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October 2, 1979 ...

" The Honorable Allen E. Ertel
- 1030 Leongworth House Office Bu11d1ng
Washington, DC 20515 :

o Dear Congressman Erte]:

Our patent program is administered through this office, and I have followed -
with great interest the development of 3414 and HR2414 revisions to Title 35
- of the United States Code. On July 25 Dave Schuckers and I visited with Bob
~'Hall to discuss HR 2414. As I indicated to Mr. Hall, we strongly endorse
~the main features of this legislation, but we feel that Section 204 should be
~revised before enactment. As agreed during our July 25 meet1ng, this Tetter
is to provide specific recommended changes in Section 204. I wish to. :
- acknowledge the major help provided in prepar1ng this mater1a1 by Robert F.
~Custard, University Patent Counsel. : ' .

Recommendatlons

- The attachment cons1sts of a definition of "gross roya1t1es" to be
inserted on page 5, plus a-mark-up of Section 204. The recommended .

" changes {a) eliminate all negotiating and accounting problems related
to the administration of this provision; and (b) provide the Govern-
ment a small fixed share in a]l “gross roya]t1es" and "after tax"
profits. . _

“Gross roya1t1es has been carefu]ly defined so that a prospect1ve
Ticensee can fund the filing and prosecution of patent applications
without having such funding classed as “royalties" thereby facilitating
the critical element of advance limited funding of marginally valuable -
inventions, without which no techno]ogy transfer. occurs. -

We recommend a "small Government shar1ng" rather than haV1ng a threshold
‘to pass, because the "threshold” might require the adoption of govern-
mentally-approved accounting procedures. Further, this sharing would
be on total royalty or sales in-order to eliminate the extensive negotiation
which would be entailed whenever multiple patent licenses are included in
a single royalty payment; or when multiple patents result from one Federal
- funding; or when the Federally-funded portion is the minor portion of a
- multi-mitlion dollar-Federal funding. This Tatter point is especially -
important when the contractor/patentee may have contributed many years of
effort and extensive investment pr1or to the Government supp1y1ng m1nor
Federa] fundxng : :




The Honorable Allen E. Ertel

-2 - E B October 2, 1979

We consider this approach superior to that presently embodied in
“Section 204 even though the Government may obtain “Return of

"~ Investment" exceeding the initial investment. Simplicity and

~uniformity are more desirable than procedures which entail protracted :
-negotiation and separate administrative interpretation for each invention

and by each funding agency.

This seems-particular]y'important,-since

~one of the main justifications of this Yegislation is the elimination
- of the extreme var1ab111ty in patent p011c1es from one Federa] agency

to the next.

-In summary, we are impressed with the substantial effort involved. in the
preparation and sponsorship of this legislation, and we endorse it as having
the potential to enhance University/Industry technology transfer. It will
be appreciated if you will consider the attachment which we feel contains L
desirable amendments to this legislation; and if you agree, forward it to the -
appropriate staff members for detailed consideration. 'If discussion of these
- suggestions would be helpful, please call me or: Robert F. Custard our

_'Un1vers1ty Patent Counsel (814 865-1765). . _ :

Your personal.efforts on behalf of the Un1ver$1ty commuhity:are-epprecieted.

RGC:hw
~ Attachment
cc: W, Marcy

~D. R. Schuckers
_b,RZ F. Custard_:

_ Sincepely yours, .

- ichardG. Cunningham
Vice President: for Research
-and Graduate Studies
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501(#) of the Internal .Rcvcnue 'Codé (26 USC

501()).

"(J) THE TERM 'GROSS ROYALTIES' WHEN USED IN

| Attachment 1

RELATION TO A SUBJECT INVENTION' ‘MEANS ALL INCOME

- FROM THE LICENSING OF THE INVENTION; BUT SHALL.
- EXCLUDE ADVANCES FROM PROSPECTIVE LICENSEES FOR THE

DOCUMENTED EXPENDITURES FOR THE OBTAINING OF U, S._ ’_
AND FOREIGN PATENTS upP TO AND INCLUDING THE GRANT S

OF THE PATENTS.

“SEc. 202. DisposiTioN OF RicHTS.—(a) Each non-
profit _organiza.tibn or small business firm may, within a rea-

sbnable_ time after disclosure as required by p'ar_zigrzjﬁh {e)(1) -

of this section elect to retain title to any subjé,ct'invention' o

Provtded however That a fundmg agreement may prov1de_ 3

otherwise (1) when the subject 1nvent10n is made under a con-

“tract for the operation of a Government-owned research or

production facility, or (i1) in e*cceptional circumstances when

it is determmed by the agency that restrlction or elimination -

| o{ the right to retain title to any subject mventlon will better-

promote the policy .and objectwes of this chapter. The nghts

of the nonprofit orgamza.tion'or small business firm shall be

the othcr provisions of this chapter.

- b)(1) Any dctcrmlmtlon undcr (i) of p‘tl“l"l"tph (a) of

_subject to the provisions of paragraph (c) of this section and’ -

this section shall be in wntmg and accompanicd by a written

statement of facts justifying the determination. A copy of

cach such determination and justification shall be sent to tho

Comntroller G_L-.iwnﬂ Qf‘ the United States \vitl_lin-thirt)_‘f-days_
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1. pected to take within 2 reasonable tlme effective steps
| .2 .to achieve practm.;l apphcatxon of the subjcct invention
3 ,m such field of use; or
. 4 | “(b) that such action is necessary to alleviate
| 5‘ - _T.health or safety necds whxch are not reasonably satis-
, 6; " fied by the contractor, asszgnee or their licensees; or
s | " -%(c) that such action is necessary to meet requ1re~ e
: 8 ments for public use specified by Federal regulatmns'
_ 9. and such requn‘ements are not rea.sonably satisfied by e
: iO o "t.he contractor assxgnee, or hcensees “oi' ._._7 '_
',il'lu - “(d) that such actlon s necessary because the -
12-? _.a'g;eement requu'ed by _sectxon 205 has not been ob-
-.13? _; ‘tamed or waived. br' h’écause a iric-ensée -of tne esclusive e
14 right to use or sell any subject invention in the Umted :
| -15# States is in brcach of its agreemezit— —obtamed pursuant
_,_. o N 16_-”' o scctlo_n 205. o _ o
| 17‘ ) “SEO 204. RBTURN OF GOVERNMI:NT INVEST-

18 MENT. -——(a.) Ifa nounprofit orwammtxon or small busmess firm ©
GROSS ROYALT I ES

-19_reccwes from the licensing of

20 any sub]cct invention, %WL%HB:H—SM 2

THE Gov RNMENT ' AR
- 21 ates shall be entitled -

| | OF 3 PER CENTUM OF ALl SAID ROYALTLES.
- 22 to a share, _ :




10 share,

4 “(b) In addltlon 1f a ‘nonprofit orrramzatzon or small
SELLS

5 Dbusiness  firm -r%crrcs—-a{-ter—m—p-mﬁtr—m—mwss—u{-

6 W@—m%e&e&products emhodymg or manufactured- R
7 by a process ernploymn- a subject mventmn é&ﬁag—a—-peﬁed- l

g ﬁ&bj'e-e-ﬁ——}ﬂ-'-‘eﬁ{-iﬂﬁ— the Government shall be ennﬂed to a-

11-} VALID_PATENT COVERS THE PRODUCT OR PROCESS.

23  “Sec. 205. Prererince For UNITED STATES INDUS-
24 Try.—Notwithstanding any other provision of this chapter,

25 no small business firm or nonprofit organization which re-

OF 1 PER CENTUM OF ALL SAID SALES AS LONG Asf'




.Enclosure 2

Y 3 | - |
1  501(2) of the Intcrn:.ll'Rcvcnuc'Ct'idc (25 U-S-C-_
2 501a)). o

- | ") THE TERM 'GROSS ROYALTIES' WHEN USED IN .
RELATION TO A 'SUBJECT INVENTION' MEANS ALL INCOME
| FROM THE LICENSING OF THE INVENTION, BUT SHALL
Insert ¢ | EXCLUDE: (1) ADVANCES FROM PROSPECTIVE LICENSEES
R FOR THE DOCUMENTED EXPENDITURES FOR THE OBTAINING
OF U,S. AND FOREIGN PATENTS UP TO AND INCLUDING THE
o GRANT OF THE PATENTS; AND (Z2) DOCUMENTED EXPENDITURES .
- - %[ FOR THE DEFENSE OF U.S, AND FOREIGN PATENTS, "

“SEC. 202. DISPOSITION OF'RIGHTS.—(a) Each non-
profit organization or small business firm may, within a rea-

sonable time after disdlos_inrc'_as required by paragraph (c)(1)

B oot ke

of this section elect, to retain title to any subject invention: .

-l

Providecf; however, That _a,-funding_ 'agreemgnt: may provide -
8 otherwise () when the subject invention is made under a con-  ©
9 -iract for the 'oper#tio_n of avaernment—owped research or '.
10 prodﬁction ‘fa.cility-, or (i) in exceptional circumstances when
11 it is determined by the agency that restnctlon or ehmmatlon =
12 of the right to retain tltle to any sub]ect mventlon will better'_
13 promote the policy and objectives of this chapter. The nghts-
14 of the nonprofit organiz:{tion or small business firm _sh:ill be
15 subject to the proﬁsions of paragraph (c) of this séction aﬁd
16 thc othcr provisions of this clmptcr IR o o 1
17 “@)1) Any determination under (i) of p*xmrrr'lph () of

18 this scction shall be in wntmg and accompanicd by a written

19 statement of facts Justifying the determination. A copy of

'20 cach such dct(.rmmauon and thstxﬁmtwn qhall bc sent to thc. o
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22 :to'a.'sharc _ -
923 ineown: '

pected to take within a reasonable time, effcctive ste.ps

to achieve practical application of the subject invention

| m such field of use; or

*(b) that such actmn is necessary to alleviate

L3

" “(c) that such actmn is necessary to meet reqmre—

ments for pubhc use specified by Federal regulations

3 and such requirements are not reasonably satisfied by E

10 the contractor, as:«ngnee or hcensees or.
”'il_-- Q) that such actlon is necessary becau&.e-the_'_
: | _"'12-—::— —aé;eement reqmred by sectlon 205 ha; not been ob- L
o 13‘_- ”tamcd or waived or because a hcensee of the e\cmmve
14 s nght to use or sell an} subjectml.nventlon in the Umted-' |
"‘15'-'“'-'_ States 1s in brcach of its agreemen;; —obtzu.ned pursuam, |
.16" - to scctlon 205. o
17 o - “Sc.. 204. RETURN OF GOVERNMBNT INVEST-., —

18 MENT.—(a) If 2 nonprofit organization or small busmess firm

GROSS ROYALTIES
_ 'from_thc hc‘ensmg of
£ - - .

20 any sub]cct 1nvcntlon mﬂﬁﬂ—ﬁ—wed-gi—mn—ye&m—ieuwug-

THE GOVERNMENT
21 MM&HMW shall be cntltlcd

OF 3 PER CENTUM OF ALL SAID ROYA T
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5 health or sa.fety necds which are not reasonably satis-
6 fied by the contra.m.tor assxgnce or thclr. licensees; or
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-._-4 ‘@) In addition, if a nonprofit organization or small
SELLS ‘ L |

5 busmcss ﬁrm

6 %@Q@-@G@-&a—s&l&s—e{-products embodylng or manufacturedr |
7 by a process employing a subject invention, d&W i Fiod-

8 M&H&M%Wmmwﬁl—eﬁlﬂ&&&eﬂ—ef—%h&
9 subjeet—invention; the Government shall be entitled to a

oF 1 PER CENTUM OF ALL SAID SALES AS LONG AS

- 10 share,
A VALID PATENT COVERS THE PRODUCT OR PROCESS.
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24 Try.—Notwithstanding any other provision of this chapter,

25 no small business [irm or ‘nonprofit organization which re-
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501(:1)'0[ thc Internal Rc_ycnug Code (26 U.S.C.
501(:1)) | |

"(J) THE TERM 'GROSS ROYALTIES' WHEN USED IN
RELATION TO A 'SUBJECT INVENTION' MEANS ALL INCOME
_FROM THE LICENSING OF THE INVENTION, BUT SHALL
~EXCLUDE: (1) ADVANCES FROM PROSPECTIVE LICENSEES
~FOR THE DOCUMENTED EXPENDITURES FOR THE OBTAINING '

OF U.S, AND FOREIGN PATENTS UP TO AND INCLUDING THE
~ GRANT OF THE PATENTS; AND (2) DOCUMENTED EXPENDITURES

FOR THE DEFENSE OF U.S. AND FOREIGN PATENTS.” -

sonable tlme after chsclosurc as requlred by.paragra_ph (c)(1)

of this sectmn elect to retain. txtle to uny sub]ect mventxon

Promded howcver, That & fundmg agreement may provide

otherwise (i) when the subject invention is made under a con-

tract for the opcration of 2 Government-owned research or

production faclhty, or (n) in exceptmnal cucumstances when

it is determmed by the agency that restriction or’ ehmmatmn_

of the tight to retain title to any subject invention will better

-

promote the policy and objectives of this chapter. The _n'ght_s.

of the nonprofit organization or small business firm shall be

subject to the provisions of paragraph (c) of this section __:uid.

the other provisions of this clmptcr.
| “(b)(l) Any dctcrmxmtlon under (i) of p'urarrmph (1) of

this section shall be in wntmg and accompanicd by a written

statement of facts 'justi.[)n'ng the determination. A cop}' of

. _._- R

“Skc. 202 DISPOSITION OF RIGHTS.—-—-(&) Each non- -

proﬁt ormmzatmn or small busmess hrm may, w1th1n a rea-

L ) - -« - e Cewa L@ . as % . I R

' Enclosdre (3),;
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' receives 3250 000 m'

11

pected to take within a reasonable time, effective steps

1n such field of use; or

4

' the contractor asmgnee or hcensees or

‘“(d) that such actmn 18 necessary because the

- agreement requlred by section 205 has not been ob- |
"tamed or waived or because a licensee of the excluswe .
" right to use or sell any sub}ect mv‘entlon in the United

States is in breach of its agreement obtained pursuant

to section 205.

~ MENT. (a) If a nonprofit organization or small business f1rm .7

GROSS ROYALTIES

| any sub_;ect invention within a perlod of ten years following

disclosure of the invention, the United States shall be entitled

-to a share, to be negotiated; of up to 50 per centum of all net

income durmg said permd from licensing received by the con-

tractor above $250,000: P:jovzded however, That in no event

shall the United States be entitled to an amount greater than

to achieve practical application of the subject invention -

- ‘”.(b) that. such action is necessary to alleviate
| health or safety needs which are not reasohably satis-
__fled by the contractor, asmgnee or thelr licensees; or _.

(e} that such action is necessary to meet require- .

.ments for public use specifie'd by Federal regulations i

and such reqmrements are not reascnably sa,tlsfled by .

“Sec. 204. RETURN OF GOVERNMENT INVEST-

from the hcenslng of -




