‘request for a review of the Federal government's patent

- Federal Patent_Policy'_

teAttached is a draft de0151on paper that has ‘been prepared fo:,

possible subnission to the President in response to his

policy."

‘ The argumehts in support of the aiternative policy positions -
- in the memorandum will be developed further and arguments.

for alternatives III-V will be presented more completely

“than they are in thls draft.

'Please rev1ew the draft paper to insure that—.

L all background 1nformatlon 1s correct and falrly
' stated; o g S .

- all policy alternatives are considered; and
,t~— the . policy alternatlve your agency prefers is

falrly and conc1sely presented.

We also reguest that you (a). advise us of which pOllcy
alternative your agency favors so your position can be
accurately recorded on the last page of the memorandum;

-:and {b) have that position anproved by the approprlate

policy official in your agency. o

o

o

I




RSP Baekgfound

For over th1rty years, a controversy has ex1sted over how the Federal
Government should a]locate r1ghts to patents resu1t1ng from federally-

'funded R&D. ' There are essent1al1y two a?ternative ways in whlch the
“Government is able to a11ocate these patent rights: (1) the s0- ca?]ed

-title policy where the government takes title to the rights and grants

' nonexc1u51ve Ticenses to all who wish to ut1112e the 1nvent10n, or (2}

- the so~ca11ed 11cense p011cy where the contractor takes title to the

patent rights, subject to a royalty—free ]1cense.be1ng retained by the

" Government.

~These a1fernatfves can be considered3o§po§ife ends of a Spéetrum.
" Proponents of either position generally a]]ow'some-movement towards the
'eenter For eXampie Adﬁifal Rickover aﬁd the J ust}ce Deparawent fa"ox
i title p011cy, but both wou]d a]]ow a contractor to obtain exc]us1ve
_ .r1ghts under certa1n c1rcumqtances The major R&D agenc1es favor a
11cen$e policy, but viould require Government retﬂnt1on of tatle in some
Jtances- The COHtFOVeTSJ centers on the ru]e to govern ihﬂ mawrstreem

- of cases”
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Unfortunately, tﬁé.dispute has arisen more from différing phiTosophic

goaTs than from facts - There are few concrete examp]es of harm ar1s1ng

“from adOpt1on of a 11cense or t1t1e pollqy | Indeed, one of the magor

prob]ems of cons1der1ng th1s issue is the absence of adequate data. i

In ]947 a report of the Attorney Generai conc?uded, in effect that 1f
the Government pa1d for the research from which an 1nventlon resuited

the Government should own the property tIghtS to the 1nvent1on. ‘There;'

are'approximafe1y 20 statutes governing patent policy in various agehciés.

Most of the statutes allow some flexibility in the allocation of rights.

For. eXampTé,.the two most'comprehensive statutes,.that of NASA in 1958'_'

© o and of ERDA (now nonnuc]ear energy contracts of DOE) in 1974, g1vg tho*

_Government t1t1e but a}]ow for the waiver of r1ghts on a case hy case )

| bas1s. (NASA wa1Ves t1t]e upon request 80 to 85% of the tlme ERDA Iess
often. )

In 1963 and 197] Pre51dent1a1 statemonts formu]ating governmﬂnt W1d8
ne o 5

'patent policy were issued. These prov1ded criteria for aT]ocatwon of

patént fights'for agencies not governed by stgtutory pol1cy.' Mhere the

government has primary interest, it‘wou1d obtaih title; where the

contractor has an estab1isbed non-governmental commerciaT positioh, he

-'woqu be able to retain'ex01usive rights. Bbth_Presidentia1 statemenﬁs |

agreéd‘that the Federal patent policy should serve'thefpublic interast

' by'ihsuring'maXimum utilization of government inventions, attracting the

best-qua]ified-tontrattors, and ensurfng that patent'rights in government4

owned 1nventnons are not uscd for unf11r or anti- compﬁ?|L1ve puanoqu or

__tg suppross commercial ve]o“mﬂnF o? thn 1nv0nt1on
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In ]972 a Comm7 sion on Government Procurement 1seued a Report to
- Congress which recom@ended supp?anting the various 1imited-statutes with
. a uniform government-wide Federal patent po]icy;'fellowing the 1ine§ of

the 1971 Presidential Statement. As a result of the Cemmissionfs receme_ _

mendat1ons an 1nteragency committee of the maaor R&D agenc1es was

-‘formed to review Federa] patent policy. Late in the 94th Congress, fhe

‘comm1ttee proposed draft 1eg1slat10n 1ncorp0rat1ng a license po?1cy

xBecause ef ob3ect1ons to the proposed bill by the Justice Department a
S number of 1ssues vere unreso]ved and the b111 was not transmxtted as a -

..Ford Admlnlstrat1on bI]]

-

However, Congressman-Thbrnton (D—Ark )s Chairman of the House Subcemmittee

~on Sc1ence, Research and Techno]ogy, introduced similar ?egis]at1on

‘;(H.R. 8596) in the 95th Congress. That bill wouild, among other tn?ngs,

- automatically allow a private contractor to obta1n t}tle to patents

~arising from Federal R&D contracts or grants, With.the Federa1 Government

-~ receiving a royalty free license, if the contractof agrees to ccmm$r4

cialize or otherwise achieve widespread utilization of the invention.

- Certain so-called "march-in" rights are included that would aliow

government intervention to protect pub]?c hea1th to assure use, or to

- prevent undue market concentrat1ons.

The Thornton'bi]] also raises a number of other issues~—rightsrof_.7
Federal employees to their inventions, creation of a program in the"-
Department of Commeree to 1icense government4owned patents~~which'need

extensive discussion within the Executive Branch. This memo only

~ discusses the aliocation of rights issue.
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In response to OMB's request for comments on the Thornton hiTT, a wide

nange of vfews were receined "Many'of these views artioulated the

"arguments deve]opod 1n the course of the thirty-year controversy over
:'"t1t1e" and "1icense" po11cy The Department of Just1ce,vo1ced the_ |
rstrqngest opposition to the b111 end the Depaftment of Commerce, whicn -

- contains the U.S. Patent Office,'strong1j supporfed it.' The.major
Federal R&D agenc1es support the concept of the Thornton bi11 but
'expressed reservat1ons W1th it on techn1ca1 issues (not a11 re1ated to".

'a]]ocat1on of rlghts)

:Congress1ona1 Opp051t1on to the Ticense po11cy prOposed by the Thornton :

bill surfaced recently. when Senator He?son (D NISC ), Chalrman of the

o Monopo?y and Anticompet1t1ve Act1v1t1es Subcommattee of the Senate Sma?}_

1 -Bus1ness CommittEE, held hearings in December on Government Patent

Po]1cy and announced that his Subcomm1ttee w111 be conduct1ng a twouyear

- study of the issue. H1s w1tnesses~—1nc1ud1ng Senator Long, Adm1ra? -

‘Rickover, Justice (speak1ng on its own behalf), and the. FTmefavored a

"fﬁt?e"'po1icy, and opposed the Thornton b11} approach. No prop@nents

" of a Ticense policy were asked to testify..

Because Congressman Thornton is p1ann1ng to conduct hearIngs on H.\._

-',' 8596 this spr}ng, an Adm1n1strat1on p031t1on may be needed

Policy Alternatives

_:In consfdering what the Administration position on patent policy (and.

consequently the Thornton bill) should be, we have identified the

"fo110wing a]ternatives,

R
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I.' License Pblicy~~Contractor Retains Owhership'gf_Possib1e Patent

Rights -

.Progonénté'_f_§_1icense policy believe that in the public intérest?i;
iNn: | | | “

———

=

';; promote timeTj'commercial ufi?izatidn_of jnventions that wiil'make.
 mnew technology avéi]ab]e to the consumar, Substanﬁié? 1nVeétﬁent5
:are often_nécéssary to develop a patent/idea-ihto a marketable
| préduéf and such investments,wii1.not be'made’if_an 1mitat6r ¢an.
reap the béhefit.- Thus, title is necessary f%rsoﬁefinventions are

to be brought to market. L |

FaN

-~ minimize government regulation of the comnercial marketplace.

- maximizé the_participation of the best qualified tbntractors;by_
o éncoufaging them to participate in Federal R&D efforts. Theve are
companxes which will not b?d on QOVErnment R&D contracts because
the restr1ct1ve patent c]auses may threaten the compan:es pro-
| prietary position. Further, the prospect of a useful patent (and

A poténtiaT'royaTties)_1s,an additional 1ncent1ve for participation.

- assure thé'prbtection‘of.the public interest thrqugh application of

'march~in-ﬁights.

. ~- provide consistency among Federal R&D agencies and uniformity in

fﬁ@lfW€hf“Cf'Cﬂﬂ*faﬂiﬂﬂ5<ﬁwd‘yﬁlﬁﬁeﬁﬁ;
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-~ provide performer equity in government procurements where recoupment
is specified or in assistance transactions where cost-sharing is

- specified. -

i
B
!
‘
:
3
3
:
y
:

-~ minimize administrative burden to the government--domestic end |

foreign filing not requ1red marketing to effect’ 1lcens1ng not

. : 3. requ1red and enforcement ihrough courts not requ1red
—- help sma]] bu51nesses who genera1]y rely on patents for protectlon
| rather than tend to promote greater concentrat1on of ‘economic power
| . 1in large corporat1ons, as under a- t1t1e po]1cy Hlth nonexc]us1ve
'11censes.:
--e"berconsistent'with the fundamentaI prinoipie of the patent system:
name]y, exclusive protect1on for a glven per1od enhances techno—'n_

'log1cal applicatlon

£

Proponents of a 11cense pollcy further be]leve that in. the absence - of
quant1tat1ve data, ihe commerc1a1 market pract1ces should serve as the =

model for government policy.

This-option.nou1d be imp?émented by Supoort?ng 1egis1ation a]ong the

lines of the Thornton biT]. The bill has the approva1 of sma]] busi-
nesses, industry in genera1, and the-un1vers1ty commun1tyf In vuew of
the smail number of government patents this could be_an easy nay_to-

qo1ve the dilemma of title Vs Ticense; . however, there appears to be-

eons ;deramee Gangregsmmi oppesition to fnsf; @P@rmeh
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Propenents of a title policy believe:

-7 -

Title Policy--Government te Take Tit]efwith.Exceptions for Waivér .

in Limited Situations

———

-

-

Government ownersh1p of 1nvent1ons resu1t1ng from federa?]y funded :
,-contracts and grants would assure that they will be used to promote
- the public interest rather than the not necessarily synonymous

| 1nterests of prmvate parties.

: Grantlng ownershlp of 1nvent10ns to contractors w1]1 concentrate

_'econom1c power in ]arge corporat1ons

There is little social purpose to pefﬁitting the contracto“ to
retain title to the 1nventlons arising from government R&D fundxng

For privately funded research, the patent system supplies an fincen-

- tive to undertake risks of research by offertng menopoly prof1ts on

successful results. Public fund1ng of R&D however, is in effect :

a government underwriting of the risk of research effort.

‘A license policy giVes the. contractor en unjustified wind—fa?] In

effect, under a 11cense policy, the pub11c may pay the contractor

tw1ce—~x1rst, through the governmental research support, and ¢ben

~again, through the pétent monopoly surcharge in the marketp1ace.

Federa] contractors do not need exclusive r1ghts in government—

financed 1nvent10ns to induce them to accept QOVanmenn PLD con-
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'_tractQ, and they do not 1oner their contract pr1ce because of the

government 5 grant of patent rlghts

TR

- _Government R&D contracts confer many benef1ts beyond the s1mp?e

) contract pr1ce~~the 0pportun1ty to train key personnel, “expand

e T PR T N

research faC1]1t1es, develop knowhow: these assets are then

appTied_torfurther the contractorfs onn conmercial objectives; o . 1

“This option could be implemented with an Executive Order for those
agencies without statutes; however, the uniformity of new ]egis1a£ion.
may be more desirab]e. Much of the private sector, 1nc1ud1ng 1ndustry

and un1vers1t1es w0u1d oppnse thws, cons1der1ng 1t excessive governm nt

'regu]at1on..

;
L

| III. Status Quo--Continue to Operate Under the Existing Statutes ‘and

Pres1dent1a1 Pol1cyﬁStatement

- Good arguments can also be made for the Optlon of malntalnlng
- our present pollcy

— it prOV1des adequate flex1b111ty for acenc1ee to deter~

mine their approprlate patent pollcy, S = éﬁ

~— it would permlt the Admlnlvtratlon to contlnue to rev1ew

the Federal Government 5 patent pollcy and . develon a o -
more unlform policy once more and better facts are - ' -

N avallable_to support it:

—— in the absence of convinecing arguments. for change, the

S¥+a s qud ks o safe &:e}mf"'&g cnmi’
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- it WOuld not require 'legislation.

'.vaernrent agencies and contractors have’ had ﬂmch expexlence with thu
n - 'emstlng Pres:.dz_nt Pol:.cy Statenents ' and the parc:.mar statutes. _ A
| An effort to change the cunaxﬂ:tmdance ofﬂpatent.rlght allocatlons

.nay xesult in a statute golng-axbltxar1ly to one extreme or the othar,_

) llnutlng nscessaxy agancy flexiblllty.

e e L P T T
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v, Formu]ation of a Fiexib1e,_Government-wide Patent Policy

 _.This-dptioh would provide for a'uhfform;-buf-flexib]e, po]icy in which
the a]]ccatibﬁ_of patent'rights could be tailored to a.particu1ér‘situau
'_tibn. A f]exig]e policy -is needed because, in some‘instances; the
- public is benefited by government retention bf tit1e;.whefeas in others
| it is beneffted-by.a110wing_tﬁe_contracto%_td.obtaih ekc1usivé.right§;f
A policy Of'this type'tbu]d ihcofporate some of the best parts of a
' '.tit]e or license policy and wi]].prbvide defihftive gufde]ihes:for fhe
'”government as a whoie rather than Specifits for each agency. Cr1ter1a
to be 1nc1uded in a un1f0rm po]icy wou?d be deveToped cons1der1n§'the
:obgect1ves of Federal fund1ng and the type of work to be done (1 e.,
research development -demonstratlon or product1on) Research performers_ ”

_1n a part1cu1ar field wou]d haVe pred1ctab]e treatment no matter which

agency pPOVIded the fundlng

',in order to properly déve?op guidelines for a goVernmént-wide po1icy,‘a
review of patent policy considerations should be made thch gives par-
ticular emphasis to how patent policy may best be used to stimulate

.innovation ' A‘review'grOUp wou1d be convened undeerCCSfT'and wou1d

Wwwpwfaw\%hpdkray ard | é’\«}a} \;sw@@w J Eoon the fal ﬁ\}?ﬂm
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f_ .work of such a group (developang guwde]1nes and propos1ng draft ]eg1s-
i{ 1at1on) WOU?d Le complated w1th1n a year. Eventua?]y this option would L
Ei,j  o ) requ1re an Adm1n1stvat1ve proposa] to the Congress and the repea] of ft
% o : exxsting ]eg1s]at1on %2
V.  Compromise--New Legislation Providing for a License Policy with

Protection of Government Equity

This Option jS similar to Option 1, but in additﬁbn would provide for

royalty payments to the Government t0 protectfagainst "windfalls."®

Pfopbnents of this opﬁion beljeve:

" =" Federal patent policy has been studied exhaustively. Legis?étidn
“can be developed which'NOU]& provide the benefits of unifofmity and
- also protect the Federal government interest,

o F

o | oy
:ﬁé _roya1ty paymants would prov1de benef1t to the Government when

i commercialization takes place and the benef1t wou?d be proport1ona1

- to commercial success, thus preyent1ng w1ndfa11 profits.

This,option wbd]d require drafting new 1egis]atioh. ‘The'Administfafion

pfopséal could be developed by OFPP along with their work Qn.recouﬁmeﬁt f

and cost~sharihg réguTations.




- Option V - New Legis]ation Providing for -

. ]] .

- Decision

Option I n.License Policy

(Favored by

.Opfion;II —.Tit}e Policy
‘(Favored by o

Obtion 111 .~ Status:Quo
(Favored by o

Option IV - Formulation of a Flexible

~ Government-Wide Policy

(Favored by

a License Policy with Protection of
Government equity ' :

- (Favored by




