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Jf EXCLUSIVE RIGHTS TO FEDERAL PATENTS

.After lengthy consideration. the Senate has passed legislation
which would allow universities (and other non-profit institutions) and
small businesses to retain patent rights to inventions which orginiat
ed from work financed through federal grants and contracts. S. 414.
The University and Small Business Patent Procedures Act. was passed in
late April by the Senate by a vote of 94-4. The bill must still be
considered by the House, but it is not expected that there will be any
concerted opposition to the legislation in the lower House. And.
President Carter has indicated he supports the bill.

UTILIZIN. FEDERALLY OWNED PATENTS
At present, the federal government owns over 28,000 patents .. the

results from R&D projects financed by federal agencies. Only a few of
these patents have been commercialized by the non-governmental sec
tor. The primary argument from the business community has been that
they are not willing to spend monies to commercialize the patents if
they are not assured that they will receive exclusive rights to the
federally-owned patents.

The Defense Oepartment~ the National Aeronautics and Space Admin
istration and the National Science Foundation have been moderately
successful in developing procedures through which exclusive rights to
federally held patents could be granted to private firms. However.
even at these agencies, it is a time-consuming and expensive process
for private sector organizations to gain rights to patents which are
owned by the federal government.

NEW FEDERAL PATENT POLICY
Under terms of the University and Small Business Patent Procedures

Act~ universities and other non-profit organization~. small businesses
and individuals may acquire title to inventions that they develop un
der projec'ts supported by the federal government. The onlyrequire-"
ment is" that the non~governmental IIcontractor" make the decision to
acquire title to the patent within a lIreasonable time. II However, the
federal government will possess "march-in" rights -- allowing federal
agencies to require title';'holding contractors to grant a license for
an invention to other organizations if the contractor has not taken
proper steps to achieve the "practical application" of the invention.

INCOME LIMITATIONS
As passed by the Senate, organizations will be limited insofar as

receiving financial benefits from patents developed with federal
funds. Contractors which have obtained patent rights to such inven~
tions will be allowed to keep the first $70,000 which is received in
gross income annually from licensing fees for anyone federally-fi
nanced patent. Above this level, the organization$will be required
to pay 15 percent of additional licensing fees received to the federal
government.

The Senate bill also stipulates that the federal government will
receive five percent of all income in excess of $1 million received by
a contractor for sales of products making use of one or more of the.
inventions. which have been assigned to the non-profit or small busi
ness organization. However, the federal government will be entitled
to receive only a sum of monies equal to the amount initially spent by
a federal agency to support the R&D leading to the invention. ;1 I

ARGUMENTS AGAINST FEDERAL PATENT REFORM
With the estimated 28.000 federally-owned patents which are not

being utilized, the Washington establishment is ,Willing to try any~
thing to bring some of these inventions to the commercialization
stage. Yet, while the opposition to such legislation is small, there
are a number of points that have been made by those opposed to allow
ing non~governmental organizations to have exclusive rights to inven
tions which were initfallydeveloped with federal funds.

The major argument, and the one that has stymied the passage of
patent reform legislation for years. is that no organization Should be
allowed to have exclusive rights to patents developed with federal
funds. Senate opponents of the legislation view it as a giveaway pro
gram: "This legislation is One of the most radical. far-reaching
giveaways that I have seen in my many years (in the Senate) ...Allowing
contractors to reta in patents on research fi nanced by and performed
for the government is no more reasonable or economically sound than to
bestow on contractors who build a road financed by public funds. the
ri~ht to collect tolls from cars that will eventually use it."

A provision of the legislation would allow contractors confidenti
ality during that period of time required to have a patent granted.
Often, years are required to complete the patent procedure. Critics
of the pending legislation claim that this confidentiality will actu
ally stifle the commercialization of new products which could have re
sultedif inventions developed with federal monies were given early
and widespread publicity.

LARGE BUSINESS PARTICIPATION
To many, a major flaw in the legislation is that there are not

sufficient provisions to safeguard the intrusion of large businesses.
Small businesses and non-profit organizations, under some conditions.
would be allowed to grant exclusive rights to other large for~profit

organizations. And, there is the problem that small businesses bene~

fiting from federally-financed inventions could be taken over by large
corporations. However. at present. the Congress and the Administra
tion appear willing to take this perceived risk, if a mechanism can be
found to utilize more of the patents and inventions developed with
federal funding. {Currently. it is politically unwise to support leg
islation which would benefit large corporations. Yet. if the aim of
the new federal patent policy is to move federally-financed inventions
into the marketplace. it makes no difference whether or not a large or
a sma 11 bus i ness benefits from the program.}

CONFUSION OVER DEFINING SMALL BUSINESS
At present, the Small Business Administration is rewriting the

gUidelines defining just what a "small business" is. Under the new
guidelines, the Il size" of corporations will be determined by whether
or not the organization in question is in an area of activity wi th a
few orwith many competitors. An oil company. doing a few hundred
million dollars worth of business a year. and having less than 2,500
employees. could be designated a II sma ll business" in that the oil in
dustry is dominated by a few very large firms. On the other hand. a
finn with more than 15 employees would' be designa~ed a ul arge busi
ness" if the organization were dominant in its field. The new S8A
guidelines are certain to raise a number of problems unless measures
are taken by Congress to clearly define which "small businesses" will
be eligible to retain patents to inventions developed with federal
funds.
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