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There is ample reason to believe t?at the present legislative

framework and administrative policies governing the disposition of

Government-funded inventions may be inhibiting their corrnnercial dev~lop

ment. Given the fact that the Government is responsible for more than

half of the total United States investment in R&D, it 'is essential

that these dollars be made to produce more than defense and space

benefits. On the international side, polic:-ies that discourage

invesunent by U. S. industry in Government-sponsored inventions meant
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· to resolve social problems leaves the door open for foreign industry,

espe~ially if state-controlled or s~bsidized, to capitalize on these

'. inventions to' the detriment of Pmerican jobs and industry.

Representat,ive Thornton, joined by 13 Congressmen, including the

· Chairman of the Corrnnittee on Science and Technology, has introduced

H.R. 8596, which would establish a comprehensive Government-wide policy

· regulating the allocation of rights to inventions made by Government

grantees, contractors, and employees, having as one of its main

objectives maximizing u-:ilization of such inventions. The bill also

provides legal authority, now lacking in a number of Federal agencies,

for the licensing of Government-owned patents.

Summary of H.R. 8596

Briefly. 11..e major provisions' of Il:R. 8596 arc:
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Title I, which contains a statement of findings and purposeS.
,.
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Title II, which provides an institutional framework through
OST!' and its su1x::amnittecs to assurc uniform implL'lTIent:J.tion
of ,the Act's provisions.

Title III, Chapter 1, which would allO\I' grantees and contractors
. the, right to retain title to inventions subject to various
limitations and conditions, including a case-by-case right
of deviation inindividual agencies \,here, for example, the
Government is fully funding the devclopment of a product

. or Jlrocess to the point of connnercial application..

Title III, Chantcr 2, which is an effort to codify the criteria
Cir"Executive Order 10096 initiallY issued bvpresident Trurnan
allocating right? in inventions made by Feacral employees In
performance of official duties, and which also includes authority
.for such an incentive awards program covering inventions made
by such employees.

Title ·IV, .which provides all Federal agencies authority to
." license Federally-o\\'Ded inventions. It also provides the

'. Department of Commerce with certain additional authorities,
so that a centralized Government licensing program could be
undertaken, although participation in the Connnerce progrant
is left to agen~'discretion, and

Title V, which contains definitions', amendments and repealers
of existing statutes. .

In my opinion, the bill', except for Title III, Chapter 1, should

. not prove controversial,. since most of its provisions embody. precedents

and conclusions that have been to some degree uniformly agreed upon.

Controversy over Title III, Chapter 1, seems inevitable, since

it "'oold supplant approximately 22 different statutory and administrative

policies and procedures covering allocation of contractor and grantee

mventions.

Genesis of H.R. 8596

n.R. 8596 is the culmination of years of discussion and agency
~

operating ~1ericnccs starting from the increased influx of Government
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rescarch and deve1opmL~t funds after World War II to the present

ZZbillion dollar armual investmcnt. The bill in part is an adaptation

of a draft bill that was prepared in 1976 by an Interagency Committee

,'on Government Patent Policy who appear to have been partially inspired

by the 1972 Report on the Commission on Government Procurement. The

Commission, composed of public and private sector members, recommended-
that Government patent policy continue to be guided by the President's

'memorandum on Government Patent Policy. However, the Commission also

recOJmJ\ended legislation similar to the H.R. 8596 in the event of unsatis

factory experience under the President's MemorandUm.

More obvious problems under the President's Memorandum became

'apparent'soon after issuance of the Corrnnission report. First a Justice

I 'Department memorandum maintaining that disposition by the Executive..
Department of future inventionS at the time of contracting constitutes

'disposition of property requiring statutory authority, and lawsuits

filed by Public Citizens, Inc., based. on that thesis, directly challenged

the constitutionality or' parts of the Pres.ident' s 1>lemorandum. In

'addition, the Congress has since instituted a number of new research

and development programs through statutes having patent policy provisions

inconsistent with the P:resident's Memorandum. Notwithstanding the

withdrawal of the Justice memorandum and dismissal of, the Public

Citizens's suits on procedural grounds, the probability and actuality

of additional suits based on the same thesiS and additional piecemeal

legislation prompted the Connnittee on Government Patent Policy to

develop the 1976. draft bill .
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'The most basic aspect of Government patent policy involving

~antees and contractors is the t)'Pe of patent clause that is included

in any given grant or contract. Basically there are three types of

clauses that might be used in any given situation.:

(a) A' provision giving the Government title to all
contractor inventions .

.~

L""

(c)

(b) A.provision providing for contractor retention of
title, subject to ~TIatever licenses and other rights
it is agreed that the Government will obtain, or

A provision that the Government will have the right
to determine the disposition of rights in any
inventions after they are identified (the "deferred
detenriination" approach).

Debate over Government patent policy has centered on ,mieh and
"~

under what citc'tnnstances' these types of clauses should be used in

Government contracts and grants.

/.. ' For the most part Government agencies no~' use only the last two

types of.clauses, since even most so-called "Title in the Government"

~auses provide to the contractor the right to request greater rights

than a nonexclusive license after an invention has been made (unless

:.otherwise precluded by statute).

Noudthstanding the ruunber of outstanding statutes, most agencies,

including major research and development agencies such as roD and HEW,

have no statutory provisions regulating their policies and have been

guided by .the Presidential Memora~um. In fact, many of the agencies

with statutes have generally followed that policy to the extent that
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it is not incompatible with Qcir statutes. HO'1cver, the President' s

•
~~orandum only cstablishcs gcneral guidclincs as to when title in the--
Governmcnt, title in· the Contractor, or deferred determination clauses

should be used. It has not prevented the development of ainaze

of individual agency regulations and procedures, and has provided no

guarantee that agencies would consider similar contracts as requiring

similar clauses. H. R. 8596 has as one of its objectives the elimiilation
" .

of this current web of statutes and regulations.-Available A,'~ro().nbn6for a Legislative Government->-:Patent Policy

~bre important, H. R. 8596 has as its basic objective the

development of a policy that will enhance economic gro'h-th by maximizing. . . .

utilization of Government-supported inventions. The primary issue
. t·

'remains ,,,hether the approach taken in Title III, Chapter 1, of the

bill will best accarrpiiSh that reSult.
. ,

It is anticipated that opponents of the bill will argue that

allowing contractors to retain title is a "give-a".a}"," "anticanpetitive,"

and provides contractors with a ·'windfall." Objective review of the

subject has been difficult to achieve in the past, since opponents are

"ont to dispose of the issue through the catchwords cited above, and

, others such as ''',hat the Government pays for it should own." fu:perience

indicates that there are few situations in which the Governmcnt funds

invcntions rcsulting from its programs to the point of practical

application outside of situations where the Government is the invention's

primary purchaser. Notwithstanding, it is not possiblc at this time to
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statistically conclude that the contractor's ultimate financial contri-

bution to bringing an invention resulting from Government-funding to

the marketplace 'is in any given case significant in comparison to that

of the Goverrnnent. This leads to what is believed to be the most

persuasiv~ argument or approach available to opponents of the H.R.

that disposition be made at the time of contractin~ on a case-by-case

basis and/or deferred until identification of an invention.

Under such an approach it is contemplated .:t1lat disposition, whether
-i>,

, made at the time of c'ontracting 0';: after identifcation of the invention,

will take into consideration the equities of the Government vis-a-vis
, ,

the'contractor in ultimately bringing t.he invention to the marketplace.

However, since the equities of the parties at the time of contract.ing

'in a yet-to-be-made invention are virtually impossible to assess

objectively, opponents of H. R. 8596 have indicated a clear predilection

toward deferring determination of ownership until an invention has been

made, so that deposition can be made on bet.ter facts. AccordinglY',it

is believed that if uniformity is to be one of the prerequisites of, .

a legislative Government patent 'policy, the choice appears to be

realistically limited to the H.R. 8596 and deferred determination approaches.

(As already noted, a "title in the Government" approach which does not

take into consideration requests for greater rights in the contractor

after an invention has been made and has been virtually abandoned by

the major R~D agencies, as it is not considered a means of maximizing

utilization of Government-funded inventions, since it rejects the need
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for the patent incentive in the contractor'in all situations.) Accord

ingly, the remainder of the ,presentation is 'limited to comparing the

H.R. 8596 and deferred determination approaches against the objectives

'sought bY a legislative Government patent policy.

The Objectives of Government Patent Policy

There is general agreement that the primary objectives of Government

, patent policy should be to (1) pranote further private development and

, utilization of Government-supported inventions, (2) ensure that the

Government's interest in practicing inventions resulting 'from its

• support is protected, (3) ensure that patent rights in Government-owned

in,ventions are not used for unfair, anticanpetitive or suppressive

purposes, (4) minimize the cost of administering patent policies through
"

"uniform princ~ples, and (5) attract the best qualified contractors.

~arison of the Deferred Determination and the "Title-in-the-Contractor"
,Approach Against tile Objectives of Government Patent Policy

Objective (2) is satisfied equally by either approach, since the

Government as a minimum will retain a royalty-free license, even if

the contractor has title (Stated in other words" if the Government is

the primary purchaser, it makes little difference ~ho has title.)

The fourth objective (minimizing administrative costs) is best met

by the H. R. 8596 approach, since agency experience indicates that a

great amount of Government and contractor time is required to process

requests for rights made under deferred determination clauses, Indeed,

a great h,ardship would be involved in shifting to a Government-wide

.'
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'deferred detcIl11ination approach, unless this was accompanied by a

significant increase in the patent and related support st~ffs of a

JUIIllber of agencies. For example, it is unlikely that roD could

expeditiously process each contractor requests for patent rights

under a deferred deteIl11ination procedure with present staffing.

The fifth objective (attracting the best qualified contractors)

,seems best satisfied by H.R. 8596, since there is evidence that many

fiIl11S with established corrnnercial pOSitions and which are not primarily
.' ---- _. .' .
engaged in Government contracting would refuse to .,undertake or compete

for Government research and development contracts (or subcontracts) in

the area of their established positions if the Government insisted

upon the uSe of a deferred detennination clause. It is not realistic

to believe that such finns will jeopardize a privately established

canmercial position on the chance of ownership of a major improvement

'of such position made ,rith Government funding. Refusal to participate

in this situation will' probably necessitate that the Government contract

, with a less qualified contractor or not contract at all.

To avoid this problem the policy would have to leave open the

negotiation of otherteIl11S in cases which demand deviation from a deferred

, detennination clause. However, this would necessarily increase the

administrative costs of a deferred determination approach, since

negotiation of special patent clauses at the time of contracting is a

, ,time consuming process, J-1ore important is the fact that no definitive

criteria has cver been devcloped, nor does it appcar likely that it

can be devcloped, which would establish whcn sllch a dcviation was

justified.
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This centers the debate on which approach best?meets the objectives
..

·of promoting utilization of Government-funded inventions_while guarding

against abuse (objectives 1 and 3).

In general, opponents of H.R. 8596 argue that leaving first o!'tion

to rights in inventions to contractors will not really ensure greater

utilization ahd will lead to abuses, such as suppression, highe~ prices,

and market concentration. Proponents argue that the H.R. 8596 will
" 'I

maximize utilization of Government-funded inventions, that the potential
. -...

abuses are more theoretical than real, and that in any case, the bill's

'march-in" provisions are available to rectify any abuses that might

develop. They also argue that the issue of higher prices, to the extent

it is true, assumes that the invention is connnercialized, while under

,the deferred approach many fewer inventions will be commercialized.

For those that are not, the issue of price is moot, and the public

, has' been deprived of many new or improved products.

Factors Affecting Utilization

A decision by any firm to invest in the development and marketing

of a patentable invention is dependent on numerous factors, only one

of which may De patent ownership. Obviously, patent rights will not

bea factor in such decisions unless a connnercial market is envisioned.

But all other things being equal, the ownership of patent rights is a

positive incentive for investment in commercialization. Ownership may

well be the deciding factor on connnitment of private capital, since

studies have shown that the cost of bringing an invention from its

initial conception or rL~uctfon to practice (which is as far as most

....;.
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Government inventions arc..:?funded by the Government) to the conunercial

•market is approximately 10 times the cost expended in first inventing

it under a Government grant or contract: In many situations this

additional investment will not be made if it is perceived that a

competitor can avoid this initial investment and'undersell the original

developer.

Further, as a general proposition, the inventing 'organization is

more likely to be interested than will other organizations in conunercial
.."

izing an invention due to inherent ability to assess the merits of

the invention from inception through early stages of development.

It is probably also better qualified, or at least as qualified

,as any other firm, to promote or undertake further technical development,

since it may have mow-how not necessarily available to other companies.

,It will also normally have an inventor and technical team willing to

advocate that their idea be brought to fruition. Further, in the case

of many conunercial contractors a Government-funded invention may only

be an improvement on extensive contractor-owned technology, and,

therefore, will not alone form a basis for a major new commercial line.

Can the Deferred-Determination Appronch l>1inimize ]\!onopoly Profits
Without Inhibiting Utilization

Because of the above circumstances, proponents of H.R. 8596 argue

that there are strong reasons to permit the inventing contractor a

first opportunity to retain title to its invention and commercialize

it. Indeed, in the case of nonprofit organizations or smaller non

manufacturing fil~, it is believed unreasonable to expect any effort

on their part in transferring the invention to concerns capable of

"'."
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that there is little point in going tJrrough a deferred determinationo

(J

marketing without the incentive of ownership.

\'.
\, ".

In fact, it is argued

!

process if the Government's objective is to maximize utilization.

Deferred determination advocates would claim that the Government

can make abetter judgment after the invention is identified, denying

wfere not necessary exclusivity and all the abuses it may engender~

Implicit in this claim is the assumption that Government personnel

,,'ill either be in a position (i) to detennine if the existence of

exclusive patent rights is needed as an incentIV~ to further development,

'or (ii) to find a better qualified firm to. commercialize the invention

·through a Government licensing effort after taking title to the

.. invention'.

As to whether exclusivity is needed as an incentive for private

investment in an identified inv~ntion, it should be recognized that if

the Government determines that exclusivity is not needed but is lVI"Ong,
'.'

no further development may take place. On the other hand, if the

Government was right, consumers may save the hypothetical differe~c~

in price that would be charged by someone holding exclusive rights,

as OPP?sed to someone tlho developed the product without .exclusive .

rights. In any case, the public will presumably get an improved product

or process which they find more beneficial than its previous alternative.

Moreover, for the Government to be right more often than not when

making a deferred determination would require extensive tecJmical,

marketing, and economic;: studies of the firms, technology, industries

"
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and market involved. The cost to tro:paycrs of such programs could

be, more than an)' savings they would produce for conswners. This

appears to be the present situation, since in most deferred determination

,cases exclusivity has been deemed necessarY,and the costly determina

tion process has been engaged iIi simply to con;fj.rm this fact. This

has been substantiated by NASA, HEll' and NSF (the three agencies who

have historically made the largest nwnber of deferred determinations) by

'the grant of over 90 percent of the requests for "great~! rights"

, "over a period spanning 10 years.

Similarly, the ability of Government personnel to decide after an

invention is identified that utilization will best be promoted by the

Government's taking title and offering the invention for licensing,

, I 'asswnes that connnercial developers, other than the inventing contractor,

can be found (presurrably but not necessarily on a nonexclusive basis).

,There is really no effective means for Government personnel to ensure

that other firms, whether licensed exclusively or nonexclusively, ,\wuld

do a better job of developing the invention than a willing contractor

or a licensee of the contractor. One can be sure that in most cases

the inventing organization will have little interest or incentive to

'transfer its know-how to another firm, possibly a canpetitor. Noreover,

the very process of attempting to find alternative developers will

simply serve to delay private investment and cool t~e interest of the

inventing contractor. It will also force the Government into the expense

,
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of filing patent applications in order to assure that a patent is
, 0

available if exclusive lice~ing is ultimately deemed necessary.

It is important also to emphasize that a deferred determination

that is truly geared to resolve the questions' that trouble opponents

of H. R. 8596 approach "ould be so costly, complex, and time consuming

as:to discourage many contractors from requesting rights in the first

.instance, especially small businesses and universities. They may' even

neglect'to report the invention under such circumstances. 'In all

'lik~lihood, ,.;ithout a request for rights to trigger the- deferred

determination process, most agencies will have little incentive to do

anythiIi.g with the disclosure and, in most cases, the invention will

be practiced by no one, as seems to be the case with a very substantial

, 'portion of the 28, 000 patented inventions nO''' in the Government 1 s patent

: : portfolio. Indeed, under a deferred determination approach the

agencies could be devoting so many resources to those cases where rights

were requested that they would have i:llsufficient personnel or interest

to study inventions and encourage development and marketing where rights

were not requested. Thus, it appears that H.R. 8596 is more likely

than alternate approaw~es to maximize the commercialization of Government

funded inventions:

Other Concerns of Deferred Determination Advocates

1n addition to the concern over higher profits, advocates of the

deferred determination approach have generally voiced two other concerns.

First, they express the fear that some contractors will take advantage

'~., ;
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, of patent rights t&Jsuppress the utilization of an invc~tion. Such,. '

fears have been expressed throughout the years, but no case of such

suppression has ever been documented, despite the thousands of

instances in which Government contractors have retained title to

inventions. Further, H. R. 8596 includes so-called "march-in"

contractor may lead to concentration of an industry by a contractor.

Studies indicate that contractors normally licens~eirpatent

technologies and that, in any event, alternative technologies are

generally available:. No example of such concentration has ever been

given. It 1salso questionable whether the Goverrnnent could identify

the possibility of such concentration during the deferred determination

process. "

A strong argument can be made that allbwing contractors to retain

patent rights will tend to promote competition in an industry, whereas

a deferred determination approach where the Goverrnnent normally retained

title and either dedicated the invention to the public or licensed the

, invention on a nonexclusive basis approach would do othen'ise. The

proposition that title-in-the-contractor can lead to concentration is

vwy much dependent on the assumption of a competitive marketplace in

which all concerns start with equal capacities. In fact, many

industries are currently oligarchial in structure and do not' fit the

model of purecompctition. When this is the case, the

. • i ~

I ' .... ,'\, '.-,.
~Lt.~~~_..~_



" ........'

"Q
·15- ,

'.

" .....:..

retention of rights in the Government and a polic)' of nonexclusive
'I',.

de<'iication or licensing tends to serve the interests of the dominant

fiTmS for whom -patent rights are not nonnally a major factor in

maintaining dominance. Rather, control of resources, extensive marketing

and distribution systems, and superior financial resourceS are more

:important factors .in maintaining dominance and preventing entry of
. . "."

new firms. It is important to note that such firms may well be

--

.. '-,

..
foreign-based and dominant through subsidization by their governments,

making the inadequacies of a policy of the Government's normally

acquiring title even more pronounced. Certainly the Government should

not be conducting research and development and permitting the results

to enure to the benefit of foreign countries to the detriment' of our
!

own economy. ....

.... ,.

On the other hand, smaller fi'rms in an industry IlUlst of necessity

.rely on a proprietary position in new innovations and products in order

to protect their investme~t in foreign and domestic markets. Thus,

patent rights tend to be a much more significant factor affecting their

investment decisions. They may need the exclusivity of patent rights

" to offset the probability that a successful innovation wili lead to

copying by a dominant firm which would soon undercut their market

through marketing, financial, and other conunercial techniques. Accordingly,

the deferred determination approach in which title normally is retained

by the Government may, in fact, be anti-competitive, since it encourages

tIle status quo by discouraging innovation.
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Congressman Thornton has provided· an unprecedented tpnnn for

resolution of one of the country's least understood but important

problems. While giving the patent bar the opportunity to educate the

public on the essential part the patent system plays in the economic

life of a country pledged to individual freedom and the right of

individuals to contribute to its society - this is an opportunity we

'. '

cannot afford to lose to parochial interests. ..~:
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