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FUTURE DEVELOPHENTS IN FEDERAL PATENT POLICY

James E. Dennv

1. Introduction

The last two years have been very active fpr'the isgues regarding Government

patent policy. Late in the 96th Congréss, P.L. 96~517 was passed establishing

a Government-wide patent policy for small businesses and nonprofit organizations

(Bayh-Dole Bill), and this legislation was implemented through the issuance
of OMB Circular A-124 and individual Government agency rgguiation. Also,
the House; Senate, and the Executive Branch considered the bills inmtroduced
by Senator Schmidt (5. 1657) and by Congressman Ertel (H.R. 4564) which
would have gstablished patent p;licies normally allowing the coﬁtractor to
‘retain.titie.to inventions made under Government contract. There was also
considerable effort in trying to develop & patent section for the Federal
Acquisition Regulation (FAR) amid this legislative activity, as well as
during a.time when a new Presidentizl ﬁatént po;iﬁy was in the midst of
formulation. Work was also in proéess in trying‘to develop, for the first
time, é'policy on the acquisition of, and the cobtaining of rights in,
technical data developed under Government R&D contracts which would satisfy
the needs of both the defense agencies' design, procurement, and utilization

needs, as well as the civilian agencies' need to support research in the

civilian areas.

As I am sure you all are aware by now, a new Presidential Memorandum on
Government Pateat Policy was issued on February 18 of this year. I entitled

my remarks ''Future Developments in Federal Patent Policy" because what has

* Assistant General Counsel for Patents, U.S. Department of Energy

41

b



taken place in the last two years is not-nearly as significant as the .
ractivity that will Pe taking place wiﬁh.thé impléﬁeﬁéétion of this Presidential
patent policy. ‘The policy itself appears to be, at least at first blush,
relatively simple and straight forward in that it directs thé heads of all
executive departments and agencieé'tb follow the policy of P.L. 96-517,

to the extent permitted by law, for all funding agreements:regardless if

the recipient of such ép agreement is a_small business or ﬁonprofit 6rganization.
I will address my remarks this afterncon.te (a) the 1anguage of therPatent
Policy Memorandum in an gttempﬁ to identify the issues raised by the
‘Memorandum, and (b) the past implementation of P.L. 96-517 in order to
identify the issues that might be now applicable to all-reciﬁients of

contracts, grants, and cooperative agreements.
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I1. New Presidential Govermnment Patent Policy

The first paragraph of the Memorandum to the Heads of Departments and
Agencies on Government Patent Policy sent by the President this February 18

states as follows:

To the extent permitted by law, agency policy with respect to the
disposition of -any invention made in the performance of a federally-
funded research and development contract, grant or cooperative agreement
award shall be the same or substantially the same as applied to small
business firms and nonprofit organizations under Chapter 38 of Title 35
of the United States Code. :
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A. To the Extent Permitted by-Law

e

Tﬁe first phrase of the policy "To the extent permitted by law ..." is
likely to be the most interesting and perhaps controversial issue raised by
the new 8emorandum. It would ordinarily be self-explanatory in view of‘the'
_fact that a Presidentigl policy cannot take precedent over a patent policy
established by legislation. ‘Hence, patenﬁ policies of the DOE or the
.National Aeronautics and Space Administration (NASA) would not be changed,
particularly net in those aréas where the Presidential policy and the

legislative policy are in direct conflict.

However, ﬁoth DOE's and NASA's policies have a suBstantial amount of flexibility
and discretion, and waivers to their policies of acquiriﬁg title to inventions
can be granted, for example, where "... the interest of the United States
will be served ..." (Space Aﬁt, 42 U,S.C. 2457), where DOE "... may.deem
appropriate ..." (Atomic Energy Act, Aé U.5.C. 2182), and where ";.. the
interests of the ﬁnited States and the general bublic will best be éerved ean "
(ERDA Nonnuclear Act, 42 U.S.b. 5908). Each of these acts has its own
legislative history and several years of precedence, and operatiqnal.finen
tuning of issues have resulted from practical experience, administrétive
review, and review by congressicnal oversight committees and General
-Accounting Office (GAO) investigations. In view of this legislation and
adminstrative history, I do not believe that the waiver guidance applied to
DOE's and NASA's legislative patent poliéy can be suBstitutedvfor the

guidance that may be provided in P.L. 96-517 because of a Presidential
Memcrandﬁm, even where the guidance applied to DOE's and NASA's statutory

waiver policies allows for some measure of discretion.

-
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For example, the legislative history behind-DOE's nonnuclear patent policy
states that'the-poliFy is 3ased upon, the Afsmic Enérgy:énd Space Acts under
which relatively.few waivers were grénted, and that Congress expected the

same would be true under DOE's nonuclear statutory patent policy. Accordingly,
I do not believe DOE's legislation,wduid allow us to waive in‘all situations
except for those situations provided:for in P.L. 96-517 for GOCOs, e#ceptional
circumstances, and areas of national security. To do so would completely
reverse the legislative intent of DOE's nonuclear patent policy. This does
not_mean, however; that DOE and'NASA:will not follow the guidance of apd -
the implementation of P.L. 96-517 where contrary statutory guidance is not
‘providgd; jus; as we have been follo;ing ;he 1971 Presidential Memorandum

and its implementation to the extent permitted law,

The White House Fact Sheet, as issueﬂ by the Press Secretary along with the
Presidential Memorandum on Government.Patent Policy, states that agencies

like DOE and NASA would have to continue.to féllow their own legislation

but states that these agencies are expected to make the maximum use of the
flexibility under the lggislation to comply with the provisions and spirit

of the Pfesidential Memorandum. This is not a parficularly difficult

problem with patent policies of the:type set forth in the DOE and NASA
legislaﬁion because,-as stated abové, the legislative histofy and congressioﬁal

oversight of these policies make it clear that the policies require the

agencies to normally take title to inventions made with agency support.

The White House Fact Sheet also states, after repeating the phrase "To the

extent permitted by law - , that the Memorandum "... is applicable to zall
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statutory programs including those that provide for inventions to be made

available to the public." Thisg r@fefence is obviously directed to those Lo

agéncies; like the Departments of Interior and Agriculture, or agency ~

programs, having legislation tequiring that ihventions_bé'"available to the
public" (7 U.S.C. 427(i)), "freely available to the general public'" (40

U.S.C. 302(e)), or "freely and fully available to the general public™ (42

U.S. 1961 c-3). These "available" statutory patent policies have a long
histary based upon legislative history, congressional oversight? and Executive
Branch interpretation as requiring the Government to take title, with no

exceptions, teo inventions made under support by those agencies,

There'appear53 therefore, to be direct conflict between the President's
Memorandum, as interpreted by the ﬁhite House Fact Sheet which suggests

that discretion exists in these laws and that the Presidentiél Memorandum
should be made applicable, énd the long history of interpreting this type

of "zvailable™ legislation as having no discretion. Inasmuch as the.agencies
have universallf interpreted the legislation as lacking discretion;-there
appears to.be no discretion or flexibility te which the Prgsidential Memorandum
could apply. If aiscretion could be applied, applicaﬁion of the Memofandum
ﬁould cause a total reversal of the agencies' previous positions, and

would, in effect,.change these agencies from "title takipg” to acquiring
‘title in inventions only.in those limited situations peimitted in P.L. 96-517.
It would seem that these agengies are caught in a dilemma.between'finding

that they had been interpreting their legislation incorrectly for all these
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years, or sihply saying that .their laws, . having no flexibility,,are.not
affected by a Presidential Memorandum, notwithstanding the statement in the

- White House Fact Sheet.

This also raises an interesting quéstion of what standing, legislative
history, or instructional ﬁalue is a "fact sheet" issued by a press office’
ét the time an'EXECut%ve Branch memorandum is issued, Having raised that
issue, 1 am going to use my disc;etionary authority ané flexibility and

~elect not to discuss it further.

B. Agenéy Policy

The Presidential Memorandum goes on to say that "... agency policy ..."

will follow P{L.796“517. This phrase is important in view of the fact that
early drafts of the memorandum used the phrase " .
procedures, and patent rigﬁts cléuses ea ! Qould follow P.L. 96-517.

During the period of interage@cy comments, the major R&D sponsoring agencies
were in total agreement that the "pﬁlicies" of P.L. 96-517, that is, the

policy of allowing a contractor the first option to acquire title to inventions,
was appropriate and should be applied to all types of contractors, as

- opposed to only nonprofit organizations and small businesé firms. There

was substantial oéjection by DOE, DOD, and RASA, however, to the implementation
of this 1egisl;tive policy as it is applied to small business firms and |
nonprqfit organizations in OMB Circular A-124, and in particular, to the

specific clause language which was particularly developed, under the objection

of many, to address the concerns and limited capedilities of the university
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community. Accerdingly, thesé agencies-only agreed to the issuance of the

Memorandum if the reference to.regulations, procedures, and contract clauses

was deleted.

While I am on the subject of ihe implementation of P.L. 96-517, I might say
a few words in regard to how bMB Circular-A—l2& was developed. Although
the R&D-sponsoring agepcieé wére heavily involved in the development of the
first draft of the Bulletin that preceeded the Circular and, like everyone
else, were provided an opportunity to make comments on the Bulletin, the
agencies were not given an 0p§qrtunit§ to comment on the final language
that was placed in the OMB Circular. As a result, there are many areas of

the Circular that the major R&D—sponsoriﬁg agencies ~~ and in particular

. DOE, DOD, and NASA -- £find objectionable.

Probably the most iméortant ébjection'is the sﬁructuring of the clause set
forth in the Circular which éllows noﬁprofits and small businesses to
publish subject inventions pr&or to (1) any attempt being made to elect
whether the contractor wishe§ to retain title, or (2) the Government Eeing
given the Qpportunity to protect those rights that‘the-GOntractor does not

want. Additionally, the cla@se allows the contractor the full U.S. statutory

. one year period after pﬁblicétion in which to file the patent application.

If the contractor fails to file, or changes its election to file, there is
no requirement that the sponsoring apgency be given sufficient time to even
protect U.S. rights in such inventions. The contractor is thereby permitted

to destroy both domestic and'foreign rights in inventions developed under
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such funding agreenents. In my opiﬁiqn, ?hi;lié in direct vioiatiéﬁ.bf the
clear statutory intent of P.L. 96-517 which pré&ides.fof residual rights to
~go to the sponsoring agency any time the contractor either fails to réport,
. elect, or file within a reasonable.time, or elects'not to protéct the

invention.

Even if this and other objectionable features of OMB Circular A~124 were
corrected, it was the position of at least DOE, DoD, and.NASA that the
application of the Circular to contractors other than nonprofit organizations
and small business firms is inappropriate. In view of the fact that the
primary benefiéiary of P.L. 96-517 was the university community in grantA.
situations, -the major R&D-sponsoring agencies approved a flexible aﬁd evenr
imprecise patent rights clause which provided inordinately long time pefiods
fo make décisions on election and filing. Tor exzmple, the clause in
Circular A-124 does not even have a positive reporting requirement in view
‘of the fact that reports afe only necessary where a subject invention is
disclosed in writing to the contractor's "personnel responsible for patent
matters." Additionally,'record keeping requirements and authority to
inspect records, as well as withholding of payment provisions, were not
included in the clause when they have been boiler plate for many years in
‘patent'rights clauses found in the Federal Procurement Regulations and the
Defense Acquisition Regulations. Such a "watered-down” clause, alt%oﬁgh
pérhabs_justifiable in grant situations with the universities, were considered

as totally inappropriate for patenf rights clauses with contractors performing
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the maiﬁ, directed research efforts -of ‘the major R&D-sponsoring agencies.

It is for this reason, therefors, that DOE, DOD, and NASA withheld thei;
concurrence from a proposed Presidential memorandum which extended the
application of the implementing repulations of P.L. 96-517 to all Government

contractors.

C. Disposition of Any Invention

-

The next phrase of the policy statement also raises some interesting issues.

"

The Memorandum states that agency policy "... with respect to the disposition

" of an R&D contract, grant, or

of any invention made in the performance ...
cooperative égreement shall follow P.L. 96-517. The phrase "disposition éf
any invention made" nbrmally refers to the basic allocation of rights
between the Go?ernment and its R&D contractor, grantee or awardee, and
primarily reférs to whether the Government or the contractor acquires
title. It would appear not tc be an idle question as to ﬁhether the other

rights or obligations of the parties under P.L. 96-517 were intended to be

included.

In this regard, it is noted that the last paragraph of ‘the Presideﬁtial

Memorandum is as follows:

In addition, agencies should protect the confidentiality of invention
disclosure, patent applications and utilization reports required in
performance or in consequence of awards to the extent permitted by 35
U.5.C. 205 or other applicable laws.
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If the word #disposition" of the first péEégéébh was intended t6 covet
Tequirements 6f confidentiality of invention diséloéures and patent applications
" found in 35 U.é.C. 205, or confidentiality of utilization reports found in
Séction 35 U.S.C. 202(c) (5}, thege would appear to be no necéééity for the

last paragraph of the policy.

Additionally, the secénd parxagraph of the Memorandum indicates that'the

rights of the Government or oﬁligatibns of the contractor set forth in 35

U.S.C. 202-204 ﬁay be waived or dmitted by the agencjv These provisions

include such items as: the.Government's nonexclusive license; the Governﬁent's

march-in rights; the contractor's obligations to maké certain statements in

a patent appliéation; limitations on acquiring rights to the contractor's

background patents; and requirements that exclusive licenses cannot be 11?-‘\

granted for the use or sale of the invention within the U.S. without an

agreement to substantially manufacture the invention in the U.S. (hereafter oy \
. v - o _‘:= -
. ' A
referred to as the preference for U.S. manufacture). In view of the second SR
and third paragraphs of the Memorandum, a logical ihterpretation of the _E;)’ o \Q';
-~ N ~ “
first paragraph is that only the disposition of title in inventions made ) _2\ -jy
under R&D contracts are to follow the policies of P.L. 96-517." = - T
. ' ki
CONT LN
) W AT
- _ ; TN \Q
D: Substantially the Same ,é: ’
\‘\

The last area of interpretation of the Memorandum's first paragraph is that

policies "... shall be the same or substantially the same ..." as set forth

t

in P.L. 96-517. T personally have no idea what the phrase "substantially
the same" was intended to mean, or how it will be interprefed. I, along

with you, will watch the'possible use of this flexible language with substantial

interest,
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E: Waiver of Ripghts and Obligations

An additional area of flexibility that will bear watching is the application

of the second paragraph of the memorandum which states as follows:

In awards not subject to!Chapter 38 of Title 35 of the United States
Code, any of the rights 6f the Governmemt or obligations of the performer
desecribed in 35 U.S5.C. 202-204 may be waived or omitted if the agency
determines {1) that the interests of the United States and the geﬁeral
public will be better sefved thereby as, for example, where this is
necessary to obtain a2 uniquely or highly qualified performer; or

(2) that the award involves co-sponsored, cost sharing, or joint

venture research and development, and the performer, co-sponsor or

joint venturer is making substantial contribution of funds, facilities
or eguipment to the work. performed under the award.

The "bottem line" of almost aéy Government patent policy, legislative or
administrative, has been the fetention by the Govermment of a nonexclusive
license for its own use, and the aﬁility of the Government go Tequire

licensing torothers under certain lim;ted citcumstances -- as where the

patent owner fails to commercialize or aftempt to commercialize the invention,
i.e., the Govermment "march-in" rights. The Memorandum, thereforé, allows

the agencies to waive these minimum Government rights as well as the preference
for U.S. maﬁufacéuring obligation, and the obligation to provide utilization
reporté'to the Government ageﬁcy;

-1

"The findings that must be made in order to grant any or all of these waivers
is that the interests of the U,5, will better be served by such a waiver,

and the example that is given' is where such action is necessary to obtain a

unique or highly qualified contractor. Also, a finding that the dontract

N
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involves substantial co-sponsored, cost shared; or joint wventure R&D will

also justify a waiver deterﬁination. Tﬁé reason that I find thése'pa;ticular
guidelines of interest is that these typés of ¢dntfatting situations are

:not particularly unique or unusual in the Federal Government, and particularly
~not unique or unusual in the DOE. 1In DOE, many of our major pfogram efforts
involve a substantial amount of cost sharing or cooperative R&D agreements,
and an argument could be made that any sole source justification would be

T

enough to make a finding ;hat the contractor is "unique.” If these guidelines
are interpreted so broadly; we have indeed entered a new era of Government
patent policy where substantial cost shéring or a sole soﬁrce justification
wiil be enough to give up the Govermment's license rights, the right to

inquire about commercial utilization, and the right to take any action

where a contractor is effectively suppressing utilizatjon of the R&ED results.

Here again, the manner in which these provisions, or areas of flexibility,
are implemented will bear watching, and will be of substantial importance
to, for example, DOD's use of its own R&D results, and the general public's

use of the results of much of the civilian agencies' R&D efforts.

II1I. Public Law 96-517

-

In addition teo the issues and problems of interpfetation caused by applicatien
of the public law to contractors other than small businesses and nonprofits
set forth above, P.L. 96-517 itself has some areas that need interpretation

totally apart from the application of the law under the Presidential Memorandum. 455%
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-For ekample, DOE has been struggling with the definition of what is a

A. Funding Agreement

"funding agreement' for some time. The definition in the legislation

' which in turn is

refers to a "contract, grant, Oor cooperative agreement,'
language that comes directly from the Federal Grant and Cooperative Agreement
Act of 1977 (41 U.S.C. 401) which does not, in itself, define these terms.

Additionally, implementing guidance by OMB and OFPP has not provided precise

definitions of these terms.

We at DOE entered into a large variety of agreements involving R&D activities
which at least some people do not consider as falling into the area of
contracts, grants, or cooperative agreements, as the clauses mandated by

the acquisition and assistance regulations are not used —-— t?at is, élauses
such as equal opportunity, covenants against contingent fees, and a whole
raft of social and ecbnomic provisions. Exagpleé are where DOE makes‘i;s
national laboratories, or particularly designated research facilities,
available to the general public for privately-sponsored research a;tivities¢
In addition, DOE permits all manner of domestic and foreign persons té work
in its natiénal laboratories, and provides support to educational activities

through fellowship agreements. Most of the agreements.covering this type

6f research support are not written in the form of a contract, grant, or

cooperative agreement, and do not follow legislative and regulatory requirements

for such agreements. They are, therefore, being interpreted as falling

‘outside the classification of a funding agreement.
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Informal discussion with attorneys of.other agencies indicate that .other

agencies have come to the same conclusion. The problem is, however, that

“when such agreements fall outside of f;L;.96—5l7;'they fall within DOE's

LA

title-taking legislation which includes any "... contract, grant, agreement,

understanding, or other arrangemenﬁ which includes research .... Therefore,
when NSF concludes that fellowship agreements do not fall under P.L. 96-517,

they are free to utilize any patent policy they desire. When DOE mzkes

such a decision, the result is not as flexible.

B. Government-Owned Research or Production Facility

P.L. 96-517 need not apply to funding agreements for the ...'operation of

a Government-owned research or production facility ..."

, or what is otherwise
. normally referred to as a "GOCO." BHere again, DOE may be in a unique

position because we seem to be the only ageﬁcy that admits to having éontracts
for the operation of Government-owned reseafch or production facilities.

As a matter of fact, we have: contractors which operafe.facilities on
Government-owned land, in Government-owned buildings, using Government-

owned equipment; contractors which opgrate facilities in Government-owned
buildings, having Gévernment—owned equipment, on céntractor—owned lana;,

_contractors which operate facilities having Government-owned equipment, on
contractor—owned land, 2nd in contractor-owned facilities where the- entire
justification of the facility is to operate the Govermment-owned equipment.

In addiéion, any of these factual situations can be further complicated by

free use of contractor-owned lands and facilities, minimum payments for



such leases, and "full market"” payments for such leases. We also have
contracts'for'the operafion of G;vééggégf—owned equipment-in'éoﬁé:nment—
oﬁned buildiﬁgs on Govérnment;éwhed land where the contracﬁor has been
permitted to mix in ‘its private equipment for its private R&D purposes.
Keedless to say, we are having great difficulty in detérmining exactly how

£

to define a "GOCO."

C. Agency Approval

.

There are several places in P.L. 96-517 where the coﬁtractor's‘actibns are
restrained unless approval is obtained from the contracting agency. Examples
are the limitations on nonprofit organizations to assign invention rights.

or to grant exclusive licenses without_agency approval, and the requirement
for contractors to provide for preference for U.S. manufécturing unless a
waivéf is obtained from the agency. The issue has been raised to DOE as to
whether such approvals can be made on a class basis at the time of coﬂtfacting,
rather than on an invention by invention basis. The issue ié'clear forr

those not under P.L. 96-517 because of the second paragraph of the'Presidential
Memorandum. The issﬁe is not so clear fdr those falling under P.L.'9é-517

in view of the fact that the type of decision to be made would appéar to

preclude an advance waiver or approval because of the individual invention

nature of the determination to be made, and yet there is no express prohibition

to a class, or advanced type, decision-making process in the legislation

. itself.
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In summary, there appears to be many gfeas in fﬁe'pﬁblic law itself which
need to be addressed on a Government-wide basis, as‘well as the issue
Araised‘by the apﬁlication of the public law as fequired by the new Presidential
Meﬁorandum on Government Patent Pdlicy. I pérsohally had been hoping that
fhe Departaent of Commerce, as lead zgency under OMB Circular A-124 and in
response to their obligation to consult with representatives of the R&D-
sponsoring agencies, would by-now have established an interagency group in -
ordef to help uniformly‘interpret the public law, develop implementations
under it, and address the objectionable areas in the Circular itself.
Hopefﬁlly, the issues regarding interpretation and implementation of the
public law ﬁnder the Presidential policy will be guided by such a committee
established undef the Federal Coordinating Council for Science, Engineering,

and Technology as envisioned by the White House Fact Sheet.



