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AMENDING TITLE 35 OF THE UNITED STATES CODE FOR THE PURPOSE OF
CREATING A UNIFORM POLICY AND PROCEDURE CONCERNING PATENT
RIGHTS IN INVENTIONS DEVELOPED WITH FEDERAL -\SSISTA\CE AND
FOR O’I‘HER PURPOSES

- - ' _ Octoser 3 |legislative day, SEPTEMBER 24). 1984.—Ordered to be printed _
I | R A
' “ Mr. THURMOND, from the Commzttee on the Jud:c:ary, —_—
submxtted the fo[lowmg

REPORT‘

[To accompany S ’171]

The Commlttee on the’ Judiciary, to which was referred the b111
t8. 2171) to amend title 35 of the United States Code for the pur-
pose of creating a uniform policy and procedure concerning patent
rights in inventions developed with Federal assistance, and for
other purposes having considered same, reports favorably thereon
with an amendment (in the nature of a substztute) and recom-
mends that the bill as amended do pass.

I Punposs ozi‘ THE BILL

The purpose of 8. 2171, as amended by the Comrmttee is to make
certain changes in Public Law 96-517, and further amendments to
. Part II of Title 35, United States Code. The amendments are de-
signed to improve the functioning of the 1980 Act and to further
~ extend the principles of that Act to the operations of Government

- laboratories. _

" IL. History or 8. 2171

On December 12 1980, the Congress enacted the Patent Law

Amendments Act of 1980 (P.L. 96-517), dealing with patent rights

in inventions made with Federal assistance. In the main, this Act

- establishes a uniform policy that allows all small business and non-

profit organizations to own inventions they may produce with Fed-

~ eral research and development funding. The Act also contains pro-

visions to protect the interests of the public, the Government, and
the inventing orgamzatxons The Act authonzes agency llcensmg of - ‘ .
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Government-owned inventions and establishes policies for agencies
to follow in such licensing. S i L :

After nearly four years of experience with P.L. 96-517, it is clear
" that the Act is accomplishing what it was intended to do. All of the
major research universities appear to agree that the assurance of
clear title to Government-funded inventions provided by the Act
has led directly to increased patent licensing. Even more impor-
tant, this assurance has been a major factor in allowing increased
business support and collaboration in university research. Universi.
ties can negotiate with businesses and reach agreements over who
~will have what rights to inventions that come from joint efforts
when the universities own the basic patents. Experience has
shown, however, that some minor improvements are needed to

make P.L. 96-517 work even better,

For example, Congress in enacting P.L. 96-517 placed limitations -

~on universities licensing with big business. At that time, many uni-
versities did not have experience licensing patent portfolios, and
"Congress was concerned that they might be unduly dominated by
large comnpanies. The past four years have shown this to be an un-
necessary fear as illustrated by the actions of Stanford University
which deliberately licensed its revolutionary bio-technology inven-
tions to many small, emerging firms. Thus a whole new generation
of companies sprang out of university research, Many other univer-
_sities have exhibited a high level of sophistication in handling their
patent portfolios while maintaining their traditional academic free-
dom. The United States is now the envy of the world in its univer-
- sity/industry relationships, and by removing the present licensing
cap, this progress should accelerate. ,

-As another example, the Congress opened the door to allowing

nonprofit contractors of Government-owned laboratories to own the
" inventions they produce. Several Federal agencies have used this
authority successfully. The Packard report and the testimony of
managers of two Government-owned, contractor-operated laborato-
ries indicates that improved national productivity requires this au-
thority to be used by all agencies to fully integrate the Govern-
ment-owned laboratories operated by nonprofit organizations into
the economy by removing all question about their ability to own
" and license patents. ' . - ' '
- On November 18, 1983, Senator Robert Dole introduced S. 2171,
the Uniform Patent Procedures Act of 1983, which was referred to
- the Committee on the Judiciary. The purpose of the bill was to
. amend P.L. 96-517 to eliminate provisions that have proven to in-
hibit accomplishment of the law’s objectives, and to apply its prin-
ciples to larger government contractors. On March 27, 1984, the
- Subcommittee on Patents, Copyrights, and Trademarks held hear-
. .ings. : . S . ;

: - IIL HisTory OF THE COMMITTEE AMENDMENT .

On September 28, 1984, the Committee on the Judiciary with a
quorum present, by voice vote and without objection, ordered S.

2171 favorably reported with an amendment in the nature of a sub-
stitute offered by Senator Charles Mathias. The amendment nar-

rows the focus of the bill to concentrate on refining the 1980 law as
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it relates to university and government- -owned and operated labora-
tories. As a result, provisions of the original biil that would have

- established new rules for. ma)or prnate sector contractors have

been removed.

SCOFE OF COMMITTEE AMENDMENT

© S:2171. as amended. addresses two principal areas of patent pro-
curement and licensing policy: first, the need for refinements of
P.L. 96~517 as it governs the rights of universities to own and li- .
cense patents; and second, the need for amendments to laws which
govern the patent policies followed by government -owned and oper-

‘ated laboratories.

A. University rights
This bill has several important effects on all umvers:ttes that

~_conduct Federally-funded research. It eliminates the existing limit
" on the duration of exclusive licenses they can grant to large busi-

nesses. This factor is particularly important with technologies such
as pharmaceuticals, where long development times and major in-
vestments are usually required prior to commercialization.

The current invention reporting requirements that are included
in Office of Management and Budget regulations are scheduled to

- sunset in February, 1985. These requirements were developed after

extensive negotiations with the universities and they are working’

“well. The bill codified them to ensure they continue without inter- -

ruption when the OMB regulatlons are reconsidered.
The bill also makes it easier for universities to collaborate with

-, Federal laboratories by giving the labs new authorities and incen-

tives to enter into joint research similar to those provided to the
universities under P.L. 96-517. In the past, such collaboration has

~been hindered by the inability of the directors and staffs of Federal
laboratories. which may have unique capabilities and equlpment to
-work directly with the private sector.

For universities that perform agricultural research, the bill ex-
pands the.definition of the term invention to include novel plant

“varieties. This ensures that these universities have the same rights

of ownersh:p with these inventions that they have with other types

‘of inventions under P.L. 96-317.

The bill has particular value to the universities that run Federal-
ly-owned research facilities under contract to the Government by

'ensurmg that these universities will have the same rights to own

inventions that they have under other Federal funding agreements
The bill places limits on the amount of rovalties that the universi.
ties can keep from the licensing of inventions created in the Gov-
ernment-owned facilities, but ensures that there will always be an
incentive for invention and technology transfer. These provisions

" will allow a much greater flow of technology from Government-
_owned, university-operated laboratories. while ensuring that the

taxpayers participate in the rewards. should any trulv larcre discov-

- eries result.

v
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B Federal Iaboratory amendments .. , :
There is broad agreement that w1th about 317 b1111on going to

" the Federal laboratories, which employ about one-sixth of the na.
‘tion's research workers, ways must be found to increase the flow. of

technology from these laboratories to the private sector.

A recent report published by the \’atlonal Gmernors Assoc1a- N

tion states:

National laboratories and federal ~mission-oriented
agency R&D facilities, which are located in many areas of
the country, represent the very highest order scientific and
technical capability. it is surprising, therefore, that their
involvernent in promoting cioser research linkages with in-

~ - dustry and the universities is so indirect.” * -*

" The fact remains that these national laboratories are far
from having begun to realizse their full potential as cata-
lysts for close industry-university research cooperation or
as collaborators in joint university/industry research.!

Governor Dick Thornburgh of Pennsylvania, and Co-Chairman of

the Subcommittee on International Competitiveness of the NGA .
Committee on International Trade and Foreign Relations. testified °
in favor of the Uniform Patent Procedures Act of 1983 (S. 2171} at-

the Subcommittee hearings on this legistation on ‘\/Iarch 7| 1984,

~ In this testimony, Governor Thornburgh said:

There are over 380 federal laboratories in the United
States. The eight in Pennsylvania are performing research
in areas ranging from coal and forestry to food quality. We

-should be certain that we are taking maximum advantage
of - their resources and results to stimulate -economic
. growth in this country. Although these laboratories per-
form a significant amount of the research taking place in
" our nation today, they have not always been as aggressive
as they might in transferring their technology from the
laboratory to the private sector.

The Stevenson-Wydler Technology Innovation 3u:t: was a good be-
ginning toward a solution to this problem. It required agencies to

establish offices in each of the larger laboratories to evaluate new
-technologies and promote the transfer of those with commerical po-

tential. But the Secretary of Commerce. in- his February 1934,

‘report to the Pres1dent and Congress on the operatxons under the

Act stated:

It appears to be no accident that technology complexes
su¢ch as Silicon Valley, Route 128, Research Triangle, and
Princeton’s Forrestal Center have evolved around major .
universities. Direct access to the university and the univer-
sity’s right to transfer the results of its research on an ex-
clusive basis is an important incentive for business to

- invest in the further development and commercialization
- of new technologuas In contrast Federal laboratones gen-

t Technaio{y and Grou th. State Inttiatives in Techna!ogtm! fnnmc:rum \auonal Go»ernors

Assactation. Sharwin Cowan, (Washington, D.C. 1
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erally have not served as nuclei for similar arrangements.
They often perceive themselves as unable to enter into co-
operative development arrangements because of organiza-
tional and legal restraints. This is one reason why national
reviews of Federal laboratories have concluded that too
little of the results of laboratory research is used in the -
- private sector.? o R o
"The problems. disincentives and potential opportunities facing
the laboratories were also brought out in testimony on S. 2171.2 Dr.

- Jerome Hudis, Assistant Director of the Brookhaven National Lab-

oratory provided several examples of why laboratories need decen-

tralized authorities to manage and promote the results their re-

search. ' . : o :
He stated that the Department of Energy has eased its rules on

‘agreements with private sector organizations allowing them to own

the results of research which they fund when it is to be performed
in DOE labs. In the fourteen months since this change, Brookhaven
has been able to participate in thirteen such agreements with a
total private sector funding level of 32,068,177. But he then went
on to explain how the requirement to go to DOE headquarters for
approval of other types of industry collaborative arrangements and
patent licensing agreements has effectively prevented. them. He
gave numerous examples of how lengthy headquarters approval
delays have caused business firms to lose interest in developing im-
portant new technologies. His testimony can be summarized as a
request for decentralized authority to determine which technol-

ogies have commercial potential and to enter into a range of rela- . |

tionships with industry to move the technologies to the market.

During the testimony on S. 2171, several witnesses, including

Governor Thornburg,® described how State and local governments
are promoting economic growth in high technology industries. Dr.
John Toll,* President of the University of Maryland, described how
the University, Montgomery County, and the National Bureau of
Standards are establishing the nation's first Biotechnology Re-
search Park. He described the benefits that are anticipated from

‘this leading example of cooperation between industry, local govern- -

ment, a major State university, and a Federal laboratory.

It is significant, that while the contributions of the Bureau of
Standards are a key to this project, few other Federal laboratories
have the authorities or policies which encourage them to enter into
such arrangements. A gotl of Congress is to provide all Federal

laboratories with the authority and incentives necessary to work

with the private sector in ways that support both the labs’ missions
and the National economy. ' '

S. 1533, The Patent Law Amendments of 1984, which was or-

dered reported by the Senate Judiciary Committee on September

28, 1984, provides a major step toward this goal. This bill would re-

quire the labs to identify and seek regular patents for inventions

¢ The Stevenson- W_&dler Technology Innovetion Act: Report to the President and Coﬂgress from
the Secretary of Commerce: February 1984.3. 2. . o
-3 Hearings before the Subcommittee on Patents, Copyrights and Trademarks. Committee on

4 [bid. -




-

6

with commercial potential. Before the goal can be attained, howev- °
‘er, several present obstacles and disincentives to laboratory/indus-

try cooperation must be removed.

. "The Federal Laboratory amendment to S. 2171 is intended to

remove these obstacles and disincentives. It is based in large meas-
ure. on the successful experience of major reSearch universities

. after they received the right to own and manage inventions they

make with Federal funding. Often. an invention requires additional

.development before it can be used, and the Federal laboratory

where the invention was originally made may be the best place to
do follow-on work. This amendment allows the heads of Federal

‘agencies to authorize their Government operated laboratories to

undertake the type of joint research that may be necessary for ef-

- fective follow-on work. The amendment authorizes a broad range of

cooperative research and development arrangements where there
is a mutual interest between the laboratory mission and other
levels of government or private sector organizations. The amend-

-ment also allows the laboratories both to accept funds, services,

and property under such arrangements. While a few laboratories
do this today, many do not believe they have the necessary authori-
ties. ' S e

The amendment authorizes laboratories to negotiate and assign

or issue patent licenses on inventions the Government owns. In

many cases. industrial firms may be first attracted to a laboratory
by interest in an existing invention, and the labs need the author-
ity to negotiate directly with firms that may desire to enter into
coo\?erative arrangements to further develop the invention.
Notwithstanding the fact that these cooperative research and de-

velopment arrangements must be consistent with the missions of

the laboratories, the primary purpose of the agreements is to stim-
ulate or support development and commercialization of -technol-
ogies that originate in the labs. For this reason, most of the cooper-

~ative arrangements and patent assignments are expected to be
forms of cooperative agreements as established by 41 U.S.C. 505.

Often, collaboration between a laboratory and some other organi-

zation can be expected to lead to future inventions. All parties
: shoud be clear on who will have what rights to future inventions

when the work begins. This amendment allows Federal laborato-
ries to assign rights in future inventions to the cooperating, outside

"parties.. It is anticipated that agencies will normally retain for the

Government, a paid up license to use or have future inventions
used in the Government's behalf. '

The amendment allows agencies to require outside parties to pay -
- rovalties for the right to use Government inventions, and provides

for a direct payment of at least fifteen percent of rovalties received
to its Federal employee inventoris). The universities have found
royalty sharing with their inventors to be a powerful incentive that
increases in the number of inventions initially reported and en-
courages inventors to contribute to commercialization efforts.. This
provision is to accomplish the same end in Federal laboratories.

- Under the amendment. the laboratories would be allowed to
keep, for their discretionary use, royalties they receive after
makirig payments to inventors and other licensing costs. This is to

. serve as an incentive to laboratory managers who may otherwise
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view various proposals for outside collaboration as diversions from -
their laboratories' missions. The laboratory may keep ail royalties
iafter payment of inventors and costs), up to five percent of its -

‘annual budget, and 25 percent of royalties in excess of the five-per-

cent limit. In most cases, the opportunity to accept'ogtsid'e funding
and assistance to perform mission related work will serve as a

‘stronger incentive for cooperative projects than this royalty. provi-
- sion is to ensure mutual rather than conflicting incentives between
~inventors and their managers.

Under S. 1335, agencies would file Statutory Invention Disclo-
sures for inventions they determine to have no commercial poten.
tial. In some cases, however, the laboratory inventor may not agree
with the determination. This amendment allows the invention to
be given to the inventor for patenting and commercial exploita-
tion. It is expected that when this is done, the Government will
retain its normal rights to use the invention without paying royal-
ties. A laboratory employee may voluntarily transfer the owner-
ship of an invention he has made apart from his assigned duties to
the laboratory for patenting and promotion. - =~ '

The amendment is permissive, in that it authorizes but does not
require agencies to extend these decentralized authorities to their
laboratories. It is intended that these authorities be provided to a
laboratory altogether and not be selectively authorized. It is the

intent of Congress that agencies use this authority to decentralize

to the greatest practical degree, though it is recognized that other
arrangements may have to be made to serve the smaller laborato-
ries so long as the decision making is reserved for the laboratories.

The Secretary of Commerce is to develop guidelines and a
number of aids to help the agencies make best use of these authori-

- ties. These aids will include techniques for evaluating the commer-

cial potential of inventions, instruction courses for laboratory em-
ployees on the innovation process, model agreements covering the
disposition of inventions for use in establishing cooperative ar-
rangements, and advice and assistance to laboratory directors, The

Secretary is also to monitor the results of the program and provide
- annual reports to the President and Congress. : :

Traditional conflict of interest regulations. which were designed’
to protect both Federal employees and the public interest, need to
be revised to allow direct participation of laboratory employees in

the commercialization of inventions in which they may have a per-

sonal .interest. Personnel regulations must be developed that
permit the effective use of the authorities contained in this Amend-

. “ment. The Director of the Office of Personnel Management is to de-
velop such new regulations in coordination with the Secretary of

Commerce and the heads of agencies with Government operated

Jaboratories.

It is expected that th_esé authorities will open-an entirely new
form of benefit to State and local governments by allowing the Fed-.
eral laboratories to become active partners and contributors of

- technologies. to promote regional economic development. Where de-

sired, the contributions may be made through foundations or
organizations established to advance State or local economic

‘activity.
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IV SUMMARY or Muoa Pnovrsxons Cowmmso IN 8. 2171, as
: AMENDED

1.8, 2171 allows agencies to limit patent ownersh1p by small - -
business or nonprofit organizations that are not located or do not -
‘have a place of business in the United States. This will clarify that

agencies can control the export of technology 1n cases where the
performer is not a domestic organization. ,
2. 8. 2171 repeals the P.L. 96-517 provision excepting inventions
made by nonprofit organizations when operating Government-
owned laboratory facilities. This provides for uniform treatment of
all domestic nonprofit organizations regardless of where they per-
form their Federally-funded work and is particularly important to
organizations that manage Department of Energy laboratories.
. 3. As part of the change affecting nonprofit contractors of Gov-

.ernment-owned facilities, S, 2171 includes a limit on the amount of

royalties that the contract operators are entitled to retain after
paying patent administrative expenses and a share of the royalties
to inventors. The limit is based on five percent of the annual

budget of the laboratory, but includes an incentive provision rather |

than a simple cap to stimulate continued efforts to transfer tech-
nology if royalties ever reach the f'we percent figure. This provision
ensures that Government shares in the results of its research ex-
penditures in the event the contract operator of a Government lab-
oratory makes a major discovery.
4. 8. 2171 includes the favorable reporting prowns;ons that were

~_ developed in OMB Circular A-124. These provisions have been
proven to work. Small business and nonprofit organizations should’

be assured of their continuance beyond February, 1985, when A-
124 is scheduled for sunset expiration.
5. S. 2171 repeals certain conditions placed on hcensmg of i mven-

- tions by nonprofit organizations. Among the conditions repealed is

the five-year cap on the grant of an exclusive license to an industri-
al concern (other than a small business). This provision has made
the licensing and development of invention that require Food and

~. Drug Administration approval prior to marketing difficult to nego-
tiate. Its repeal will remove a substantial barrier to industry par-

ticipation in research pro;ects at universities and other nonprofit
organizations.

© 6. The authority to issue regulations under P.L. 96-317 is consoli-
dated by S. 2171 from the General Services Administration and the

Office of Management and Budget into the Department of Com-
-merce. This consolidation is consistent with other Commerce re-

~ sponsibilities for creating an environment favorable to the commer-
cialization of the results of Federally-funded research.

7.8. 2171 expands the definition of “invention” in P.L. 96-317 to
include—"any novel variety of plant which is or may be protecta-
ble under the Plant Variety Protection Act (7T U.S.C. 2321 et seq.).”’
This assures nonprofit organization ownership of some inventions
resulting from research in agriculture wh;ch were not previously

' _covered by P.L. 96—517
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_ V. SECTION-BY-SECTION ANALYSIS
Section 1 o e
" Subsections (1) and (2) expand the definition of “inventicn” in
P.L. 96-317 to include “any novel variety of plant which is or may
be protectable under the Plant Variety Protection Act (7 U.S.C.
2321 et seq.).'" This assures nonprofit organizations ownership of
some inventions resulting from research in agriculture which’ were
not previously covered by P.L. 36-317. : o :

Subsection () allows agencies to limit patent ownership by small
business or nonprofit organizations that are not located or do not

have a place of business in the United States. This will clarify that -
agencies can control the export of technology in cases where the

_performer is not a domestic organization. The section also repeals .

the P.L. 96-317 provision excepting inventions made by nonprofit’
organizations when operating Government-owned laboratory facili- -

“ties. This will result in uniform treatment of all domestic nonprofit -

organizations regardless of where they perform their Federally-

. funded work and is particularly important to organizations that :

manage Department of Energy laboratories. ) 5
Subsection (4 gives the Department of Commerce oversight of
agency use of the exceptions to small business or nonprofit organi-

zation invention ownership.

- Subsection (3 includes the favorable reporting provisions that -

. were developed in OMB Circular A-124. These provisions have .

been proven to work. Small business and nonprofit organizations . -
should be assured of their continuance beyond February, 1985,
when A-124 is scheduled to expire. ‘ ' ' o
Subsection (6! provides assurance that agencies can protect infor-
mation provided to the Government by contractors on their inven-
tion utilization efforts. ' c
Subsections (7) and (8) repeal certain conditions placed on licens-
ing of inventions by nonprofit organizations. Among the conditions
repealed is the five-year cap on the grant of a license to an indus-
trial concern. This provision has made if difficult to licenses and de-
velop inventions that require Food and Drug Administration ap-
proval prior to marketing. Its repeal will remove a substantial bar-
rier to industry participation in research projects at universities” -
and other nonprofit organizations. ' L
Subsection (8) also places a limit on the amount of royalties that
the contract operators of Government-owned laboratories are enti-

tled to retain after paying patent administrative expenses and a

share of the royalties to inventors. The limit is based on five per-

cent of the annual budget of the laboratory, but includes in incen-

tive provision rather than a simple cap to stimulate continued ef-
forts to transfer technology if royalties ever reach the five percent
figure. This provision ensures that the Government will share in
the results of its research expenditures in the event the contract

operator of a Government. laboratory makes a major invention. .

This provision also requires that contractors and grantees give a’
preference to small businesses in licensing use of inventions. :

.- Subsection (9} clarifies the procedures applicable to- judicial

review of disputes arising under the government march-in proce-

-dures contained in section 203.
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Subsections (10), (11) and (1 2) consohdate the authority to issue

-regulations under P.L. 96-517 from the General Services Adminis-

tration and the Office of Management and Budget intc the Depart-
ment of Commerce. This consolidation is consistent with- other
Commerce responsibilities including creating an environment fa-
vorable to the commercialization of the results of Federally-funded

" research. In addition, subsection (11) provides to the Department of

Commerce certain information clearinghouse functions that ‘will
enable the Department to better serve the needs of the Federal
agencies.

Subsection (13) assures that no agency will be permitted to waive

" the normal license retained by the Government or the capablhty to

march-in in accordance with P.L. 96-517 in any situation where a
Federal contractor elects to retain ownership of an invention made
with Federal support. '

Section a)
Provides for amendments to Part II of Tltle 35 USC dealmg

' with Federal laboratories.

New Section 212 of Title 35. Part II permits the directors of Fed-

‘eral laboratories with the consent of the parent agency to enter

into cooperative research and development projects with the pri-

" vate sector. In the course of any such arrangement, the director

may accept funds, services, and property from the collaborating

" entity and license or assign patent rights in any laboratory inven-

tion in which it has a right of ownership. In addition, the director
may require royalties from any invention licensed or 3551gned Part
of these royalties must be shared with the laboratory inventor and
part may be used to fund mission related research and develop-

: ment at the laboratory. Finally, Section 212° permits the directors

to allow laboratory inventors to own inventions for which the Gov- -

. ernment determinés not to seek patent protection.

New Section 213 of Title S5 requires the Secretary of Commerce

'to develop guidelines to assist the Federal agencies in performing

their responsibilities under the cooperative research development
projects entered into under Section 212. In addition, Section 213 re-
quires the Secretary of Commerce to submit an annual report to .
the President and Congress on the activities and accomphshments

" of the research and development program.

New Section 214 of Title 25 provides deﬁmtlons for * Fed_e’ral
agency,” ‘‘laboratory invention,” “laboratory inventor,” coopera_—
tive research and development arrangement and “Secretary

Section ’{bl-—-—Captzon change
Section Jia)—Requires that the Director of the Office of Person-

-nel Management in coordination with the Federal agencies promul-

gate regulations that permit Federal employees to accept royalty
payments and partlcxpate in further commerc1al efforts regardmg
their inventions.

Section o’(b}—Prowdes that Federal empioyees that accapt royalty

‘payments will not be deemed to be in violation of enumerated con--
" flict of interest laws nor to be considered to have accepted awards

because of receipt of such royalties .
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Section’ Jic/—Clarifies the meaning of “special government em-

ployee.” - : L : ,

-+ Section 4—States the obligation of all Federal agencies to assist
the Department of Commerce in exercising its responsibilities

under this Act. ‘

VI. REGULATORY IMPACT STATEMENT .

In compliance with paragraph 11(b), Rule XXVI, of the Standing

" Rules of the Senate, the Committee has concluded that the biil will
have no significant regulatory impact or impact on personal priva-
cy. Enactment of the bill would not create any significant addition-
al paperwork. ' .

_ _ VIL CosT.OF THE LEGISLATION . ‘
[n accordance with paragraph 11(a), Rules XXVI, of the Standing

Rules of the Senate, the Committee offers the following report of

the Congressional Budget Office:

: U.S. ConGRrESS,
ConGRressionaL Buocer OFFICE,

‘ _ o Washington, DC, October 2, 1984.
Hon. STROM THURMOND, . ' - '
Chairman, Committee on the Judiciary, US. Senate, Dirksen Senate

Office Building, Washington, DC.

Dear MRr. CHairMAN: The Congressional Budget Office has re:’

viewed 5. 2171, a bill to amend title 35 of the United States Code
for the purpose of creating a uniform policy and procedure concern-
ing patent rights in inventions developed with federal assistance,
and for other purposes, as ordered reported by the Senate Commit-
tee on the Judiciary, September 28, 1984. We expect that this bill
will result in no costs to the federal government, or to state and
focal governments. - - -

8. 2171 would amend Public Law 96-517 to encourage the trans-
fer of technology from federal laboratories to the private sector. It
would create a uniform policy of patent licensing for domestic non-
_profit organizations. The bill also would allow, but not require,

-agencies to -authorize directors of government laboratories to enter

into a variety of cooperative research and development arrange-

ments, to issue patent licenses, and to require royalty payments for

the right to use government inventions. Fifteen percent of royalties
received each year would be returned to the inventor, and the re-
mainder would be used for laboratory purposes or deposited in the
general fund of the Treasury, ' ' '

Based on information from the Department of Commerce, which

~would have authority to issue regulations to implement S. 2171, we
expect that this bill would have the effect of codifying certain exist-
ing practices as well as providing an incentive to federal agencies
to license inventions. Because the changes would simplify certain
- procedures and would be discretionary on the part of the agencies,
. we expect that they would generally be adopted if cost-effective. It
 Is not possible at this time to estimate precisely the additional roy-
- alties. if any, available to the laboratories or returned to the Treas-
ury as a result of enactiment of S, 2171. . .
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If you wish further details on this estimate, we will be pleased to

provide them, . - : _ : _ .
Sincerely, : - o .

' Eric HANUSHEK, -

_(For Rudolph G. Penner, Director).

. VIIL CHANGES IN EXISTING LAw

In compliance with paragraph 12 of rule XXV, of the Standing
Rules of the Senate, changes in existing law made by 3. 2171 as
- _reported are shown as follows (existing law proposed to be omitted
_is enclosed in brackets, new matter is printed in italic, and existing

law in which no change is proposed is shown in roman):
UNITED STATES CODE
TITLE 35—PATENTS

PART IL—PATENTABILITY OF INVENTIONS AND _GRAN.T OF

PATENTS

Chap. Sec.

10. Patentability of Inventions ...l 110

11, Application for Patent................ JH T SRVOR 111
12, Examination of Applications........ puegaiteese bbbttt s e et bbb n 131 .

- 13. Review of Patent and Trademark Office Decisions .......civiinciccninn 141
14, [ssue of Patent .......coceue. e reaeseteReE st e e ar b seaenr s st re S b sbe e e ses 131 .

15, PLANt PAlents.....ovrrrrcociriie i msminssinsssssrres st isssssssss s sebessarsdsseess unensseessncson 161

18, DIOBIETIS . ceorcueeiree e vesssirsmmmert st e st easteva bbb edebentrsess b s aensnn st ban e aereneres e nren rnensntans 171

7. Secrecy of Certain Inventions and Filing Applications Abroad 181

18. Patent Rights in Inventions Made with Federal Assistance.. .':;3]3

19. Licensing and Assignment of Laboratory Inventions...........

CHAPTER 18.—PATENT RIGHTS IN INVENTIONS
~ MADE WITH FEDERAL ASSISTANCE

L I B . L L . ]

§ 201, Definitions

.o B . . T . . -

(d) 'The term “invention” means any invention or discovery

"~ which is or may be patentable or otherwise protectable under this

title or anv novel variety of plant which is or may be protectable
under the Plant Vartety Protection Act (7 U.S.C. 2421 et seq. ).

el The term “‘subject invention” means any invention of the con-
tractor conceived or first actually reduced to practice in the per-

formance of work under a funding agreement: Provided, That in

the case of a variety of glant, the date of determination ras defined
in section 4I(d} of the Plant Variety Protection Act (7 US.C. Ji01

td1) must also occur during the period of contract performance.

L I T - = - ‘-
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(a} Each” nonprofit organization or small buiness firm may,

_within a reasonable time after disclosure as required by paragraph

tcl) of this section, elect to retain title to any subject invention:
Provided, however, That a funding agreement may provide other-

-wise (i) when the funding agreement is for the operation of a Gov-
~ernment-owned research or production facility.J (f) when the con-

tractor. is not located in the United States or does not have a place

* of business located in the United States;

* - « . = B N 'v. '
 [(bX1) Any determination under (ii) of paragraph (a) of this sec-
tion shall be in writing and accompanied by a written statement of
facts justifying the determination. A copy of each such determina-

- tion and justification shall be sent to the Comptroller Genera!l of

the United States within thirty days after the award of the applica-
ble funding agreement. In the case of determinations applicable to

funding agreements with small business firms copies shall also be
-sent to the Chief Counsel for Advocacy of the Small Business Ad-

ministration.} - :
[(2) If the Comptroller General believes that any pattern of de- -
terminations by a Federal agency is contrary to the policy and ob-

.jectives of this chapter or that an agency's policies or practices are

otherwise not in conformance with this chapter, the Comptroller
General shall so advise the head of the agency. The head of the
agency shall advise the Comptroller General in writing within one

‘hundred and twenty days of what action, if any, the agency has
~ taken or plans to take with respect to the matters raised by the

Comptroller General.] . .

(b} 11} The rights of the Government under subsection fa) shall not
be exercised bv a Federal agency unless it first determines that at
least one of the conditions identified in clauses /i) through fiii) of
subsection ia) exists. Except in the case of subsection (a) (iii), the
ageny shall file with the Secretary of Commerce, within thirty days:
after the award of the applicable funding agreement, a copy of such
determination under subsection ta) iii). the statement shall include

-an analysis justifying the determination. In the case of determina-

tions applicable to funding agreements with small business firms,
copies shall also be sent to the Chief Counsel for Advocacy of the
Small Business Administration. If the Secretary of Commerce be-
lieves that any individual determination or pattern of determina-

“tions is contrary to the policies and objectives of this chapter or oth-

erwise not in conformance with this chapter. the Secretarv shall so

. advise the head of the agency concerned and the Administrator of
-the Office of Federal Procurement Policv, and recommend corrective
- -actions. :

- 31 Whenever the Administrator of the Ofﬁce of Federal Procure-
ment Policy has determined that one or more Federal agencies are
utilizing the authority of clause (i) or (i} of subsection (a) of this in

-a-manner that is contrary to the policies and objectives of this chap-.

ter. the Administrator is authorized to issue regulations describing
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classes of situations in which agencies may not exercise the authori-

“ties of those clauses. :

. . P . ] . . .

(¢) Each funding agreement with a small business firm or non-

profit organization shall contain appropriate provisions to effectu-
ate the following: : . :

L(1) A requirement that the contractor disclose each subject

invention to the Federal agency within a reasonable time after

" it is made and that the Federal Government may receive title
‘to any subject invention not reported to it within such time.}
[(2) A requirement that the contractor make an election to
retain title to any subject invention within a reasonable time
after disclosure and that the Federal Government may receive
title to any subject invention in which the contractor does not
elect to retain rights or fails to elect rights within such time.J
[(3) A requirement that a contractor electing rights file patent

applications within reasonable times and that the F ederal Govern-
_ment may receive title to any subject inventions in the United

States or other countries in which the contractor has not filed
patent applications on the subject invention within such times.]

" [(4) With respect to any invention in which the contractor elects
rights, the Federal agency shall have a nonexclusive, nontransfera-
ble, irrevocable. paid-up license to practice or have practiced for or
on behalf of the United States any subject invention throughout

- the world, and may, if provided in the funding agreement. have ad-

ditional rights to sublicense any foreign government or internation-
al organization pursuant to any existing or future treaty.]

- (1) That the contractor disclose each subject invention to the Fed-
eral agency within a reasonable time after it becomes known to con-
_ tractor personnel responsible for the administration of patent mat-

ters. and that the Federal Government may receive title to'any sub-
Ject invention not disclosed to it within such time. ' .
r2) That the contractor make a written election within two vears
after disclosure to the Federal agency tor such additional time as
may be approved by the Federal agency! whether the contractor will

.retain title to a subject invention: Provided, That in any case where

publication, on sale. or public use, has initiated the one year statu-
torv period in which valid patent protection can still be obtained in
the United States, the period for election may be shortened by the

Federal agencv to a date that is not more than sixty days prior to

‘the end of the statutory period: And provided further. That the Fed-

eral Government may receive title to any subject invention in which
the contractor does not elect to retain rights or fails to elect rights
within such times, s : o '

13) That a contractor electing rights in a subject invention agrees

. to file a patent application prior to any statutory bar date that may
occur under this title due to publication. on sale, or public use. and

shall thereafter file corresponding patent applications in other coun-

. tries in which it wishes to retain title within reasonable times, and
. that the Federal Government may receive title to any subject inven-
 tions in the United States or other countries in which the contractor

has not filed patent applications on the subject invention within
such times. ' :
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75) With respect to any invention in which the contractor elects .

‘rights, the Federal agency shall have a nonexclusive. nontransfera-

ble, irrevocable. paid-up license to practice or have practiced for or
on behalf of the United States any subject invention throughout the
world: Provided, That the funding agreement may provide for such

- -additional rights, including the right to assign or have assigned for-
" eign patent rights in the subject invention, as are determined by the

agency as necessary for meeting the obligations of the Um’!ed'Staltes _
under any treaty, international agreement. arrangement, including

" military agreements relating to weapons development and: produc-
. tion. :

(5 The right of the Federal agency to require periodic reporting

“on the utilization or efforts at obtaining utilization that are being

made by the contractor or his licensees or assignees: Provided,

That any such information [may] as well as any information on
. utilization or efforts at obtaining utilization obtained as part of a

proceeding under Section 203 of this chapter shall be treated as
commercial and financial information obtained from a person and
privileged and confidential and not subject to disclosure under sec-

“tion 332 of title 5 of the United States Code..

* . ] . : x L4 "

© {T) In the case of a nonprofit organization, (a) a prohibition upon

the assignment of rights to a subject invention in the United States
without approval of the Federal agency, except where such assign-
ment is made to an organization which has as one of its primary
functions the management of inventions {and which is not, itself,
engaged in or does not hold substantial interest in other organiza-
tions éngaged in the manufacture or sale of products or the use of
processes that might utilize the invention or be in competition with
embodiments of the invention) (provided that such assignee shall
be subject to the same provisions as the contractor); [(B) a prohibi-
tion aginst the granting of exclusive licenses under the United
States Patents Applications in a subject invention by the contrac-
tor to persons other than small business firms for a period in
excess of the earlier of five years from first commercial sale or use
of the invention or eight years from the date of the exclusive li--
cense excepting that time before regulatory agencies necessary to

- obtain clearance unless, on a case-by-case basis, the Federal agency

approves a longer exclusive license. If exclusive field of use licenses
are granted, commercial sale or use in one field of use shall not be
deemed commercial sale or use as to other fields of use, and a first

“commercial sale or use with respect to' a product of the invention

shall not be deemed to end the exclusive period to different subse-
quent products covered by the invention; (C) a requirement that
the contractor share royalties with the inventor; and (DI a require-
ment that the balance of any royalties or income earned by the

" contractor with respect to subject inventions, after payment of ex-

penses (including payments to inventors) incidental to the adminis-
tration of subject inventions, be utilized for the support of scientific
research or education.] (B) a requirement that the contractor share
royalties with the tnventor; (C) excect with respect to a funding

~-agreement for the operation of a Government-owned-contractor-oper-

ated facility, a requirement that the balance of any royalties or
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income earned by the contractor with respect to subject inventions.
after pavment expénses (including payments to inventors/ incidental
to the administration of subject inventions. be utilized for the sup-
port of scientific research; and (D) with respect to a funding agree-
ment for the operation of a Government-owned-contractor-operated

. facility, requirements (i) that after payment of patenting costs, in-

cluding licensing costs, pavments to tnventors, and other expenses
incidental to the administration of subject inventions, 100 percent of
the balance of any royalties or income earned and retained bv the

. contractor during any fiscal vear, up to an amount equal to five per- -
“cent of the annual budget of the facility, shall be used by the con-

tractor for scientific research, development, and education consistent
with the research and development mission and objectives of the fa-
ctlity; -including activities that increase the licensing potential of
other inventions of the facility, provided that is such balance ex-

- ceeds five percent of the annual budget of the facility; that 75 per-
cent of such excess shall be paved to the Treasury of the United.
. States and the remaining 25 percent shall be used for the same pur-

poses as described above in this clause (D) and (ii) that, to the
extent it provides the most effective technology transfer, the licens-

" ing of subject inventions shall be administered by contractor em-
. ployees on location at the facility. :

- L ® ® ] . [ ] o=

© §203. March-in rights

. L] L] : L . L] L

A determination pursuant to this section shall not be considered a
contract dispute and shall not be subject to the Contract Disputes

CAct (41 US.C. 60! et seq.). Any contractor, assignee, or exclusive li-
“censee adversely affected by a determination under this section may,

at any time within sixty davs after the determination is Issued, file
a petition in the United States Claims Court. which shall have ju-
risdiction to determine the matter de novo and to affirm, reverse, or
modify as appropriate, the determination of the Federal agency.

[§206. Uniform clauses and regulations]

[ The Office of Federal Procurement Policy, after recéiving rec-
ommendations of the Office of Seience and Technology Policy, may

issue regulations which may be made applicable to Federal agen--
"cies implementing the provisions of sections 202 through 204 of this

chapter and the Office of Federal Procurement Policy shall estab-
lish standard funding agreement. provisions required under this

chapter.d .

& .2'06.‘ Uniform clauses and regulations

The Secretary of Commerce may issue regulations which may be - _
~made applicable to Federal aiencies implementing the prouvisions of

sections 202 through 204 of this chapter and shall establish stand-
ard funding agreement provisions required under this chapter. The
regulations and the standard funding agreement shall be subject to
public comment before their {ssuance.
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.§207. Domestic and .fbreigﬁ protection of federally owned in-

. .ventions
ra’ Each Federal agency is authorized to—
- ’ - ‘. ] [ ] . []

tb) For the purpose of assuring the effective management of Gov- -

ernment-owned inventions, the Secietary of Commerce is authorized

to—

r1) assist Federal agency efforts to promote the licensing and
utilization-of Government-owned (nventions:

12) assist Federal agencies in seeking protection and main-
taining inventions in foreign countries. including the payment
of fees and costs connected therewith; and : ,

12} consult with and aduvise Federal agencies as to areas of sci-
ence and technology research and development with potential

-~ for commercial utilization.

- §208. Regulations governing Federal licensing

The [Administrator of General Services] Secretarv of Commerce is

- authorized to promulgate regulations specifying the terms and con-
_ditions upon which any federally owned invention. other than in-
~ventions owned by the Tennessee Valley Authority, may be li-

censed on a nonexclusive, partially exclusive, or exclusive basis.

® ) L3 [ L x L] L]

'§210. Precedence of chapter

. « . * . ) » .
ict Nothing in this chapter is intended to limit the authority of
agencies to agree to the disposition of rights in inventions made in
the performance of work under funding agreements with persons

‘other than nonprofit organizations or small business firms in ac-

cordance with the Statement of Government Patent Policy issued
on [August 23, 1971 (36 Fed. Reg. 1688N)) February 18, 1983,
agency regulations, or other applicable regulations or to otherwise
limit the authority of agencies to allow such persons to retain own-
ership of inventions except that all funding agreements, including
those with other than small business firms and nonprofit organiza-
tions, shall ineclude the requiremerits established in paragraph

- 202(cx4) and section 203 of this title. Any disposition of rights in

inventions made in accordance with the statement or implement-
ing regulations, including any disposition occurring before enact-
ment of this section, are hereby authorized. : '

L] - - L3 ) = . ... .

' CHAPTER 19—LICENSING AND ASSIGNMENT OF

LABORATORY INVENTIONS L -
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- §212.C ooperati.r.'e resea_rc’h and dei'elopme'nt programs

ta) The head of each Federal agency is authorized to permit the
directors of laboratories which are operated by emplovees of such
agency and. which have adequate administrative capabilities. to
commit such laboratories to cooperative research and development
arrangements on matters of mutual interest which are consistent
with the laboratory mission, with other Federal laboratories. units
of State or local government. industrial organizations, universities,
or other organizations or individuals including licensees of labora-
tory inventions or general partners of research and development lim-

. ited partnerships. o

tb) In the course of any arrangement entered into pursuant to sub- -

section (a), the director of the laboratory may—

(1} accept funds, services, and property from collaborating en-

tities: and _ _ :
(2} grant patent licenses or assign future or. existing owner-
ship rights in any laboratorv invention in which the Govern-
" .ment has a right, or future right of ownership, retaining such
rights as the Federal agency deems appropriate. :
- fe) In the course of any arrangement entered into pursuant to sub-
section (a/, the laboratory shall— -

(1) require rovalties from an invention licensed or assigned
under any arrangement made under subsection (b), and shall
dispose of rovalties received as follows: ‘ :

(A) pay at least fifteen percent of the rovalties received
each year by the laboratory on account of a laboratory in-
vention to the laboratory inventor of such invention:
(B) of all royalties remaining after the payment pursuant

w to subsection fal’ use such rovalties to fund any mission-re-

lated research and development of the labordtory, support

- employee development and education, reward employees for
inventions of value to the -Government that -will not
produce rovalties. or further scientific exchange: and

(C) deposit all other royalties in the United States Treas-

urv: and : ‘ -

(2) allow a laboratory inventor to own—subject to reservation
by the Government of a non-exclusive, non-transferable. irrevo-
cable. paid-up license to practice or have practiced for or on
‘behalf of the United States throughout the world—patent. and
develop a laboratory invention which the Government has the

right to own but for which the Government has determined not

to seek a patent under this title for itself; and
(3) report annually to the appropriate oversight and- appro-
priations committees of the Senate and the House of Represent-

atives detailing the amount of royalties received and the ex-

: penditure of such royalties. _ :
§ 213, Duties of the Secretary - : . U

ta) The Secretary of Commiérce, in consultation with other Federal

agencies and after opportunity for public comment. shall issue, mon-
itor. and amend, as necessary, guidelines for voluntary use by the
Federal agencies for— . . ST
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(1 techniques and procedures to use to aid in the earlv deter

‘mination of the commercial potential of new technologies gener-
‘ated tn performance of Federal laboratory research;

121 training courses to be developed and admmzstered by the
. Secretary to—

(A} increase the awareness of laboratory researchers re :

garding potennal inventions; and
" (B) communicate the essentials for options for commer-
cialization which are available to the Federal laboratories;
1} provisions for the disposition of inventions pursuant to
clause (bx2) of section 212, including the protectzon of the Gou-
ernment’s interests, as necessary.

-tb) The head of each Federal agency, upon consultation: w:th the
Secretarv. may adopt, supplement or revise the guidelines issued
pursuant to clauses fal (17 and (3) of this section consistent with the
mission of the Federal agency concerned.

tc). The Secretary shall, upon request, furnish advice and asswt

. ance to laboratory directors pursuant to section 212.

td) The Secretarv. shall submit an annual report to the President

" and Congress on the activities and accompltshments of the coopera-

tive research and development program, including technologies
being developed. through cooperative research and development ar-
rangements made under the authority of section 212, and recommen-

dations for legislative changes if deemed desirable. The first such

reports shall be submitted one year after the date of enactment of
this chapter

& 214. Definitions

" As used in this chapter the term—
t1) “Federal agency” means any executive agency as defi ned

in section 105 of title 5. United States Code, and the mzhtary‘

departmen ts as defined in section 102 of such title;
_ “laboratory' means a facility owned, leased, or used bv a
Federa! agency, a substantial purpose of which is the perform-
ance of research and dev e!opment by Government emplovees;
“laboratory invention' means any invention or discovery
u.hach is or may be patentable or otherwise protectable under
this title. and is reportable fo the Federal Agencv for determina-
tion of ownership:

t4) laboratory inventor' means a Govemment emplovee of
the laboratory who has made a laboratory invention:

(31 “cooperative research and development arrangement"
means any agreement between a Federal laboratory and one or
more non-Federal parties under which all parties agree to—

"~ ‘AJ apply resources to conduct specified research and de-

velopment, or :
'B) license or assign laboratorv muenttons for commercial
use; and

14 Secretary means the Secretary of Commerce,

O




