| BACKGR OUND PAPER
SUPPORT AND EXPLAIN THE NEED FOR THE
- PROPOSED "SMALL BUSINESS AND NONPROFIT . L
OR GANIZATIONS PATENT PROCEDURES ACT"
(S 3496, 95th Cong 2nd Sess )

' Introductron

._ On September 13 1978 Senators Bayh (D Ind) and Dole (R Kan)

__ 1ntroduced S 3496 in order to establlsh um;form Federal patent procedures o i

- for small busrnesses and nonproflt orgamzatmns- They have been ]omed

by the followi’ng'additionaIsponsors DeConcml (D~ Arlz) Mathra;s (R -Md) "

. Domen1c1 (F~-N. Mex ) Garn R- Utah), Hatch (R Utah) Hatfleld (D Mont)

Case (R —N ), Wllllams (D-N. ] ) Anderson (D- an) Hatfleld (R Ore)

o McGovern (D S D ) Metzenbaum (D- Oth) Thurmond (R~S. Car ) end
"Luorar (R Ind) | BRI

Beceuse the 95th Congress has adgourned 1t is expected that a

- smn]lar b111 W111 be introduced early in the 96th Congress and efforts are s

under-way to obtam sponsors for a companlon I—Iouse b111 Thls paper has S

been prepared in order to glve 1nterested per sons a more deta,ﬂed explana—_ R

tlon of the bill and the reasons Why th1s 1egrslat10n is belng sought by the

umversrty and small busmess comrnumtles R | o
| The proposed Act represents an attempt to seek a solutlon to g

| spec1f1c: problerns that face small busmesses and nonproflt orgamzatlons

 but doe_s not try to _a.rrlve at an overall solut1on to the Go_v_ernrnent_ patent .

policy issue. In the past s.lrnost_ all bills proposed in this area have been




| _broad in scope and have dealt With _th-e'vvhole range of Government R &'D_‘_ o
contractors' and g’rantee-s. The result has been that the interests '.-and -
needs of the un1vers1ty and small busmess communities (Whlch collecttvely._.
_. perform at least 36% of alI Government sponsored extramural R & D) |
have been lost in heated argument and debate over the treatment of large
llndustrlal contractors Tt is evident that the needs of these two groups

-. ] ..Were overlooked by the framers of Sectlon 9 of the Federal Nonnuclear

| .Energy R &D Act of 1974 Wthh has become the model for subsequent

-Ieglsla‘uon. 3 Other recent admlnlstr'atlve developments do not portend -
N .'.Well for the future, The proposed bill is 1ntended to correct this srtuatlon.'.
It represents a viable and respons1b1e approach to Government patent _- :
_ policy that W111 satisfy the needs of these two groups and at the same tune] |

promote and' protect the wider pub‘llc 1nterest.’

T he Goals of the Un1vers1ty and Small Business Communities

“The pr0posed Act is deslgned to achreve a number of goals of the Sl

- small busmess and un1vers1ty communities. Most rf not all, of these

goals cornc1de w1th wider natlonal goals- such as 1ncreas1ng competmon

__economlc growth and ]ob expansron | | |

The university comrnunlty seeks a Government patent pollcy that:f

| _Wlll have the follow:mg characterlsttcs . | .

| -(1)‘ A simple and unlform system that rnlnlmtzes admrnls-
trative burdens on the unlver31ty cornmunn:y (and coinci- - |

dentally the Governrnent).




2) - A system that provides Iat'least the 'minnnurn incentiv.es
;. and conditions nece.ssary to achieve to the maximurn
o extent practlcable and commerclahzatlon of unlversn:y
“inventions rnade under Government awards |
: :(3)_ A system that will encourage 1ndustr1a1 sponsorsh1p of -
| unwersﬂy research | | |
" “4) A systern mat will recogmze the equltles of the uIllVGI‘SlthS,I o
| '7 Other un1vers1ty sponsors and in rnany cases, the States

- Which support the: un1vers1t1es.

The small business comrnunlty also seeks a systern that is s1mp1er o

| _. and less burdensome and Wh1ch recognlzes thelr equities. However, small
bus1ness is espec1ally concerned that Government patent pohcy -
L _:('1) make it attractive for small business o part1c1pate in Gov-'
o ernment sponsored research and allow small busmess to - |
more effectively_compete with _lar-ger com_petitorsfor
- Government :suppor_'t_,. and E |
| (2)' | B allow small business to use invent_ions made hy thetn with :
| Government support to maximize firm grOWth and enhance
' "thelr cornpetltlve posmons 1n non- Government markets
The Act proposed will accornphsh these goals Whl].e at the same
time prornotlng 1arger national goals of 1ncreased compet1t1on, 1ncreased

o innovauon and product development, and increased economic growth_and



: job_expansion At the same t1rne the Act would protect the Government .s
interests by Ipr,ov_ldmg it 'Wlth a royalty—free llcense. It also would aIlow
th_e Governmentto make exoeptions in_'cejrtain'classes of cases _or on a
B case—by—case 'besis .And the right of the. "Government to r'equire licensing_ |
in cases When small busmess f;rms or universities fa11 to take effectlve _‘
- 'steps to develop mventrons is a feature of the proposed Act. The proposed |
Act also prov1des for a return of the Government S 1nvestment in cases |
: Where the mventron generates substant1a1 royalty moome or sales | .The
_ latter should answer_ the arguments of cr1t1cs who ar_gue that_the taxpayer |
' should reoover his inves.trnent in cases vvhere a 'G'overnment oontractor
"or grantee goes on to make substsntlal 1ncome based on Work orlgmally
| | supported by the Government At the same tlrne thls provrslon is carefully
' worded S0 as not to be counterproductlve to the Act ] purpose of stunulatmg_

technoIOgy transfer,

_ | The Current Sltuatlon snd Policies
' At the outset, it mdst be understood that tne:current situation .is."_: l_ o

generally counterproductlve to the goals sought by the b]ll and, 1f anythmg,

.seems to be movmg in an even more counterproductlve fashmn ke :

As identified in the proposed Act there are currently 19 dlfferent




7 .statutes gonerning different_ Government agencies or progr.ams. Some;

times different programs With--in the same 'agency. will be governed hy -

B dlfferent statutes, or some programs of a glven agency may be governed |
- by statute and others not. These statutes tend, Wlth a few exceptlons, g
to encourage retentlon of t1t1e to 1nvent10ns 1n the Government but
_‘ normally allow agenc1es ﬂex1b111ty to grant walvers. |

- In addition to. these statutes, ‘most agenc1es have shaped thelr =
lp011c1es around the Presu:lentlal Memorandum and Statement of Govern— |
ment Patent Pollcy 1ssued in 1963 by Pres1dent Kennedy., However thlS. |

Statetnent is so structured to ac_commod’ate a my_riad of practice-s and

'- leaves cons1derab1e Op rat10na1 flex1b111ty in the 1nd1v1dua1 agenc1es

‘The result of the above is that there are at least as many dlfferent. |

"patent p011C1es and procedures as there are_agenc1es_.- Agency clauses |

tend to differ, Willingness' and procedures for negotiating clauses and' |

after the fact Wawers vary cons1derab1y from agency to agency, - and even.

= sometimes within different elements of the same agency.. 'Si_milarly', the o

terms upon vthich IIWaivers are grant'ed”tend to vary 'considerably.- For
| '__..'unlvers1t1es and small busmess flI'IIlS that deal W1th several agenc:les, |
it becomes an enormous burden just to understand the d]ffermc requ1re~ |
| ments and procedures 1mposed by these agen01es | R

. However Whlle the detalls and specnflc procedures tend to dlffer

'con81derably, the broad outlines and net result- are often the same. -



_Univers'it:ies can '_expect their 'Governmen‘t a.avards to .in.clude terms allow-
- ing 'th.e Gorernment to take title, but'allovtring deferred determinations of
- rrghts after mventlons are 1dent1f1ed The only current exceptrons to
' this are the Department of Health Educatron and Welfare (DI-IEZW) and
"‘the. Natlonal Scrence Foundatlon (NSF) which have entered 1nto Instrtutronal.
) 'Patent Agreements wrch some unwerS1t1es Wthh give them a first opt1on
S 'to retam t1tle Up u"1t11 a few years ‘ago the Department of Defense (DOD)
. gave favorable treatment to unlversrtles on a 11st of 1nst1tut10ns with |
approved patent pohcres However th1s was dlscontmued when the Armed.
: Servrces Procurement Regulatrons were conforrned to the Federal Procure- .
| ._: ment Regulatrons, ‘and it is not clear What DOD's present intentions are.
| Small busmess flrms can also normally -expect to recerve a t1t1e-1n—the—
Government or deferred determmatlon clause from all agen01es except.
DOD And even DOD may use a deferred determmatron clause if the small__ .
- busmess firm does. not have an estab_llshed commerc1a1 market. _Thus, :
small companies must us.ual.ly.negOtiate With the'various ag'encies ona
" case- by case bas1s 1f they W1sh to obtam more favorable treatment |
Moreover, the abﬂrty of agenc:les to grant more favorable treatment '.
“asa result of negotlatlons, or under deferred determrnatlons or through
| lnst1tut10na1 Patent Agreements is mcreasrngly bemg placed under leglslatwely
created burdens and pr0cedures For example Sectlon 9 of the Federal Non—
. nuclear Energy R & D Act of 1974 places a presumptlon in favor of title-

in-the- Government and though it does allow the Department of Energy (DOE)




tne _ﬂexibﬂitj .to' grant Wa.i\ters it requires the cons.i'der_at-ion of- a.rather__
. extensive llist.of. factors prior to such 'grants. .-Thfs Act has been inte.r—' |
_' preted by DOE as preventmg it from usmg an Instltutlonal Patent Agree-
: _ﬁ _ment approach with reSpect to un1vers1t1es thus makmg it more restr1ct1ve
_than the President’ s Pohcy Statement It also- plays mere lip serv1ce to -
. the needs of sma11 busmess firms a:nd essentlally requlres therr complrance '
k..Wlth the same expenswe and t1me consurrnng procedures with which larger .' .A
R ~and more fmanmally able competrtors are. faced Unfortunately, Sectron 9
~ has smce been 1ncorporated by reference and made apphcable to three |
.-more Government R&D programs. Unless posu:we steps are taken, Section N
9.méY_ -b'e- the wave of the future, | T B B
Becent developments on_the administrative_front also point to-a
movement'in Government patent policy-more in the direction of a..title—'in~ i
- the- Government_ approach regardless' of the type of . erformer inv'olved.._

The primary example of this was the recentldecision of OMB/OFPP o

- suspcnd recently issued amendments to the Federal Procurement Regulatlons B

- Wthh for the frrst time forrnally recognrzed and authorlzed the use of

Instltuuonal Patent Agreements for umversatty contracts, These regulat1ons ) |
had been w1de]y supported and commented upon in draft form by the univer - -
sity communlty and others in 1976 They 1mplemented recommendat1ons

h in a-report on _Government_patent policy vis~—a—visuniversiti_es _tha.t'wasv
" approved 'u.nanimousw-b.y the F(_]ST _Co_mn’iitt_eeon_ Gorern'ment:Patent Policy

in 1975. Only after extensive university efforts was the suspsnsion lifted.




CAnd it has become clear that the 'controversy created over the i‘sSuance

- of these optronal regulatlons has deferred agenc1es from usmg them,

: Equally dlsturbmg are recent deve10pments W1th1n DHEW whlch S
currently funds appr0x1mately one- half of all Federally-supported

| " university research Walver petltlons from mstltutlons and contractors n
not holdmg Instrtutlonal Patent Agreements have been held up W1th1n DHEW

_-from August 197’7' unt11 the.fall of 1978- It is apparent that the release

| of many cases in the fall of 1978 only occurred as. a result of the efforts L B

. of Senators Dole Bayh Mathlas and others A paper is being dlscussed
' 1nterna11y within DHEW Wthh prOposes the review of the approprlateness _
.of Institutional Patent Agr_eements T hus DHEW may be headed back o |
__its re.gre'slsive 'policlies of the early 1960 s Wthh were soundly cr1t1c_1zed K
by the General Accountmg Offlce in 1968, Interestmgly, the pollcles now o
_ under attaok by DHEW management were suggested by the General Accountmg
B : Offlce in 1ts 1968 report .
Furthermore it is our understandmg that Pres:rdeat Carter has |

'_'mdrcated a predehctlon towards use of a t1t1e -in- the Government approach

o Why he has do*re SO we do not know, but it seems to stem from his assocaatlon |

with Admiral Rlckover who, contrary t_o a.lmost everyone els_e in DOD, has
- been a long time advoc.ate of a title-in-the-Gover-nment approach for all
_ Government contractors be they 1arge or small, prof1t or nonprof1t

In view of all these trends both leglslatlve and admlmstratwe the




-university and small business communities consider it imperative that

- legislation extracting them from the deeping morass of Government patent .

policy be enacted les_t their positions become complete-ly'eroded.' |

The Proposed Act's Treatment of Universities and Nonprofit Organizations

~The propo'se_d Act'is._designed to overcome the current problerns_ -
and to achieve the goals of the_ university community by norn‘ially’ al'lo-v.vingr"-
o un1vers1t1es and nonproflt organ1zat1ons the rlght to elect to retam t1t1e o
| to inventions made by them with Government support sub_]ect to varlous '
. .requlrements and safeguards substantlally srmﬂar to those now 1nc1uded'
. in the Instltutlonal Patent Agreements awarded by DHEW and NSF

(1) Commercialization of University Inventlons "

This mix of r1gnts and obhgatrons r.epresents the minimum but.
B Critical rights necessary to obtain the co‘mrnercialization of inventions
made by unlversmes In order to understand Why thls is so one must

i understand thc nature of U.i‘llVGI'Slty research the 1nvent10ns that flow :

B therefrom, and the factors that affec_t the transferof thes_e inventions

R to the 'cornmerc':ial rnarketplace.
T he Federal Government sponsors research in unlvers1t1es .to
' "expand the boundarres of ex1 sting knowledge in areas or on problems
. _deemed to be in the public interest or to be related to natlonal goals
Un1vers1t1es are usually (unless they are domg class.1f1ed research) fre.e :
| to pubhsh research results which are generally made avallable to all.

The rlght to pubhsh is normally preserved in the negot1at10n of grants




1o

B and contracts as is the sp:)nsormg agency s rlght to recelve agreed
. upon reports

- The generat1on of 1nvent1ons is almost never the mam ob_]ectlve

. of the research conducted with Federal funds, rather an mventlon

'generally is an 1nc:1denta1 byproduet of the resea:rch act1v1ty, 1argelv o

' attrlbuta'ble to serend1p1ty .and /or the personal creatwlty of the .mvestl- e

. gator backed by his years of professmnal trammg and experlence and . -_ |

to the scholarly env1ronment and research resources promded by the L

_ umversuy
: Moreover these invention's unlike those of larger industrial |
' firm's normally stand aloue ~As eXplamed in a Harbrldge House study

"Thezr 1solat10n is a major obstacle to utilization since most |
~‘inventions are not marketable products in themselves. The
industrial product is often protected by a cordon of patents, as
illustrated by the list of patents on a packet of Polaroid film.
A university invention, on the other hand, is a one-shot patent,
Even if the patent specification discloses an ingenious invention,
- the patent claims which define the scope of monopoly are likely
" to be narrowly drawn. Whereas industry will add to its patent °
~ arsenal as a product is improved, a university patent, if it ‘f’
. to be licensed at all, -must be 11censed on the 1n1t1a1 effort k

Educatlon 1nst1tut10ns are, of course, not orgamzed e1ther to

: manufacture or to produce and market patentable mventlons Nelther,
for that matter, ls.the Federal Government. Accordmgly, 1f unlversn:y
B mventlons are to be used such mstltutlons must seek to 1nterest those -

in the industrlal world Who have the commercial capabjlity for invention'3

1I-Iarbrldge House, Inc., Legal Incentlves and Barriers to Utlhzmg :
Techn010g1cal Innovation, pp 11-13 (March 1974—) o
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' develooment and also very 1mportant1y, market develOpment which
- '-the umversny lacks. Thls is often a dlfflCLllt task since few 1nvent1ons
comin.gr_out of univers_rt_y research offer read__lly reco_gmzable_ prospects
:of a 1arge. market or a high return on investment;'-—'Moreover '.the "not—'."' "
E ‘mvented here syndrome often poses a drfflcult mst1tut10na1 barrler |
Un1vers1ty 1nvent1ons, since they most often correlare Wlth the results
_'of fundamental research tend to be ‘at best in the early stages of
: __'deve10p'nent and therefore reqmre the mvestment of substant1a1 prlvate g i

!

risk capltal to deve10p 'rhe 1nvent10n to the apprOpr1ate state for 1ntro—- '

- 'ductlon into the market

At the same time, .LII’IIVel’SltleS are in a umque posmon to objectrve-
ly seek the best qua11f1ed 1ndustr1a1 developer and under apprOprlate Ilcensmg_
arrangements monitor the d111gence of development efforts by sueh a
developer If unrveIS1t1es cannot furnlsh if approprlate an excluswe R
- license to developers for a 11m1ted perlod and thereby secure the mvestment
.. of necessary capltal mventlons resultmg from Government awards are
less 11ke1y to be developod to the pomt of marketabﬂlty, and thus the pu.bhc : o
| is les_s llkely to receive the ben_eflts' from such mvent_lon_s, or at least may .
.not .reeeive th‘em.as qdiekly as otherwise Would be the case- Moreover |
most un1vers1t1es, though they rarely make any s1zeab1e mcome from :.

g 1nvent10ns, Would Iargely lose all mcentlve to seek 11censees 1f they d1d

- _not hold patent rights. Because of the pabllsh or per1sh” eth1c and the .



Wicle availability of the res'.ﬁlts ot Gove:rntnent e'uhported reeearch the =
un1ver31ty normally ne1ther c:ould nor would consu:ler it approPrlate to .7

- deal in- trade secrets | R

When the rlght to seek patents resldes in hnlversmes | apprOprlate

: _patent apphcatmns can be f11ed promptly and negot1at10ns 1mmedlate1v
._commenced W1th pr03pect1ve developer /llcensees, Wlth the actlve assmtence

of the 1nvent0r When thIS rlgnt does not exist at the time of contractmg, o

but must awa1t a determmatlon after the 1nvent1on has been 1de1t1f1ecl .

substantlal time 1s usually requ1red to prepa:re the necessary documentatlon

for the sp-:)nsormg agency and for the agency to make a det_ermmatlo_n. _Wh]le : -

awaiting the _c)'utcome of such eclministrative_ 'p'ree'ees;' the invention may._lie' e

" dormant, with the attendant risks that the inventor's intereet in a.esisting P
! in the.develdpment becomes attenuated and that inter\tening events .n'my“
foreclose suc_ces.sful_ transfer of the_ihvention to'the public, For_exatnple,
| ‘a potential lieensee ma.y decide to put _his efforts elsewhere_‘_rathe-r than
_Wait- for .ade-ci:sio.n | | | | | |

Smc:e deadhnes for domestic and fere1gn patent appllcatlons are

affeeted by publlcatmn of patentable ideas in sc:1ent1f1c ]ournals or thes1s .
_pape:rs delay*s m determmmcr the dlSpOSlthﬂ of rlghts to an 1nvent10nrcan |
result either in delay of publlcatlon of research results or, What is more :.
'. normally the case, the exp1rat10n of the time 11m1t in Whlch patent apphca—._", '

- tIO‘IS can be f11ed Nelther ch01ce benef1ts the prllC



| represent only a very small fractlon of the reta11 prlce of marketed
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T he public Wlll obtain the greatest benefit from un1vers1ty gener—
L _ated mventlons under a system Whlch offers adequate mducement to those o

Who can brlng the fl‘l.lltS of the research into a form useful to the consum—

. mg publlc Me're exclus1V1ty m'patent r.1gnts does not 1pso -facto .create '

'art]f1c1a11y hlgh prlces for related products and royaltles generally

| ._goo_ds. Moreover, one must face the 1nescapab1e conclusmn that the '. '
| .d_etrel.oPment of inventions under a reasonable Gove_rnm-ent patent _policy
_ Will benefit the public by making avail_abie products that would otherwi_se ;
o not have been available at any prfce and which are pre'sumab-ly more
attractiv'e.to.tfe purchsser_:th_an other al.ternatiVes or substitutes_.' |
| "_-.Wit_hout e_xciusivity to some degree, pritrate '_sourc_es._ are unlikely
".to'h_ave sufficient inc_entiire to invest in the effort ne_cessary o de\}elop -
most university inventions.. Ihdeed, th.e' investr_hent required to bring a' - '
: Product or pro'cess to a marketable ucondit'ion and- to introduce it into the o
'market is almost always far greater than th,e mvestment m the orlgmal |
research from whlch the invention resulted e -
~To brmg an invention to pubhc use, further develop*nent or
engineering is reqtured such as testmg or screenmg of new'chem1ca1
cOmpounds Before the efforts and expenses incident to testmg or screemng
are undertaken mvestors need to know who has the t1t1e to or ownersh1p
of the mventron (1. e. the r1ght secured to inventors. and the1r ass1gnees -

or 11censees, for 11m1ted times, as authorlzed in the Constu:utlon)
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: Often. prospective licensees \nill _reque -to undertake the testing-,’ :
screenmg, or development of 1nvent10ns unless the 11censor can grant
~an excluswe 11cense for commerual use or sale In some cases, no
| _' v1ab1e aliternatlve has been avallable and in the absence of an excluswe K
llcense, the use of the 1nvent10n has been denled to the publlc Indeed
in the case of pharmaceutlcals this has been well develop d in the 1968 '_ o
General Accountmg Offlce report mentloned above and by subsequent

_ com.parzsons of investment in NIH s_upported,. umversu:y 1nvent10ns ante -

and post 1968

Unlversnnes usually do not possess the resoutces, crltlcal fac111tles,' '

or controls necessary to brmg druO' products, for example through the |

-c11n1ca1 testmg stages to rnarketabﬂlty Thus itis unperatlve that-they __ o
be in a posmon to supply an incentive under appropriate_-'licensing arrange’—' 2
._'ments' to those organizations which have those facilities and control_'cap.- .

E abllltles | | | | | o o

| Thus, the przmsry result of the economic stnnull afforded by a e

) ..rea'llstlc patent pohcy is the mtroductlon and productlon of new. goods or

| _serv1ces. into the economy. - _The 1nﬂux of new technology and products '

‘should stiniulat'e_ cornpetit_ion_and economic gfowth. o e

(2) '_U-niversit.y /Industriai Collaborat'ion -

The university community also believes that a Government patent
- policy such as that proposed in the Act is needed to foster greater industrial

- sponsorship of university research.
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In FY 1976 of a total of $3. 724: bﬂhon spent on R & D at umver*
'_s1tles around two- ~thirds or $2 501 b1111on came from the Federal Govern-
g .ment Of the remamder only $123 rn11110n came from mdustrlal sources
- with the other $1. 1 bllhon commg from 1nst1tut10na1 funds state and
1oca1 governments, and other nonp"oflt 1nst1tut10ns such as foundatlons
The unlverSJ.ty communlty beheves that there ex1ats a real potentlal o
~increase mdustrlal support for. un1vers1ty research. At the same ttme

it is apparent that to explon: th1s potenual more favorable Government patent .

- :'_ 'po_hcres must be deveIOped_. Beca_use_ suc_h a hlg_h per_centage_of umversﬂy‘- ;

o inves_tigators .receive Fed_'e—ral support under conditions .all.l'ow.ing.the Govern-
_‘ rnent to'obtai_n- princ_:ipal rights m any' inventioné.,f many'firt_ns_ that m.ight. _'
| o_thervvise be 'intere"sted in s“tipporting.or ooliaborating_with_'university
_scientiats 'ar_e reluc'tant to do .so'._' T hey fear th'at the resnlts"of vv'ork they |
. sponsor.'may become entangl'ed with Governtnent cllairns_- under tts Work |
_ .'s'uch'as' to j‘eopardize any exclusivity the'y -tnight gain; o :
| The proposed Act would la:rgely ehmmate thls problem The beneflt |
_”to the UHIVGI'SltleS and nonproflt section should be obv1ous At the same |
‘time, 1ncreased 1ndustr1a1 sponsorshlp m1ght ease the burden on State
. governments and would also have the tendency of decreasmg the absolute
”amount of Federal support requrred and /or decreasmg overhead and other
indirect costs pald by the Federal Government by Wldemng the base of

~ university sponsorship.
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(3) Uniformitv

The pr0posed Act would ellmmate the extensive burdens of the

_ current deferred determmatmn approach Moreover the adoptmg of

a smgle standard clause W]ll ellmlnate unnecessary admmlstrattve
dlfferences. :

(4) Recognrtlon of Equities

Finally-, when patentable inventions occur, ...the. eouit'ies to. be
con31dered 1nc1ude not only those of the Federal Government but also |
those of the 1nventor the un1ver s1ty, and, occas1onally, othor sponsors
- Rarely are Federal funds the sole factor contrlbutlng to the makmg of an :
invention, Beyond the crttlcal contrlbutlon of the 1nvest1gator, the
unlvers1tv 1tse1f v1rtua11y always help:, to flnance the laboratorres, equlo- '
ment and pcrsonnel contr1but1ng to an mventlon It also prov:Ldes a
3 scholarly atmOSphere and sometlrnes the 1nfus1on of funds obtamed from g
., non- Government sources, Each of the partles has a clalrn in equlty

| A pohcy Wthh assngns patent rlghts to the Government for all
federally supported research ehmlnates the equ1t1es of aIl partles but
-_ the- Government. ‘The prOposed Act overcomes ‘this by allowmg the -eqmties -
of the un1vers1ty, the mventor (through royalty sharlng) and other sponsors
) to be reCOgnlzed At the same time, the Government s interest 1s protected

~bya royalty-free 1ice_nse to practice any inventions for _Governmental purposes.' '
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_ Beyond thlS smce the takmgr of title by the Government would tend to
1nh1b1t commerc:lal]zatlon 1t is dlff:tcult to understand what other need
" the Government has for any greater r1ghts (other than march in’ rlghts o
and other such safeguards mcluded in the Act ) The proposed Act also '
-prov1des that the Government w111 recelve its mvestment back in those

'---_.cases When a utuversu:y earns substantlal income from an mventmn

_T he Proposed Act s Treatment of Small Busmess '

| As Wrth un1vers1tles, the proposed Act Would normally allow c
'small busmess f}.rms to retain rlghts in any mventmns made under |

. _Government contracts and. subcoatracts subject to various COL’IdlthﬂS.

(1) Improvmg the uompetltlve Posmon of Small Busmess F1rms

For reasons closely related to those dlscussed in the premous E e
section, small busmess concerns often requ:re the retentlon of patent
' _rlghts in the:Lr 1nvent10ns in order to attract mvestment caprtal or to |
_ othervnse make r1sk takmg a reasonable proposrtlon It 'appears obv1oas..-:-'_
_-_that 1f the Government takes tztle to 1nvent10ns made by small busmess
'._'f-:trms it is, in effect removmg the mcentwe for those f1rms to develc::p
- the mvent1ons T hat 1s, When a Iarge companf makes an mvenuon it -
. .may be better able to develop it Wlthout patent rlghts because 1t en]oys
other advantage.s such as financial resources, economics of s_cale, access' -
| to resouroes, and_wel_l developad marketing and_ distrihution_ systems; ', ‘On

~ the other hand, most small firms must place much greater reliance on
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. patent protectlon to prevent larger competrtors from undercutttng new

L products and markets whlch they may develop T he result of a t1tle m-

the- Government approach vis-a-vis small busmess flIIl’lS is thus to favor
-'zlarger more dOIIlll‘la.l’lt f:rms, elther forelgn or dornestlc ' |
. Smce almost all the arguments of those who advocate a tttle 1n- .
| "-_A-fthe Government approach are based on the con;ecture that leavmg tltle -
in large contractors W1ll be ant1compet1t1ve 1t is. not understood why -
= these arguments should be extended to small busmess flrrns. Y
It is belleved that the proposed biil leaves suff1c1ent safeguards |
- in the Government either at the_trme of contractmg or after a contractor_-:
'has elected.rights to ensurel that the goal's of the Act are met_ w_ith-due .

'recogmtlon of unusual circumstances. -We also believe that the benefits'

that W111 accrue to small busrness firms Wlll translate dlrectly 1nto greater S

economlc growth and job expansmn
| Although we belteve the relatlonshtp between mnovatton and new
o 'product development and long-term economlc growth a‘nd job expansion
| are 1ntu1t1vely and htstorlcally obv1ous, several recent studles are crted
below to ﬂlustrate th1s T hey streSs the 1mportance of a healthy small _

- business enterprrse to these goals

A 1967 Department of Commerce study 1/ and a more recent update o "

of that studv by ]ohn Flender and Rlchard Morse of the MIT DeveIOpment

Foundatton, Inc. 2 / lend strong support to the pr0p081t10n that sales growth '

._"-1/ T echnologzcal lnnovatton Its Environment and Management -J S, Panel-
on Invention and Innovation. (Washington, D, C., GPO, 1967).

prises

2 / john O. Flender and Richard S. Morse, The Role of New Technical Enter
T in the U. S Econorny, M.LT. Development Foundatton Inc October 1,

1975,
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- -and job creation occurs more rapidly in innovatrive companies than in
- rnature (dorninant) companies. And eVen. rnore significant for -purposes

: '7__of th1s analys1s is the fact that ]Ob expansmn at young (1 €. small) high = N

R technology companies was even more spectacular 3/ These findmgs '

'.;mdicate that a patent pOll“‘Y that Would deemphasme the needs of smaller ghop
- flrrns because of antitrust concerns With larger firms could have a negative "
-1mpact on ]ob expansmn . | | LR -

The potential harm that could accrue frorn discountmg the need - E
to be concerned With 1.nventions from nondommant firms is further emphas1zed. .
by a study done by Gelman Research As_sociates. .An international panel of |
eXperts’ selected the 500 rnajor innovations-that were introduced'- into .the' |
| '_ | market dur—ing -1953-73 in the U S., UK, ]apan West Germaay, France |
or Canada Of the 319 1nnovat10ns produced by U. S. 1ndustr1es 24% were -
produced by compames with less than 100 employees Anoth.er 24% were

introduced by companies with 100 to 999 ernployees.-

(2) The Ability of Small Busmess to Cotnpete'For Government R & D. A

“As prev1ously noted current patent polimes of ail agenc1es except

'DOD generally require all potentlal profit makmg contractors, be they big L

'. or srnall 1o accept a title -in~ the Governrnent or deferred determmation
. type patent clause or to engage in negotiations on thlS point, The effect

B 3/ The authors found that during the 5 year period of 1969-74 "six mature
‘companies with combined sales of $36 billion in 1974 experienced a net

gain of only 25,000 jobs, whexeas the five young, high technology companies o

_ Wwith combined sales of only $857 rmllion had a net increase in employment
- of 35,000 Jobs I . _
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| ot this is to actually .place smaller firms a.t 'a'r'elative disadvanta.ge to
_larger f]II'IlS The situation nght be analoglzed to the old saw about -

_ 'the law 1mpos1ng the same penalty for sleepmg under the brtdge be the

offender r1ch or poor : |

Put s1mp1y, current p011c1es often place a h:tgh technology, small

- _"busmess flrm in the pos1t10n of acceptmg Government dollars at the cost

-.of ]eopard1zmg 1ts future non-Governrnent market pos1t10n Wh11e the '

| same could be sa1d of larger flrms it must be remembered that for them
" '_'patents do not usually play as 1mportant a role in the mamtenance or

. 'expansmn of thelr markets. Moreover, larger f1rms may be in a much

_ better f1nanc1al pos1t10n to resist Government demands and negotlate more'

equltable paten_t prov1smns. And they W111_normally have More resources. |

to allocate to contract negotiations on after-the-fact waiver petitions,

Furthermore; larger companies are better able to segregate Government

- and non-Governr’nent work in sep'arate divisions S0 as to guardagainst

_'the1r commerc:tal lines be1ng ]eOpardlzed by Government clanns under
- R&D contracts | |
For these reasons, we beheve that a patent pohcy along the lines -
| _ .of the proposed Act will have an- appreclable 1mpact on the ab111ty of the .
| small business commumty to compete for Government support At a |
: ,mlnunum it W111 end the unfortunate dllemma of choosmg between one 's

'corporate "hlrthrlght” and a "mess of Government porrldge
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: Other Aspects of the Act

It should be noted that in addltlon to treatmg Governrnent patent
pohcy Wlth respect to small busmesses and nonproflt orgamzat1ons, the -
k b]ll also has several sectlons authorlzxng agenmes to estahhsh 11cens1ng

programs W1th respect to 1nvent10ns to Wthh the GOVernment holds t1t1e

- This could mclude inventions made by Government employees and mventlons E

~in WhICh small busmess or nonproft contractors d1d not elect rlghts T hese L

o pI'OVlSlOI‘lS promde the Government w1th the necessary authorlty to seek
o 'deve10pment of these mvent1ons When the 1nvent1ng organlzatlon is not i

- 1ntere_sted.

- QOctober 1978



