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“‘MEMORANDUM FOR Robert B Ellert

* Assistant General Counsel
- for Science and Technology

: ’:From. Ernest Ambler /é??%/

Dlrector

Subject: Small Business_Nonprofit OrganiZation:Eetept_Protedures'Act

‘This is in response to the_request of the Assistant General Counsel fo
Legislation that the National Bureau of Standards| furmish its comments

i

-to the Assistant Secretary for Sc1ence and Technology, on S. 3+90, a b1.

' “To amend Tltle 35 of the U.S. Code. “to establish . -
‘a uniform Federal patent procedure for| small . '
businesses and nonprofit organizations; to create.

a con51stent policy and procedure concbrnlng
frpatentablllty of inventions made with Federal
3551stence, and for other related purp?ses." '

As 1nd1cated by 1ts tltle, thlS b111 represents an effort to allow smal

businesses and nonprofit organizations to obtain patent rights in
technology resulting from government-funded research and development
contracts. The bill would establish a uniform patent policy for all

- agenciss of the Federal government by permitting universities and other -
15] -
which are conceived or first actually reduced to . practlce in the perfor

nonprofit organizations and small businesses ta take title to inventiox
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mance of work under a fundlng agreement. Rights reserved to the Federel"

}governmeht under any invention which may be made 1nc1ude an _rrevocable,
-nonexclusive and paid-up license together with controls available to the

funding agency requiring the licensing of such 1n%entlons in cases whes
the Lecﬁnology represented by the 1nvent10n 13 not belng effectlvely
_trans;erred to work for the. publlc good - @

The. blll also prov1des for the 11cen51ng of patents by small bu51nesse=
. and nonprofit organizations in those cases where they elect to retain
title to an invention. In this respect, a key feature in the bill .
permits payment. to the Federal agency of royaltles if an invention.
reaches a certain level of success as well as a percentace from salee;'
éxcebs of a predetermined amount where the producF sold embodies. the
invention or is manufactured by a process employing the invention. -
‘Patent licensing by Federal agencies as to Federally owned patents,
either in the United States or in forelcn countrlns,_is also a feature

[=}
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"~ achieve practlcal application of the invention; it is not, therefore,
limited to universities, small businesses, and nonprofit organizations

B TR VYV A SIS S TS A

The objectives of this bill are commendable. It is ‘directed toward
establishing a uniform Federal policy for nonproflt organizations and
small businesses on patentable technology result;ng from Federally -
. sponsored. research and development. The bill, which expired without
‘action by the Senate upon the adjournment of the .95th Congress, is

similar in certain respects to H.R. 6249, a bill introduced last year f

which also did not become law. H.R. 6249 would permit a contractor to!
the Federal government to retain title to those inventionms in which th
contractor f£iled a U.S. patent application and declared its intent to

as is 5.3496.  Unlike S. 3496, H.R. 6249 has no cost recovery provision
for returning R&D costs from the beneficiaries of Federal R&D funding.
8.3496 and H.R. 6249 are, however, similar in several other respects.
Sections 210, 211 and 213 of S. 3496, except for minor differences, are

V1rtually identical to sections 401, 402 and 404, respectively, of H.R A
. 6249, Also, section 211 of $.3496, except for the preference recited .

-~ for small business firms, is essentially the same as section 403 of H.]
'0249 - - S P : e
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-In the following paragraphs, a brief summary of the major provisions o
5.3496 will precede specific comments and recommendatlons which reflec
the views of the Natlonal Bureau of Standards. :

'Sect101 202 prOV1das that each small bu51ness flrm and nonproflt organ

~and certain oxganizations exempted from taxation under the Internal

Revenue Code) shall have a reasonable time to elect to retain title toj
. inventions. It is noted that in 1976, Dr. Ancker—-Johnson forwarded to)

 OMB for official clearance a draft_blll entitled "Federal Intellectual
_Property Policy Act of 1976." The draft bill was a product of the the

Committee on Government Patent Policy (CGPP) and it contained a provisi

(section 312(c)) which similarly allowed title retention. H.R. 6249

?'L-
zation (deflned as unlver51t1es and other dnstitutions of higher educat
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contains. an equally identical provision (section 314) but one which is| |

 broadly applicable to "any contract, grant, or agreement entered into
‘between any Federal agency and any person for the performance of . , .
-work substantially funded by the Federal Goveroment.” If it can be

assumed that the Department of Commerce still supports in principle a

view which it expressed under the prior administration in the CGPP draf

- bill, it would seem inappropriate to object to S$.3496 which is more

. protective of the public interest in that it reduces the classes of’
" funded programs under wnlch tltle may be retalned to R&D spoqoorgd
inventloﬂs. - : - S

_Another provision of the bill, binding on monprofit organizations only

 (section 202(e) (7)), prohibits such organizations from assigning patent
' rights without the approval of the Federal agency, prohibits granting
exclusive licenses for a period in excess of thejearlier of 5 years from




the date of first commerc1al use or sale of the 1rvent10n or 8 years
from the date of the éxclusive license, and provides that all proceeds,

once administration expenses are con31dered be used to support scientifil

.research or education. Other provisions provide for "march-in" rights .
if an invention is not belng exploited (section 203), specify that no
foreign-owned or controlled firm is eligible to receive patent rights,
except when the restriction is waived by the funding Federal agency
(section 205), permit exclusive licensing of Government—-owned patents
(sections 210, 213), provide licensing’ preferences to small business

to subsection 210(7) of the bill, Federal agencies are authorized to

" transfer custody and admlnlstratlon to the Department of Commerce of

Federally owned patents.. It is understood that NTIS currently has in

- effect a number of agreements with other Federal agencies for promoting
- the technology transfer of inventions under Department Organlzatlon '
Orde; 30-7A, dated Aprll 9 1976 as amended o

"As was mentloned earller, a key feature of the blll (sectlon 204) calls

for payments to the Govermment if an invention is successfully licensed;

or marketed, Thus, if a patent holder receives $250,000 in after—tax
profits from licensing any such invention during a 10-year period, or
receives after—tax profits in excess of $2,000,000 on sales of. products
embodying the invention or manufactured by a process employing the -
invention within a 10-year period, the Government, in the case of
licensing (section 204(a)), is entitled to collect a percentage, up to.
50 percent, of all net income above $250,000. In the case of sales
(section 204(b)), the Government may negotiate a share of all additional
income accruing from such sales. In neither case may the amounts

regelved by the Government exceed the amount the Federal agency expeﬁde&z

in fundlng the agreement under which the 1nvent10n was made.

In several admlnlstratlve pr0V1510nS of the b111 the General Serv1ces

:f firms (sectlon 211), and authorize the Secretary of Commerce to coordinate
. the licensing practices of Federal agencies (section 212).: With respect |

Administration will regulate the licensing of Federally ouwned 1HVEHL10HS".

(sectlon 211), and the Office of Federal Procurement Policy, relying on
recommendations of the Office of Science and Technology Policy, may
establish standard funding agreement provisions which may be applicable
to Federal agencies (section 209). Lastly, the bill amends oxr repeals
parts of all Acts covering similar subject matter (section 214) and
estabilshes the effectlve date of the Act (sectlon 215) o

THe puhpose of section 204 is entlrely clear~~1f a commerc1a1 product
. results from an R&D coatract which produces an invention either licensed
or in some way incorporated in a commercial'item,.the Government stands
to recover a portion of its R&D expenses elther as royalties_or.income_
occurring from sales when the product is licensed or sold profitably.

"In this connection, we note past studies made within the Department of

Commerce which apparently favor a policy of recouping a share of Tederal
investment in nonrecurring costs. A few examples of internal documentati




" which reflect such a preference include a memorandum dated September 16
Cof Commerce, to Mr. Leon Ullman, Deputy Assistant Attorney General,

"Kenneth R. Clark of the DoC General Counsel's Office to Mr. Ulliman

© program represented by Tab B of his analysis corresponds to a large

 -recoupment on 11cen51ng and sales belng two common elements.

'decisiqn Number 23 issued August 2, 1974, by the Council on Interpation
Economic Policy. Recoupment guidelines attached to Dr. Stever's
. memorandum reveal quantifiable support for . a poliecy for recoupment on

. Such executive agency momentum to achieve a uniform policy in favor of

. Government contractors and grantees except under unusual circumstances

It is relterated that a grantee 1nst1tut10n, unde* the prov181ons of t
bill, can elect to retain title to any subject invention and simply flﬁ '
t-

1974, from the then Deputy General Counsel Bernard V. Parrette, Departm
Department of Justice, and a memorandum dated September 24, 1974, from
addressing the same topic and presenting an ana1y51s of several alter—_
natives for appropriate recoupment of Government costs. Although we

have not studled Mr. Clark's memorandusm at length it appears that the

degree to.the recoupment program set forth in section 204 of the,blll

More recent developments Whlch reflect a contlnulng Federal concern on ;'

developlng general guidelines for R&D recoupment are contained in a Jun
29, 1976, memorandum from H. Guyford Stever, former Director of the
Offlce_of Science and Technology Policy, to agency representatives. = -
participating in a study of recoupment generated by a memorandum

sales outside the Federal Govermment, whether foreign or domestic.

R&D recoupment, and section 204 of the bill itself, are, we note, in

D
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disagreement with the 1972 report of the Committee on Government Procur
(COGP) whose Recommendation B-9 was against recovering R&D costs from-

approved by the agency head. One factor cited by the COGP in support o
Recommendation B-9 was that commercial products are likely to result

from Federal R&D programs only infrequently and that such a program doe
not ofrer sufflclent potentlal cost recovery to warrant its broad appli

. patent applications toward achlevlng practical application of the inven

dinventions would, in our view, supersede the GSA Institutional Patent
' Agreement regulations. It is also reasonable to assume that enactment

' of permitting universities and -other nonprofit organizatioms to retain
.townership of their-discoveries Qn the basis of the present GSA regulat:

addltlon to. the deflnltlon belng entlrely contradlctory in terns, and

were promulgated by the General Services Administration. If it is
assumed that the bill is ultimatrely enacted, the legislative relief

it offers to those universities and othexr institutioms of higher learnin

seeking to have a freer hand in granting exclusivs rights to R&D genera

of the bill in its_present form would still recent congressional critic

In the final paragraphs, we offer comment on several mlnor p01nts.

In section 201(C) the term eubJect faventor” is to our knowledce |
without parallel in any U.S. patent statute or regulatiom. Indeed, in
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This procedure is similar to that established by regulations,implementi%g. ‘
. the Institutional Patent Agreement (43 FR 4424, February 2; 1978) which |
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being in disagreement with the wording of the Constitutional Provision,
Art. 1, sec. 8, its use would seem in conflict with specific provisions
of Title 35, United States Code, partlcularly sections 111, 116 and 118}
thereof. The confusion. introduced by the term "sub;ect inventor" is no
more apparent than when reading sections 202(c)(7){(c), 202(c) (8) and-
sections 206(3ii) and (iv) of the bill. We suggest that section 201(c)
be deleted in its entirety and appropriate modification be made throughoul
~ the bill in each case where the term “subject inventor" occurs,  Placing |
any reporting requlrements upon ‘the nongovernment ‘contractoxr or granteey
‘after the manner prescribed in 41 CFR Part 1-9, would appear to offer a
reasonable alternatlve to the use of the term objected to. o C

Snctlon 204 seems unw1se1y arranged in the words employed For example,
subsections (a) and (b) differ as to the recipient of recoupment funds,| | N
the United States being designated in the first subsection and the - 3 A TR
Government being named in the second subsection.  In subsection 204(p), | | §
' could not the period commence with the first sale rather than with A S
"commercial exploitation” as the latter term is susceptible to various | | % I
intexpretations. Further, as to section 204(b), we would propose a ' o
‘closer examination ox even a definition of the term ™income" as it is
-somevhat unclear from the bill's provision what the base is to be when
negotiating recoupment proceeds based upon sales. - In this same section
as a final comment, we are doubtful that the "Federal funding” mentioned
in subsection (a) is intended to be different from the "Government
' fundlng rec1ted in subsectlon b).

In summary, S.3496 appears to provlde an answer ta the complaint common
to universities and institutions of higher education that the lack. of
uniformity in applying Federal patent rights clauses obstructs the flow
of research accomplishments into the stream of technology utilization. -
As a substitute for the GSA regulations governing Institutional Patent
Agreements, §.3496 would furnish a statutory basis for regulations
permitting title to remain with such institutions. . The provisions of
the bill under which Federal R&D costs can be reccvered up to the level
of Federal input may operate to satisfy any who contend that valuable
property rights would be given away. The bill, moreover, appears to
provide adequate controls over indiseriminate asSignment or licensing
activities harmful to domestic corporations or concerns, while reserving
to small businesses and nonprofit organizations the latitude necessaxy
° to conduct a Financially effective technology transfer program for the
public benefit. If the changes suggested herein could be 1nc0rnorated
in, the bell, we would be pleased to support 1t. ' :

Coples of each of the documents referred to above w111 be made avallable
at youL request . : . :




