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”INTRODUCTION

Thark you for the opportunlty afforded me to pa1t1c1pate

-in this public hearing on the proposed implementation of a

~uniform, government-wide program of Institutional Patent. Agreenents,
_.spec;flcally as’ applled to universities.

. My comments-today are offered on behalf of the Association
"of American Universities which represents 48 institutions,
the National Association of State Universities and Land-Grant
Colleges, the National Association of College and University
Business Officers, the American Association of State Colleges

and Universities, and the American Council on Education which.
represents some 2,000 higher educational institutions in the
United States, that latter being an umbrella over-all the major .
- educational associations. Each of these associations has reviewed
- the testimony and given their endorsement and asked that they be
‘mentioned. My remarks also represent the position of the Massa—
chusetts. Instltute of Technolog} where I serve. -

I 51ncere1y hope that this exchange of 1deas ‘and phllcsophles
in‘approachlng the patent implications of government-sponsored -
research at universities will serve as a constructive means of
continuing communications on this matter between unlver51t1es,-
the government and the publlc. :

Un:ver31t1es gererally suppoxt Instltutlonal Patent Agreement

- not because of potential financidl return (which is minimal), but

because. of their value as effectlve ‘instruments for technology

transfer. For this reason, we believe that. such agreements are

" in the best interest of the public and hence the United States. .
With your indulgence, I would like to spend the remalnder of my -

Ctime deve10p1ng thls theme., - , _

'NATURE OF UNIVERSITY INVENTIONS

As you well know, the United States Government, through 1ts
various agencies, spends hundreds of millions of dollars per year -
to support research at Amerlcan un1vers;t1es. The total figure
- is about %3 6 bllllon. _ S R '




Chairman Nelson. How does that break down?

_ Mr. -Jones. Well, it 1s, of course, for. the major
. part, basic research. The NSF has a budget of about $%00°
million of which some $650 mllllon is basic research accorn—'
ing to my recollection. :

' The Natlonal Institutes of Health sponsors research at
- a level sllghtly over $1 billion. 1In addltlon, the Department
of Defense is a major supporter of research in universities

as well as elsewhere and there are other government bureaus
'whlch are lesser, but still 51gn1f1cant supporters.

Chalrman Nelson. The total is about $3 9 bllllcn,
is that what you are saying? :

- : Mr.- Jones. I mentioned $3 6 billion but the flgures
are in the order of that magnltude. I do not have the precise
flgures. o _

_ Because of the unigue nature ¢f the universities, the -
 type of research differs from that performed under other govern-
ment-funded contracts. Further, the university s special goals
of education and research result in unique patent concerns and
hence dlfferent technology transfer processes.

The unlver51ty, by 1ts very nature, is orlented to basic
and fundamental research as an integral part of its education proc-
ess, The university is not and should not be a business or commer-
cial enterprise. It does not develop products nor sell goods. In-
ventions made in the. performance of government—sponsored ‘research
‘are usually incidental to that research, i.e., by-products rather
than specified objectives. The government does not fund a univer-
sity to create patentable inventicns, but rather to extend the knowl-
edge of man in areas of vital importance to the community. Univer-
sities are not funded to produce marketable products, but to explore
the' frontiers of science and technology in order to add to our fund
'eof knowledge.

Consequently, it is rare that a un1vers1ty, in the course of
performing government-supported research, wil’ develop an invention
_capable of being transferred immediately to the market.

. To translate technologlcally useful concepts created at the
_unlver51ty into commercially v1ab1e developments from which the
public can directly benefit requires a considerable amount of addl—
tional development, testlng and maxketlng. ‘ :

.UNIVERSITY DEVELOPED INVENTIONS - TRANSFER TECHNOLOGY

Experlence shows that 1t often costs ten tlmes, or a 100 tlmes

-or ‘1,000 times more to transfer a basic, university-generated inven-

tion to the marketplace than if did initially to invent it. This
is because the report, the data or the breadboard model developed
at the university, however interesting or potentlally worthwhile,
will never benefit society as a whole unless someone is willing and

" . has been provided with sufficient incentive to take the necessary

follow-on steps to transfer the basic technology into a form capable

'-c of assumlng commerc1al utlllty.
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It follows that the transfer of technology takes tlme, requ1res
specialized expertise and costs considerable amounts of money. To
. encourage industry to spend this time, effort and money, it is often
essential to offer prospective licensees sound patent protection,
- coupled with reasonable license terms. Without such inducements,
many excellent inventions would never be effectlvely recognized or
used; and, when that happens, it is the public which suffers the
-greatest harm.  Within our free. enterprlse system, the profit motive
remains an essential ingredient to the effective transfer of tech-
nology. The social value of this phllosophy is expllcltly recognlzed
by the framers of the Constitution and is included in Article 1,
"Section 8, which directs Congress to "promote the progress of science .
and useful arts by securing for limited terms to authors and inventors
the exclusive right to their respective writings and discoveries." -~
The patent system resulting therefrom was not created to benefit
a select few but to provide an incentive to develop and commercialize
1nnovat1ve 1deas to help the publlc

) ‘Since the commercialization process cannot appropriately be
done by a university or, for that matter, by the government, this
‘phase of technology transfer should best be handled by the private .
sector of our economy. Understandably, companies are usually reluc-
tant to take on these tasks unless they are assured of reasonable
.legal and business protection and inducements in the form of patents
“and’ llcen51ng arrangements. : -

M.I.T.'s experlence, and I am sure that of other unlver51t1es,
tends to illustrate these points. For example, methods of producing
Vitamin A and Penicillin were both discovered at M.I.T. Although
the technical feasibility of these inventions was successfully
demonstrated in the laboratory, a considerable amount of c¢linical -
testlng and government approvals were necessary prior to marketing.
~This, in turn, cost conSLderable money and required the making of
numerous risk decisions. - The university itself was certainly not
in a position, nor did it have the motivation or expertise to assume
“this burden. - Commercial licensées within the private sSector were
eventually located, and these licensees did risk their money, time
and effort in commercializing the inventions. Consequently, these
inventions were, and still are, made widely available to the public
with resultant benefit to all. The university's ownership of patents
and ablllty to negotiate reasonable licenses consitute, I believe,
a major 1nducement to thlS technology transfer. :

o The magnetlc core memory, ‘which was also developed at M,I.T.,
~became a primary element in the growth of the computer industry as

we know it today. This invention, which was developed through govern-
" ment funding (and for which the government received a royalty-free
right and license), constitutes another significant example of the

~ value of a government, industry and university cooperating in an.

atmosphere .that encourages patent LlcenSLng and commercrallzatlon
'_of useful 1deas. . . . _




Dr. Forrester, Director of the Whirlwind Progect,'éonCelved
“this invention and personally proved the concept 1n practlce through
. numberless overtlme ‘hours. - :

By the way, maybe a dozen years or so- passed before another
_technlque having the reliability, the capability and the cost benefit
ratio equal to this invention came into being. The core memory was
~the only satlsfactory solution to fast computer memory throughout
this.period. Dr., Forrester's invention gave American computers a
“fantastic edge in foreign markets. This invention became a s1gn1f1—'
'cant part of the American’ technologlcal mystique.

_ The point I w1sh to make is that commerc1a1 1ncent1ves and the

- effective use of the private sector of our society were necessary

to transfer the-university-developed'inventions in a way to help

each of us as citizens, both in the improvement of our health and

in the advancement of our technological growth. Assuming that we
all agree on these needs, we come to the issue of whether the govern-
~ment or the university is best suited to effectuate this transfer.

_GOVERNMENT OWNERSHIP OF RESEARCH INVENTIONS

At first blush a very strong argument would seem to exist that
inventions made in the.'course of government-sponsored research should
- be owned by the government since taxpayers' money has been used.

If the people pay money through their government to encourage the
conduct of research at educational institutions, then why shouldn't
the people (again through their government) enjoy the fruits: of the

~ technology produced from such research., The answer, of course, is

that the people should indeed benefit and that the taxpayer should
- 'be given a return for his investment by way of technology transfer.
-The universities do not contest this right in the taxpayer and in
fact, are completely in. agreement w1th it. :

: _ The key: questlon to be answered is whether government ownership
~of patents produced through federally-sponsored research is really-

' an efficient and reasonable way of accomplishing that goal. As you

know, over the years, a number of government agencies have operated
with a so-called "title" provision. As of 1972, the United States .

. Government had in its portfolio approximately 24,000 government-cwiied
patents, Since that time, many thousands more have been added. To
'my knowledge, only a relatlvely small number of these patents have
.,been ‘actually llcensed _

Thls 1s not a reflectlon on the abllltles of the various govern—
" ment: agen01es, ‘but rather a commentary on the nature of the licensing
process, vis—a-vis the objectives of the government. The government
is not philosophically or pragmatically attuned to licensing as an
effective tool of technology transfer. 1In this country, it has .
traditionally been the norm that, wherever possible, technology devel-
~opment shall be through the private sector of our economy although’
often with the help and stimulus of the government. Presrdent Carter,
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in his State of the Nation address;-emphasized this point when he
promised that, under his administration, economic goals would bhe
achieved in conjunction with the private economy and in terms of

a true'partnership between the gOvernment and its people,

The unlver51t1es believe that a government "tltle“ prov151on

. is undesrrable for a number of reasons'
1;"Government perSOnnel are in a much less favorable

-marketablllty of an 1nventlon since they cannot _
be as intimately familiar with the invention as a
university inventor himself. Hence, the transfer
- ofi'necessary know-how would be drastlcally cur-
tailed. This, in turn, would serlously 1mpa1r
the 11cen5rng process._ -

2. Most government agenC1es do not now possess mech—

: " anisms for licensing and marketing. To perform
“these functions would, therefore, require signifi-
~cant increases in administration costs and personnel.

.37 It is feared that title in the government would have
& depressing effect on the amount and_quality of in-
wvention disclosures from inventors since there would

- tend to be fewer incentives for the considerable ad-
- ditional effort needed over and above merely a. legal

'compllance Wlth the prov1 sions of the research con~
_tract.' - .

, . For. example, my staff works at encouraglng the
filing of disclosures. ‘University scientists, by
the nature of their personal dedications, do not

. think in terms of patents and commerc1allzatlon
untll we stlmulate them to do so. -
oy Government ownershlp (even where waiver procedure is:
.. contemplated) would tend to discourage university/

"1ndustry/government cooperative research progects,
since the university will be unable to provide in-
‘dustry with a quick and certain definition of licens-

- ' ing rights at the initial contractual stage. This
-situation would be contrary to the cooperatlve research

programs that. the government 1tse1f 1s actlvely sup-
- portlng.

A pollcy of government oWnershlp'w1ll'remove'any incentives
 that universities without an established licensing program may have

to explore the possibilities of creating such a capability; and,
this policy will, at best, significantly increase the paperwork
_technology transfer.

In short, the unlver31ty communlty belleves that such a pol

' _for those universities with an existing, 'viable licensing program, -

and

" . administration while decrea51ng llcen51ng output, thereby decrea51ng

1cy

 will result in effectively denying to the publlc ‘many worthwhile

- technological developments. Such a result is, of course, not in o e

_keeplng with the goals either of government or the. unlver51ty, nor

does it beneflt the taxpaylng publlc.




.:_rUNIVERSITY OWNERSHIP OF RESEARCH INVENTIONS

The unlver51t1es propose that they be allowed to retain owner-~

”.shlp of ‘inventions made in the course of government-supported research

~at their institutions. In making this proposal, the universities
certainly do not intend to hold themselves out as possessing all

of the answers to complex problems of technology transfer. We recog-
nize our many and varied 1mperfectlons in this area.. :

' But we are learnlng, and this 1earn1ng is Valuable.‘ The licens=—.
1ng process ‘draws the research university closer to 1ndustry, ‘which
everyone recognlzes to be a desirable goal '

As T stated at the outset, in- terms of- dollars earned unlverSLty
‘licensing is hardly to be considered a source of flnan01al,secur1ty._
‘For example, a recent survey of research universities by the Associ-
ation of American Universities determined that, of 29 universities,

19 had gross royalty income in 1977 of less than $80,000; 7 had annual
gross royalty income of less than $500,000; 2 had royalties in the
_area.of apprbximately $900 000; and one of approximately $1,000, 000.

My 1nst1tutlon, the Massachusetts Instltute of Technology, is -

- one of those top three. -Our government research, including the Lincoln
-« Laboratory which we manage for DOD, totals’ approx1mately $200,000,000

per year, Most patents are so futuristic that their 17 years run

'-'out before 51gnlflcant use!

I would po:nt out that not all of the income~earning inventions
resulted from government-supported research. - It is difficult, however,
-.to arrive at the appropriate ratio. The survey also 1ndlcated that
- most-of the universities reported that more than 20% of patent filings

generated income, Although the survey results are not broad enough
- to be conclusxve, they do . tend to agree w1th prev1ous, -more detalbed

_studles.

For example,'a 1974 survey by DHEW. of over. 60° 1nst1tutlons manag-"”d“
1ng 329 patent properties generzted under DHEW-sponsored research
““indicated that 122 licenses were granted on at least 79 different

. patent entities. In other words, the data showed that about 24%

"of the patent properties were licensed. (This figure is a minimum,
and may well have been as hlgh as ?7%, dependlng on the’ 1nterpreta—-
-Ttlon of the data ) - . ‘

A 1973 survey by Northwestern Unlver51ty of 50 1nst1tutlons -
'managlng 236 patent properties indicated that 86 licenses were grarted
-on at least 56 different patent propertles. In other words, the

“data showed that, as a minimum, 24% of the patent entities were licensed .
{although, again, the figure could be as hlgh as 37%, dependlng on

_the interpretation of the data in the survey.)} Likewise, an earlier
NACUBO* survey showed similar results. A 1977 survey by the Society

- for University Patent Administrators shOwsythattapproximately 50% -




of patents 1ssued were - llcensed over the last 10 years. It should

be recognlzed that the above figures represent an average, and that

the size and aggressiveness of their patent management programs may

differ sﬁbstantlally. However, the point to be made is that those
;LnlverSLtles with a patent licensing program, although they may not
“generate major royalty income, .do transfer a reaSOnable amount of
technology via the llcen51ng procees.

.- The M.I.T. experlence is nearer 10% of patents 11censed and
5% that,yleld significantly beyond patent management costs and to
give you another flgure that may be useful, Senator Nelson, only
about one patent in 1,000 breaks the mllllon dollar earnlngs level
over its llfetlme.

A university is better able than government to effect this
transfer. It is the origin of the invention. Furthermore, in many
_cases, the direct interaction between the inventor and his univer-
sity on the one hand, and the commercial licensee on the other hand
is most productive in ensuring an effective transfer, since it
encourages the free flow of know-how and data which is essential.
to strengthen and support the licensed invention. Who but the in-
ventor ‘is best qualified to provide the technolcgical background
material and know-how that is needed to enable the licensee to fully
develop the invention? Technological gualification, of course, is
only part of the need. As noted previously, the university inven-
tion is often only an embryonic commercial idea at its inception.
It requires constant attention, corntinuing interest and sustained
faith in its ultimate worth if its potential for public benefit is
ever to be realized. My experience leads me to believe that this
need is best met by the 1nventor w1th1n the context of the univer-
sity env1ronment

The unlver51ty encourages this. 1nteractlon ‘between the 1nventor
“and the university and the commercial licensee by the mechanisms

¢f additional industrial support and/or by the consulting process.

The importance of an Instituticnal Patenmnt Agreement in this regard
cannot be overempha51zed The certainty of ownership afforded the
”un:ver51ty at- the outset of 'its contracting with the government allows
“the university, in turn, to exPedlte the process of encouraglng the
-industrial. 1nterface neede& for commercrallzatlon. :

"Our Instltute, and other major research unlver51t1es, provrde
formal mechanisms by which industry can keep informed of research
activities and new developnents. These programs function hand in
tand with the licensing program. '

: . The university communlty generally follows a pollcy, wherever
ffea31b1e, of granting non-exclusive, royalty-bearing licenses to
all quallfled applicants. However, exclusive licenses may be granted
if it is determined that this is required as an incentive to encourage
the marketing and eventual public use of the invention.. Before grant-
ing an exclusrve license, however, a bona fide effort is made to
interest companies known to have the necessary expertise to further
. develop the invention through the granting of a non-exclusive 11cense.
- If these_attempts are not successful and an exclusive license appears




'_to be the only effectlve way to transfer the technology, then such

a license will be limited in duration and will incorporate a number

of restrictions and safeguards to insure that the licensee actively
develops the invention in order tc make’ it available to the public
.2t reasonable rates as soon as possrble. In determlnlng the length

- of exclusivity, the stated policies of the various .government agencies:
‘" are used. For example, under the Institutional Patent Agreement

with the Department of Health, Educdation and Welfare, universities

are restricted to an’ exclu51ve licensing term of no more than 3 years
from the first commercial sale or 5 years from the date of the license
agreement, whichever occurs first. Such licenses will also incorporate

- development schedules and requirements in the form of milestones

""to be met by the llcensee in order to ensure a tlmely commercralliatlon'

- of the 1nventlon.

Retentlon of llcensrng rlghts by the unrversrty encourages in
~a practical way the partnership of the government, the university
_ and industry and hence greatly enhances the probability of a success-
ful technology transfer. The ultimate beneficiary in this'reSPect

L ls the publlc.

I would like to depart from the text for a moment here to cite’
a typical klnd of case history of exclusrve license; in the case
of some ‘inventions we will have many interested companies, or several
at least, come to us and say they want that invention. They will
‘have heard of it through a technical paper presented, or through

- our publication of licensing opportunities, a loose-leaf binder

‘which carries some 400 or 500 patents available for licensing, or
through some of the computer listings that are accessible to the
-industrial communlty, or by word of month, or some other communica-
',tlon process. , 3 S SR

As we' talk w1th these potentldl 1lcensees, we may flnd that
none would consider taking on a non-exclusive license, but we always

fh,make an effort to define that possibility. They may insist they

can only take it on an. exclusive basis. In that case, we have the
“rather onerous task of choosing-among them. Toé do this we look at
their technical expertise. We look at their soundness as an insti-
tution, and their ‘ability to market the product. Then begins the
process of negotiation to set the terms which will assure that the.
company will not sit on the patent but will meet the milestones that
have been agreed on, and set penaltles for not keeplng those mile-
- stones, 1nclud1ng marketlng. S :

' That is how exclusrve 11censee from unrversrtles come about.

N AINSTITUTIONAL PATENT AGREEMENTS

_ The unlver51t1es propose that the Institutional Patent Agree-
~ment is most suitable to answering the needs of the university for
ownership and licensing of inventions, while meeting the concerns

. of those advocating greater governmént control., We believe that

. an Institutional Patent Agreement such as that published in the Feb-
ruary 2, 1978 Federal Register, will most effectlvely attain the
goals of government and the universities in ensuring that technology
developed by public funds is made available for publlc use as qulckly,
eff1c1ently and 1nexpen51vely as p0551b1e.. : :

Any- unrversrty de51r1ng to enter 1nto an Instltutlonal Patent

:Agreement would first be required to demonstrate that it has a vrable -

'ﬂ_technology transfer program._
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I notlced this was covered pretty well in your openrng remarks
yesterday, Senator, but I w1ll further complete the record and read
this. - - . :

The information requlred of a un1versrty to meet this requlrement
is detailed and extensive, including the university's statement of
purpose,. source of funding, patent policy, disclosure procedure,
-1nventor/employee agreement, rovalty sharlng practices, licensing
program .and other criteria designed to'.give the ‘sponsoring agency
a detailed plcture of the university's operatlonal procedures and
phllosophles in the area-of patent llcenSLng.-

The Institutional Patent Agreement rtself w111 require that
university inventions be quickly and efficiently identified and dis-
closed to the sponsoring agency and further that the university promptly
file patent applications on those inventions it elects to attempt

to license. There are many additional provisions designed to encourage
- technology. transfer while ensuring adequate government controls,
For example, the university must furnish the sponsoring agency with
a technical disclosure for each invention within a specified time
- period; interim and final progress reports are also required. Fur-
ther, detailed time periods are established for the filing of patent
applications and for the execution and delivery of confirmatory li-
censes to the government, . In this latter respect, the Institutional
Patent Agreement recognizes, of course, that even in those instances
where a university elects to retain ownership of an invention, it
"must-prOVide the government with a royalty-free right to use.-

- Once. a university qualifies for an Institutional Patent Agree-
ment and after it has met the obligations of reporting inventions
to the government and filing patent applications on those inventions
it wishes to license, the university continues to be required to
meet certain safeguards. For example, the government can require
‘the university to license all responsible applications on reasonable
‘terms, unless  the. ‘university can demonstrate that it has been effect-
ive, within given time constraints, in,trznsferring the technology.
The  agency may also require compulsory licensing where this is needed
_ for government regulation, to maintain public health or safety stand-
‘ards, or for other public purposes stipuiated in the applicable con-,
tract., In addition, licenses granted by the university must be at -
_ reasonable royalty rates and must be in accord with other prescribed
safeguards. All net royalty income (after deduction of expenses,
including payments to inventors) must be utilized by the university
for the support of education or research., There is a further pro-
“vision that the agreement with the. un1versrty may be termlnated at
-_any tlme by either party upon 30 days' written notlce. -

Ta summarlze, the un1versrty communlty supports the concept
of an Instltutlonal Patent Agreement for the following reasons:

1. Those universities that qualify will be assured
- from the outset of ownership rights, thereby
‘expedltlng the technology transfer process.

2. An Instltutlonal Patent Agreement will: encourage con-
) tlnued cooperatlon between the unlver51ty and 1ndustry. :

" 3. -It w111 prov1de a 51mple and unlform procedure for

~ the ‘disposition of government- funded research
1nvent10ns..- : :




-4, Under such an agreement, universities would be

' allowed to license inventions -at reasonable.
‘royalty rates. The royalty -income would be
“returned to the university to meet its dual com-
nitments of teaching and advancing research

‘5. :The Instltutlonal Patent Agreement will allow the
university to fulfill one of its primary objec-
tives, i.e., advancing the frontiers of knowledge. -

" such an. agreement w1ll also be of beneflt to the government
for. the follow1ng reasons:

1. By encouraglng interaction between the unlver51ty
: community and the private sectors of our economy,
. the government will meet its objective of ensuring
that the benefits of publicly funded research are
.made available to the public itself as qulckly
as 90551ble. :

- 2. Under“an.Institutional Patent Agreement; the
' government's right to use the invention will

be assured, and adequate: eafeguards will -exist
to enable the governmeént to monitor the univer--

sity's performance of technology transfer at
all stages of its development.

3.  The Instltutlonal Patent Agreement will minimize
 unnecessary administrative burdens on the govern-
- ment and will encourage universities to more fully

- participate with industry in the transfer of tech—
B nologlcal developments.

4, Of major 1mportance, the government would have '
. acted in its proper role as the catalyst for tech-

nology transfer, thus ensuring that the requlrem
"fments of thlS admlnlstratlon shall be met. ," -

: The unlver51t1es recognlze that there may, on occasion, be )
particular research projects that must be exempted from an Instltu-
tional Patent Agreement due to their partlcular nature, They also

- recognize and accept the need for the restrictions and limitations

- embodied in the Institutional Patent Agreements. to ensure. that gover- .

. nment money is properly spent. We appreciate the intentions of this

committee and its need to carefully scrutinize the proposed regula-
tions. We are happy to work with you in seeklng to accompllsh what
we belleve to be identical objectlves. :

_ I would like to depart from the text at thlS p01nt to mention
an M,I.T. patent situation which has been mentioned in the press

in the past and which I understand will be entered in the testlmony
here this mornlng. It relates to the Inncvation Center at M.I.T. _
. which I think is one of the great experiments in undergraduate tech-
nological educatlon in- the Unlted States. '
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‘The Innovation Center, a progxam made. p0551ble by a Natlonal
Science Foundation grant trains young people in the function of the:
entrepreneur and ‘inventor in our socmety. They get experience and
_instruction both in the classroom and in our society. . They get
instruction in how to look at a problem innovatively; they study
how to recognlze the public need and to dev1se solutlons.

They. also get instruction in the problems of flnance., They
then get some guidance in proceeding on an idea to the achievement-
cf invention., One of the inventions which came out of that group
was an electronic game, the kind of thlng you play with your TV set --
ping pong, and things like that which are becoming more and more
Froninent esPeC1ally in the Chrlstmas toy market

,In~thls case, the young people dld'flnd a sponsor, a person

who was retired but wanted to market their invention. I might men-
tion he was the only taker they found, and they expected great sales;
-something like $35 million was anticipated. Of course, that was
recognized as a guess and a gamble. The game did enjoy pretty good
sales for a year and a half and these young people, some five of
them, got royalties of about $15,000 for their share. The- company,'
. though, went bankrupt and is stlll in debt. to us for something in
~the order of $70,000 or $80,000 in royalties. The articles and edi-
‘torials which: have been written about this make the point of the
students losing this particular income., I wanted to mention for
‘the record that we did employ counsel to look 1nto the affairs of
this company. They locked into their assets which were minimum or
less, and counsel .advised that unless ‘some unkhown assets appeared,
it was not worth the expense to go in for an audit and that we should
- hold for further developments in the case. That explains the ap-
parent lack of dlllgence but the matter was pursued diligently and
prudently. . . _

The young people dld get fantastic experlence.' The game which
they invented is now out of date. Seventeen years was’ about flve
tlmes too long for an 1nvent10n suhh as that

These young people are now bu lly at work in new, very flexlble
games using microprocessors which will allow. an array. of games to
" be changed by changing magnetic tape cassettes., One can put in an-
other tape and play another game. : : ' '

. I would say the educatlonal goals of the program were met and
' the financial rewards were gratifying to the students and that these
young people are off agaln on an excltlng career, : :

‘ Subsequent to preparatlon‘of thls-testlmony, a series of ques-
tions were received from the committee. Through no fault of the
committee they got lost. We have since prepared the answer to those.’
' questlons and they are appended. "I would gladly dlSCUSS each of

them in more detall 1f you wish. :

A



In closing this part of my statement, I respectfully.request
that the record be kept open for fourteen days so that those concerned
in other universities can submlt statements for 1nc1u51on in the
record :

. As I say, I shall be happy to answer any further questlons
that you may have,

Chairman Nelson. The record'will:remain open for gquite some
time. ‘ ' - S

Mr, Jones. I would like to forward communications I have to
your counsel, : : o o : o

Chajrman Nelson. On page 12 in the last paragraph starting

in the middle of the page you state once-a university qualifies

for a patent agreement, the government reserves certain rights requir-
ing the university to license all responsible applicants, require
compulsory licensing when needed for government regulation and so
forth and all net royalty income must be utilized by the university
for the support of educatlon and research.

‘ . Are you referrlng in thls paragmmh to the agreement M I. T. has
- 0or to the agreement proposed?

: Mr. Jones. The agreement proposed is not greatly dlfferent ‘
. from our agreements in the past. I will turn to my counsel for the
_prov151ons of a standard agreement.- ' : o - '

:VCha;rman Nelson,_ But is thlS agreement the one M.I. T “has now’

Mr. Jones. The agreement we have now w1th the Natlonal 801ence
Foundatlon. R g : o

‘ Mr. Smith. = We were. spec1f1cally referrlng to. the proposed
regulation, the proposed IPA, However, we have, and have had IPA's
with HEW and NSF for some tlme now and both of those also have pro-
.v151ons that we feel are very 51mllar to ‘what has been publlshed '

Chalrman Nelson. The major'prov151ons that are rec1ted here

in the Institutional Patent Agreements that you have had in the past_

) w1th HEW or NSF,.lS that what you. are. say1ng° S
'Mr--Smithrj Yes, essentlally we belleve that is the case.

o ”Mr.'Jones.' In any case, 1t represents our behav1or in these
matters and the relatlonshlp we have had w1th the organlzatlons.

Chalrman Nelson. And you dognot have any'objectlon to these“
provisions ‘'which the government reserves the authority or the right
to requlre compulsory llcen51ng 1n certaln c1rcumstances° '

_-Mr. Jones. I thlnk they are qu1te falr._




Chairman Nelson. All of the prov1s;ons that you have mentloned :
here would you say the unlver51t1e 1nvolved in research would_basxc—
ally agree° ' JEE -

'"Mf; Jonee. We accept those w:thout challenge.
Chalrman Nelson. ALl the. 1nst1tutlons you are representlng
“here today accept all those prov1s:ons°

Mr. Jones. The organlzatlons T represent that read the testimony
endorsed this and ‘I assume they accept. That is a detail they may
- not have thought all the way through, but the only gquestion is at
what point should or may an organization come in and say license
all prospective applicants. I think that if there were real questlons
in any particular case there could be a negotlatlon, a discussion -
or negotiation on that point. In any case, I think that we have
accepted it and would continue to accept it and that the intent of
'that provision is quite proper. : :

Chairman Nelson. Is it the standard practice that any royalties
~received go back into the same type of research as was done to pro—-
duce the patent in- the. flrst place”_ ' : :

Mr. Jonesw Let me say: that is not the pOllCY.. The policy is

. that it goes back into education and research. The fact is that

" if a given professor has been particularly successful and he comes
to the Provost or myself and says I need some equipment or need some
help in gettlng another progect going he is likely to be heard. and
glven help. I think that is the common practice. It is not wrltten.
It is not even understood ‘but that is the way it works. :

Chalrman Nelson. But in this paragraph you state all net royalty
income must be utlllzed by the unlver51ty to support education and
research. S o : _

- Mr, Jones."yes;

' Chairman Nelson. Is that the way your agreement with your insti-
'tutiOn reads? ' T R ST :

Mx. Jones. Yes, it does and that is the universal one in the
29 institutions surveyed. One of the questions that was asked is
what do you do with the royalty income and in each and every case
they replled that they use it for educatlon and research which means
that it 1s not only a stipulation but 1t is w1dely understood

Let me just make a remark on the klnd of thlng we do with royalty
‘income, If a-university only operated on grants and contracts there

'_'wodkfbe a very high-likelihood that the research would in time become .

in some sense sterile. Program officers are rather reticent to take
- what you might call "the big gamble.“ : - :

On the other hand, the unlver51ty must steer 1tse1f by ‘some
mechanlsm, into the future. ©Now, the steering gear on your automobile
. is probably a few percent of the total weight, but’ it is a most im-
~ portant part of the vehicle. leew1se, the steerlng wheel if vous



w15h or the guldlng of- the research effort of unlver51t1es are of
equal 1mportance for taking them into the future because the function’
of research is to help prepare young pecple for a career that will
come to its high point 20 or more years after. they ‘leave the insti-
tution. Therefore, the research should be far enough out ahead that
they can see a little further through that foggy crystal ball 1nto
the technologlcal future of the country. ’

The research in the unlverSLtles, as we sald earller, has thls
-special relationship between education and research process for _
guiding the future leadership, technological leadexship, of our country -
and helping that potential leadership to see many opportunities,
or to have at least a glimpse of many: opportunltles, not yet quite

. ¢learly understood oxr- reallzed

Let me say further that the technology transfer process from
the university depends, among other things, on the going ocut of the
students, who are involved in this research, into our industries,
taking with them large amounts. of know~how which virtually is not
publishable; I mean the written text is one of the lesser efficient -
ways of transferring knowledge as compared to, for example, the man
"who knows and knows he knows. S '

This 901ng out of the students, w1th thelr masters degrees and
'doctors degrees, and with experlence of worklng in the laboratories
.on the new concepts and ideas is one of the prime driving forces
- of the technological industry. The patent is another process, the

publlcatlon in the 3ournals lS stlll another process.“ '

‘Let me also mentlon a p01nt that T thlnk comes out in one of
- the appended questions. It is a fact of basic 1mportance. The total -
- patent earnings of all higher educational institutions in the U.S.
has been estlmated to be about $9 million per year. ' '

_Chalrman-Nelson. You mean royaltles from all patents°

Mr. Jones. . For two thousand institutions, the.royaltleshamount
- to less-than $§9 million most of which is earned by some fifty insti-
" tutions. But patent licensing: provndes a llnkage w1th 1ndustry that
~is of the greatest 1mportance. g :

Now, I know that several places in the Senate there has arisen
concern for the relationship between education and 1ndustry for reasons
that I mentioned .earlier which are worth mentioning again. That-
is, we need a closer, tighter relationship of the university and

~industry both for the health of the industry and for the better trans- o

fer of students and technology to Jndustry.

As a result, the NSF 1n1t1ally had in their budget a line item

- for cooperative research of universities ‘and 1ndustry.‘ I understand
'this was taken out by OMB saying simply they can compete out of the
same pocket, NSF now is looking. for cooperative possibilities in

- research, on some kind of a basis, and has indicated that they will
‘also fund research in industry. They are trying to brlng the univer-

‘Sltles and lndustry more closely together : '

I am sure that thlS $9 mllllon in patent royaltles is a.small ‘
amount - compared to the amount NSF will be spendlng for cooperatlve




'fresearch w1th1n a few years, but yet I belleve that the patent llcen51ng
process and the - resultlng relationship of universities to industry .
is probably a more v1able and effectlve mechanlsm than cooPeratlve
f‘research : : :

.; 8 just wanted to mentlon that 901nt for the record.,
Chalrman Nelson. Any of you .gentlemen have any comment”

Mr. McCaxrtney. I mlght 1nd1cate that because of the IRS tax
exemptlon status, we turn our royalty funds to educational and research
purposes. It is the general nature of all institutions.receiving
royalty income that these funds are returned to funds either at the
.. general level. of education, or to special accounts back to the lndl—
vidual researchers, or allocated between the two.

Chalrman Nelson. Where else could it go other than for research
oL educatlon since that is what the 1nst1tut10n ig2

Mr. Jones, I thlnk Mr, McCartney s statement here is that ba51c—f
~ally we have a charter as a non-profit educational institution and

I think the p01nt is rlght that is the only place we could properly
”put 1t. : _ ) _

: Mr, McCartney. That was in response to your questlon regardlng
- the utlllzatlon of royalty 1ncome.r :

Chalrman Nelson. I wondered what part of the unlver31t1es you '
had. not covered if the money" had to go to. educatlon and research

_ .Mr. Jones. There is.a thlrd area,: Senator Nelson, that most _
- "public spirited universities get involved in and that is public ser-
‘vice. This is especially true in the state institutions. They. think
- of themselves as a three-legged stool =~ educatlon, research, and
public service and on that basis I say thls money is not dlrected

o 1nto publlc serV1ce ventures..

Chalrman Nelson. One of the old, long standlng establlshments
is the Wisconsin Alumni Research Foundation in which we have some
. very valuable patents., T ‘do not know if ‘it is still true but many °
‘years ‘ago, perhaps 25 years ago there was criticism from time to
time that all. royaltles that came in as a consequence of these patents
. went into natural sciences and none went to the social sciences whlch
~at that time was granted, I do not know. If some goes to geéneral -
" ‘education, some would go to the social sclences rather than the natural
"SCLences. : : S

Mr, Jones. T do not belleve we would draw a dlstlnctlon of
keeplng it away from any part of the unlverSLty.

_ The soc1al sc1ences, as far as I know, have not produced any
“-'bountlful 1nventlons yet but a few copyrrghts.




'_ChairmanFNeIson. "I am talking"abdut_royalties.going to social ®
- science research. - e R S R S I -

. Mr Jones. I understand and I would say where there is an
'_opportunlty to direct efforts into fruitful research, regearch 'in
socral sc1ences would be an approprlate use of the 1ncome.

The soc1a1 sc1ences are yet abornlng as a tremendous force in
our soc1ety. : ‘ o

~ Chairman Nelson. You mention the figure $9 millien.'“IS'that
- gross or net? ' : _ : ' L

_ Mr.-Jones. Gross,

Chairman Nelson. When you say”that, what do you have to elimi-

" hate to get the net?

) JuSt_howﬁmuch is'charged off?

4 Mr. Jones. The net would be far, far less. I make an estimate
in my reply to one of your written questions. For the 29 institu-
tions who replied to the guestionnaire, and who are major research
.institutions, only about one~third operate their patent operations.
in the black at this time, so0 that basically the net would probably
. ke on the order of say. $3 or $4 million.

_ _tThere 15 a certaln:slze of.operatlon_that one needs to.get to, .
a certain effectiveness that an institution needs to get to, before
‘cne can sustain the organization that will handle the patents effect—
1vely. :

‘That is one of the reasons that many ‘institutions. use licensing

organlzatlons external to the 1nst1tutron. 'They'do that while they

are growrng up 1n s1ze. T : : : Lo o

: Back in the 1950's M.I. T. used a research corporatron as a llcensor.
- I have heard but I have not documented that the break came over the

. magnetic core patent which I prev1ously mentloned This research
_-corporation is said to have indicated that the invention was not

_worth pursuing a patent on since it'was only useful in computers

" and there were not very many of them. This was, I am sure, an error

that they regretted. M.I.T., Zfortunately, through the kind of -
insight such research develops, foresaw that the computer field was
doubling every two years and that this invention was a valuable prop-
erty and proceeded to obtain a patent. At that time M,I.T. proceeded

to develop its own licensing operation. That happened within the -

last 20 years, you see. Only recently have universities become
sufficient generators of. 1nvent10ns ‘and patents to sustaln an 1n—house o
marketlng capablllty. . '

We are talklng about a new phenomenon and I ‘think that a. study such
as you are. cazrylng out here is very tlmely. : : -

'. e




Mr._Sturoes.. Mr. Jones you lndlcated that the Association of
fAmerlcan Un1versrt1es flnds the proposed government-wrde IPA acceptable.

_ I mlght note for the record 1t reflects ‘some of ‘the thlngs your
grcups wanted and some does not irclude some things. they did want.
The letter from M.I.T. signed by Mr. Fitzsimmons indicated that the

IPA be made mandatory, and there be no dlscretlon left to federal .

- agencies.

Vfﬂri Smith; I do not recall-that'letter;-
_ Mr. Sturges. A letter of oomment”on'the draft,
‘Mr. Smith, O.K., fine,

. Mr. Sturges. The letter also —- M.I.T. also asked for additional
time for free market clearance not to be counted . agalnst the period
of exclusive 1lcen51ng. o

Mr.“Jones. If we had our choice I think we would prefer it
that way, but we see it possrble to function qulte effectlvely wmthln
‘these llmltatlons.

"_ Chairman Nelson, Are'you talking about the three or five years?

, Mr. Jones. Yes, we would llke to see it more open. It.would
" be advantageous to have 1t more open. :

On the other hand ¢ We do not Eeel ourselves morta]ly wounded
-with that restrlctlon.

‘Chairman Nelson. Three years after marketlng9 "You may not
ever get to market in flve years. : - o

' Is there a provr51on that that may be a good cause show1ng to
negotiate for. an extens1on on an individual basis? :

Mr. Smith., I belleve.that would be handled as far as I know,
that would be possible but I have not really gone into it in detail.

I think the pornt is at the time comments were being requested
the universities did come in and try to put forth their views. I

~ think that it is a fair statement. to say that the IPA as it is now -

‘_proposed is qulte acceptable, | '

_ Mr. Sturges. I guess I might note for the record the Committee
on Government Regulations signed by you, Mr. McCartney, recommended ‘
the conflict of interest be dropped. : :

You mention the universities patent'policy and there was an’
article on that subject of university patent policy in the fall,
1975 issue of the Journal of Colleges on university law and there




Vf_ was a reference in the artlcle perhaps a bit of advrce —— further,

the university should seek to license the patent. on a non—dlscrlmlnatory
‘basis and grant exclusive rights preferably for only a limited period
but in such cases it should be prepared to demonstrate the granting

of exclusrve rights constituted the only practical way to utilize

the invention for the benef:t of the publlc.

Now, that is only a journal comment: but it seems to me a grOW1ng
supposition on.the part of the universities that exclusive 11cen51ng
‘is necessary, not exceptlonal but regular, normal practice.

How do you reconc1le that°

_ Mr.. McCartney. ‘We would point to'yoﬁr own'lnstltutlon, Senator",
Nelson. I know the practice and knowledge of their policy they attempt
to llcense on.a non-exc1u51ve ‘basis as a preferential policy.

_It is not always the case at other anstltutlons that that policy
is exactly the same. However, every institution in attempting to
find capable licensees must examine the nature of the invention that
we are attempting to license, examine the capabilities of the licensees
in the field which varies everywhere from health related to engineering
inventions to chemical formulas and it is a rather detailed process
to determine capability of licensees and. that, of course places the-
burden upon the licensor, the unlverSlty, and we make these reports
to our . IPA agencres, HEW and NSF

~ Once that capablllty is determlned then we proceed on a non-—
exclusive basis or exclusive basis if that is the practicability
of the situation and I had in several instances of my own personal
knowledge at the University of Southern California found that the
small business community is where sometimes they are willing to take
risks and that is not always true of large corporations. Small busi-
_nesses want to get into new proprietary fields. :

_ The IRS over the last several years has been scrutinizing univer-
sity expenditures to see that they are related to our educational
function. With all of this in hand, I think I can safely say for

the community, government relations and our 107 institutions that

we do, when we llcense, whether it is the IPA or individual waivers

for those agencies that do not issue. IPAs, attempt_to determine

‘the ability of the licensee to market to the public and that it is

in the interest of the public and the government and the unrversatles.
We ‘seek nonuexcluSlve llcensees, preferably,

Unfortunately, that is not always the fact of 11fe in our free
enterprise system where there is a large developmental effort requlred
- a large amount of funds may be at rlsk :

Mr, Sturges.- That 1s-the p01nt I am trying to get-at.. You
-make it sound more like a typical case whereas I would assume drugs. =
" would be a special case -- drugs would be more likely to requlre '
_'exclus1ve rights. _
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Mr. McCartney., It is 1nterestlng in the fleld of non- govern—

- mental research for a pharmaceutical company to provide research
funds in the case of my university for the School of Pharmacy and

- because of the nature of the private enterprise they have proprietary
interest in the use of their funds just as the government does, but
in a different sense. They have proprietary need to satisfy their

.. stockholders, so to speak. The government has the need to satisfy
',the -needs of the’ publlc as a whole. B

The pharmaceutlcal company many times w1ll ask a un1vers1ty

. or insist when they issue research funds to a university that the

contract terms require title of the invention to the pharmaceutical
company. It is almost a general position . in universities to negoti-
ate such a contract and not. accept that type of a requlrement

There could be special exemptLons or spec1a1 c1rcumstances,
but on the whole the most the universities would do is provide an
optlon of license to such pharmaceutlcal companles.

o Mr. Sturges. Well, you have to exchange the rlghts’for'the'
. money in other words 1f the condltlons are acceptable.

o Let me pursue another point. What klnd of test would be im=

posed tosatisfy the suggestion here that grantlng of such exclusive
-~ rights constituted the only practlwal way to utlllze the. 1nvent10n
- for the beneflt of the public? - _ - ,

_ ‘Must you contact 1, 2, 3, 5, 12 licensees, the number bearing
on the nature of. the 1ndustry and the 1nvent10n7 : '

Mr.-McCartney. One of the most dlfflcult thlngs in technology
transfer as Dr. Jones mentioned to you, maybe one out of a thousand
inventions is really a big money maker and the difficult problem
- of the university is looklng at an invention before puttlng any money‘
into the patent appllcatlon and a’ patent application ‘is always a _
compliceted process in itself. Because of the many demands univer-
sities' funds are not adequate to use for every flllng that an 1n— o

~ffventor would like to have a flllng on.

_ " We have to utilize a great ‘deal of scrutlny in developing a
decision on the part of the university management. Is this a market-
- able invention, -or just an’ 1nventlon that looks nice on paper in

”'.tfthe'view_of the inventor,

'-”rthe compary to 1nvest its funds.

‘Marketing studies are utilized. Just where and how large is
the market for such an invention? T SR '

_ Some un1versrt1es have been utlllzlng the staff and students )
__ln the school of bu51nees in their market incentive programs to pro-
vide staff assistance to the unlver31ty management which has to make
these dec151ons to try to flnd where 1s the market '

_ Also, is the market suff1c1ent to utlllze the 1nventlon and
 to provide finances to develop the patent appllcatlon and to interest

e ‘ el el
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_-ThenuWe;haVe-to,IOOk at;What-aOmpanieszare.in the field. There
might not be any comparies in the field. There might have to be

' a development of a new . company, a new strategy to utilize this or

- there might be oneé or two comparnies that are at the present time

in this type of work and that could utilize this invention, The
marketing and development and decision making at that point is really
where we have to determine what the. fleld of capable licenses are.

Mr, Sturges.ﬂ Well, T accept what you say but I do not thlnk
that really answers the question. I will put it in terms of the
- IPA. ' The IPA non-exclusive llcen51ng is supposed to be the way to
' procee& An exclugive license is an exceptlon given on two condltlons.

I would ask under the IPA what" test in. your probing for a market,
- whiat test must be satisfied before you can legally, confldently proceed
. with an exc1u51ve7 o _

Mr. McCartney. The. test is do we have more than one company -
_.that is willing to 1nvest the capital in a non—exclu31ve license,

Mr. Smith, I would like to comment on that. ,The_IPA‘does not
. set some number of companies that have to be contacted. We go through
-_the exact process Mr, McCartney p01nted out._ - :

In my experlence if we flnd there is more than one 1ndlv1dual
‘licensee and those licensees have the capability; in other words
~ they know the market, they do have the market expertise, and they
- have the money to invest in the invention and the technology transfer
- capability, we will definitely license them, non exclusively. -We
- go through exactly the same process in attemptlng to meet the IPAs
we: work thh under the non—exclu51ve. '

, , Chalrman Nelson. ;Do you, Or have-you-as a practical matter

ever found situations in which two gualified manufacturérs have had

all the necessary assets and say we will be glad to take this product
on a non-exclusive ‘basis even though we know one or two others are’

‘also interested? - -

. Mr. Smith. Yes, Senator. We, in fact,'havé;_ Let us take desired
non-~exclusives first. There are definitely certain industries today

. where non-exclusive llcen51ng contlnues to be the norm absolutely,
. and& we have been in contact say with a number of companies, all guali-

"fled, all of whom wish a non-exclu31ve. That 1s_f;ne'and we w;ll

'._1ssue non-exclu51ve llcenses.

_'Chalrman Nelson.- They do not even seek an exclus1ve7
Mr. Smlth.‘ That 1s correct
fchairman Nelson.: What is the reason for that’

‘Mr, Smith. Well I suppose there are a number of reasons and
probably one of them may well be that they are in an area, such as
- computers, where non-exclusive licensing is definitely the trend
and that has quite a bit to do with the market and the dominance
¢f the market by a number of. companles “I am sure that goes into
- their thlnklng. o : P el e




- On. the other hand, we have also been faced w1th 51tuatlons where_
‘we have had qualified licensees but each of them indicated to us
‘that there is no way they would develop that invention unless they
‘get some sort of exclusivity and that is really the difficult issue’

' to face -- do you let the invention die because you cannot get non-
exclusive licensees or do you make a dec151on to llcense one of those
‘at least for ~some limited perlod°

| : .
Now, obV1ously, we feel you have to make that latter declslon
If you do that you are going to have to do it in a way in which you
have extremely rigid controls to make sure that the invention is
transferred as quickly as possrble SO you can get back in time to
non—exclu51ve llcensang. :

_ Chalrman Nelson._ Is there anvthlng in the IPA in the: procedures‘
for review -- or what procedures are. followed in terms of licensing
‘ _for the dnstitution? - :

Mr, Smlth I belleve we are required to submlt reports as to
what we have done with each invention under the IPA, who we have
-_llcensed how we have done it and that sort of thlng.

he agenc1es also have a. rlght to request to look at the agreements
or- anythlng else they ‘wish.. _ .

On the exclus1ves, we would be happy, in fact, to submit you
_any‘copies of what:we;propose.to_do in advance of d01ng it, -

M, McCartney. The cutrent IPA in DHEW has a spe01flc time"
'step where there is a three-year exclusivity issué that there may

. be application for- an extension of two years if that period of time
‘has expired and at that time the agency can take a very close look

. to determine whether the dECl510nS made and are in effect are ap-

~ plicable and appropriate and they may at that time of appllcatlon
extend exclu51v1ty for an addltlonal two years.

o rﬁ Mr. Sturges. In your experlence is that a thorough 1ook by
the agency and are exten51ons customarlly granted?

Mr.‘McCartney. I know in our experience at the unlver51t1es-
. we take a dgreat deal of time and trouble ‘to present our case for
~the exten51on ©of the adcltlonal two. years :

We ha\e had Spelelc 1nstances where HEW has allowed us to ex-
_tend our exclu51v1ty for two years with licensees, The nature of
~thElr review has to be answered by the agency 1tself

— Mr. Sturges. Befcre we overlook 1t, wculd you descrlbe the
- Association of Amerlcan_Unlver51tles° How many members°

: Mr, Jones. 48, Mr, Sturges ' This organlzatlon was set up in

the wake of World- War IT as an organization of those institutions
. which had ‘established unusual research capability. The research
'capabllltles of universities prior to World War II was on a much,

much smaller. scale than Postwar and certainly, very much smaller




than tcday. A far51ghted group of 1nst1tutlons that had developed

" ‘capability during World War II and who foresaw their future in the

. much closer, tighter relatlonshlp and expancded relatronshlp ‘of research
- and education banded together, . I do not think that the list has

: changed Significantly since its-founding in the late 1940's,

| It is comprlsed of the 48 1nst1tutlons that are members, some
40 of them would rank in the top 50 in the magnltude of research

_ Mr.-Sturges. My 1mpre551on was that member 1nst1tutlons handle
" an¢ receive something like 809 of the government R&D dollars

HMr.’anes.: That is probably POlreCt.

' Mr. Sturges. Do all of the AAU membere have lnstltutlonal patent
agreements Wlth HEW or NSF?'

Mr. Jones. No, most do but there are a few exoeptions as I
" recall. ' L S . S .

_ Mr..Sturges. Ig the University of California one of those

o _exceptlons°

Jones.' It ls..'
. Mr, Sturges._ Why would Some: of your members not seek an IPA9

Mr, Jones. .There have‘been some-dlsagreements to thls.agreement
and it may seem illogical -~ grounds of principle so that although
they have not said we would not have one under any circumstances,
they have said there are certain prcvisions that we do not like and
we will not have such an agreement under these condltlons. That
is the way I understand it. : - '

R § have not been 1nvolved and T am speaklng from hearsay and
thexefore, I would ask that my testlmony be taken in that llght

Mr. Sturges. Can any of the other two - offer any 1nstances°‘

_ Mr. Smith, I am not sure: I can comment on that questlon.- I
_assume there are certain universities that have applied forx IPA and
-have not been quallfled You have to meet minimum quallflcatlons.a~

o Mr. Sturges.' Assumlng your memberslwould be more likely to

_ . er.;dones. Out of the 48, 29 returned the information you were.
S mentlonlng which represented, I think, the pr1nc1pal ones 1nvolved
.1n an- aggre551ve llcen51ng program. :

-Mr..McCartney. I am somewhat famlllar w1th that belng from
a sister university. However, the Unlver51ty of Callfornla system _
"administers its patent policy for all nine campuses.from their Berkeley
headquarters and one of the areas of disagreement by California with
caccepting IPAs is the restriction on the patent rcyalty income,
- There have been waivers requested on 1nu1v1dual basis with HEW but

" l-w‘.-:;'; e



~in the- past this 1deologlcal pollcy dlfference is the reason IPA
has not been applled for or accepted by the. Un1vers1ty of Calrfornra
: ystem. .

‘ It is my understandlng now they have applled for an IPA but

- it has not ‘been issued yet. S
Mr. Sturges. Mr. Jones, granted it would be hearsay and not
" of your own dlrect knowledge, ‘have you any addltlona1 examples°

Mr., Jones.' I went over the forms ‘that were returned and I noticed
- several, I did not take note of who they were and I could not make
: further spec1f1catlons. : '

I would be glad to glve staff that 1nf0rmat10n if you llke.

M. Sturges. Please. o

: As you know the government—w1de IPA provides the 1n=t1tutlons

- shall not bar or prohibit publication of disclosures of subject in- -

1-ventions»on which patent'applications have been filed. ‘
In commentlng on.the draft requlatlons the Wlscon31n Alumni

_ Research Foundation wrote the implication of this 1anguage is that

" where no patent application is filed, the 1nst1tut10n can bar or

;“prohlblt publlcatlon without llmltatlon.

The comment then by the Interagency Committee.in responsetwas_'

a unlver51ty has this’ prerogatlve.\

_ Now, does thls mean that a scdentlst en route to an 1nternat10nal
. meeting readlng a paper and announces a discovery on which patent
_'appl:catlon has not been filed, he could be asked not to go?

. Mr,. Jones. I would say. that woula be a very grave mlstake on
~ the: part of the admlnlstratlon if he had gotten that far._

I thlnk, on the other hand, counsellng is generally the practlce

'jfof making clear what things are at stake. Certainly one of the most

~important ‘traditions of the university is the dissemination of knowledge.:
- That is the major concern. I know of no case where publication has
- been held up for more than 60 days and those were cases where the
. - ‘invention looked like a rather valuable property and the problem‘
"‘tWLth that 1s the formal filing of 1he patent appllcatlon.,

, In the U.s. you can disclose, you can publlsh You have a year
‘after publication for filing. But in many Western countries, unless
you have applied in the United States, formally applied for a patent
- before publication, or, alternatively, apply abroad before publlcatlon,
.you are not ellglble for a patent. Thisg is the fly in the 01ntment,_
so to speak, and one which has led the Department of Energy to require
.- some papers 60 days befcre publication with pr0V1SlonS for essentlally
:1ndef1n1te delay whlle a patent appllcatlon is prepared. -
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That rullng has been recently moolfled somewhat and Mr. McCartney
can remark on that. This is a rather delicate question and. brlngs
up guestions which are of greatest importance at this point in the
development of our country's technological lead. The gquestions are:
who should be responsible for foreign filings and how aggressive
~would the government managers of patents be in deciding to invest

the rather s1gn1f1cant amount of dollars in flllng abroad (an expen-
srve process)°.

Further, many countr:es requrre an annual maintenance fee for
go long as the patent is in force in that country and this is quite.
a drain which means you have to have a real and firm plan for pur-
suing the utilization of the invention in those countries in ordexr
to apply for and maintain a patent. _

Thls is a rather compllcated legal questlon ‘on the one hand
and a guestion which does fly into the face of one of the universi-
ty's most sacred principles and that is the freedom to publish, in
fact, the requirement to publish, It has not proved a great problem
and one we have been able to deal w1th w1thout having to stop a
”sc1entlst in mid-airt? '

: The closest we came to that concerned cryptographlc ‘codes but
. we w111 not go 1nto that. ~ _ :

: Mr..: Sturges. The p01nt I am trylng to get at is the squeeze
referring back to the letter Mr. Smith wrote urging that the IPA
be made mandatory, that the agency be given no dlscretlon.

If thls prOV151on were 1ncluded is there not a good potentlal
“difflculty° You say you know of no case delayeé& more than 60 days.

' Would this not allow the un1vers1ty holdlng an IPA to go for
~a.much longer delay° _ ' _ S

' Mr. Smlth. I do not thlnk holdlng the IPA whether the univer-
sity holds or does not hold an IPA is at stake. The issue is the

--rfone of free dlssemlnatlon of lnformatlon.

In my experlence at M. I T., -and I have been 1nvolved in patent
licensing for 15 or 17 years, there has never been an action by the
Fatent Office where the Patent Office has indicated to an inventor

you cannot publlsh that because we want to. protect patent rights.

Instead, “the only v1able solutlon avallable to the unlverSLty
is to get those disclosures in as quickly as possible and get those’
‘patent applications on file. . Often we are in a position of filling
those applications the day before the inventor is on his way to a

‘ _conference somewhere.

. What I am saylng is the burden is not on tre 1nventor in my
experience as far as delay in publication. The burden is on the
‘Patent Office w1th1n the unlverSLty.. : L :




25,

; Mf. Jones. ‘Let me ask Mr;:Smith a qoestion.' When did yoﬁffiie
your first foremgn appllcatlon? Is this relatively recent or have
“you done it for many years? L S o S :

_ h Mr. Smlth,. We have been flllng on a heavy - T would say on‘
- a reasonable forelgn program for about I guess 8. years now, or perhaps
T o ,“ . : ‘ ‘ g

Prlox to that we had flled but not on’ the ba51s we do now.:'

- Mr. Jones. The point . is this is agaln a relatlvely new develOp—
ment, this problem of" publlcatlon and patent rights is a question
of forelgn countries and this is a relatlvely new aspect of U.S.
ftechnologlcal science..

‘Mr. Sturges. Would 1t not also be the case, though, that a
factor contributing to the burden on the university patent office
would be the need to search the scientific llterature as well as
the patent 11terature° :

Do you search also the scientific llterature as well as the
patent llterature°-' . '

' Mr. Smlth. You mean prlor to flllng°
Mr. Sturges.' Yes.

_ Mr Smlth If we had the tlme. If we do not have the time -
.. we file., The reason, you see, is the inventor himself researched
that literature. He knows what the literature is because usually
the disclosures coming are at .the forefront of the technology which
is why most universities are in favor of the IPA. We are dealing
with a different type of technology from industrial technology. .
. The lnventor is at the forefront. He has already done the research'

Mr. Sturges. Mr., Chairman, could we_ask one more questlon oﬁ

"~'Mr. Jones?

ChalrmansNeison,_ Yes;

‘Mr. Sturges; Could we ask him. in view of the charts we have,
what publlc 1nterest is ln this whole area°. :

_ Is there a single deflnable publlc interest that covers grants--"
for research and. development, technology transfer and 11censmng of

-.unlver31t1es°

Mr.'JOnes. Mr, Stuxges, on the ba51s of my experience (and
&lthough I am approaching retirement, it seems far too little) I
would say my observation is that the most important thing we must
address is getting technology to the using public and not leaving -
it in government files which has been pretty much the history of
the patents which have been taken by the government -in the past.’
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Of the 24,000 that are in the government domain, only a rela-

" tively few have been licensed. I wish T knew the numbers. There _

uhad_been]ZO,eXClusives up to 1972. How many total licenses, includ- -

ing non-exclusive licenses, T have no data on, but by and large there

has been almost negllglble licensing act1v1ty, although there was
government pollcy permitting llcenSLng. :

on’ the other hand, there are many advantages which I have enumex-

ated here_today for the universities to'handle licernsing. The IPA,

an easy mechanism which came into being by Presidential action, has
. proved to be.the best way thus far of minimizing the red tape and

- maximizing the transfer, I think the IPA process is . functioning
satisfactorily. I have watched the technology transfer with some
pleasure and I feel the public interest.has been well served. I
'cannot conceive of a totally dlfferent mechanism whlch would meet
- the needs that well . :

That, Mr. Chalrman, is based on only 62 yeaxrs of experlence._

Chairman Nelson. - Of that 24,000 patents some of them appear
to be commercially useful. Why. would not the promoter who is guali-

-Ej,fled go to. the_government and say-I would like a license?

What is the practlcal ‘problem there°.:

.Mr.nJones. T would speculate, which is all I can do, that 1t
is difficult to get decisions on these matters in government especially
where exclusive licensing would be the only practical way to bring
the invention to the marketplace because of the investment and risk
we have enumerated earlier and this would be a tough decision for
a civil:servant, for example, to make because it is tough for Art
and myself in these where we have to make choices between major
¢nd minor U.S. corporations in the licensing process on the basis

_of all the data that we put together con501ously and at consmderable
: effort _

‘Let me just mentlon that over 60 percent of our llcenses out-

"'standlng are to small businesses within the definition which I

believe you hold for small businesses but each licensing choice

was made on the basis of a great deal of study of the background

6f the companies, of the expected end use of the technolcogy and with

the one concept that the public is served if you can get it into

'the market place and get it into the market place as broadly ‘as p0551ble.-

The tlme 11m1ts of exclu51v1ty are, of course, a negotlated
. figure, . When we "talk with more than one company who is qualified
and each demands an exclusive we can get a pretty good feeling for
where they are as well as where we are in making these decigions.

" In each case, I can say that they have béen carefully studied and

_ the decisions made consciously and gonsc1entlously. .The system, L
- I feel, works qulte well. = o I Poo T

1




Senator, I do not see the probablllty of an equlvalent system
,1n government. ' : _ -

‘Chairman Nelson. 'Well, is 1t'your view that Of the 24,000 it
. would be a: number that would be’ vexy valuable and useful to the
-public? : - N
_ Mr. Jones;’ The professor who concelved of and operates the
- Innovatlon Center which I spoke of earller.... :

Chalrman Nelson. I am sorry, the Professor ‘who dld what7

~ Mr, Jones.. The professor who put in operatlon the Innovatlon
Center I spoke of earlier has a contract with the Bureau of Standards
in evaluating a number of those patents relating to energy and is
trying to find whether there are some there which have real poten—
tial which have been overlooked. This is a very interesting kind
of technology assessment; trying to determine the cost benefit of
many patents whlch have 1a1n 1n the coffers ‘and have not been used‘

Thls work is sponsored by the Bureau of Standaros as I recall
_ Cha:rman Nelson.' Well thank you, gentlemen, very much for
your appearance. We appreciate your taking the time to come and
: -testlfy. : : ‘ S S ,

-Mr.'Jones. 'It'has_been'our pleasure.:




