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United- States of America in Congress assembled,

SECTION 1.

and development projects, and for other purposes.
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To enhance U.S. industrial competitiveness by expanding private seftor

rights to technical data in certain Department of Energy rese~rch

i
i

Be it enacted by the Senate and House of Representativeslof
I

!
I

/
I,

I

As used in this Act:

"Technical data" means recorded information(1)

DEFINITIONS.SEC. 2.

-~

This Act. may be cited as "The Department of Energy Techn~cal

I
Data Commercialization Act of 1987". I

~

I
I
I

of a scientific or technical nature, regardless of form Jr
J,

the media on which it may be recorded. The term inclUde,

but is not limited to computer software. The term does 10t

include information incidental to contract adminlstratio1'

such as financial, administrative, cost or pricing, or !
. . I

}

management information. I

Department of Energy.

or partnership) to a contract or q~her agreement (not

~inclUdin9 a grant for university research) with t~

·UnlUlited right." means the right .of the-(3)

f
(2) "Contractor" means a party (includ~g a consor~ium

~

i
I
!
I
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Government to U•• , d1.close, reproduce, prepare derivativ~

I

\
~
$
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may designate;

United States; and

Energy under 35 U.S.C. 202(a).

·Secretary· means .the Secretary of Energy.(4)

COST-SHARED CONTRACTS AND OTHER AGREEMENTS.

--,---

the Department of Energy and is not the subject of an

to have or permit others to do so.

which --

I
I
I
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works, distribute copies to the pUblic, and perform publicly
I

and display publicly, -in any manner and for any purpose,!and
t

\
(a) Notwithstanding any other law, the Secretary may petmit

a contractor to establish claim to statutory copyright, sUbjedt
!

to section 4 of this Act, in technical data first produced under
t

a contract or other agreement (not including a grant for I
t

university research) of the Department of Energy for the I
t

performance of applied research, development, or demonstratio~ in
I

I,
t

(1) the contractor furnishes an amount equal to at !
n

least twenty percent (20%) of the cost of the work perforfued

under the agreement or such greater amount as the secreta~y
1
I

(2) the work under the agreement is performed in tht
l:
1
i

(3) the work under the agreement is not in support tf

the weapons related or naval nuclear propulsion programs 1f

t
t

exceptional circumatances determination of the Department!of. . . .." . I

I
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for utilization.

to which the contractor establishes claim to copyright under

because the contractor assignee or exclusive(1)

field of use to a responsible applicant upon terms that are

exclusive licensee of the copyrighted data to grant a.

section 3.

SEC. 4. TERMS AND CONDITIONS OF CONTRACTOR CLAIM TO COPYRIGHT.
i

(a) The Government and others acting on its behalf shalll
I

have a paid-up, nonexclusive, irrevocable, worldwide license tp

reproduce, prepare derivative works, and perform publicly and I
f

display publicly by or on behalf of the Government technical dhta.. I
~

I
1

(b) After a period of time determined by the Secretary, the
l

Government shall have unlimited rights in the technical data i~
~

which the contractor establishes claim to copyright. In I
~

determining the period of time after which the Government has I
. I

unlimited rights, the Secretary shall take into account, amongl
f

other factors, the percentage of cost-sharing by the contractor
!,

and the length of time needed to provide a reasonable incentiv~
f
r

I
(c) The Secretary may require the contractor, assignee, pr

f
t
}

. I
nonexclusive, partially exclusive, or exclusive license in anYl

~
!,

reasonable under the circumstances. If the contractor, assignee,
t

or exclusive licensee fails to grant such a license, the I
W

Secretary may grant the license, if the Secretary determines that
. . Iact10n 1S necessary-- !

f
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I
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to manufacture in the United States or that under the

.... ,.•.,_.
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4(d) of this Act.

exclusive licensee;

copyrighted technical data pertain;

commercially feasible.

I
I

I
t

licensee has not taken, or is not expected to take within
I

the period of time the Secretary determines under section

4(b), effective steps to achieve practical application, fn

the field of use of an item, cOillponent, or process develJped
I

in whole or in part under the contract and to which the I
i
I
~
I

(2) to alleviate health, safety, or energy needs ttat
!

are not reasonably satisfied by the contractor, assigneeI or

~

I
(3) to meet requirements for pUblic use specified by

I
.~

Federal regulations and the requirements are not reasonably
I

satisfied by the contractor, assignee, or exclusive I
I

licensee; I
}

(4) because the contractor, assignees, or exclusivb
i"

licensee are in violation of the requirements of sectionl
!

I
(d) Any product embodying an item or component or produfed

f
through the use of an item, component, or process developed in

I,
whole or in part under the contract, to which the cOPY!ighte4

technical data pertain, and Which is used or sold in the Unit~d
. I

States by the contractor, assignee, or their exclusive licensres

shall be manufactured substantially in the United States unle~s,

in individual cases, the Secretary waives this requirement up~n a
I

showing that reasonable but unsuccessful efforts have been ma~e
}
!,

.1
circumstances domestic =anufacture in the United States is nOf
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REGULATIONS.

WITHHOLDING UNDER FREEDOM OF INFORMATION ACT.5.

section 4(b) of this Act.

SEC. 6.

t

The Secretary may withhold from disclosure to third partles
I

making requests under 5 U.S.C. 5552, technical dat~ in which ~he
{

contractor establishes claim to copyright under section 3 of this
~
I

Act for such reasonable time as the Secretary prescribes unde~

I
I
1

The Secretary shall promulgate regulations to implement }his

Act. At a minimum, these regulations shall set forth the cost
I-

sharing requirements of section 3 (a) (1), the time during whicJh
" I

the Government's right to distribute copies to the public is I
!

restricted under section 4(b), and the licensing requirements!of
I

section 4(c). These regulations also may include limitationslon
I

the use of the authority of section 3 to situations where thel
I

contractor has a commercial position in the technology of thel

contract or agreement or where unlimited rights in technical data
~

are not needed by the Government for competitive procurement,l
f
t

publications, or other public dissemination. Limitations als9
I

may be imposed to comply with international I
!

"agreements. I
SEC. 7. UNLIMITED RIGHTS. I

. I
Except as otherwi •• provided in section 4, the Government

I
shall have unlimited riqhtl in all technical data first produ6ed

I
in the performance of any contract, grant, agreement, I

!
understanding, or other arrangement with or for the benefit Of
the Department of Enerqy. I

I
t

I
I

I
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SEC. 8. PRECEDENCE.

This Act shall take precedence over any other law which

would require a different disposition of rights in technical

and over any future law unless that law specifically provides

that it shall take precedence over this Act.



Department of Energy
Washington, DC 20585

APR 16 1986.
-" ,

Mr. Lawrence Rizzi, Chairman
Civilian Agency Acquisition Council
General Services Administration
18th & F Street, N.W.
Washington, DC 20405

Dear Mr. Rizzi:

As requested at the Civilian Agency Acquisition Council (CMC) meetinq of
April 9, 1986, enclosed is the position of the Subcommittee on Patents,
Data and Copyriqhts concerninq the issues raised by the Department of
Commerce at that meeting. .

The Subcommittee believes that the proposed regulation, as written,
correctly delineates the policies that the civilian agencies and NASA
desire to follow concerning rights in data.

~.~
S~phen D. Mournighanf,JChairman
Subcommittee on Paten~s

Data and Copyriqhts

Enclosure
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Committee Report

-
Proposed Regulation

-~. ,

\

Based on numerous 'comments from universities and the needs and mechanisms

for information dissemination traditionally existing in the academic

community, the draft regulation allows universities to establish claim to

copyright aU,tomatically in data produced under most contracts for basic

or applied research. The basic data rights clause provides that other

contractors shall have the copyright for scientific and technical journal

articles and may obtain this right for all other works if approved by the

Contracting Officer on a case-by-case basis upon request. However,

agencies may adopt an alternate giving all contractors this right

automatically. The regulation also allows agencies with established

distribut;'on programs to eliminate this right for computer software where

it would interfere with established agency distribution programs or other

- .- .._- ..::::'p~::rti~~l:ar:::'rie~ds-fo"r-"'th~:software.- .

When the contractor establishes claim, to copyright, the regulation

provides that the ,Government retains a copyright license. Others,

however, would be required to obtain permission of the contractor in

order to reproduce, prepare derivative works, distribute to the public,

perform publicly or display publicly the copyrighted works, unless by or

on behalf of the Government. In the case of computer software, the

Government's copyright license does not include the right to distribute

to the public.
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Basis for Proposed Regulation

The considerAtions supporting the proposed regulation are basically as
'~

,~.~

follows:

(1) The regulation already incorporates many suggestions by the

Department ~f Commerce favoring private incentives in the treatment of

data rights and responds to comments on the proposed regulation by the

unt'versity community, while allowing agencies to continue to operate

established computer software dissemination programs. In addition to the

policy prescribing copyright automatically for contracts with

universities for basic and applied research, and the option for agencies

to allow all contractors to establish claim to copyright in all data, the

regulation provides (P. 12) that agencies not choosing this option to

grant automat ic copyright to all wi.11 normally grant a contractor I s

request for permission to establish claim.to copyright unless-- (A) the

d'ata consist of a report that represents the official views of the agency

or that the agency is required by statute to prepare; (B) the data are

intended primarily for internal use by the Government; (C) the data are

of the type that the agency itself distributes to the public under an

agency program; (D) the Government determines .that limitation on

'distribution of the data is in the national interest; (E) the Government

determines that the data should be disseminated without restriction.

(2) The regulation recognizes the various requirements for information

dissemination which are set out in various statutes, either applicable to

t;":
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individual agencies.or to all agencies in general. There are a number of

such statutory requirements affecti~g particular agencies and specific

programs whiS~ govern the treatment of data or information. One example
~ .~

of these is Section l07(e) of the Energy Reorganization Act of 1974 (P.

L. 93-438) which provides:

(e) Subject to the provisions of chapter 12 of the
Atomic Energy Act of 1954, as amended (42 U.S.C. 2161-2166),
and other applicable law, the Administrator shall
disseminate scientific, technical,and pract1'Car
lnformation.acquired pursuant to this title through
information programs and other appropriate means, and shall
encourage the dissemination of scientific technical, and
practical information relating to energy so as to enlarge
the fund of such information and to provide that free
interchange of ideas and criticism which is essential to
scientific and industrial progress and public understanding.

An example of statutory requirements for a specific program is
the Solar Heating and Cooling Demonstration Act of 1974 (P.L.
93-409), which contains the following provisions:

DISSEMINATION OF INFORMATION AND OTHER ACTIONS TO PROMOTE
PRACTICAL USE OF SOLAR HEATING AND COOLING TECHNOLOGIES

Sec. l2.(a) The Secretary shall take all possible steps to assure
that full and complete information with respect to the demonstrations and
other activlties conducted under this Act is made available to Federal,
State, and local authorities, the building lndustry and relat~d segments
of the economy, the sClentlflc and technlcal communlty, and the public at
large, both durlnq and after the close of the programs under thlS Act,
wlth the objective of promoting and facilitating to the maximum extent
feasible the early and widespread practical use of solar energy for the
heating and cooling of buildings throughout the United States. In
accordance with regulations prescribed under section 16 such information
shall be disseminated on a coordinat.ed basis by the Secretary, the
Administrator, the Director of the National Bureau of·Standards, the
Director, the Commissioner of the Patent Office, and othe appropriate
Federa.l offi ces and agenc ies,

(c)(l) In carrying out his functions under subsections (a) and (b)
the Secretary, utilizing the capabilities of the National Aeronautics and
Space Administration, the Department of Commerce,and the National
Science Foundation to the maximum extent possible, shall establish and
operate a Solar Heating and Cooling Information Data Bank {herelnafter in
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this subsection referred to as the -bank- for the purpose of collectin
rev ew1ng. process ng an ssem nat ng so ~r eans an coo n¥
informat10n and data in a timely and accurate manner 1n support o~ the
ObJectives of this Act. • _- -

Many civl1fan"ahencies have siml1ar statutory requirements.

Commerce Department Objection

At the April 9. 1986 CAAC meeting. DOC argued that all agencies should be

required to 'use a data rights clause allowing all contractors

automatically to establish claim to copyright in all data (including

computer software) and that agencies should not be permitted to restrict

this right for purposes of agency distribution programs.

When a contractor does establish claim to copyright, distributees (other

than the Government and its contractors) of the copyrighted work may not

reproduce, prepare derivative works, distribute copies to the public,

perform publicly, or display publicly the work without permission of the

cooyright owner (sec. 17 U.S.C. 106). This restriction, in many cases,

limits the usefulness of data developed under civilian agency contracts,
l -

and inhibits. to some 'extent the further expansion by distributees of the

technology, in that they must secure permission of the contractor who

copyrighted the data before distributing it for further scientific

purposes; such permission mayor may not be given; and may not be free.

Congress has clearly mandated in various laws a policy of wide

dissemination of data resulting from many civilian agency contracts. The

proposed regulation reflects that policy. There is no such legal basis.

('..-
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however. for placing any limits on the use of data by granting of

~ copyright to all contractors. and thus leaving the decision concerning.
availabili~y of data up to the contractor. Thus. the choice was made by

-~ •
the Subcommittee,to allow as open public dissemination as possible.

By allowing agencies to either grant copyright on a case-by-case basis •

or to use Alternate IV granting automatic copyright for all contracts.

each agency is allowed to ascertain its legal requirements. and act

accordingly. In such cases. either the agency. or the individual

contracting officer, will make a positive decision, the result of which

will be to limit the availability of computer software, and the ability

of the public to use technical data. To make the decision for the

in the proposed regulation could institutionalize such restrictions

regardless of the individual statutory provisions governing such agencies

Contracting Officer approval of contractor requests for permission to

establish claim to copyright helps to clarify the rights of the parties

and of the public with respect to data, Prior to the 1976 Copyright Act,

Federal copyright law was limited to published works and generally

required a copyright notice which served as an indication to the

Government and the public that a claim of copyright had been asserted by

the contractor. Under the new copyright law, copyright protection

subsists upon fixation of the work, applies to both unpublished and

published works, and a notice is not necessarily required. in order to

maintain copyright protection in a pUblished work. Hence, under the new

law it is difficult for the Government and the public to be aware of the
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contractor's intent to copyright works developed under Government

contracts and thus the extent of their rights in the works. Whiie these

regulatio~s can require a copyright notice to be placed on copyrighted'
-~ . .

~ '~

works, the effect of not complying with such a regulation is not clear

and may vary depending on whether the work is required to be or in fact

is delivered to the Government. In addition, Contracting Officer

aporoval serves as a checkpoint in those instances where the automatic

grant of copyright may not be appropriate, as, for example, where the

agency is to disseminate the works itself. This further clouds the

public's rights to taxpayer developed data should automatic copyright for

all be granted.

DOC cited the DOD treatment of copyright policy as more traditional. The

DOD data regulations reserve a license for the Government to reproduce,

use, etc. all copyrighted data and to authorize others to do so. This

license enables the Government to destroy any exclusivity created by the

Copyright. While the DOD policy obviates most problems associated with

copyright of data, it ;renders the question largely moot by destroying the

value of the copyright. The DOD approach would not likely be favored by

any contractor interested in establishing claim to copyright, and would

take back something which we are about to give universities and colleges.

DOC raised the question why other contractors are not treated the same as

educational institutions and small businesses engaged in the Small

Business Innovative Research (SBIR) program. The policy for universities

performing basic and applied research on their campuses is'mainly
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supported by the traditional mechanisms and practices favoring

publication ancl'dissemination of information for which the academic.
community:tt.•known. as well as the fact that many comments were received

'. ",.
from the university community supporting this poltcy. The policy for

SBIR program is based on special statutory authority for a unique

to provide limited support to selected small businesses pursuing high

technology projects. It is a small program separate from agency mission

R&D and is subject to particular data rights provisions in its

authorizing law•. Few, if any, small businesses requested that the

regulation's copyright policy be changed. The only strong views on

changing the copyright policy for other contractors were expressed by an

individual from the Commerce Department who took issue with the proposed

regulation at the April 9, 1986 CAC meeting.

Applicability of A-130

Contrary to the Department of Commerce assertions that OMB Circular A-130

encourages government; agencies to contract out information and

dissemination activities, the following references indicate quite the

opposite.

Para. 7C: "The free flow of information from the government to its

citizens is essential."

Para. 7G: • •••The public's right to access to government information

must be protected in the management of federal information resources."



;:,\

8

Para. 71: -The open and efficfent exchange of government S&T information

• • • fosters excellence.

-"
"

• • •

A-130 is a comprehensive rewrftingof four previous OMS cfrculars. whfch

have been combined fnto thfs one circular. The pol fey of A-130 concerns

management of fnformation and states that such management of fnformatfon

should be done fn the most efffcient manner. But clearly. A-130 does not

forbid agency distributfon of data; ftprovides gufdance on how such data

should be distributed. leaving the decision to the agency. It also very

clearly describes a policy of making information openly available to the

public. Therefore, activities such as NTIS certainly fall within the

policy guidance of A-130, and provide a valid method for agency

dissemination of data. A-130 has nothing to do with copyright and the

rights of the Government and contractors to data; this Regulation

therefore does not contravene A-130 in any way, and does not prescribe

any policy concerning dissemination of data.

Cabinet Counci 1 Minutes,'

The confidential minutes of an Economic Policy Council meeting were cited

by DOC as a reason for opposing the proposed regulation on the basis that

the Council agreed in concePt to having OMB develop a uniform policy

allowing all contractors ownership of software. engineering drawings. and

other technical data in exchange for royalty-free use by the Government.

_Ji
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While this paper refers to ownership in the context of the February 1983

Presidential Memorandum on patent po~'icy, and does not mention.
copyrights,.:if and when OMS develops such a policy, the FAR can be

-~ ."

amended to implement it, i~ necessary. ·At present, no such activity is

bein~ undertaken, and no agreement on a policy has been made by anyone.

A Government-wide data regulation is needed now, however, to implement P.,

L. 98-577.

!
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GOVERNMENT POLICY ON THE OWNERSHIP OF TECHNICAL INFORMATtON

1
oII!eJ j /"1-0 It, J.e-j

.we tee extent peuniLLed by law, agency policy with

2 respect to the ownership of technical information that

ok
3

4

5

6

has been developed wholly or partially at government

expense shal~ provide for contractor, sUb-contractor,
t N c-I v <4 ,,4'J CdjD'1 I1" 'j? I-

grantee ownership. Such ownership of technical
A.

information shall be sUbject to the government's right

7 to use it on a non-exclusive, royalty-free basis. For

purposes of this policy, technical information means8

9 engineering drawings or other data relating to
I

productsI
10 or processes, semi-conductor mask works, computer

11 software, and software documentation.

f,'ct'N) e
12 An agency shall expand its ~i§ets to use technical

13 information beyond the specific application for which

14 the information was developed only to the extent

,.i,

L
ior the

i~ed follow-on /1
t
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In such cases,
f,' cew f c

agency shall specify these B···~·---' -._~~- -----..,.,
pricing for their acquisition.

f\

agency ~ay need to) acquirer(theJ

required to perform agency missions.

purpose of promoting

procurements)

20

21

18

and require separa~
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~leJL.a purchasing
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19 ~rlghts to dlssemlnate
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16
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DRAFT

GOVERNMENT POLICY ON THE OWNERSHIP OF TECHNICAL

1 To the extent permitted by law, agency policy with

2 respect to the ownership of technical information that

3 has been developed wholly or partially at government

4 expense shall provide for contractor, sUb-contractor,

5 grantee ownership. Such ownership of technical

6 information shall be subject to the government's right

7 to use it on a non-exclusive, royalty-free basis. For

8 purposes of this policy, technical information means

9 engineering drawings or other data relating to

10 or processes, semi-conductor mask works, computer

11 software, and software documentation.

12 An agency shall expand its rights to use technical

13 information beyond the specific application for which

14 the information was developed only to the extent

15 required to perform agency missions. In such cases,

16 agency shall specify these additional rights narrowly

17 and require separate pricing for their acquisition.

18 example, a purchasing agency may need to acquire the

19 rights to disseminate technical information for the

20 purpose of promoting competition in related follow-on

21 procurements.



22 Nothing in this policy is intended to preclude placing

23 limitations on the access to, or on the use of,

24 technical information classified for reasons of

25 security or under other authorities.



Background Paper

}
I
t

~

GOVERNMENT POLICY ON THE OWNERSHIP OF TECHNICAL INFORMATIOf

\
f

In January 1986 the Economic Policy Council (EPC) asked OMB tq
develop a uniform policy allowing all contractors ownership o~
technical information in exchange for royalty-free use by the \
government. The EPC meeting was devoted to improving protecti~n
for intellectual property rights and increasing U.S. inter- \
national competitiveness. The attached draft policy statement;
answers the EPC request. It is expressly designed to stimulat~

discussion and comment, and to encourage the submission of harq
evidence that sUbstantiates the alleged budgetary and economic;
impacts of various policy alternatives. Following EPC agreem~nt

on a final policy, the Federal Acquisition Regulation will \
require revision to implement the policy. l
Technical information or technical data includes engineering \
drawings or other data related to products Or processes,
semiconductor mask works, computer software and software
documentation. Ownership of technical information can affect
procurement costs, participation in bids for sales, the ability
to protect sensitive technology, the commercial exploitation of ,
new technology, and the climate for scientific innovation. While
many issues in technical data policy are similar to those faced
in making government patent policy, there are two significant
differences. First, timely access to previously unreleased
proprietary technical information can be much more valuable in
the short run than a patent or patent license. Second,
government rights in technical data are essential to promote
competition in procurements.

Existing policy has evolved piecemeal. Since at least 1972, the
Executive Branch has attempted without success to develop a
uniform data rights policy. Meanwhile, Congress has enacted
several policy-creating statutes. Public Law 98-577 (41 U.S.C.
418a), the Small Business and Federal Competition Enhancement Act
of 1984, and, most recently, Public Law 99-661 (10 U.S.C. 2320),
the National Defense Authorization Act for FY 1987, define
policies to be followed in the government-wide Federal
Acquisition Regulation (FAR). Although the FAR contains a brief
statement of policy (48 CFR 27.401), current practice is defined
in a mUltiplicity of agency regulations which reflect years of
agency procurement and grant-making experience. Civilian agency
regulations generally favor contractor ownership of technical
information in exchange for a license for use within the

Policy History

)'

I:
\'
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government. At the time they were written, however,
information was not the issue that rapid advances in
and biotechnology have made of it.

t
In late 1983, because of concerns about patents, proposed F~

patent and data rights rules were withdrawn at the request pf the
Vice President. The action reflected OMB's urging and I
congressional concern that the rules were inconsistent wit~ the
February 1983 Presidential MemOrandum on Government Patent i
Policy. Proposed revisions to civilian agency (FAR) and De~ense

FAR Supplement (DFARS) technical data rules were again pUbl~shed
in the fall of 1985. Private sector critics charged that, while. • . r
procurement reform statutes were wr~tten to encourage the u~e of
technical data to enhance competition in government procure~ents,
the 1985 proposed implementing rules went beyond congressiopal
intent in acquiring rights for the government. Echoing thi~

criticism, the FY 1987 Defense authorization provisions att~mpt
to restore "the delicate balancing of interests between thei
government's need to acquire the right to release technicall data
to ensure competition and the contractor's interest in pres~rving

valuable property rights in data on products that they deve~op at
their own expense." .r

I
.~

The final report of the President's Blue Ribbon Commission ~n
Defense Management (Packard Commission) suggests, and the 1p87
Defense authorization requires special provisions for owner~hip

and use based on the source of funding. These provisions: I
t

permit the government to exercise unlimited rights in d~ta
developed entirely at government expense, suggest caseslwhere
more limited rights are appropriate, and, in the statutb, .
allow the Secretary of Defense discretion to define the!
extent of the government's license; i

I
permit a contractor to limit the government's rights inl data
developed exclusively at private expense; and i

f
require that rights be negotiated in data developed witr
mixed funding. i

f

Extensively revised versions of last fall's technical data I
provisions are nearing completion in the Civilian and Defen~e

Acquisition Councils. The Defense provisions will incorpor~te

these distinctions. i
I

Draft Policy Statement
I

vigorous scientific research and technology development are!
fundamental to u.S. economic and military security. In add~tion
to providing almost half of the money spent annually on u.sl
research and development, the Federal Government has supported
innovation in the recent past by guaranteeing to inventing I
organizations the titles to inventions made with Federal support,

f .

I
I

_.J
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1
sUbject to license rights in the government. I

I
The statement extends policies contained in the presidenti~l
Memorandum on Government Patent Policy of February IS, 19Sj, to
software and other technical information. At the same tim~ it
recognizes the legitimate requirements of agencies to obtaln the
rights to the taxpayer-funded technical information they n~ed to
perform their missions and to lower procurement costs. I

i
The statement is consistent with OMB circular No. A-130, !
"Management of Federal Information Resources." It recogni~es
that government information is a valuable national resourc~, and
cautions agencies to limit their collection and disseminat~on of

• . • . o-j

~nformat~on to that necessary for proper performance of ag~ncy

functions. I
Finally, the policy statement requires that encouraging I
contractor ownership of technical information be done in alway
that is consistent with the proper and appropriate adminis~ration
of existing national security classification systems, and ~ith
other authorities for restricting access to technical info~ation
for reasons of national security. I

Extent of the government's royalty-free license.1.

Issues . I
aft policy statement allows private ownership of tec~nical

information developed wholly or partially at government e~ense,

subject to royalty free use by the government. This sectiqn of
the background paper addresses several issues regarding th~

'. " . 1extent of the government's r~ghts ~n techn~cal data. We e~ect

that agency staffs will raise additional issues to the wor~ing

Group and that these comments will be discussed and forwarded to
OMB to be worked into a final policy. I

1

j

The conditions under which the government may use, modify, ~r
disseminate technical information for pUblic purposes beyorid the
specific application for which the information was develop~d is
the key issue in formulating a technical data policy. Ther,~ are
five main consequences to retaining in the government broa~
rights in technical data. Broad government rights:

competitiveo

o

enhance the government's ability to obtain
procurements;

may cost more to acquire initially, but save the
money downstream;

Igovernment

l
o encourage the free flow of scientific information;

o decrease private incentives to fund innovation;

f
___~_._~_'~ __.' ~_-- .~---- .. L _
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o decrease private incentives to fund commercial develop~ent.

Formulation ofa uniform, government-wide policy that balaJces
increased incentives for innovation with efficient procure~ent

practice is further complicated by differing civilian and .
defense-related data environments. Civilian agency-sponsoted R&D
often results in products or processes for which there is 4
substantial potential commercial market (e.g., biotechnology),
and for which the government has little interest in large-~cale

later procurements. Defense R&D also produces commercial •
spin-offs, but Defense data requirements grow out of the n~ed to
obtain competitive procurements of products initially deve~oped

with substantial government sponsorship.

As drafted, the policy statement reflects OMB's position tqat the
most cost-effective way to manage the government's use of ,
technical data is to favor the automatic acquisition of only the
most limited rights. Additional rights; and their costs, ~re to
be specified separately as required. At present the gover~ment

routinely and automatically acquires rights to modify techqical
data and to disseminate them outside 'the government. Thusithe
price the government pays for technical data reflects cont~actor

hedging against the risk that the government will modify fqr its
own use, and/or disseminate, the data to its competitors. iSuch
modification or dissemination will reduce the contractor's [return
On the data to less than that possible had it retained exc~usive

ability to develop and market the data.

On the other hand, the government has a limited ability to!make
full use of the broad rights it routinely requires. The •
government's inability even to catalog, much less exploit, .the
vast amount of technical data in its possession is probabl~

reflected in discounted prices for data rights. The highl~

competitive nature of R&D contracting serves further to lo~er the
price of retaining broad rights in the government. Furthe~ore,

proponents of retaining broad rights to disseminate techniqal
data for the purpose of promoting competition in governmen~

procurement argue that contracting officers will rarely be .able
to predict all the rights the government may need in the f~ture.

The draft policy statement reflects OMB's preliminary posi~ion
that automatic retention of rights in the government creat~s
disincentives both to the efficient management of the ;
government's technical data and to energetic innovation frqm and
commercialization of the results of efforts funded in whol~ or in
part with pUblic funds.

2. "wholly or partially at Government expense" - line 3

As noted above, the Packard Commission and recent Defense-~elated
legislation contain provisions permitting the government
unlimited rights in data developed wholly at government ex~nse.
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OMB recognizes that its identical treatment of wholly and I
partially funded data in the draft policy is potentially al
contentious issue. The draft is expressly designed to ge~erate
comments, and hard evidence to support those comments, on ~he
budgetary and economic effect of limits on the government's
rights in data. The market mechanisms outlined in the prepious
discussion will operate however the government participate~ in
funding the data's development. In addition, the paperwor~

burden on contractors resulting from the reporting and !
recordkeeping required to substantiate the data's funding pistory
can be reduced by uniform treatment. Finally, as noted ab~ve,
the draft policy allows agencies to specify and acquire th~
rights they actually need to perform their missions. '

3. "computer softw~re" - line 10

Software is different from much of the other technical . 1
information the government acquires to support its mainte~ance,
quality assurance, and competition requirements. While m~st data
are incidental to or supportive of the use of an end item,!
software is itself a tool, an end item that is procured f9r its
value to do work. Furthermore, it is readily copyable, a~p a
copy has the potential to serve as an equally effective t~ol for
someone else. i

Under existing practice the government typically acquires .
unlimited rights to copy and modify computer software tha~ is
developed wholly or partially at government expense. (Commercial
products developed wholly at private expense, such as Lotus
1-2-3, are outside the scope of the draft policy.) While ~he
National Technical Information Service (NTIS) operates a ~oftware
exchange program to facilitate inter-agency sharing, agenq,ies
only occasionally use this program, often because the software
available has been custom designed for a very specific I
application. NTIS makes federally-funded software availaqle to
the public as well. As drafted, the policy would allow r9utine
sharing of such software within the government and routin~ pUblic
distribution only if the software development contract .
specifically provides for it.

f
Even more than with other types of data, the present polic~ of
acquiring the rights to copy and use software within the I
government may increase the cost of software developed foti a
single application. This increase will depend on the I
contractor's perception of the software's commercial poten~ial.
At a minimum, the contractor will be more likely to invest! the
private funds necessary to turn an agency-funded software ~esign
into a generic package with wider usefulness if the softwa~e has
not already been disseminated throughout the government. i

t
4. Should the policy specifically address the rights offpreign
contractors to data produced under U.S. government grants pr
contracts? I

f
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f,
The policy statement was one of several initiatives taken ~y the
EPC at a meeting dedicated to improving u.s. international)
competitiveness. For example, in another initiative the E~C

recommended legislation to streamline procedures for compa~ies to
obtain relief from violations of u.s. intellectual property
rights by U.S. trading partnets. I

I
Allowing foreign ownership in this policy statement may suggest
that the government is taxing citizens only to leave to it~
international competitors the rights to Wholly or partialIt
tax-funded R&D. On the other hand if foreign ownership islnot
'included, the policy may undercut free trade initiatives like the
recently signed semi-conductor agreement with Japan, whichJallows
U.S.-owned firms in Japan to participate in Japanese R&D I
contracts on an equal footing with Japanese firms. I
Foreign contractors are covered in the current draft. As ~n

option, the policy could be limited either by stating thatlit
applies only to domestic firms, or, by separate action. '

_~_.~.L0



2 June 1987--Version--D

DRr\H

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20
21

22

23
24

25

26

27

28
29

j

GOVERNMENT POLICY STATEMENT ON TECHNICAL DATA
!

AND COMPUTER SOFrWARE

.~

The following statement of Government policy is provided for use biY

the acquisition agencies in developing uniform coverage for rights In

technical data and computer software for the Federal Acquisition

Regulations System.

1. General.

It is necessary for Government departments and agencies, in I
i

order to carry out their diverse missions and programs, to acquire or
t

obtain access to many kinds of technical data developed under or used

in performing their contracts and grants. Such technical data may~e
I

needed in order to obtain competition among suppliers; to meet '

acquisition needs; to ensure logistical support; tofulfill certain

responsibilities for disseminating and publishing the results of i

research, development, and demonstration activities; and to meet !I

other programmatic and statutory requirements. The Government!.

also frequently needs to ensure ready access to the best available I
I

technologies and to encourage its contractors to use private Initiative

and resources to satisfy Government needs, The specific needs of th~
I

Government for technical data and the right to use the data or !
!

authorize others to use the data on the Government's behalf are i
dependent upon and must be tailored to each department's or agency's
missions and programs. ' i

At the same time, it is recognized that contractors have a valid

economic interest and a property right in technical data resulting

from private development. The protection from unauthorized use,

duplication, or disclosure ofsuch data is required in order to preclude

the compromise of such economic interests and property rights whi4

could jeopardize the contractor's commercial position, and impair th~

Government's future ability to obtain access to, or use of, such data. I
;
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Protecting such data is necessary to encourage qualified contractors to
t

participate.in Government programs.,

An important purpose offederal support for research and

development is to develop the science and technology base needed (or a
'~

strong national defense, for the international competitiveness of i,
I

domestic industry, for the health and well-being of U.S. citizens, arid

for a healthy U.S. economy. To this end, commercial use of

technologies developed under Government contracts should be

encouraged. Departments or agencies, may grant developing

contractors, where appropriate, some form of exclusivity to use

technical data for commercial market purposes. ,
I

Thus the regulations regarding the acquisition of technical data

and rights in technical data should strike a balance between agency

programmatic mission needs, statutory requirements, full and open

competition in Government procurement, a contractor's legitimate I
proprietary interests in protecting investment, and the enhancement

• . j

of commercial use of Federally supported research and development.
i'

In summary, the Federal Government's policy regarding technical I
data is to ensure that nationalinterests are fully served by: '1,

(i) Assuring that agencies acquire only such technical data a4d
rights in the data as are needed to fulfill their missions. '

(ii) Encouraging private development and the use of the best

available technologies to satisfy the Government's needs by

protecting technology developed at private expense. ,

(iii) Encouraging broad participation by qualified commercial],
concerns in Government programs.

(iv) Encouraging Government contractors to commercialize

technologies developed under their contracts.

(v) Enabling agencies to provide for the appropriate

dissemination and beneficial useof the technology resulting

from Government funding.

The specific factors set forth in paragraphs 2 and 3 below are to be

used as a guide.
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2. Rights in Technical Data. I.
I

a. As to data resulting exclusively from private investment, ~

contractor's legitimate proprietary interest will be protected I

consistent with statutory requirements. The delivery of such data I!
t

should be under agreement (reflected in express contract provisions)
}

limiting or restricting its disclosure outside the Government excepts
where permitted by statute so as not to compromise a contractor's!

j
property rights or economic interest in the data. A contractor may not- . ... . .. I
be required to provide such data with unlimited rights, or to sell or i,

otherwise relinquish any rights in data provided by statute 111 li..f'''''.!.
1 ights as a condition for award of a contract.

b. As to data resulting partially from private expense and .

partially from Federal funding, particular care must be given to thJ
i:

contractor's property rights and economic interests therein, Ifthei

contractor has or will contribute substantially to the development of

an item, component or process, or if the contract involves co-sponsored
research and development and the contractor is required to make I

substantial contributions, the agency may, consistent with statutory

requirements, agree to restrict disclosure commercially valuable

technical data resulting from such development provided the agency
t

obtains a royalty-free license to use or to release the data outside th~

Government for Government purposes (including competitive

reprocurement). In deciding the rights to be obtained in such data, the
•

purpose of the contract, agency needs and statutory requirements, and
t .

the relative contributions of the contractor and the agency shall be

considered.

c. As to technical data resulting wholly from Government

funding, an agency may either obtain such data with unlimited righits

(Le., without liUliLatiull 011 its disclosUI e and aseh) Ule 00ve1 IlIIlen~;
or may agree to restrict distribution or disclosure (as appropriate) or!

I

commercially valuable technical data resulting from such

development provided the agency obtains royalty-free license to

release the data outside the Government for Government purposes

----------~-~~~
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(including competitive reprocurement rights). In determining whiph

approach to take, consideration must be given to an agency's

programmatic and missions needs, competition, as well as an agen{y's

and applicable statutory requirements (such as those regarding th~

availability ofthe results of its activities). Nunnally, i If an agency

has established a program for the dissemination of information

concerning its activities and the results thereof, or has statutory ..
f

requirements to do so, the agency may be i eqail ed tu obtain unlimited

rights to technical data resulting wholly from Government funding.

When an agency acquires unlimited rights, limitations and

restrictions should not be imposed on the contractor's right to also use

and disclose the data for its own purposes unless required by Federal

export control laws, regulations, and policies, or for national security

reasons.

If an agency has no established programs or statutory

requirements regarding the dissemination ofthe results ofits

activities, in appropriate cases, it may enable a contractor to retain t
some exclusive commercial rights in technical data for the purpose qf
commercialization. This may be accomplished by permitting

contractors to establish exclusive commercial copyright to the data, l
with limitations on the Government's own publication and public

distribution of the data, but otherwise subject to a royalty-free license

by or on behalfofthe Government for Government purposes

(including competitive reprocurement purposes). Alternatively, such

exclusive commercial rights may be granted by the agency agreeingito

limit its disclosure and use of the data to a royalty-free license for toi
Government purposes (including competitive reprocurement of the

item, component or process to which the data pertains). When so

limited, the data may be released outside the Government only under

agreement obligating the recipient to maintain the data in confidence

and restricting its use for to Government purposes. In addition, any t.

such exclusive commercial rights may be made subject to time

limitations or termination rights in the Government, consistent wit4

.~-_._--....~~- ". ,"._--~----------~~~,..--
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the Government's need and the contractor's commercial objectivesjin

order to assure that the data is not suppressed or abandoned. Agencies
1

may also obtain royalty payments based on commercial sales of the

item, component, or process to .:.vhich the data pertains when I
considered appropriate.

3. Computer Software. .

In many cases, the same basic principles set forth in paragraphs

1 and 2 with respect to technical and other data also apply to computer

software. However, since computer software is also an end item I
deliverabl~ in itself, particular care should be taken in specifying I
agency needs for computer software and assuring that it is to be

furnished, with attendant rights regarding its use and disclosure, t6,
enable the purposes for which the software is being acquired to be I
carried out. This includes identification prior to contract, to the extent

feasible, of computer software developed at private expense which :
i

may be needed to fulfill contractual requirements so that delivery of

the software with adequate rights can be assured. In addition, in ,

recognition of standard commercial practices regarding the vendin~of
1

computer software, agencies should restrict the use and disclosure of
l.

privately developed software to specified sites, locations, or designated

computers within the Government or of those acting on behalfofth~
Government, consistent with the purposes for which the software isl

being acquired. Rights to computer software partially or fully fund~d
t

by the Government should be treated in a manner consistent with I
paragraph 2, except that where there has been substantial private I

\
funding in addition to Government funding, the Government's license

rights may be limited to specific sites, locations or designated

computers.
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June 12, 1987

TO: AIPLA --
Government Intellectual Property PolicyComm.

Subsidiary of GM HUghr Electronics

I
The Procurement Round Table has issued a Report dated March ~,
1987, Proprietary Rights in the Competitive Era. The PRT Report was
authored by Prof. Ralph Nash, Jr. of George Washington Unive~sity.

It recommends a dramatic simplification of the technical dat~

rights regulations of the Government, and it may receive wid~
attention. !

t
The Procurement Round Table is a Washington, D;C. non-profit ~roup

whose Board is largely composed of prestigious names in Goverpment
procurement, most of whom formerly held high Government posi~ions

in the field of procurement.

The Report sets up the following three policy goals:

csh/bs
Enclosures: 1. PRT Report

2. Anqlysis by C. S. Haughey

,-~=,-~~----~

I

Corporate Offices: 7200 4UgheS Terrace
PO Box 45066, Los Ani/Gles O'f. 90045-00661213) 568-7200 ~

i J



ANALYSIS OF THE PRT REPORT, MARCH 5, 1987
PROPRIETARY RIGHTS IN THE COMPETITIVE ERA

SUMMARY

The PRT Report cites several policy goals, but does not
include as a goal the adequate protection of privately
developed technology in the Government market. It proposes
mandatory licensing for all Government procurement,
commercial rights to contractors, regardless whether the
and processes so licensed have been developed at private
expense, Government expense or with mixed funding.

This is a dangerous poli£y because it does not allow sales
the Government without licensing privately developed
technology to others for use in Government contract work. It
thus promotes technical leveling, and removes much incentive
to develop items and processes for Government application,
to sell to the Government commerciallv valuable
is doubtful if Congress and public interest groups would
the policy for much Government funded development, thus
removing the incentive for private developers to accept the
policy.

Many other features of the Report are very good: the
historical review, and the recommendations for Direct
Licensing, a single Government-wide regulation, guidance in
the FAR for techniques for obtaining competition, and the
for a separate regulation on computer software.

HISTORY

The PRT Report reviews technical data rights policy
and notes the success of the balanced policy from 1964 to
early 1980's, when the delicate balance of technical data
rights collapsed under the pressure for competition and the
adverse publicity in spares procurement. The Competition in
Contracting Act of 1984 and many objectionable special data
right~ clauses resblted.Industry turned to Congress for
relief, and the FY 85 and FY 87 Defense Authorization Acts
mandated changes, primarily in 10 U.S.C. 2320 and 2321. The
result was the new Technical Data Rights provisions in the
Defense FAR Supplement, noted in the Report, but not yet in
final form when this Report was released. .



BASIC POLICY GOALS

The PRT Report states three policy goals for a new policy:

1. Provide the benefits of competition.

Six ways are suggested to provide competition in
manufacture, with the objective of precluding sole
source in long-term manufacture: competitive
copying, use of form, fit and function specifica
tions, licensing, leader-follower, specific acqui
sition (of data rights), and reverse engineering.

The benefits of competition in ideas, and in
private development, seem to have been overlooked
in assuring competition in manufacture.

2. Protect proprietary rights.

The goal of protecting proprietary rights of
contractors is stated to be equally important to
the goal of competition. Proprietary rights as
used here means only the commercial,
market.

The PRT Report assumes that protection of the
commercial (non-Government) market of the
is all that is needed to protect the proprietary
rights of the developer. The Government market
is not included as an area for protection of
privately developed technology.

It is also assumed that an agreement to protect
data from unauthorized use or disclosure is
adequate protection. The Report recommends Direct
Licensing, but overlooks the lack of effective
procedures to enforce these agreements where the
Government makes the agreement directly with the
supplier and will not take responsibility for
compliance with the agreement.

The Packard Commission Report is quoted to warn
against demands for unlimited rights as a.
of Government contract, suggesting that the
Government accept lessor rights such as directed
licensing, and to encourage mixed funding of
development to support the idea of Government
Purpose.License Rights (GPLR), reserving the
commercial market to the contractor who
to the· development. The Packard Commission Report
would allow private developers the right to not
license the Government or competitors, and also
right to not deliver detailed technical data, thus
retaining the ability to negotiate reasonable

2



compensation for use of proprietary technology by
others. This the PRT Report does not do.

In 10 U.S.C.2320, Congress also pteserves to the
private developer the right to not deliver detailed
technical data useful. for reptocurement from
others, and retains for such contractors the right
to not license.while advising the DoD 'that it has
many ways to seek competition without destroying a
developer's intellectual property rights.

There is no intent in this policy goal to protect
privately developed technology from delivery to the
Government or from competitive use in Government
procurement. This goal needs restatement, or a new
goal is needed, to balance the interests of
innovative contractors with those of""the Government

3. Simplicity.

Simplicity of regulations and contract clauses is
given equal importance to the goals of competitive
procurement and protection (?) of proprietary
rights. To attain simplicity, the PRT Report would
elimin~te:

a) flexibiEty ,

b) protection of the Government market
for privately developed items, and

c) authority to compromise by withholding
manufacturing capability from competitors
or the right of the Government to have
others use the developer's data for
manufacture.

The Basic Policy Goals are t.ho s ao f the Government in
providing for its objective of competitive procurement.
There is a lack of balance of attention to the need for
incentives for the innovative companies to develop technology
for, and to do business 'with, the Government.

THE PROPOSED NEW POLICY

1. Issue a ~ingle regulation.
. ,

Agree. We much need consistent definitions
uniformly used by all services, and a selection of
standard clauses to accomplish approved purposes.
Also recommended,isguidance in the FAR on ways to
obtain compe t Ltion&i t.hou t v i.oLati i.nq proprietary
rights, but the Report'defiries'proprietary rights
too restrictively (see comments on policy goal,
Protect Proprietary Rights).

3
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2. Separating Technical Data From Computer Software.

Agree. There are differences on the detailed
mentation of this recommendation, even between this
PRT Report and that of the Packard Commission. The
Defense FAR Council is now working on that project,
promising to complete it by summer's end, and we
plan detailed comments through CODSIA (Council of
Space and Defense Industries Associations) at that
time.

3. Protecting Commercial Rights in Technical Data.

The PRT Report recognizes that technical data
generated under a contract may contain valuable
trade secrets, and the requirement to deliver such
data with unlimited rights destroys trade secrets
which may be valuable in the market place. For
this category, Government Purpose License Rights
(GPLR) is recommended as a new category of rights
to preserve the trade secret for commercial
purposes while giving the Government a license for
competitive procurement.

This report requires such GPLR for data generated
under a Government contract without regard to
whether it discloses a privately developed item or
process. The category of "limited rights" is to
eliminated, and the category of "unlimited rights"
is to be used in "march-in" situations like
those in the present patent policy and also where
necessary to achieve competition in Government
contracting.

It is doubtful if Congress and public interest
groups would allow technology developed under
Government contracts, especially in non-military
areas, to remain trade secrets of the developer to
give it control of the commercial market, in which
case the quid pro quo for the release of control
the Government market for private developments
would be mostly lost.

If only ,the limited rights status of privately
developed technology were retained, these
recommendations would have considerable merit.
Sacrifice of limited rights to the Government's
desires for competition in every case will
some budgets for IR&D in areas of special
the Government, and may also discourage sales of
privately developed technology and products to the
Government.

4

~f.



The PRT Report notes the new DFARS technical data 1
regulations in this area, objecting to applying thel
GPLR policy only where over 50% of the development lS
funded by the contractor.

We heartily agree, and CODSIA has so noted.
,I

The Report also notes that the DFARS adopts the most
difficult technique of licensing (the Government i
sublicense) as the standard technique, relegating t~e
preferable technique, Direct Licensing, to a '
subsidiary role.

Again, we and CODSIAagree heartily.

Compensation for Licensing of Competitors.4 .
I

The Report cites difficulties in setting compensati9n
rates for licensing, and recommends licensing for I
successful completion of a development effort witho~t
regard to the source of funding of the development'j

s
This could very well be a wise suggestion for mixed I
funding developments and those funded by the I
Government, avoiding much controversy and providing I
needed incentive for accepting Government development

f
contracts. Rates between 1% and 5% are recommended,1
which may be too low at the high end. It would be an
inappropriate basis for licensing privately develop~d

technology. I

5.
. I

Controlling the Techniques Used to Obtain Competit~on.

I
Guidance is recommended on use of techniques to plap
for competitive procurement, and the statement is m~de
that two techniques should be banned: i

a) Placing a time limit on limited rights and
]

b) Requiring a contractor to sell unlimited right~
in data delivered under a contract.

Agree.

PARALLEL TO PATENT POLICY

The essential proposal of the Report is said to be based on
adopting the philosophy of the Government's patent policy, I
retention of commercial rights in data for technology developed
under contract £nexchange for a license to the Government. It
also adds:

5
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technology,

!
developed

to the
rather

A mandatory license to privately
and
Royalty compensation
contract performance

1.

2. developer based on
than on source of'fundi~g.

!
j

The Government's patent policy does not apply to inventions m~de

at private expense, and the ideas of the covered patents are I
published for others to see and build upon. The policy of thel
PRT Report does cover privately developed technology, and it I
keeps the technology secret outside of Government contract wqrk.

SUMMARY OF REQUIRED ACTIONS

1 • Have Congress adopt statute for a single Data
regulation in the FAR, not split with the DFARS.

2 .

,
Agree, with the reservation that some clauses wouldlbe
required for (the DoD and others) developing for i
Government procurement or to satisfy product needs,l
and other clauses would be required where extending,
public knowledge was the main objective. I
write the FAR with separate guidance for technical I
data (including computer data bases) and for comput~r

programs and documentation of the programs. '

Agree, with some reservations on the problem of
data bases and the need to protect private collec
tions of otherwise publicly available data;

3 .
~

Give the Government a right to direct a contractor~o
license privately owned technical data for competit~ve

Government procurement.

Disagree. Industry must have the right to say no i~
order to negotiate reasonable compensation, and in ikey
technology, the right to refuse to license until I
ready. It is doubtful that there will be many r e f useLs
-- so far there have been none at Hughes when we ari'e
allowed to select the licensee and to negotiate th~

terms of the license (subject, in both cases, to t~e
reasonable approval of the Government). i

f
4. Include in the FAR guidance on computation of

royalties (for licensed use of-GPLR data).

Agree, and include also guidance"on reasonable
approvals in Direct Licensing.

r
Charles S. Haug~ey

June 12 , 1987

~6

Include in the FAR guidance on techniques for
obtaining competition without violating proprietar~
rights, and ban arbitrary time limits on proprie- I
tary rights and also ban solicitation of prices fo~

giving up all proprietary rights. I
Agree, with the understanding that proprietary rig~ts
include the Government market. I

5.

c.. ______________________________n ---'"
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The PRT isa non-profit corporation
purpose is to inform the public
and the congress about the Federal
procurement process, to study and
report on procurement issues, and to
make recommendations for improvement '
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HISTORICAL BACKGROUND

In the 1950s the Department of Defense was the fi~st agency
to recognize the need for a contractual policy on prop~ietary

rights. Initially, it promulgated a policy permittingfc
contractors to protect such rights by not delivering p~oprietary

data relating to Government,products. While this poliqy has been
successfully used by NASA and some other civilian agen~ies since
that time, DoD quickly concluded that it was unaccepta~le because
such data was needed to maintain and operate military ~ardware.

As a result, in 1964 the Department of Defense adopted!a new
proprietary rights policy that struck a delicate balance between
the needs of the military services and the desire of tlieir
contractors for protection of proprietary rights.

This 1964 policy promised that the procuring agenqies would
honor rights to technical data pertaining to items, co~ponents or
processes II developed at private expense" if contractors! would
deliver such data to the Government for use in operati~g,
maintaining and repairing military hardware. In additfon,
contractors agreed they would not claim proprietary rights to
technical data pertaining to items, components or proc$sses
developed as a part of the performance of Governmentc9ntracts
(excluding items, components or processes developed duting
IR&D/B&P efforts) and to certain categories of data SU9h as form,
fit and function data, and operation and maintenance m~nuals.
The Government also implicitly agreed to pay a fair prfce for
proprietary data it agreed to honor in those cases whe~e it was
necessary to bUy proprietary rights to carry out its ptocurement
mission (by specifically acquiring rights in data only~under

narrowly circumscribed conditions). The delicate natu+e of this
balance was demonstrated by the fact that the policy c9ntained ~

uniaue deviation nrovision prohibiting approval of devfations by
the military services and requiring all, deviations to ~e granted
by the ASPR Committee.

""._~-",","- ,~
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This policy was honored, in the main, by the milit~ry
services and industry for a decade and a half in spite 9f
continual tensions. The major complaints were that ind~stry was
claiming proprietary rights in far more data than calle~ for by
the contract clauses and that the services were obtainipg rights
to proprietary data through mandatory "predetermination~" of
rights not permitted by the policy. To deal with theselproblems,
the contractual Rights in Technical Data clause grew lopger' and
more complex but the fundamental policy remained essentially as
it had been devised in 1964. In the late 1970s essenti~lly the
same policy was applied to computer software as it was ~dded to
the standard contract clause. It is interesting to noth that one. . ., .
of the factors underly~ng the long adherence to th~s pol~cy was
the fact that the crucial term "developed 'at private exPense" was
never defined -- with the result that there was always I
uncertainty as to the precise scope of the protection b~ing
afforded to contractors. ' I

- The delicate balance collapsed in the early 19805.1 .One of
the major factors in this collapse was the growing pres~u~
cUlminating in the adoption of the competition in Cont~pcting Act
in 1984, for increased competition in defense procuremept.
~~er factor was the adverse pyblicity from the P~SLc~~~men~
spare parts at arguabl~ e:l;'cessiv!LP];,~' A third f,:-ct{or has

-Peen the ~ncreasea unw~ll~ngness of contractors sell~ng

__1'3:"p"° ._c:.p~e;;:'9.ial products and. computer softwareEo agree to-~he policy
-"cff"-grv~ng the Government unlimited (Le., commercial as' well as

Governmental) rights to technical data and computer so~tware '
developed in the performance of Government contracts. lAs a

~i;'.... .----v"'"' result of these forces, the Secretary of Defense rescirjdedthe
It- ' "-;;~t'~ strict deviation policy in August 1983 -- permitting t~e services
~ oJ' /to formulate new pOlicies. The result has been that ttie full
"I j..J-C( G I-".~:Mpressures of the competit'ive procurement process have ~een
YI' f ~¥( ~j exerted more and more frequently by the Government to gbtain
A'~ /i'- greater rights in proprietary technical data and computiez'

• "I \ t '/-'J ,.t, r-' \ sof ware. '
O· .}&"'" ~ i'

.~~ At the same time, the agencies fai+ed to devise alsingle
proprietary data policy for inclusion in the Federai Aoquisition
Regulation. Since DoD and the civilian agencies couldlnot agree
on the basic premises supporting a unified policy, it was agreed
that separate regulations would be issued. This has l~d to the
creation of a FAR proprietary rights policy for the ciyilian
agencies and a DoD FAR Supplement (DFARS) for themililary
services. At the time this paper was written, the FARlprovisions
were awaiting issuance and a revised DFARS has been p~lished for
comment. I,

Industry responded to this chaotic situation by t~rning to
Congress for relief; and Congress, frustrated by the ipability of
the Government to promulgate a un~fied policy, passed two
statutes in 1984 dealing with rights in technical datal (P.L. 98-

. f
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525 covering DoD and P.L. 98-577 covering all civilian 1gencies .
except NASA). The DoD statute was amended in 1986 by PIL. 99- ~065
661 to provide further guidance on proprietary data pol~cy.
These statutes attempt to restore the balance that existed in the
proprietary rights area in the 1960s and 1970s and should provide
the foundation for the new proprietary rights policy oflthe
1980s. While they are dissimilar in minor respects, th~y should
not prevent the Government from adopting a unified po1ipy in the
FAR. However, at the present time, the two policies inlthe FAR
and the DFARS will remain as separate policies. ! .

This paper suggests a totally new proprietary riqhls policy
that will. serve the Government into the 1990s. ~propbses a
rights in technical data olic ~ed by the statutes and a
r s in com uter software . ~,b; cb ; s outside of i!:hg scop-e-- . .'\--_0 e atutes~ It accepts ne~ther the current statut~s nor the
old DoD policy as valid but· strives to attain a new bal~nce.

f
t

BASIC POLICY GOALS
t

A policy that can survive in the new competitive eFa must
attain three major policy goals.

1. Provide the Benefits of Competition

.a.
performance specifications and
used in submitting competitive
subsequent procurements. This
spare parts procurements in 10

b. Form, fit or function specification -- p~rmitting
competitors to design new products against the or~ginal

performance specifications. I
•

c. Licensing -- requiring the developer to ~icense

competitors or to grant the Government the right to
sublicense competitors.

3
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d. Leader-follower -- requiring the developer to
establish a second source by sUbcontracting a portaon of the
production quantity or by licensing. I

j
e. Specific acquisition -- purchasing the nepessary

rights in technical data to permit its use in comp~tition,

f. Revers.e engineering -- preparing detailedl
manufacturing drawings by analysis of the product ~ithout
use of the proprietary drawings. I

{
While none of these techniques can be used to obtain c~mpetition

in all situations, they have all been uSed effectively ~y the
military services in specific procurements. (DFARS 2l~.7201-2

contains limited guidance on the use of some of these l
techniques.) Thus, there are numerous techniquesavai~able to
obtain competition without taking away all proprietary~ights of
contractors. .

2. Protect Proprietary Rights

An equally important goal is that the policy prot~ct the
proprietary rights of contractors. It should be understood that

~. contractors ~ee~ng_a-strong commercial market for thei~ products
~( will not gi¥e-YE all proprietary rights to those produqts in
,~C~/i order to sell them to the Government. There are two b~oad

6i,,;~l..I./\J 'i .<:]Classes of contractors that fall' in this category: speqialty
,tl ;/. "f} subco~ors and vendors of software. If faced w~th iia demaoo

iv-"\! .' ,.i! ~ ~Government unI~m~ted rights in technical data and qomputer
J. >(I!: software, they can be expected to i) refuse to sell toithe
yr· I LrX' Government, ii) add a significant premium to the pnce,l or iii)

/ yY. redesign so AS n~o use~he pro~eta~~ation-I None of
r))\~ /flleSe course7 of action ben7fit the Gover:r;ment and all 1.1. can be

/(:,\~. expected to anczeaae the pza.ce of the des~gn and develqpment
/ ' .\",' effort. . I
., 1." r .', \J ..~.,1o~ -it'-.; .;1.Y\·J: /--(;(.~.:{. Fortunat7ly, ~he. Government does not need unlim~t~d rights/: '7 b\.to carry out ~ts ma.as aon , Under. the present DoD pol~c~, the
,-f); Q vttl procuring agency is given only two choices --to acceptithe data
. '~~\.l~ or software with proprietary markings (li~ed or rest~icted
\1,,' 'ri/ rights) agreeing to restrictions on its use or to takelunlimited
r J~ rights to use the data and to disclose it at will. Th~ FAR
~~ policy provides a third choice -- to permit c~mpletewtthholding

I . of tr;.e prop:ietary data. Howla".~~B~.ther,~~or)c~t::l~_ce.~s
read) ly a:lla~-lab.1e -- to taJee--full r~ghts·to use e da~a for ---

~Governmental purposes while preserv~ng the commercia~~~ghts in
Q~ - tne cont~c~~r. ~ne-F~naI Report of the President's Commission

.~ on Defense Management (June 1986) (the Packard commiss~on) makes
the following recommendations in Appendix I: i

a. Except for data needed for operation and maintenance,

4
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simplicity3.

../'~r1?. ./

,I?-
I

t,
the government. should not, as a precondition fOr b~ying the
product, acquire unlimited rights in data pertaini~g to
commercial products or products developed exclusiv~ly at
private expense. If, as a condition of the procurement, the
government seeks additional rights in order to est~blish
competitive sources,j~ should normally acquire le~ser

rights (such as directed licensing or sUb1ricensing)l rather
tEan UnI~m~ted one~he-r±gh~eastobtrusive tq the '
private developer's proprietary position should belselected .

f
b. The government should encourage a combination!of

private and government funding in the development qf
products. significant private funding_i;n_this_mix.~should

entitle the deve"lopert:oownersii.:;i,p o,f_the-resul-tin~,-da:t4,
s~~ect to a l~cense-tb-Ene government permitting ~se
internaIly anause-by-:-cotftrapJ:.-9i:iujfi::behaH- o:Cthe::r
government. If government funding is sUbstantial, lthe
license should be on a royalty-free basis; otherwi~e, it
should be on a reduced or fair-royalty basis. Whe~ever

w4 practicable, the rights of the parties should be e~tablished

;. '/ i before contract award. I
, .I/.f K i.

;,,#"1:~'~. '~v/I\; . . . J

,; J -;'(j" 'I ,c. If products are developed exclus~vely w~th gOVE1!"n!!,-~nj:.

J /!!"; I---:[:,t{{ , ...,{;funding, the contractor/~e~lopershould b~Eermitt!ed to
f'" :,:v ",.,7 : //'1 reta~n a ro r~eta :tion a.n the techn~cal_dat~,-(a)-not__
~ ~/:-J.«~.... I'J (,/-requuer'l ;0 be delivered un er t1l'e....QOJ1.t .:r?-ct e-o.:: J1?L+.4elJver,.gdr I) o: yJ I,; out pot peed.elLhy the go.'Iler.nmeU! for cQmp.ei;.~t;.J,on-r-1
1.~!J.1. ,'2;" 1\ ~ publication, or other release. Use by or for the governmentr' )/""\,}'- \ should be without additional payment to the .
. ' r}~ / rj,' contractor/developer.

). '-' . V ,v I J...lI
~v t~9y }

J - (I These recommendations point the way to a new policy tha~ will
/" :./ protect essential proprietary rights.
( 'I./y;, '

Li

A third goal is of equal importance. The present ~OD
regulations and contract clauses are far too, complex to libe
understandable. The new FAR is shorter and clearer butlremains
difficult to interpret~ The regulations are problema1:~~
prrmar.Ily because they do not contain clear explanation~ of the
policies relating'to very difficult issues. The contract clauses
are complex because they are single omnibus clauses to ~e used
for both research and development and manufacturing con~racts and
for both technical data and computer software. As a re$ult, they
are probably the longest clauses in the entire Governme*t
contracting process and certainly the most complex clau~es
currently in use. There is great doubt if either the r~gulations
or the clauses are understood by even the seasoned vetefans of. ~the procurement profess~on. :

simplicity is necessary because the issue of

5
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I·rights is one which, is raised on a day-to-day basis ,in lhe'
negotiation and administration of contracts. The perso~nel
charged with these responsibilities are generally not l~gally

trained and cannot be expected to deal with esoteric le~al
terminology and undefined provisions. They need contradt
provisions and regulatory guidance that they can compreliend and
work with. The Report of the Packard Commission recomm~nds that
this problem be addressed by preparing separate clauseslfor
computer software and for manufacturing contracts.

ELEMENTS OF A NEW POLICY
1

The following elements are suggested ,for inclusion lin the
new policy for proprietary rights. ,Each element is dis&ussed in
terms of the current statutes and regulations and the ptior
experience that has been attained in using the policy. i

Issuing a single Regulation1. -' T
'l

One of the major goals of the FAR system was to pr4vide
uniform guidance to the Government and its contractors Qn
procurement policy. Technical data and computer softwate are the
major areas where the Government has been unable to fo~ulate

such policy. The Packard Commission identifies this pr$blem and
makes the following recommendation: I

f
The F~ System (a single uniform regulation applic~ble,to
all agencies, with supplements by agencies as need$d) should
be used to cover data rights. Without the discipline o"£-a---",
uniform system, similar terms and concepts are defined and
treated differently. The differences are not justified.
The FAR should provide common definitions of basic!terms,
since there is no apparent reason for agencies to ~se
different definitions, a practice ~hat causes great
confusion. I

j
Unfortunately, the statutes are not helpful in thi~ area.

Both of the statutes passed in 1984, while somewhat dissimilar in
language, contained a requirement that they be implemented "as
part of a single system of Government-wide procurement I

, regulations." However, the DoD statute was change by P~L. 99-661
in 1986 to call for implementation in the DFARS. Thus, Icongress
has become part of the ~~bJem of'arriYing at a $ingle ?Drf±ed--'
regulation. The DoD statute .should be amended to};ienni,\:-the._.__"·
FAR to contain the fundamental'policies of the Governmept on
technical data and computer software. Included in this!, new FAR '
should be all major alternative policies Which are nece~sary for
DoD and other agencies in the acquisition of hardware fpr their
own use. Special policies can then be adopted by the DfARS and
other supplemental regulations. i

•

The FAR should also contain guidance on the ~ethod~ of

6
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obtaining competition on proprietary products witho~t v~olating
proprietary rights. As discussed above, these techniques are
covered, in a limited way, in DFARS 217.7201-2. However, there
is no coverage of this subject in the FAR with the resu~t that
civilian agencies are given no help when they face thisldifficult,
problem. i

1

2. Separating Technical Data From Computer Progra~s
!

Recent studies of proprietary rights policy have c~ncluded
that clarity could be achieved and a more effective pol~cy

implemented~y separately treating~~c~nical_data-and_c9mputer

.software. See the Report-of-tne Packard Commission and] the
recent report of the Software Engineering Institute, Te~hnical
Report CMNjSEI-86-TR-2, Proposal for a New "Rights in S9ftware"
Clause for Software Acquisitions by the Department of D~fense

(Sept. 1986). The reasoning supporting this recommendation is
that most computer programs are more like hardware thanltechnical
data since they are end products which generally functi~n as a
part of an operating system. Thus, they are not used t9
reproduce (manUfacture), operate or maintain hardware a$
technical data is used, but rather are products which n~ed

technical data to tell the users how they are to be opetated and
maintained. (Some software, such as Computer Aided Man~facture

("CAM") software, drives a machine to make a part--likela drawing
• • • f
~s used to manufacture a part.): Furthermore, the ent~r~ legal
structure that has been developed in the commercial worid to
protect rights in computer programs (basically the tech~iques of
the copyright law) is different than that used by the Gpvernment
to protect rights in technical data. Thus, separate tr~atment of
technical data and computer programs will permit the Goyernment
to more closely follow the commercial model in procuring computer
programs. !

The difficulty with the recommendation of the pack~rd
Commission and the Software Engineering Institute is th~t they
propose separate policies for technical data and comput~r

software while their reasoning is based on the differen~e between
technical data and computer programs. Under current po~icies,
software comprises both computer programs and computer ~ata

bases; Most computer data bases, however, are much mor~ like
technical data in that they are compilations of information.
Thus, it makes more sense to continue to treat computer I, data
bases in the same way that technical data is treated. ~some data
bases are an integral part of a program and should be treated as

•• • J,programs.) A further problem ~n th~s area ~s created by the
current DoD policy which includes software documentation as
technical data rather than as computer software. Softw~re

documentation relating to computer programs is an integral part
• J •

of such programs and often conta~ns the most valuable Pfopr~etary

information possessed by the contractor. Recognizing this fact,
the policy should treat software' documentation of.progrtms in the

,
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same manner that it treats the computer programs. '~hi~ is the
position adopted by the FAR in spite of the fact that ~he

current statutes define technical data to include compu~er

software documentation (but give no further guidance onjthe
treatment of computer software). For the purpose of cl~rity, the
statutes should be amended to alter this definition. I~ is
believed that such statutory change can be readily achi4ved since
the statutes merely adopted the current DoD definition ~ithout

considering the implications with regard to computer software.
. .1

~~_SE!mJ).<;:p.(, __~t is..recommended that the ,?ov~rnment lrOmUlgate
separate pol~c~es and contract clauses cover~ng: ;-_..-_._----:-. __ - _.. --_..-- , -- _ : ----- ~

a. Information-concerning items or processes suchjas
technical data, computer data bases, and software programs
which are substitutes for technical data, such as ¢AM
software, and !

t
b . .-EndJJ;..ems such as comp.ute:t:...-:Qrograms ,documentai1-ion of
these programs, and computer databases that are a* integral
part ~f a computer program. '

~his paper includes no further discussion of the policyIthat
should be adopted for computer programs and their documfntation.

3. Protecting Commercial Rights in Technical Data!
~

The 1964 technical data pOlicy adopted by DoD provided that
all data would be provided with either "limited rights"jor
"unlimited rights" and gave unlimited rights to all dat~ that
pertained to an item, component or process not develope~ at
private expense which did not fall within any of five l~sted

categories: i) data reSUlting directly from performance!'of any
Government contract or subcontract requiring research amd
development work, ii) changes to Government-furnished d~ta, iii)
form, fit or function data, iv) operation, installationi training
or maintenance manuals and v) public domain data. The ¢ivilian
agencies have followed a similar policy of taking unlimited
rights ,in a large amount of technical data. This sweePing policy
of taking unlimited rights was very restrictive of the I
proprietary rights of contractors since "unlimited rigJ)lts" were
defined as the --

i
rights to use, duplicate, or disclose technical data, in
whole or in part, in any manner and for any purpos~

whatsoever, and to have or permit others to do so.1 "
f

Since proprietary rights in technical data are in the n~ture of a
trade secret, this fUll right to disclose the data to t~epublic
gave the Government the right to effectively destroy th¢ trade
secret and, henCe, to destroy the commercial value of t~e data.
While a ,copyright could be preserved in such cases, there is

}
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generally little commercial value in the copyright
data.

"

on. te¢hnical
" l

!
. In recent years, the attitude of some Government ag~ncies

with regard to proprietary rights which derive from wor~ on
Government contracts has changed. It is being recogniz~a more
widely that there is public value in pemitt~n contractpTS to.
retain commerc~al r~ lit ' , e on GOve~ment
contracts so that they can exploit such technological ad~ances in
the commercial marketplace, both in the United states a~a abroad.
It is reasoned that the public gains through more domes~ic

employment and a better balance of payments position. ~rther,
it has been argued that the contractor that created the 1
innovation is the most likely to exploit it and hence t~e most
likely to provide the new technology to the American co~sumer.
This reasoning has already resulted in the total change lof
Government contracts patent policy which now calls for ~~e
contractor to retain all commercial rights to invention~ made in
the course of performing Government contracts. See PUblj'ic Law
96-517 (35 U.S.C. 200 et seq.) and the President's Memo~andum on
Government Patent Policy, Feb. 18, 1983. The same reas~ning is .
applicable to rights in technical data. I

\\
t

The first recommendation of the Packard Commission,1 set
forth above, partially adopts this reasoning. However, ~e_
curren.t Do~~.:~a~~, 10 U;S.C. 2320(a) (2), .c;:ontaimU;.w.ol
pr6vi§~9~S which mUddy the waters in this area. These Hrovisions
S
-:':-a t o . -~--_.__.---._--_. _.-._- I

""'" .... . ..'I

l'
(A) In the case of an item or process that is deve~oped by a
contractor or subcontractor exclusively with Feder~l funds,
the United States shall have the.unlimited right tq -

(i) use technical data pertaining to the item lor
process; or

(ii) release or disclose the technical data
outside the government or pemit the use of
technical data by such persons.

(G) The Secretary of Defense may ~

-~

td persons
trIe

l

1
(ii) agree to restrict rights of the United siates in
technical data pertaining to an item or proce~s
developed entirely or in part with Federal fu4ds if the
United States receives a royalty-free license Ito use,
release, or disclose the data for purposes of Ithe
United States . (including purposes of competitive

1procurement). I

* '* * *

9
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b. If the contractor is a small business firm qr nqnprofit
organization that agrees to commercialize the tech~ology and
that has funded part but not all of the developmen~ cost of
the item, component or process, and the contractin~ officer
does not determine that unlimited rights are requi~ed (DFARS
227.472-5(b»,

c. If the contractor has funded less than 50% of the
development cost of the item, component or process land
agrees to commercialize the technology, and the co~tracting
officer determines that the Government does not need
unlimited rights (DFARS 227.472-7). f

. I
Proposed DFARS 227.474-3 also permits the use of directllicenses
from the contractor to competitors but it states that such
provisions are generally not, appropriate for other thanlhigh
dollar-value procurements. These provisions, are a firs~ step in
the recognition of these licensing techniques. Howeveri they are
confusing and almost completely lacking_in_g:uidance-for-l
Qon~rFcting officers who are expected to-imple~~hem4 They
also adopt the most difficult licensing 'technique (the qovernment
SUblicense) as the standard technique, relegating the p~eferable
teChnique (direct licensing) to a subsidiary role. '

f

~be difficuJt problem which has not been addressed!b~ny-9f
the studies or discussions of a licensing policy is_whe~her it
,should be applied to all t~p~~Qal-datagene~~t~a-4ontract.

It has generally been assumed (by the Air Force, for ex4mple)
that licensing is applicable to technical data that wou~d

otherwise be limited rights data, i.e., data meeting th~ test of
pertaining to it~ms, components or processes developed ~t private
expense. The Packard Commission Report and the proposed DFARS go
further in suggesting that licensing is a viable techni~e for
data created with "mixed funding." This is in response Ito the
requirement of the statutes that a policy be adopted fo~ such
data: See, for example, the new statute, 10 U.S.C. 2329(2) (E),
stat~ng: I

!
(E) In the case of an item or process that isldeveloped

in part with Federal funds and in part at private ~xpense,

the respective rights of the United States and of ~he
contractor or subcontractor in technical data pert~ining to
such item or process shall be agreed upon as early!in the
acquisition process as practicable (preferably dur~ng
contract negotiations), based upon consideration o~ all of
the following factors: I

]
(i) The statement of congressional ,polic~ and

objectives in section 200 of title 35, the st~tement of
purposes in section 2(b) of the Small Busines~

Innovation Development Act of 1982 (15 U.S.C. 1638
i

11
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note), and the declaration of policy in s~ctibn 2 of
the Small Business Act (lp U.S.C. 631). 'i

(ii) The interest of the United states ih
increasing competition and lowering costs by ~eveloping

and locating alternative sources of supply an~

manufacture. I

(iii) The interest of the United states ~n
encouraging contractors to develop at privatelexpense
items for use by the Government.

:i
What is t<:!::'Qp-ose<;Lher.e_is .to _.go ..further and. apply the li!::ensing

~policy to alltechnical data without regard··to-th'e-souiE'i..JiL
-fUiiaTng--even that.....data g£!Aexate.d_ent.ir.e1Y with Governm¢nt funds.

.. If this new licensing p'olicy is adopted as a thirdl type of
right, the issue arises as to when a contractor would ~alify for
this type of right in lieu of giving the Government'unl~mited

rights. Here the current patent policy can be used as ~uidance.

This policy allows commercial rights to be taken away f~om the
contractor by giving the Government "march-in rights" ip 35
U.S.C. 203 if such action is necessary --

]
(a) because the contractor or assignee has not tak~n, or is
not expected to take within a reasonable time, eff~ctive

. steps to achieve practical application of subject ~nvention

in such field of use; j

(b) to alleviate health or safety needs which are
reasonably satisfied by the contractor, assignee,
licensees;

f'not
br their

(c) to meet requirements for pUblic use specified ~y Federal
regulations and such requirements are not reasonabty
satisfied by the contractor, assignee, or licensee~; or

r
(d) because the agreement required by section 204 [giving
preference for United states industry) has not been obtained
or waived or because a licensee of the exclusive right to
use or sell any SUbject invention in the United st~tes is in
breach of its agreement obtained pursuant to sectipn 204.

I .
Similar tests could be used in deciding whether a contr~ctor was
entitled to license rights or in providing in the contr~ct clause
that the Government was entitled to subsequently take unlimited
rights. ~n addLt~on, the_PPlicy shouLd-p~rmi~.the Government to
take unlimited rights (subject to compensation for technical data
that met the private expense test) if it was determined/that
SUfficient competitors were not will~pg to enter into t~l~cense

~ariangement ~n order to compete for the Government work~ Th~s

lright-Is-necessary to protect the Government in those satuations

12

____J



-,

where the commercial marketplace is so competitive ,thaJ
competitors are unwilling to enter into licenses bec~u~e of the
potential restrictions that such licenses might place qn their
future commercial products. 1

In summary, it is recommeDdad that the Gmrernmentladopt a
comp~etely new standard olic ermittin the G ve me't to use--

~
. arr-eec ~ca a a relatin to items com onents or rocesses
! eve oped on Government contracts for internal purpose~ and
, J:'Bquixin9 the contractor to license com an~es to use trie data on

~~~lUllen compe ~tions•. This policy woul app y w~ ;ou regar
to e source of the fund~ng of the development work. IThe
limited rights and unlimited rights policies would be ~eft in
place for broad types of technical data not related tolhardware,
such as final reports on research contracts, and for tijose
situations where the direct licensing policy was not aEpropriate
or could not be agreed to. ' I

j

4. Compensation for Licensing of Competitors
{

If the licensing policy recommended above is adop~ed, there
remains the question of wh~t compensation should be paid to the. ,-. :':contractor for the l~cens~ng of compet~tors. The DoD ~tatute

appears to permit payments of royalties if the license~ data is
private expense data or mixed funding data. conversel~, it
appears to preclude paymen~ of royalties if the data i~

Government expense data. The civilian statute is sile~t on this
issue. If this policy is followed, the procuring agendy and the
contractor will be forced to agree on which category i~
•• r •

appl~cable to each ~tem,of data generated on the contr~ct. Th~s

cumbersome procedure should be avoided, if possible, s~nce it is
currently one of the most unproductive aspects of the I
Government's technical data policy. (Data validation qnallenges
are consuming substantial resources of both the agenci~s and
their contractors and are of questionable productivity ~n
achieving the long-term mission of the agencies.) Thu~, it is
highly desirable to arrive at a policy that will base ~pe

compensation of the contractor on some factor other tha~ the
amount of contractor expense or mixed expense data tha~ is
included in the package provided to a competitor. ,

Fortunately, there is another basis for determini~g the
compensation of a contractor that agrees to license competitors.
The pa~ent pi a royalty for such a license can be prop~rly
Viewed' as fair compensation for the successful completifion of a
development effort. Furthermore, a policy that regula~ized such
royalty payments would 'p.~,?vide a powerful new i nc.enti.v.e,\-to
contractors to develop products that were suitable for ~ig~

~lume-product±on-6vera long per~od of time. It is e~actly this
type of new ttlCfent'i:ve thaEmfght.serve the Government ~ell in a
period of budget stringency. ) j
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The questions would undoubtedly be raised as to,wh~ther the

regular payment of such roya~ties would add to the over~ll cost
of the procurement process and would result in undue pr$fits to
development contractors. With regard to profits, this is a
particularly appropriate time to consider the adoption ~f such a
policy in view of the fact that the proposed ~~W_QqP_p~~fit

~licy, promulgated in 50 Fed. Reg. 43200, srqni~iQa~tly_reduces__
the'- rate of profit on research and developmentJrol:k. Tlii-us, the
pa-yment--5~~yalty to-t~developerwhen a product islproduced
by another contractor can be seen as a way of balancingl the
appa-rent~i~atlve~centreduct~on of profits in this are~.

Furth~~it ~s a particularly good way of pay~ng prof~tlsince it
only pays for success. with regard to the question of vhether
this proposed policy would add to the overall cost of t~e

procurement process, it must be recognized that the roydlty would
only be paid in selected circumstances. If licensees o~ the
contractor were forced to compete with the contractor, ihe
royalty would only be paid when a licensee won the comp~tition.
In this situation, the royalty can be 'seen as a modest 1
competitive advantag~w:n.i:Ch--t:ne::-G,over.Dl!len±-is_willing_tq_giy.e_t):l~

c2ntractor that developed the product. Thiscompetitiv~ .
advantage would not b~arge enough to permit the contr9ctor to
include exorbitant costs in the price with the result t~at the
payment of the royalty would still provide the major adiantage of
competition to the Government. The Kratz & Gansler Monqgraph
indicates that in the past, the ~riginal developer has ~requently

won such competitions at substantially reduced prices. ilf this
,were to occur under the proposed policy,. the Governmentlwould not
pay the royalty at all. Further, the adoption of this ~oyalty
policy might greatly facilitate the achieving of compet~tion

because development contractors would regularly agree tq license
their technical data and to assist their licensees in u~ing the
data to manufacture hardware. Considering all of theselfactors,
it can not be determined whether this proposed policy wquld
increase or reduce the overall cost of procurement. Ho~ever, it
does not appear that it . stantial additional QQSt5._

_~n ere' orne likelihood that the better incentives land
~eater COll1pet~t~on would result ~n an overall decrease lin costs.

)

The question of the amount of the royalty must also be
addressed. The amount should be established at a rate Between 1%
and 5% of the price of the maffaIaetdziBg contract based Ion two
~Qrs-- i) the overall technical competence which the,
contractor brings to the development effort and ii) thelprojected
needs of the agency for the product being developed. Alhigh
royalty rate within this range is warranted when the co~tractor
is providing the Government with a highly skilled development
team that has a long history of success in the product a:rea.
Generally, such a contractor might be expected to have ~
portfolio of patented inventions or of private expense ~echnical

data that would otherwise be furnished with limited rig~ts, but
this would only be one element in this part of the dete~ination.• . . 1

t
~,
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A high royalty rate. would also be warranted if the'~oy~rnment
anticipated a relatively low expenditure of dollars in t~e

production phase since this would provide the contracto~ a low
base for computation of the royalty. It might be neces~ary to
include an adjustment feature in the agreement in the ev~ntthe
Government's original estimate of its needs turned out tlo be
highly inaccurate.

r

In summary, it is recommended that the Government Jdopt a
policy that will compensate its development contractors ~y paying
them a royalty when one of their licensees manufactures ~ardware

which they have successfully developed. This royalty w~ll
provide additional incentive for successful development ~nd will
reward them for assisting a licensee in becoming a succ~ssful
manufacturer. !

~
5. Controlling the Techniques Used to obtain Compe~ition

As discussed earlier, there are a number of techniJues
available to achieve competition without violating the 1
proprietary rights of contractors. However, the guidanqe on the
use of these techniques is quite sparse and there appea~s to be a
lack of understanding of all of the alternatives available to
contracting officers. As a result, the military servic~s have
used several techniques in recent years which have crea~ed great
antagonism among their contractors.' Two techniques in ~articular
have been seen as unfair methods of obtaining rights in I
proprietary data -- i) placing a time limit on limited ~ights and
ii) requiring a contractor to submit alternate proposal~ granting
the Government unlimited rights to data delivered under ~he

contract. Neither of these techniques is necessary to achieve
competition on military procurement and they should bo~ be
banne_d.•._ At the same time, as recommended aDove, sUEstarit:~al

guidance should be given on the legitimate techniques -1
competitive copying, use of form, fit or function speci~ications,

leader-follower, specific acquisition and reverse engin~ering
as well as on the licensing technique recommended above.!

~

Placing a time limit on proprietary rights proved ~o be a
highly controversial. technique when it was first used b~ the Air
Force in 1983. The proposed time limits varied from twq to five
years and appeared. to have no relationship to the expec~ed period
of time that the proprietary information might have co~ercial
value. Thus, they were seen as arbitrary ways of usinglthe
Government's bargaining power to deprive contractors ofl
legitimate proprietary rights. Unfortunately, the DoD ~tatute
contains very cryptic language on this subject. 10 U.SJC.
2320(C) states: j

r

(c) Nothing in this section or in section 230~(d) of
this title prohibits the Secretary of Defense froml
prescribing standards of determining whether a con~ract
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. I
entered into by the Department of Defense shall,prqvide for
a time to be specified in the contract after whichlthe
United states shall have the right to use (or havejused) for
any purpose of the united states all technical dat4 required
to,be delivered to the United States under the contract or
providing for such a period of time (not to exceedl7 years)
as ,a negotiation objective.

There should be no objection to a policy that removes sJale
proprietary legends from data. However, arbitrarily shqrt time
periods are an unfair means of taking away a contractor\s rights
without compensation. Proposed DFARS 227.474-4 amelior4tes this
problem somewhat by providing that the Government will ~ormally
receive Government purpose.license (rather than unlimit~d) rights
upon the expiration of the limited rights. However, sin~e the
entire issue has generated an undue amount of friction with
little commensurate benefit to the Government, ,.:this,_polJc;Y",.should
be abandoned and the ~tatutory-provision_repeal~~if th~t is

-tliought necessary. :' '
'" . ,J

The requirement for alternate proposals giving up a,ll
proprietary rights was adopted as standard policy by th~ Navy and
has been used by all of the military services. It is alway of
using the full force of competition to obtain a low prige for a
contractor I s proprietary rights. This woulC:L?pp-~ar_t.o JS~."
inconsistent with a policy of honorTng-proprietary righi,s_ancL.may-__
'b'e_p.roh±b±ted-by--the-statut-e-.-see-:Lo-tJ":"'s~c-.-2-32-6(a) (2) 1F)
stating: h i

!
(F) A contractor or subcontractor (or a prosp~ctive

contractor or subcontractor) may not be required, ~s a
condition of being responsive to a sOlicitation orias a
condition for the award of a contract, to sell or ¢therwise
relinquish to the United states any rights in tech~ical data. .. I
except--I

i

(i) rights in technical data described i!
subparagraph (C) [correction or change data, form, fit
or function data, manuals or public domain data]; or

(ii) under the conditions described in I
subparagraph (D) [release for emergency repait or use
of a foreign government under restricted cond}tions and
with notice to the contractor]. I

"f
This statutory provision is included in proposed DFARS ~27.472-4
without supplementation. Minimal additional guidance i$ included
in DFARS 227.473-2. DoD shou~d dj,r_e,c:tly_a!=Jq)Qj(L,~,dge_"thiiLthis---,.

,,~echnique 'is an un~~~R~§ mean~ of obtaining competit~on and
shOUrd-ban'-itsuse. --,------.,-.- ----------'----+'------.,
-~._~--~_.-
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It can be seen from this discussion that there' ts ~. great
need for guidance on the ways to obtain competition wit~out

violating proprietary rights. until such guidance is g~ven, the
forces driving for competition will impel procuring act~vities to
try new techniques to obtain proprietary rights without 1adequate
compensation to the contractor. What must be communicated is
that the Government is far better served if it enlists the
contractor's assistance in obtaining and using the proprietary
information. In this way, the contractor can be used t9 provide
technical assistance and effective competition can be m9re
readily attained. '

{

In summary, the Government should ban. time periodslon
limited rights and competitive alternate proposals requiring
unlimited rights. Further, substantial guidance should!be issued
on the acceptable ways of obtaining competition without!violating
proprietary rights. '

SUMMARY OF REQUIRED ACTIONS
_.,..._._---_. ------

'l:p.e §1~ec.gj.c_~~_ctiQ..~reguired to implement the
recommendations contained in tflTsCpaper-are:--·--·-

1. Adopt a F~~ctjon on-technical data and comp~ter
programs containiJ:lg_tlle Ra.s.ic_p.oliJ::.iJoLS t~Lb.e.-used-by_al+.

agencies. This will require a joint effort by DoD and the
civilian agencies. In order to simplify the issues, co*gress
should be' requested to adopt a single:statute'relating to
technical data. :

17
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policy on research and development contracts. The datal statutes
should be amended to permit such royalties when no nr~M*i~~~~

data is involved.

5. Include in the FAR guidance on the techniques lhat are
available to obtain competition without violating proprietary
rights and ban the use of arbitrary time limitations on.
proprietary rights and the solicitation of alternate prqposals
giving up all proprietary rights.

-000-

"

18



MEMORANDUM FOR SARDA-PP (John Conklin)

REPLY TO

ATTENTION OF

SLCIS-CC-IP

DEPARTMENT OF THE ARMY
HEADQUARTERS, U.S. ARMY LABORATORY COMMAND

2800 POWDER MILL RD., ADELPHI, MD 20783..,.1 145

5 Jude 1987

1.

1. Responsive to your informal request, the following
PRT Report prepared by Professor Ralph C. Nash, Jr.

SUBJECT: Comments on Procurement Round
Rights in the Competitive Era

Table (PRT) Report - Proprietar&
t
'I·
I

,j
~

are my comments 13-R t:he
t

2. The PRT Report proposes five recommendations: c

1. Consolidate technical data and computer software clauses into al
single FAR section. I

2. Write the FAR section so as to separate technical data clausesrrom
computer program clauses. !

3. Permit contractors to retain ownership of technical data (and J
presumably computer software) regardless of the source of fundi~g,

t
while giving the Government the right to direct contractors to I
license competitors. 1. ,.

4. Provide for the payment by the Government of royalties to contr~ctors

in compensation for the use of technical data by their competit6rs.
I

5. Prohibit the use of arbitrary time limits on data or the solici~ation

of alternate proposals in which contractors would relinquish all data
. h In.g ts. I

~,
3. The first two proposals are apparently non-controv~rsial. I undetstand

(

that efforts leading toward implementation of these proposals are a~ready

underway, and I certainly agree that these proposals are both desirabie and
achievable. '

4. The third proposal, to grant contractors ownership rights to tec~nical
data regardless of the source of funding, carries to its logical conclu~ion a
policy shift that has successfully taken place with respect t9 the
disposition of patent rights. I

1
5. Historically, the Government's viewpoint has been that intell~ctual
property rights such as patents and technical data which arise o~t of
Government funding should belong to the taxpayers. To withhold those r~ghts
from the public, or to require the public to pay for their use, haslbeen. . . I

considered the same as imposing a double payment on the taxpayer, fir$t in
having the taxpayer pay for the R&D and again in charging for its use. lAs a
consequence of this view, Government-owned patents have been licensed tb the,
public free of charge upon request, and even when no formal request was made.
Technical data delivered with unlimited rights was treated as p~blic
information and made available to the public at no charge or perhaps fot the
cost of reproduction. I

i:

~ '------ ---~-~.-
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6. The historic attitude that the Government's intellectual property shobld
be freely available to the public has been losing ground to a new recognit~on
that when intellectual property is made freely available to everyone, Ii it
tends not to be developed by anyone. In the patent arena, the policy has pow
shifted to permit Government-owned patents to be licensed to industry on! an

(

exclusive basis and to have the contractor, rather than the Government, pwn
patented inventions arising out of Government contracts even when the source
of funding was exclusively Governmental. I

I
i

. I
7. Now that contractor ownership of patent rights is firmly established,lit
is being suggested that technical data be treated the same way. The Pack~rd

Commission recommended that contractors be permitted to retain title I to
technical data just as they are now permitted to retain title to patents.
This recommendation has been accepted, at least in part, in the recent DF~S

on technical data which permit contractors to own data rights if they have
contributed at least 50% of the development cost. In the case of smaLl,
business, any private expense contribution is sufficient to enable the
contractor to own data rights. I,

8. Clearly, DoD policy has shifted toward some contractor ownership of data
rights. The question is whether the policy should be extended to ~ll
contractors, and whether it should be applied even when 100% of funding ~as

been at Government expense. I believe that it should, for the same reas~ns
that have supported the patent policy, provided that an effective proced~re
is implemented .to enable the Government to use the technical data for
competition. l
9. To understand why a procedure is needed to enable the Government to !se
contractor-owned technical data but is not needed in the case lof
contractor-owned patents, it is necessary to understand the differe*ce
between these two forms of intellectual property. Patents are a s caturery

1:
form of intellectual property in which the information is public knowledge,
but the exclusive right to use the information is protected by l~w.

Accordingly, it is a simple matter for parties to agree that the property ~ay
I

be used for Governmental purposes but not for commercial purposes. I
j

10. Technical data, on the other hand, is a trade secret form lof
intellectual property which is protected by contract. Once the information
becomes public knowledge, its property characteristic ceases to eXi$t.
Accordingly, parties must not only agree on how the property may be us~d,

I
they must also agree on a procedure to keep the information from becomfng
public knowledge. It is at this point that the interests of the Governm~nt

and the contractor diverge. The contractor desires to control and minimize
access to the data by third parties while the Government .desires just llhe,
opposite in order to maximize competition. L

- --~~-- ------,_.."~..------- ~
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X (Private Expense)
(Total Development Cost)

Royalty = (Royalty Rate) X (Manufacturing Cost)

13. There are circumstances, however, when royalties to developme,rit
contractors would be appropriate. Consider the case of an item that has be,en
developed with mixed funding. It is not necessarily equitable to mer~ly

allow the contractor to retain commercial rights while the Government reta~ns
a royalty-free license, as is the case under the DFARS technical data ru~e.
The commercial rights may have little or no value, whereas the military

!
application may be enormous. I would apply a royalty fomula that wotjld
reward contractors in direct proportion to their private expense contribut~on.

Such a formula would look like this: l
f'

j
14. The royalty rate could range from 1% - 5% based on the s4me
considerations outlined in the PRT Report. Under this formula, however, only
a contractor who completed the development entirely at private expense wodld,
receive the full royalty rate. A contractor who incurred no private expense
in the development of the item would receive no royalties. Royalties w6dld

f
be paid in direct proportion to the degree of private expense contribution.
Multiple development contractors would each receive fair compensation lin
proportion to their respective private expense contributions.
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15. The main drawback of this formula is the difficulty of tracking !the
Government's development costs. As an alternative formula, I would propo~e a
return on investment (ROI) scheme in which contractors who have Lncurired
private expense would be compensated for their out-of-pocket costs plu~ a
reasonable rate of return. Such a formula would still require tracking lthe
contractor's expenses, .but not the Government's development costs. J

sOftwkre
the ri~ht

~

I

16. In formulating a royalty compensation scheme, it may be necessaryl to
consider the extent to which a contractor has been previously reimburse~ by
having written the development costs off as an IR&D expense item agafns t
other Government contracts. In that case I would simply apply the ~ame
formula proposed above and then deduct the IR&D reimbursement. This wc1uld
still leave the development contractor with considerable royalties w~ile
avoiding the criticism that the contractor has received double payments. I
17. Regarding the PRT Report's fifth recommendation, to prohibit arbit~ary
time limits on the protection of data rights and to prohibit alterriate
proposals under which contractors would have to relinquish all data rig~ts,
these practices will become unnecessary if the recommendations proposed! in
the PRT Report and in this paper are adopted. I

~
18. I believe that the maj or elements of a comprehensive data policy lare
contained in the PRT Report and in this paper. For the contractor, I~he

proposed policy offers private ownership of technical data which shojuld
provide sufficient incentives to develop commercial applications. ~ere

commercial applications are not possible, the proposed policy offers ~he
incentive of royalties for Government use in direct proportion to ~he

contractor's private expense participation. For the Government, the pol~cy
affords ready assess to technical data for competitive procurement. For bbth
Government and contractor, the proposed policy offers simplicity I of
application. I

\

19. Reform of the Government's technical data and computer
regulations is long overdue. The PRT Report represents a step in

, direction.

SAUL ELBAUM
Chief, Intellectual Property
Law Division

CF:
Mr. Burton Blair (AMCCC)
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