. 1395(c) ; 80 Stat.
T21) .
“)(5) section 12 of the National Science Foundatio:
Actof1950 (42 U.S.C.1871(a) ; 82 Stat. 360) ; C
“(6) section 152 of the Atomic Energy Act of 1954 (42
U.S.C. 2182 68 Stat. 943) ; _ _
“(7) section 305 of the National Aeronautics and
Space Act of 1958 (42 U.S.C. 2457) ;
“(8) section 6 of the Coal Research Development Act
0f 1960 (30 17.8.C. 666; 74 Stat. 337) : -
“(9) section 4 of the Helium Act Amendments of 1960
(50 U.S.C. 167b; 74 Stat. 920) ; ] v
_“(10) section 32 of the Arms Control and Disarma-
ment Act of 1961 (22 U.S.C. 2572; 75 Stat. 634);
“(11) subsection (e) of section 802 of the Appalachian
Regional Development Act of 1965 (40 U.S.C. App. 302
(e) ; 79 Stat. 5) ;
“(19) section 9 of the Federal Nonnuclear Energy
Research and Development Act of 1974 (42 U.S.C. 5901; .
' 88 Stat. 1878) ; ’
“(18) section 5(d) of the Consumer Product Safety
Act (15 U.S.C. 2054(d) ; 86 Stat. 1211) ; .
“(14) section 3 of the Act of April 5, 1944 (30 U.S.C.
823 ; 58 Stat. 191); : ) L
“(15) section 8001 (c) (3) of the Solid Waste Disposal
. Act (42 U.S.C. 6981(c) ; 90 Stat. 2829); - ‘
“(16) section 219 of the Foreign Assistance Act of
1961 (22 U.S.C. 2179 : 83 Stat. 806) ; R
“(17) section 427(b) of the Federal Mine Health and
Safety Act of 1977 (30 U.S.C. 937(b)) : 86 Stat. 155) ;
“(18) section 306(d) of the Surface Mining and Rec-
~Jamation Act of 1977 (30 U.S.C. 1226(d) ; 91 Stat. 455) ;
T %(19) section 21(d) of the Federal Fire Prevention
~and Control Act of 1974 (15 U.S.C. 2218(d) ; 88 Stat.
1548) ; . .
- “(20) section 6(b) .of the Solar Photovoltaic Energy
" Research Development and Demonstration Act of 1978
(42 U.S.C. 5585 (b) ; 92 Stat. 2516) : o
“(21) section 12 of the Native Latex Commercializa-.
tion and Economic Development Act of 1978 (7 U.S.C.
178(3) ; 92 Stat. 2533) ; and

52-430—T7T9——3
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“(92) section 408 of the Water Resources and Devel-
opment Act of 1978 (42 U.S.C. 7879 ; 92 Stat. 1860).

The Act creating this chapter shall be construed to take prece-.

dence over any future Act unless that Act specifically cites
this Act and provides that it shall take precedence over this

Act.

“(b) Nothing in this chapter is intended to alter the effect
of the laws cited in paragraph (a) of this section or any other
laws with respect to the disposition of rights in inventions
made in the performance of funding agreemenis.with persens

other than nonprofit organizations or small business firms.
DEPTe 1mit the author-
ity of agencies to agree to the distribution o SInARXen -

tfons made in the performance of work under funding agree-
ments with P othier than nonprofit organizations or
small business firms in accordance with the Statement of
Governmen Policy issy : X u-
gust 23, 1971 (36 Fed. Reg. 16887), agency regulations, or
other applicable regulations or to otherwise limit the author-
ity of agencies to agree to allow such persons to retain owner-
ship of such inventions,
“(d) Nothing in this chapt , >
e disclosure of intelligence sourceg or re
affect The aminority.aranted to the Director
Intelligence by statute or Executive order for the profection
ot intelligence sources or methods.

“Sge. 212. Reratonsare To AntitrusT Laws.—Nothing
in this chapter shall be deemed to convey to any person
immunity from civil or criminal liability, or to create any
defenses to actions, under any antitrust law.”. ‘

(b) The table of chapters for title 35, United States Code,
is amended by adding immediately after the item relating to
chapter 17 the following: ’ .

to require

=|
D
-

“18, Patent rights in inventions made with Fegderal assistance.”.

Skc. 8. AMExnpMENTS T0 OTHER AcTs.—The following Acts

are amended as follows: . . _

(a) Section 156 of the Atomic Energy Act of 1954 (42
U.S.C. 2186; 68 Stat. 947) is amended by deleting the words
“held by the Commission or”. B

(b) The National Aeronautics and Space Act of 1958 is
amended by repealing paragraph (g) of section 305 (42
U.S.C.2457(g) ;12 Stat. 436).

(¢) The Federal Nonnuclear Energy Research and De-
velopment Act of 1974 is amended by repealing paragraphs
(g), (h), and (1) of section 9 (42 U.S.C. 5908 (g), (h), and
(1) ;88 Stat. 1889-1891). »

Sec. 4. Errective Date.—This Act and the amendments
made by this Act, shall take effect one hundred and eighty
days after the date of its enactment, except that the regula-
tions referred to in section 2, or other implementing regula-
tions, may be issued prior to that time.

15 . !
IIIL. LzeistaTive HisTorRY

. There have been numerous attempts to formulate a uniform patent
policy for the Federal agencies. Dating back to President Kennedy’s
Memorandum and. Statement of Government Pafent Policy.in 1963,
‘the-executive branch has sought to formulate an a,dministra‘?iﬁamﬁ‘
policy to apply to all of the agencies. The recent study of the present
patent policies presented to the committee on May 16, 1979 in the
testimony of the Comptroller General of the United States, Mr. Eliner
B. Staats, found that this goal had not been reached and that legisla-
tion to establish a uniform patent policy is sorely needed. -

" The University and Small Business Patent Procedures Act-intro-
.duced by Senators Bayh and Dole on February 9, 1979 would create
such a patent policy for small businesses, universities, and nonprofit
organizations forthe first time, .. S , i

Two days of hearings were held by the Senate Judiciary Commit-
tee on May 16, 1979 and on June 6, 1979. The witnesses at the hearing
represented a wide range of expertise including university officials,
individual inventors, small business presidents, patent organizations,
-and the Comptroller General of the United States. ‘

_ IV. BACKGROUND _ v
In his éddyesst‘o the Congress-in March, 1979 on science and tech-
nology, President Carter made the following statement:

Asa Né@ion, we face the problems of inﬂation,ﬂunempxloy:”
ment, foreign competition, and a decline in the growth of
national productivity.? '

Evidence supporting this observation is amply supplied by recent

studies indicating that the United States is falling behind its interna-

tional competition in a number of technological areas. The most re-
cent productivity statistics issued by the Department of Labor have

‘been the source of very real concern in the Congress as our produc-

tivity rate contiriues to slump. »
Early in 1977, after extensive study and review by a 10 agency
panel, the Office of Federal Procurement Policy of the Office of Man-

-agement and Budget reached the following conclusion:.

While astonishing achievements have occurred sincé World
War IT, theré is now considerable evidence that ( U.S.) prod-
uct innovation has either leveled off or declined in many
industries.s

At a time when many foreign companies are redoubling their basic
research efforts to remain in the forefront of innovation in their re-
spective industries, ma i S..cutting
i i rch. This 1s' a particularly disturbing

‘trend because of the evidence that basic research is precisely the area

5 Federal Government Policy on Sciende and Techhology, Celebrating the Centennial

-of I}:Ziilréhoof""Albert Einstein and Thomas Alva Edison, Congressional Record, Mar. 27, 1979,

"8 “Smail Firms and Federal Research and Development,”. Repbi‘t of the Office of Procure-  ~ 'i%7

‘ment Policy, Office of Management and Budget, Executive Office of the President, Mar. 10,
1977, Introduction. s e
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where exciting innovations are most likely to be produced. In the
United States, yniyersities and izations conducted
6L nt of all the basic research performed last year.” It is 1m-
%erative, therefore, that we receive the optimum return on the Federal
Government’s basic research expenditures since this is becoming by
far the largest source of American basic research money.

_ A. THE COMPTROLLER GENERAL’S SUMMARY OF PREVIOUS ATTEMPTS TO

REVISE GOVERNMENT PATENT POLICIES

As mentioned before, previous attempts to generate a uniform
patent policy which would guarantee maximum commercialization of
the inventions produced each year by the Federal research and devel-
opment expenditure have failed to achieve their objective. The Comp-
troller General summarized the previous attempts to reach this goal

by the various Executive agencies.

is testimony to the committee on May 16, 1979 as follows:

- 1. Need foruniform patent legislation .

There have been a number of attempts to establish a uni- .
form patent policy for the Federal Government. Foremost
among them have been the Presidential Memorandum and
Statement of Government Patent Policy first issued in 1963
and then revised in 1971. These attempts have been relat]

agency-by-agency basis. There are wide variances in the way

ave Teted the Presidential policy and piece-
meal legislation has made uniform.implementation by the
agencies increasingly difficult. As a result, today there are
approximately 20 different patent arrangements employed

i

axualele l,,

and sets

- for small business and nonprofit organizations. However; the

treatment of other business entities would still be governed

~ by Presidential policy or statute.

9. Commission on Govermment Procurement

.The bj,ua,%‘isan Commission Q‘% gpent,
which included meinbers Trom the Senate, Hous xegutive
iatausaabor, was established to

Baagchagencles, an : v ,
recommend improvements in all' aspects of procurement
policy. A major task group of the Commission reviewed

. Government patent policy. . . R S
-~ The  Commission placed considerable’ importance on the
" need for Government patent policies to stimulate commer-

" _eialization of inventions. Its
4 n , ;

‘ (3 I
- glusivednterest ; at tﬁe same

(\vi

-

7 Chemical and Engineering News, July 23, 1979, p. 37.

1972 report. stated -

lvantaoe e fact-
L0 ] an ex--

me, for. ..

gthers to exgloit the invention if an exclusiye inferest.daes
not produce the : : S
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The Commission was skeptical of the Presidential policy .
because it relied on gfter-the-fact disposition of patent rights.
They saw that policy as causmWﬁo is-
coveries, increased administrative costs, and a lessening in the

willingness of some firms to participate in Government re-
search work. :

Nevertheless, the Commission recommended prompt and
“uniform implementation by the executive agencies so.that

further assessment could be based on actual experience. If

S an assessment T licy, the
OININISSIO; Live a hwould
ors, supjech lonarchain

_ T sateouards. mended legislation
granting all agencies clear-cut authority to Issue exclisive

The Commission considered the Federal Council for Science
and- Technology’s Committee on Government Patent Policy
to be in the best position to assess agency progress in imple-
menting the revised policy.

3. Oommittee on Government Patent Policy ’

The i Inm y, which in-
cluded representatives from most of the R&D agencies, qyalu-
ated executive agency experience under the Presidential pol-
icy and ¢ 01925, that it had not been effectively or

3 ] d. i at.patept
polic% legislation was needed to unify agency practices for
allocating rightsTo confractor inventions and to clarify agency
authority to grant exclusive licenses for Government-owned
nventions. : ' :

The committee’s conclusion that legislation was needed ap-
pears to have been influenced by two situations, First, there
was the enactment of patent legislation applicable to individ-
ual agencies, particularly Section 9 of the Federal Nonnuclear

/;'/«
3. ?/y

Energy Research and Development Act of 1974, with title-in= -

the-Government orientation. The same language has since
“been incorporated by reference in other acts affecting various

agencies’ R&D programs, such as the water resources -and
solid waste disposal acts. '
The sacond.situation was the on.cr law-

9 e e 9 A Q eX-
lusively ficense invention d.a 3 antractors
tn.m@él_t_llfwjgns. Because both suits were dismissed
for lack of standing to sue, and not on their merit, pge‘r isgme

was not ed:

4. Emecutive agencz"es procedures and practices , ,
GAO reviewed the current patent procedures and practices

at selected agencies and found that the Presidential policy

had not been implemented uniformly. Agencies, in establish-

ing procedures for determining rights to inventions, are often

free to move in almost any direction.’
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B. PRESIDENT CARTER'S DOMESTIC POLICY REVIEW patent ri%hts to those in the private sector Willing1 30 use.the ‘
v 3 , isor invention). ... ases, the Government would retain a
it?ezacf)g R;tgfli gndeitlegt oy lssﬁgg }))%7 tt}ﬁae [e dv‘%So(;y CSJIIE: nonexclusive license to use aiid hiave made TOX 1tS use Tiven-
mittee on Industrial Innovation established as a part of President ‘ tﬁ%ot t%zemﬁérgaétgfgsrgg;_ :
Carter’s Domestic Policy Review also considered the effects of Govern- ‘ ot h ling ; ited Stat tont
ment patent policy and concluded in its December 20, 1978 xeport : © ernment has been filing in excessof3.000 IInited States paten
' pE p yh N he & : | : ) applications a year, thh %mou(rixts to ap%rommately 3%dof ,
xperience has shown that the Government, as a purchaser » .~ th in the United States Patent and Trade-
'03 consumerfo. goods and services, 1snot in a position to take 5 . lellark Office, 4 decision _W‘Tir_‘r‘mno O]d e pa 1en apﬁ 101% ’_]lj%ls}i n be-
advantage of 1ts ownerslp ol patents.to promote.culorprise. ! . RalIT of the Government would result in the aving
P Ilvatecompanies, on the other hand, who are in a position to available 8 percent of its total capability that could be directeg _
utilize the patent grant are ordinarily unwilling to take a non- : to reducing the backlog in the PTO and re-issue program and
exclusive license under a oernm_e_r%ﬂn___s_m_t&gﬁlj- - the anticipated re-examination procedures. In addition, this
b Ihe necessary funds.fo JeVelopthe invention, since 1t has decision would save the time of Government patent attorneys
tection from competition. LNISJS & THAjor Yeason that ' who normally prepare and prosecute the patent applications
over 90 p of all Government patents are not used. and the cost of having patent applications prepared by attor-
L8 _that the xovernment optains neys in private practice. Time and money thus saved could be
nts on technolo hich, 1n"TheopL Lvate utilized to provide needed services in other areas of Govern-
sector, does not provide an attractive business oggortumty. ment.? . : o
everal years ago, the Federal Council for Science and Tt ha o ‘

s been well demonstrated over a number of years that Federal
gecileraologyths upportedf %re most t}iomut%ht Studynivili coré: agencies are not as successful in delivering new products and inven-
fuc a ton t}f II_SISD% 2 d (ﬁermnf{n pz; 'i‘ll " fmﬁl 2 };i rd tions to the marketplace as the private sector. The result is that the
i§ rgewél?e?ichfde gri.nllclh egie g&s}e veport. 1 he 10L0Wing n o public is not receiving the full benefits of the research and development

‘gGovernmen & ownership g e pé,ten ts with an offer of free efforts that it is supporting. It is in the public interest to see that new
ublic use does not alone result i mercialization of re- discoveries are commercialized as quickly as possible without the
P Jneo ! on ot artificial restraints caused by the unnecessary delays and uncertainties

search results.

A low, overall commercial utilization rate of Government-
generated inventions has been .achieved; that rate doubled,
however when contractors with commercial background posi-

tions were allowed to keep exclusive commercial rights to the C. HOW CURRENT PATENT POLICIES AFFECT UNIVERSITY RESEARCH AND

inventions. ' ~
: - DEVELOPMENT
“Windfall profits” do not result from contractors retaining ' :

itle to such inventions. _ In197Z the Fedezal Gavernment provided illion in suoport of “+ ,
= T regearch at universities, hospitals, andnongroﬁt organizatlons. ‘Muc‘h o

of the present Government patent policies which only serve to make an
already risky attempt to develop new products more of a burden on
interested companies. L ~

ownersup ofinventions because cantrastersmormellyliconsed of this money is spent 1n basic research. Basic research 1s not-specifi-
mh.t&cm_bgﬁryg where they did not, alternative technolo- cally geared to producing new inventions, but seeks to expand the
gies ‘were avallabie. frontiers of knowledge. Patentable inventions often arise as unexpected
The Draft Report concluded : - o by-%{'odutctsd of ghistll']esea‘rch effo’ét.. Thetfundllr:xéghageélcy is Egrelty (;_Ii) a
Therefore, all members of this subcommittee recommend position 1o Ceve op bhese Teportec INVENLIons. 1 Mas bOCt 65 mars Sf
transferring’ the patent rights on the results of Government- ﬁ:ﬁ%%ﬁiﬁsg}:ﬁvﬁl}lg ;:I(l):nt artakégmliegi:; e, n 1116 lzgxsm r:s
sponsored research to the private sector for commercialization. i ‘mef Quite clearly Wms
'h't‘ " Ové)rfn%l;ersme ox(;mm:ate contractor worly LOL ored 5 investment without any guarantee that the invention will be successful

- e Sl S SUDCONILL - ; in the marketplace. Additionally, a medical discovery faces lengthy,

sl W = Lgolotho iy y Ol expensive regulatory procedures before any new medicine can be

: some member:, . nt . . .
“ = TTT (o vhon the invention is not marketed. Mr. Howard Bremer, the president of the Society of Uni

- . . . versity Patent Administrators, told the committee when questioned b
being used and it appears that there is a public need to use the Senatgr Bayh o o develope , D it isconsiﬁ
invention, the Government would have the right to transfer which ivate 1 lon.and took 10 yearsta.complete

P *;_Drafg t%epz'x('it ion Péatent itlféolicy, IAgvis%oryl‘ICommittee on Patent and Informatiom the deve]o mental K2 d regulator ges. It Should be remembered
olicy o e visory Committee on Industrial Innovation, presented to Assistant § .- 1 1
tary for Science and Technology Jordan J. Baruch, Departgxent of Commsesr:gemeec.e cég,. tha allo 18 time and expense was un ertaken Wlthout any ﬁnanclal

1978, pp. 1-2, Proposal V.
¢ Ibid., pp. 34, Proposal V.
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returns on this investment of time and money. This example is typical
of the types of risks encountered in developing and marketing new

drugs which are so important for the health and welfare of the Ameri- -

can public and of the world at large. When agencies insist on retaining
patent rights to' medical discoveries and try to have them developed
through nonexclusive licensing there are rarely any takers. The experi-
ences of the National Institutes of Health, which conducts the medical

Tesearch for HEW, bears this out. 4, QGAQ study %onducted in 1968
found that H ’s_policy of retaining patent rights to Imventions
ariging f it orted research programs resulted in an nability
Lo obtain the cooperation of industry m deve oping potential important
10
The GAO study concluded: = = C

We believe it is important to note that, in a meeting with
agency officials in June 1966, the President of the United
States expressed specific interest in medicinal research and in
achieving increased practical results from drug research in
the form of treatment of diseases. A lals have ad-
vised the President.th jor J

o)

9] ne
cult to make

Following this meeting, the President referred to the sub-
stantial amount of funds being spent annually by NTH on -
biochemical research and, after mentioning the role of medical .
research in control of polio and tuberculosis and in psychi-
atric treatment, stated : 1% . ' ;

* “These examples provide dramatic proof of what can be
~ achieved if we apply the lessons of research to detect, to deter
and to cure disease. The Nation faces a heavy demand on its
hospitals and health manpower. Medical research, effectively
applied, can help reduce the load by preventing disease before
it occurs, and by curing disease when it does strike.
U~ “But the greater reward is in the well-being of our citizens. -
" . ' ife-givine disco is locked up”
1 ory.” : g — >
- Itis apparent that HEW officials have, for some time, rec-
ognized the problems discussed in this report, and we have . -
since been informed that remedial measures are under way or
under consideration, including changes in the patent agree-
- ment for screening and testing purposes, increased use of in- |
.. stitutional agreements; and more expeditious assignment, of
' invention rights at the time of grant award. However, until .
such time as the contemplated actions have been fully imple-
mented, it is not practicable for us to assess the effectiveness
- . of those various measures and to determine whether they will
- enable investigators to obtain adequate screening and’ testing .’
- services in connection with their HEW-supported research
activities.12 : -

1 “Problem Areas Affecting Usefulness of Results of Government Sponsored Research
In Medicinal Chemistry.” General Accounting Office, B—164031 (2), 1968. .
- ¥ Weekly compilation of Presidential Documents, July 4, 1966, p. 837, -

13 Ibid., pp. 31-32. o . '
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Following this report, HEW institutgd the Institutional Patent
Agreements (or LP.A.’s) to cope with this problem and other means
of expeditiously disposing of inventions not covered by an LP.A.
The L.P.A. program provides a first option to qualified universities
and nonprofit organizations to inventions that they make under
HEW-supported research efforts. o

Since instituting the I.P.A. program a number of potentially im-
portant new drugs initially funded under HEW research have been
delivered to the public through the involvement of private industry
in developing, testing, and marketing these discoveries. Rrigr {0 the

LR.A_jpragram, however one dru hﬂ-d.m-ﬂw.mﬂﬁ&.nd mar-
Wmnm%{}gw&qﬂgm
sector to commif the time and money needed to_commercialize these
iscoveries,'3 - S

.‘L'I'M'piogram has been so successful that it has been copied by other.
agencies such as the National Science Foundation and was app}’oved
by the Ggneral Services Administration in 1978 and made available
to all interested agencies under Federal Procurement Regulation
Amendment 187 adopted on January 27, 1978. .

Ironically, HEW now seems to be returning to its pre-1968 patent
polices with the result that Senator Dole in late 1978 compiled a list
of 29 important medical discoveries that had been delayed from 9
months to well over a year before HEW was able to determine whether
or not the agency would retain patent rights. During the delays, the
development of the invention is in limbo because potential licensees
are afraid that the agency will insist on retaining title to the patent
rights. Follow-up review has shown no improvement in HEW’s per-
formance, (The (A O patent policy study presented to the Commaittee

on May 16, 1979, also found that the Energy freguently
takes up to 15 months to process these Batent ownersni uests from

its contractors). : i -

HEW has also shown a reluctance in recent years to admit new par-
ticipants to the L.P.A. program despite the fact that universities and
nonprofit organizations have a much better record at licensing out
their patents than the agency. ) B . .

There is no justification for new inventions made under university,
nonprofit organization, or small business research having to undergo
these long delays to determine patent ownership. Such delays serve
to seriously jeopardize the ability of new inventions to be commer-
cialized. Passage of S. 414 will end this uncertainty and prevent these
promising inventions from being suffocated under reams of unneces-
sary bureaucratic redtape: o .

It should be noted that the agencies can tions
amiging from research which onl i )
funding from the Government. Mr. Bremer pointed out that univer-
sities receive their funding from a number of sources both private and
public. Even the receipt of a small pe g ney how-
can

usion, Many small companies have told the commaittee that they
are reluctant to use university research facilities because they fear
18 Testimony of Mr. Norman Latker, patent couﬁsel, Dept. of Health, Education, and

Welfare, House Subcommittee on Science, Research and Technology, May 26, 1977, 95th
Congress, 1st session, p. 8.
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that any resulting patent rights might be “tainted” if the university
is also receiving Federa] support in related research, This serves to
close_off a,_potentially important avenue of prody pmenty

p..h) R _DromiSine eI _COMPAaIjes;
President Carter has stated that the creation of & ‘partnership
tween universities and industry is a goal of F edera] science and tech-
nology policy.* This is a laudable objective. In_ope recent vear indus-
trialsnpport of university research amounted ' )
sus $3-Z hillign.bythe [lec ) nent. However, without funda-
mental changes In Government patent. policies regarding university
research, any substantial improvement is doubtful. o '
A number of witnesses also pointed out-to the committee that when

Government agencies retain title to inventions made by nonprofit or-

ganizations or small business contractors there is no incentive for the
invento indnyolved i e possible deve ntof the patent-
1scovery. Virtually all experts 1n the innovation process stress
very strongly that such involvement by the inventor is absolutely es-

sential, especially when the invention was made under basic research
where it is invariably in the embryonic stage of development.

D. HOW CURRENT POLICIES AFFECT SMALL BUSINESS
RESEARCH AND DEVELOPMENT

An important ingredient missing in Federal research and develop-
ment programs is the large scale participation of the small business.
community. A distressingly low percentage of Federal research and
development contracts are awarded to small companies (abaut 3.4%

according to the O, s.Study “Small

Business Firms and Federal Research and Development,” published:
on March.doe+9%Z). The Senate Select Committee on Small Business
and the House Small Business Committee have concluded that based
on the impressive record of small companies as sources of bold, new in-

novations, it is in the public interest to secure greater small business.

participation in the Federal research and development effort.s

The committee heard from a number of presidents and representa-
tives of small businesses who said that one of the greatest discourage-
ments to such companies interested in participating in this research
effort are the present Federal patent policies. These policies not only
can require that small companies give up patent rights to resulting in-
ventions, but can also require small business to license their <hack:

ound rights” (which can consist of privately financed patents or
oti;er materials relating to the invention made under Federal con-

tract) to competitors who later work under Federal research or devel-.

opment programs. This threat of having to license out privately
acquired technologies or information is a very serious one to the inno-
vative small company which is trying to compete in the marketplace

4 Federal Government Policy on Science and Technology Celebrating The Centeu'nial

of Birth of -Albert Einstein and Thomas Alva Edison, Cong. Record, Mar. 27, 1979, p.:

H1686

16 “Small Business and Innovation,” a Report of the Select Committee on Small Business, -

U.S. Senate, on Underutilization of Small Business in the Nation's Efforts to Encourage
Industrial Innovation, 96th Congress, 1st session, June 14, 1979, Dp. 45-48. : :

-

. The small business attitude toward Federal patent policy was sum-.
marized very well by Dr. Arthur S. Obermayer, President of Molecu-
lon Research Corporation of Cambridge, Massachusetts who also rep-
resented the American Association of Small Research Companies in
his testimony to the committee on May 16,1979 '

Starting with fundamentals, the goal of a company is to
make profits .. . to maximize return on investment. The small,
high technology company that has a product to sell usually
finds itself competing with large companies that have much
greater financial muscle and marketing clout. If the small
company 1s to succeed it must have a superior product and a
means for protecting its product’s superiority. If the small

_company’s new product shows market acceptance, big com- - .
panies will try to jump in with similar products’ and -
overwhelm the small company with massive advertising;.
well-developed channels of distribution, and sophisticated
marketing approaches. The small, high technology com-
pany’s principle protection in the commercial market is its
proprietary “know-how” and patent protection. This is the

~way my company evaluates its position. We will not enter a
new market unless we have some protected ‘techniological ad--
vantage; and our reaction is typical.

(zovernmen!

o

akes a rather cavalier attitude toward protection oF any of
thg company's Dropriel 1INTOrmation or “Know-now. wnich
isgubmitted with 3 Droposal ~ATI 60 OTien, DIroDriclaly in-
ermation Suipplied by one company later appears in another
ompanv’s proposal. o _wander that man ompanies

patent implications. carefully axoid becoming entangled
wwith the ernment. ‘
While there is_po shortage o companies interested in par-
ticipating in Federal research and developm@nt efforts, these busi-
nesses.are not nec the most innovative companies a many

timeszepresent fms whasesole g e The noqmision of Governmient
grants and contracts. S. 414 will be a gnarantee to The truly innovative

small company that in almost all cases it will be allowed to retain pat-
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ent rights on resulting inventions made under Government grants or

contracts. - o .
The loss of small business participation under the present policies

is also a serious loss to the general public. international panel of
experts studying the most important innovations m?,% e Befv_vee)ﬁ‘ 53—
1973 ipn this country found that of the_&_g],m%i_‘_lgmmxm intro-
uced, 24 per ade by companies having less.than 100
employees.® it ; e made by companies hav-
i n 1,000 employees.! ) .
m%%ssgiZZent 24 patent policies in effect in the Federal agencies are
a much greater burden for the small business than for the large corpo-

ration which can afford to retain large legal staffs. Moreover, when
s i i inpvolve themselves in Government re-

search g pgcause o1 1ears of [0SINg Il to

important patentsﬁm-haxﬂrx.dlm_ﬂ,._____wt Il SInatly ns of
finaneimabheir research and development efforts.

It is very difficult for these companies to raise risk capital private-
1y for developing new ideas. All foo.affen, the only.aliernative ope
to a s Qusing Q

exgﬂgne,)_ha.s. P hge% a.de facto contribution toward §rea er economic
cougentration by discouraging the innovative small businesses.and

ReOhl-RoipR T osavernaenirescarch and deyelon

imiportance of patent rights to small cprppan_ies was underscoyed
byTl})lggﬁgc};OAttdrneypGeneral,gAntitr_ust, Division; Mr,_Ky P. Ewing
who said: - - 5 . T
It is often small competitors and potential entrants who
benefit most from the patent grant. Such firms may ha.ve little
or no ability otherwise to gain entry into an‘establl§hed
market. Patent rights for these firms prov;de a co,mpetltlve
edge tliat can counter the larger, existing competitor’s popular
trade name, access to investment capital, or reliable m‘darketmg
organization.®® - L
S. 414 would remove a large roadblock to full participation in
Government research and development programs, and will open t;ihe
door to greater small business participation in this effort while de-
livering new products to the American public.

E. BACKGROUND INVENTIONS

Because of the concerns so often expressed by witnesses about Gov-
ernment treatment of “background inventions” of small business con-
tractors the Committee has broadened S. 414 to address this issue. As
amended S. 414 establishes certain procedural requirements for agency
acquisition of rights in background mventlons.» - o

& Tpid. p. 42.

 Addy i inted in BNA Patent,
8 to the San Francisco Patent Law Association, as reprin A
TradAegd;:Eznd Copyright Journal, No. 429, May 17, 1979, p. D-2.
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The background invention issue is particularly acute when the Gov-
ernment acquires small business’ background rights for the purposes
of requiring them to license competitors. Where the_Goyerpment
se it > : > considerations are different.
ccordingly, Section 202 (£ situations in -
ound rig 1 e section would

not eifect, for example, NA uthority To obiain [cthses
in patents that might cover space or military systems they were pro-
euring. It would apply, however, f. or BPA contracts to develop
te oyl sein civilian markets. o

This section attempts to curp what, the Committee believes to be the
Inappropriate use of “background” provisions by the executive agen-
cies, while still leaving the agencies sufficient authority to obtain and
exercise background rights in those special circumstances when this is
justified. However, the head of the agency is required to approve the
use of background rights provisions in each instance when they are em-
ployed. This approval authority may not be delegated. The obtaining of
such rights carries with it important policy ramifications and vitally
affects the ability of smaller companies to compete for Government
funds. This section simply elevates the decision to use such a provision
to the proper level and should require more careful and limited use
of such provisions. ‘

F. RETURN OF GOVERNMENT INVESTMENT

Probably the most commnrented upon feature of S. 414 is its provision
calling for a return to the Government of a portion of income gener-
ated by inventions. Most witnesses, including small businessmen, felt
that the inclusion of such a provision was reasonable and did not cb-
Ject, in principle, to sharing income with the Government. However,
a number of witnesses and commentators, including the Comptroller .
General, expressed concern with the specifics of the Janguage as found
in the original bill. The committee has made a number of changes to
section 204 in response to these comments.

One significant change zert the threshhold fioures
from an “after tax profits” basi “or ; 1. Lhis will

elinate Qincult accounting problems that would have fesulted from

the original bill. v . . : .
mvifnesses at the hearings were concerned that the deter-
mination of the sharing ratio under the original bill would be the source
of considerable administrative redtape. Many persons, particularly
from the university sector, suggested the establishment of & set for-
mula. These suggestions were adopted with respect to subsection (a).
-percent as_chosen as being comparable to the norma

ontrac jcenses

Y, OF W1 g.contractor’s patent management organization, if
the. invention was ass_lgnea or license to another organization for
licensing purposes. ’ '

- A distinetion was drawn betgeen in | x-

<Llusive licenses to act as a frWWﬂ li-
censing. However, this distinction would not apply in the case when
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an exclusive lice jginally granted a@mn;’iﬂlsn_tosinfm'
excingive licenge after the 5- or 8-year periods described in tion
J02TC) (1). »

Similarly, the original bill included no specific limit.on.the Govern-
ment’s share of income from sales, but the amengded bill.sets2 5% ceil-

ing. T rable to typical ro s. However, the factors
that would go into establishing the specific ratio are too diverse to
aploh a Sct perceniace. JLNS b peFCentis Sef as an.aufsideumif and

not intended as the standard ratio. Negatialions would presumably
margein, rovalty

rates charged to others or i in the industry, the ratio of Grov-
erpment Investment Lo fofal investment, whether the jpvenilon.can-
stitutes a major aspect.afdbhadqanad oL 1s merely a minor iImprove-

magton apreviously existing product line. and others.

Language concerning the maximum amount of the Government’s
return (which is still found in subsection (b)) has been eliminated
from subsection (a). This was closely related to the decision, discussed
above, to establish a set formula in lieu of negotiating shares on a
case-by-case basis.

While it is recognized that negotiation of the limit on the amount

1 S at, the implementing regula-
tions and clauses will not require thé development and negotiation of
such figures prior to the time an invention proves commercially viable.

exact amount to which the Government is entitled is
R&D intoa.sticlly husinasspronaiiign.
inally, as revised section 204 remedies two other related short-

comings of the original bill. The Government’s right has now been
tied to the filing of patent applications, whereas the original bill had
a ten year period running from disclosure of the subject invention.
The ten year period is eliminated and the Government’s rights now
are based on yearly income after a patent application is filed. Sub-
section (d) has also been added in response to criticism that it would
be unfair for the Government to share in royalties on inventions that
turned out not to be patentable and which competitors could thus use
free of any obligation to the Government or the “inventing” contractor.

G. UNIFORMITY

As noted above one of the major difficulties facing small businesses
and universities that deal or wish to deal with the Government is the
multiplicity of statutes and regulations that impact on patent policy.
S. 414 deals with this problem by establishing a uniform legislative
policy that will override conflicting statutes. The bill also requires

the W@mmi_&hl,icy to_develop umiform reo-
_ulations.andslanses in order to ensure that there is not a new prolifera-

tion of inconsistent implementing clauses and regulations. The bill

also requires the Gﬂmal—ﬁ-ﬁm.u.ut_i}l_&o_:ﬁ%e to mauitor implementation. -
Before issuing regulations and clauses, the Office of Federal Proture-
ment Policy (OFPP) is required to consult with the Office of Sciencs

S
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fﬂlﬂ\ité_%&__ﬁ_mmﬁm. Indeed, Those aspects of . 414 deal-
ing with nonprofit organizations build very heavily upon the work
of the Subcommittee on University Patent Policy which drafted the
1975 Report on University Patent Policy and the subsequent imple-
menting amendments to the Federal Procurement Regulations. These
efforts were, in their turn, built upon the existing programs and reg-
ulations developed at National Institutes of Health (NIH) in 1968
and National Science Foundation (NSF) in 1973. Watrust that those

m en se earlier pro s
: o o T2 egulations

] t't., ] e hrancl DE &8s ne’d

gamajor role in the task of deve oping implementing regulations and

clauses. —
is also expected, that executive branch drafting efforts will be
coordinated with comments Tequested Trom the nuble, particularly
representatives of the yniversity and small business communifies.
In developing clauses the agencies and O should give recogni-
tion to the fact that while the committee believes the traditional ap-
proach of attaching Government rights (be they title or license) to
“conception” or “actual reduction to practice” should continue, it does
not necessarily follow that the times for reporting, electing, and filing
must be tied directly to “making” by set time periods. Particularly,
when Government rights arise because of “conception” care must be
taken not to force contractors or grantees to make premature decisions
on election of rights or filing of inventions if the invention is at such
an early stage that it is unreasonable to proceed with filing or licens-
Ing efforts. .

The committee is concerned that st Federal Procurement

Regulations and Defense Acquisition Regulations provisions may

tignal Rractices and capabjhtles, Ok : ents

o report mnventions within six months after they are “made” could
lead {0 T oI TeE mm@%m
Many inventions are not actually recognized, as useful inventions Tor

j]glg_p_%%s after thel , £ n. e committee be-
leves that language contained in some of the NSF Institutional Pat-
ent Agreements gearing, reporting requirements to the time cognizant
University officials receive notice of inventions may be a more realistic
and reasonable approach (perhaps in combination with some rather .
lengthy overall outside limit). In any case, we urge that the agencies
and OFPP give this aspect of the standard clauses special attention,
and that changes be made to the current standard language. =

H. LICENSING GOVERNMENT-OWNED PATENTS

S. 414 will also allow the agencies to have greater flexibility in
finding licensees for the patents that are now in the Government’s
patent portfolio. Dr. Betsy Ancker-Johnson, Vice-President for En-
vironmental Affairs of General Motors and former Assistant Secre-
tary of Commerce for Science and Technology, told the committee that
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the agencies are now licensing less than 4 percent of the 28,000 patents
that the Government now owns to private industry for development.
The central problem seems to be that the agencies seek to issue non-
exclusive licenses for these patents which are available to-all interested
parties. Nonexclusive licenses are generally viewed in the business
community as no patent protection at all, and the response to such
licenses has been lackluster.

The University and Small Business Patent Procedures Act would
allow the agencies to license out these patents nonexclusively, partially
exclusively, or exclusively depending upon which avenue seems to be
the most effective means for achieving commercialization. It eliminates
current uncertainty over the authority of many agencies to grant such
licenses. The bill would require that all interested parties include in
their application for Government licenses a plan for commercialization
of the patent and agree to submit periodic reports to the agency on
their progress. The bill requires public notice and other procedures be-

fore the issuance of exclusive licenses, but is not meant to discourage -

the granting of such licenses when the plans proposed by prospective
exclusive licensees show a greater commitment.to commercialization
than those proposed by persons seeking non-exclusive licenses. A first
preference in such licensing wonld he given to small businesses in order
to encourage increased competition.

It is essentially a waste of public money to have good inventions
gathering dust on agencies’ shelves because of unattractiveness of non-
exclusive licenses. The d Sl o licensing
program (where the agency could issue additional licenses to com-
petitors if such licensing were required to meet a public need) ghould
be a_sufficient gafeouardutouniol ] 113 jrements and
prevent-any undesirable economic ¢ ‘

S. 414, however, : vern-
waenddicensing nrgorams. However, the bill will pufagensiesin g posi-
tion: to more adequately respond to requests for exclusive licenses, to
more 'eWWWWMWWdy de-
voted -to licensing and technology utilization efforts, and to devise
licensing programs that micht be effective af relatively low cost: to
the taxpayer. The successtul licensing of (zovernment-owned patents
represents a very real gain to the agencies since it will not only en-
courage commercialization of the patents, but will also bring in
revenues to the Government through licensing fees. S

During the hearings on S. 414 concerns were voiced with certain
aspects of the licensing provisions of the original bill. The original
bill included a seedd cifically authorizing the Depariment of
Commerce to undertake certain promoticnal activities. Section 208 also
mcluded language specifically authorizing certain promotional activi-

ties by the agencies. Jhis languace has been deleted from the bill'

ons. ‘ :

~ The Compéza 1ene goested striking lancuage that author-
ized the Department of Commerce to establigh o revolving fund for
ce oD ) jved. The Comptroller Gen-

oral also expressed concern that agencies might use licensing programs
as an excuse not to allow other contractors to retain rights to their
nventions. '
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" The committee has also been made aware of criticism raised by the
Subcommittee on Patents and Information. of the Advisory Com-
mittee on Industrial Innovation as part of the Administration’s
recently completed Domestic Policy Review on innovation. In par-
ticular, they felt that.the—ts agencies were filing on too

m inventions and thus diveréiﬁe‘ the resources of the Patent, Trade-~
mark, and Copyright Office. '

I. CONCLUSION

Passage of S. 414 will be an important first step in turning around
the undesirable productivity and innovation slumps that the United
States is now experiencing. While Government patent policies are not.
the sole cause of this trend by any means, they do represent a serious
impediment to the effective transferral of new technologies and discov-
eries from the multi-billion dollar Federal research and development.
efforts to the commercial sector where they can serve the public sup-
porting this expenditure. Lederal Government is expected to spend.

: lion in 1979 on research programs. m%sti-
-peresnt-obibofotal zesearch budgeet spentin the
Umsbed States this year. It is important, and will become more so if.
the private industry cutback on basic research continues, that inven--
tions and processes arising from this Government effort be delivered
to the marketplace as efficiently as possible. The current patent policy
confusion serves as an_artificial barrier discouraging the commer-

1e to be the krnostb

ot source of | esearch on
duugs.and medical processes which are essential fo the well-being of
the public. It the beneiits of this research are being held up or denied -
because of artificial barriers such as long periods of review by the
funding agencies before patent ownership can be determined: it can.
be detrimental to-the public well-being. It has been clearly demon-
strated "that the universities and nonprofit organizaticns who are
conducting this research effort are much more efficient in delivering.
these important discoveries to the marketplace than are the agencies. -
S. 414 will allow such contractors to retain patent rights on these dis--
cl,overies while allowing the funding agencies to have free access to
them. : . .
: Enactment of S. 414 will also remove one of the most serious ob-
stacles to full participation in the national research and development’
programs by our small businesses. These compani d frated

thej rger :
Slas.and pnnﬁctsﬁ Th_ey_

! Y\ o doda
ViRt Lake in the pursuit-ef-nem-technole
=

also possess an impressive record as one of the’ leading sources of
technological breakthroughs since World War I1; but small business:

ture each year.
The present patent pol
srpall business than thes
k away :
No Sertmete

Fry=n et carek »ts. Because small businesses do not
comprise an antitrust threat there seems U0 be Little justification in:

receives a pathetic share of our research and development expendi-

icies work a much greater hardship on the.
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fOngM&ﬁﬁwf
pafent ownersnip petitions that large companies must complete before
Federal agencies will award patent rights. It is feared that the present
2 ent_policies have actnally served to cause more economic

: meemerrter] BUsIne: »

i : evelopment programs. Wi
TogTAaMmS 18 DOt Open T i background

ig all companies may_be to license promising new tech-
nologies to larger companies who can afford to conduct their own.ze-

ﬁz%%u.n.d_d.mdnpment. - .
us, S. 414 will be the vehicle that will insure that universities,
nonprofit organizations, and_small businesses will be able To fuily
participate in Government research and development, and will give
resulting nventions a maxi TICe 0 achieving theil full com-
i 3 Will also adequately protect the legitimate
rights of the funding agencies to use patentable inventions made
under their research and development programs without any royalties
or other payments. The agencies will have the power to exercise
march-in-rights to insure that no adverse effects result from retention
of patent rights by these contractors. The existence of section 204 of
the bill, the Government pay back provision, will guarantee that in-
ventions which are successful in the marketplace reimburse the Fed-

eral agencies for the help which led to their discovery. Although there
is no evidence of “windfall 2 ] y in-

veufjons that arose from federally.supperted.programs,.theoxistence

ACR 101 ; Gl
vé new.prod and tecbnaloglos-istaken. dnio

OIS -
when these patentable di i ially.

. also provides that any revenues received by universities or
nonprofit organizations beyond their legitimate expenses be used to
fund more research. This additional money will assist not only the
university or nonprofit organization, but will be a very real benefit
to"The public.

Kaal%lonaﬂy, the provisions in the bill giving the agencies full
authority to license out the inventions already owned by the Govern-
ment will increase the likelihood that useful inventions held in agency
portfolios will be developed and commercialized rather than bly;ng
unused because of lack of necessary patent protection for interested
developers. These unused patents now represent a partial waste of our
vast research and development programs and their development will
insure that the public is receiving the full benefits of this taxpayer-
supported effort.

The bill should su reduce the amount of time and paper-
work now being devoted ‘to the prog er petitions

by the agencies and will enable the agency patent staffs to put this time
1Tals6 remove from the

10Ve ) 2 torneys the operonshurden of
tryin i i tents arising from the goen-
cimmmmmmmm%@_racts. any times these

attorneys are forced by agency patent policiés to retain title to in-
Vemcy SImply 15 1ot able to doYeion S AWt
serve to make sure that the maXimum return is received from the

multi-billion dollar Government research and development effort.
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V. SECTION-BY-SECTION ANALYSIS

Outlined below are the most important features of the bill :

Section 1 provides that the Act may be cited as the “University and
Small Business Patent Procedures Act.” -
p %ection 2 adds a new chapter 18 to Title 85 of the United States

ode.

Section 3 amends certain other acts to eliminate inconsistencies with
S. 414’s provisions on licensing of Government-owned inventions.

Section 4 establishes the effective date of the Act: :

c ﬁ&n analysis of section 2, the most significant portion of the Act,
ollows: ' o :

SECTION 200. POLICY AND OBJECTIVES

Section 200 sets forth the policies and objectives of Chapter 18.

SECTION 201. DEFINITIONS

Definitions used throughout the chapter are set forth in Section 201.
Most are similar to those now applied to Government contracts. It
should be noted that small business and nonprofit organization sub-
contractors and assignees could retain patent rights under this chapter.

The N ion” s mean “in-
vention” as defined at Section 100 and also to include design and plant
patents. T L 5, USC, isi imi

(o) portable in ention GLOO80..0L0 aQle.dlnde X
the_United States and dgﬁﬂ%ﬂrﬁ' subg’ect matter that Tight be
patentable under 2 Toreign patent System but 1ot under LItle 85,

SECTION 202. DISPOSITION OF RIGHTS

. Section 202 establishes the basic framework for the disposition of
rights in inventions made by small business firms and nonprofit orga-
nizations under funding agreements with the Federal Government and
for the negotiation for rights in background inventions of such firms
and organizations.

v SECTION 202 (a)

Section 202(a) provides that as a normal rule small business firms
and nonprofit organizations are to have the right to elect to retain
worldwide ownership of their inventions by making an election within
a reasonable time after they disclose the invention. Federal agencies are
permitted to use different provisions in three categories of situations.
First, contracts for the operation of Government-owned facilities may
contain other provisions, although agencies are not precluded from also
allowing such contractors to retain rights to inventions. Second, agen-
cies are given authority to use other provisions in “exceptional circum-
stances” if they determine this will “better promote the policies and
objectives” set forth in Section 200. Third, an exception may be used
to avoid compromising foreign intelligence or counterintelligence ac-
tivities. Rights left with small businesses and nonprofit organizations
are conditioned on the provisions of Section 202(c) and other provi-
sions of the chapter.
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It is expected that the “exceptional circumstances” exception will be
used sparingly. am Lausi jon in which it might be used is
‘ the fundi ee

uired £0 be used by regulation. Ig g !
patent Inceniivea W1'ﬁ7""‘no% e required to bring the product o,
market. ’

~Similarly, if the f‘mg%%gwmwm on
a product or process tha agen 1y fund and promote
to the market place, then use of this exception might be justified. In
sTch?as'e—s,Wv%VEr, it would or the
agency toeither define specific fields of use to which it will obtain rights

i an venoions at

SECTION 202(b)

Section 202(b) establishes a framework for General Accounting
Office oversight agency implementation of the chapter and the use of
the exceptional circumstances authority of section 202(a) (i1).

SECTION 202(c) (1)—(3)

Section 202 (c) (1)~(8) establishes general requirements for report-
ing inventions, electing rights, and filing patent applications. Report-
ing of inventions is te be accomplished within a “reasonable time” after
they are-made. . E o e ,

Election of rights is to be made within a reasonable time after dis-
closure. Failure to report, elect, or file within the prescribed times could
result in a contractor losing all or part of its rights to an invention.

: ; ; o the
right.to elect worldwide rights withont.the necessity, as is often the
casenaw.ollsiingeach conntry in which patents wil - How-
ever, if a contracto i in.a in which, for some

reason. the Federal acency wishes to secure patent rights, it 1s expected
twwm__%ru Tallow the agency to obtainsn
assegsment. of riochts in the mvention as respects that particular
country. '

' SECTION 202(c) (4)—(8)

Section 202(c) (4) requires the ‘agencies to acquire a paid-up, non=
exclusiye license for Government use, and authorizes the retention:of
the right to'sublicense foreign governments and international organi:
zations in appropriate circumstances. v

Section 202(c) (5) provides that agencies should have the right to
receive periodic reports on the contractor’s efforts at obtaining utiliza-
tion of inventions to which it elegts title. o : o

Section 202(c) (6) requires contractors to include a statement in any
patent applications and patents indicating that the invention was sup-
ported by the Government. , S

Section 202(c) (7) contains a series of limitations applicable'to non-
profit organizations bu » si s. Section 202(e) (7)
(a) bars the assignment of U.S. rights to subject inventions without

9_a ) puention gesigne ol yold ible

il -interest. Thus to be eligible to receive an. ent of a
subject_invention, the.pa nageme; n must not be

. en, in the manufacture or uge of products or processes that might
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agency approval except to patent management orgapizations. The de-
scription of patent management organizations.e e SR
o e

e
inm%%%_mmwwamn
i given field would bar a_ps age , nization from
recel Al _assighment of an invention in that field. o
ection 202(c places & IImIt on the duration of any exclu-

sive licenses under United States patents or patent applications, ex-
cept when such licenses are granted to small business firms. Exclusive
licenses are limited to the earlier of 5 years from first commercial sale
or use or 8 years from the date of the license. Language is included to
avoid the problem that the same patent may support multiple licenses
for different products or processes each of which may require differ-
ent development and marketing efforts. However, this lariguage is not
intended to authorize field of use licenses that would violate antitrust
laws. :
Seetion 202(c) (7) (¢) gives special recognition to the equity of in-
ventors, and requires that nonprofit organizations share royalties with
them. Jid i 2 genci i aring ratjos.

Section 202(c) (7)(d) requires nonprofit organizations to use the
net proceeds of their licensing efforts to further scientific research and
education.

Section 202(c) (8) requires that standard contract provisions also
incorporate the march-in, recoupment, and U.S. preference require-
ments of sections 208, 204, and 205.

SECTION 202(4d)

- Section 202(d) pl’wmﬂ%whm
with ipdividual imnventors in cases when contractors do not elect rights.

SECTION 202(e)

Section 202 (e) authorizes an agency to transfer rights in an inven:
tion made by an agency employee to a small bus non-
profit_organizatjon in cases when the invention was a joint invention
of the agency employee and a contractor employee.

SECTION 202(f)

Section 202 (f) requires the head of the agency to approve the use of
provisions allowing the agency to require that a small business or non-
profit contractor license third parties to practice background inven-
tions owned by the contractor.

35 USC 208, MARCH-IN RIGHTS

- Section 203 establishes situations in which the funding agencies may
require small business firms or nonprofit organizations, or their assign-
ees or licensees, to license subject inventions to which the contractor
has retained title. The Government may “march-in” if reasonable



efforts ar lication, for.allevia-
‘tion of health an uations when use of the in-
vention is tequired b eral Te ons. Kipally, 2 _marchan is

acture requirement of section 205.
dy to be mvoked by the (xovern-

“March-in” is intende
ment and a

other outside- Eart'_ies, although it is expecied that. in most cases.com
plainfs Trom third-parties will be the basis for the initiation of agency

actio .

Xdherence to Administrative Procedures Act procedures is not Te-
-quired because of concerns that this could frustrate the effectuation
of the march-in remedy. On the otherhand, arbitrary exercise of such
rights must also be avoided. The agencies and Office of Federal Pro-
curement Policy (OFPP) should give this question careful and
thorough consideration and develop a procedure that carefully bal-
ances the considerations on both sides.

o specific proyisj j

included for judicial review of agency
decisions under section 203, becaus 1
be availaple under Chapter 7 o

1tle 5 of the United States Code.

SECTION 204. RETURN OF GOVERNMENT INVESTMENT

Subsection (a) of section 200 provides that if over $70,000 in licens-
ing income is made in any one calendar year after a patent application
1s filed, the Government will receive 15 percent of the excess above
$70,000 that year. Subsection (b) establishes a similar right when in
any 1 calendar year a contractor has gross sales of over $1 million of a
product embodying a subject invention. In such cases, however, the
Government’s share of the excess is to be negotiated, but may not
exceed 5 percent of the gross sales in excess of $1 million. In addi-
tion, the Government’s share is limited to its actual contribution.

Subsection (c) authorizes and directs the Office of Federal Procure-
ment Policy to regularly revise the threshold figures in light of price
changes. v

Subsection (d) cancels the Government’s right to a share in situa-
tions when no patent finally issues or when the patent expires or is
held invalid.

- SECTION 205. PREFERENCE FOR UNI’IED STATES INDUSTRY

Section 205 provides that persons receiving exclusive licenses to use
or sell a subject invention in the United States must agree to manu-
facture any products embodying the invention substantially in the
United States. Agency approval is required to dispense with this re-
quirement. This section is designed to maximize the probability that
the jobs created through the commercialization of new products and
technologies based on Government supported inventions will benefit
American workers.

SECTION 206. CONFIDENTIALITY

Section 206 allows agencies to hold invention disclosures in confi-
dence until patent applications are filed to_pre i
creation of statutory bars to patenting because of the possibility that

-

R
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is i i r the Freedom of
Information Act. This section applies to disclosures from all Govern-
ment employees and contractors. It also allows agencies to withhold
copies of Government and contractor patent applications after filing,
Release of applications could undermine the spirit of section 122 and
related patent office interference procedures.

SECTION 207. UNIFORM CLAUSES AND REGULATIONS

Section 207 requires the Office of Federal Procurement Policy, after
Treceiving recommendations from the Office of Science and Technology
Policy, to issue regulations and standard funding agreement provi-
sions implementing sectiong 202-205.

SECTION 208. DOMESTIC AND FOREIGN PROTECTION OF FEDERALLY OWNED
INVENTIONS

Section 208 authorizes agencies to apply for patents, to grant non-
exclusive, partially exclusive, or exclusive licenses, to undertake other
suitable and necessary steps to protect and administer rights to fed-
erally owned inventions, including the right to contract with private
parties for the management of (Government-owned inventions; and
to transfer control of inventions to other Federal agencies.

SECTION 209. REGULATIONS GOVERNING FEDERAI, LICENSING
Section 209 authorizes the General Services Adminigtration to es-
tablish regulations governing the ferms and conditions upon which
any Federally-owned invention may be licensed. It ig expecied that. as
int ! will work closely with the appropri eral Co-
ordinating  Council for Sclence, Lngineering and Technology

(FCCSET) committees.

SECTION 210. RESTRICTIONS ON LICENSING OF FEDERALLY OWNED
INVENTIONS

Section 210 establishes procedures to be followed before licenses
are granted by agencies. It also establishes minimal conditions to be
included in licenses issued by the Government.

SECTION 211. PRECEDENCE OF CHAPTER

Section 211(a) and (b) makes clear that the provisions of Chapter
18 pertaining to small business firms or nonprofit organizations take
Precedence over a number of statutory provisions that currently con-
trol to varying degrees the patent policies of some agencies. o

Section 211(c) states that nothing in this chapter is intended to
affect the policies of agencies with respect to the disposition of rights
in Inventions made by contractors.that are not small business firms
or nonprofit organizations. This chapter should not affect the discre-
tion of agencies to adopt policies favoring Government obtaining title
or contractor retention of ‘title as is most appropriate to their needs
and the public interest, subject to existing statutes.
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'911(4) isi is’ i 1i1).-to ensure that

ton 211(d) isintended, as is Section 202(2) (iil), T
1iSse(éiﬂggter i(s r)rot inter.pret,ed in a manner that would compromise
reign intelligence operations of the United States. _

SECTION 212. RELATIONSHIP TO ANTITRUST LAWS

ides that nothing in the Act is meant to convey im-

SO e br ate defenses to actions under the antitrust laws.

winity under.or cre
VI. BupGETARY -IMPACT STATEMENT

cssional Budget Office

At the request of Senator Kennedy the Congr e ment,

i i i deral
Jied the budgetary impact of S. 414 on the Fe ‘
fr?c% lsilbmi%ted the fo?lowing letter of their findings:

ClONGRESSIONAL BUDGET OFFICE,
' .S, CoxNGRESS,

: Washington, D.C., December 4, 1979.

: arp M. KENNEDY . ) _
gggéwggx Committee on the Judiciary, U.S. Senate, Dirksen Senate
‘Office Building, Washington, D.C. I
Desr Mz, Caamman : Pursuant to Section 408 of the Congressiona
Budget Act of 1974, the Congressional Budget Office has revAlezve‘S
S, 414, the University and Small Business Patent Procedures AC s as
ordered reported by the Senate Committee on the Judiciary on XO

vember 20, 1979.

: resent, time. approximately 20 different patent policies exist
wiﬁfixghfhg executive aggrll)cies. S. 414 would establish a 11n1f0r1n,f(tz}ox7‘-
ernment-wide patent procedure for small businesses and nonpdll*o i 101-
ganizations performing Government-supported research and deve. o-pd:
ment. The bill would avtomatically grant small businesses an
nonprofits title to inventions arising from Goveynment—supporte@ 1e(i
search unless the contracting agency could justify, thyough specifie
procedures, holding title to the invention, (Currently, title s routlgely
retained by the Government.) The small business or nonprofit organi-
zation would be required to commercialize the results, and re’cur_vr(l1 a
‘percentage of profits to the Government. In addition, S. 414 provi e?
authority and procedures for the licensing of all Government-ownec
inventions. Agencies retaining title to inventions could issue (»‘:Xclusw%t
nonexclusive or partially-exclusive licenses to qualified firms, wit
preference to small and American-owned businesses.

1t appessehet-nasignificant cost would be incurred by the Govern-
e . result, of enactment ol this legisiation. 1L 13.LSLUBA dtha
approRLRatemmLa.poLcent oF Federal TooCat n aloprgen pds

emTONt organizations Under
LAl14, He ST up separate proqedgrei
for these kinds of firms. \ require:

initially in order to issue and implement those regulations applying
_specifically. L0 ST Roeges and nonpron ! n time,
however, fewer petitions, negotla [iohs or walvers wonlpronanly be
required, DECOUSC Lhe-agencies would _refall ¢_to inventions de-
veloped as a result of Tederal tunding only by exception, and not
automatically. The Comptroller General would also be required to re-

are awarded to small businesses an

Aé I stated-
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view and issue comments on all cases where the agency.retains title, and
prepare an annual report to the Congress, althanohthisisnotexpected
to requi ] t. Additionally; it is possible that if Gov-
erntent, contracts become more attractive because of S. 414, bidding
may become more price coinpetitive, resulting in a savings to ‘the
Government. ) ' ’ " -
‘Section 204 Tequires that a small business or nonprofit organization
return a portion of income received from sales or licensing of inven-
tions funded by Government research. It is not clear at this time how
agencies would-administer this section. It would be necessary for agen-
cies to develop procedures for monitoring and reviewing firms’ account-
ing records as well as a_mechanism for collecting -and -transferring
receipts to.the Treasury. He additional administrative costs

Hawever, any 2
would i ; e than ofiset by receipts. -~ '
Should the Committee so desire, we would be pleased to provide

further details on this estimate.
Sincerely, : ‘

Arice M. Riviin,
Director...

VII. Economic, PAPERWORK, AND PERsONAL Privacy ImracT
' - STATEMENT ' ‘

At the request of Senator Kennedy, the General Accounting Office
studied the economic, paperwork, and personal privacy impacts of
S. 414 and submitted the following letter of their findings: )

ComMPTROLLER (GENERAL OF THE UNTTED STATES,
Washington, D.C., October 9,1979.

B-158552. o -
Hon. Epwarp M. KENNEDY, c
Chairman, Commitiee on the Judiciary
U.8. Senate, Washington, D.C. B

Dear Mz, CuamrMaN: Your letter of August 28, 1979, asked that
we prepare the analyses required by Senate Rule 29.5 for Senate bill
414, the “University and Small Business Patent Procedures Act.” The
proposed act would establish a Government-wide patent policy for
Federal agencies to follow in dealing with small businesses and non-
profit organizations performing Government supported research and
development. It would also establish a framework for the licensing of
Government-owned inventions.

We appreciate the opportunity to assist you and the Committee in

-evaluating this bill as required by Senate Rule-29.5. As discussed with

the Committee staff, we agreed to provide comments on the bill, ad-
«dressing the rule’s various elements. Senate Rule 29.5 calls for an as-
sessment ‘of a bill’s €conomie; rk, and. personal privacy im-
pacts. Based on g limited revie Senate bill 414, we beljeve it will

no.adverse impacts in any of these areas. s
! r ~T0, TTestimony. on the bill before your
Committee, we believe the bill represents a positive step toward achiev-

ing a uniform patent, policy for the Federal Government which should
_lead to lessening the administrative burdens-on-the agencies as well as

on universities and small businesses.
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The following paragraphs briefly address each element of Senate

Raule 29.5.
ECONOMIC IMPACT

Based on the scenarios described by experts on the issue of granting
patent rights on inventions resulting from federally-financed research
to universities and small businesses, t. tential economic impacts of
Senate bill 414, though not measurable ag present, appear he

bl hositive than otherwige. ]
The Cannait e mav-wsa-1t0 CONs] no the acencies to pre-
3 no the 1004 10N aiter

e 1 0 o - | 1.1
ad. o plans would serve to aid the Congress
nos and would provide The basis ToT 6val-
naTine the resulis Ol o UniTorm pateht policy Tor small businesses and

] e
nonprofit organizations. Such eval 20I0NS COG AlS0 A10 Lho.lualgBess
de patent policy

nsiderine whether to leoislate a (overnment-wi

applicable to all contractors. )
gome_of The 1ooncawhich should be addressed include whether or
not:

The benefits from the potential increase in utilization of discov-
eries would be better than that derived from the now delayed
utilization, especially for the health and medical-related discov-
eries;

The administrative costs of present patent policies would be

reduced for public and private sectors;
More inventions would be disclosed ;

More private investments in research and development would

ocecur;
Tncreased commercialization would occur and provide more

benefits and less cost to our economy

The Government will receive reimbursements and recover some
of its research investments from the private sector under section
204 of the bill;

Senate bill 414 will encourage free competition and enterprise
and not stifle competition in the private sector whenever competi-
tion could bring the fruits of research to the public faster and
more economically; and ;

Senate bill 414 would stimulate industrial innovation and lead
to health and energy benefits, an improved technology base, and

economic growth.
ADDITIONAL PAPERWORK BURDENS

‘We believe that with one possible exce‘ptioh, Senate bill 414 should
create no additional reporting or recordkeeping requirements which

are excessive or unduly burdensome. Qx e the bill could
istrative

e in reduced p ork burdens and iat
burdens 1oL 'je Government and small businesses and nonprofit orga-
nizations. -

As discussed in my testimony on Senate bill 414, under current pol-
jcies and procedures, substantial administrative and paperwork bur-
Jens can result from the process of petitioning, negotiating, and deter-
mining rights in inventions developed under federally supported re-

= e
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search efforts. By grantin ‘ all b— i
tions the opti A8 Sn}a"' ousinesses and nonprofit organiza-
re%lced. ption to take title to such inventions, these burdens shodldbe
ne section of the bill—section 204, Ret T
: urn of Gov At o4
gflff;:do‘ff lkl)avg the potential for crea%;ing recordkeepi;rc? E.%% gﬁ?}s’:‘ |
mall businesses and nonprofit organizations. This section r(::'f

a d ’ s )

$250,000 in after tax ts: 1 Ticensi
profits:from licensing or in
g::tl; sales, 120 return a negotiated share of gubh dﬁi?)icrifss t%ft%z,%)ozgog |
es up to’the amount of the Federal funding. This provision 1;1 1l;i2d'

0-two separate 10-year periods: one commencing with disclosure of the

e P © coml
vention ; and the other commencing with commercial exploitation of

‘ th%{ invention.
aintaming the accounting sasaxdenecessary for compliance with 47

these’ Foa: pe
hese'requirements could tax the capabilities of some small businesses

~ y . O | . - (), ‘he Id l . . .
IBCOI‘dS fOI' a long peI'lod Of tlme, even t}lough the thresholds mioht*"o o
: S i ¥

not be met Although these requi see likel to aff 1 >
small number of busmesse's and llOIlpI‘Oﬁt organiza 'oné ‘the Commi -
nizati s mit=

tee may wish to consider simplifying Al
ernment investment. r simplifying the provisions for return of Gov-

IMPACT ON PERSONAL. PRIVACY

We belie;x?e that Senate bill 414 wi ad e
Lieve th ate ] will create no ady i '
;cg;zilggf;cg; 01{?:‘;101:[1313(518 conﬁde(xiltial business mfoﬁ;ztl’;sizrlln;g;zag: t}())eg;
e LR B N . - < '
do‘nR; oy, Drofected | é;‘rs.prow g for non(;hsclosure under the Free-
e would like to reiterate our rese
o reitera rvations - i
glfl 2}}112 g;'ggg:ﬁg %gg;s%gglon. As T stated in myri\s{[:;? Tflit 185’? Sl(?;sf?i(ﬁ(gr? )
on t] legislation, we:-would prefer not t6 monitor 1 y
igycgﬁggami%fgatlon as currently provided ia the bﬂ?%l%:()vgg) alt(imt Do
fo cons :%' 1s aspect of an agency’s operations as f)art of . prefeI:r '
e Oprocuremer_lt, contracting, and research and domi e
programs. lduie evaluation of the agencies’ implementatio ei? ehopme_nt E
tor trouf L1 included in our normal oversight, :revievéls of the legls-
ust these comrggyts Wlll assist the Committee in its delibera,

““tions on the bill. " -
- Sincerely yours, :
) . . ~ Erver B. St )
OOmptroZ_l.erv‘_GenemZ of the Um";:c? T;z;dté;sé g
6 : s
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