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PREFACE

L .. _In October . 1963, after 18:-months. of intensive mteragency deliberations, the Pres:dent mued a

W .. Memorandum and Statement of. Government Patent Policy. The Policy established, for the first time, basic -
Sk eriteria-to. guide al} executive departments and agencies not otherwise governed by statute in allocating

"' rights-to inventions made: under government grants and contracts. The Policy was viewed as a first attempt 7

S, establish a central ranonale for aliocatmg patent nghts govemment»mde m_acoordanee w:th the puhhc T
! -,_mterest s T ' : : ! e

_ Bccause of nts newness an ,.the great concern of govemment and mdustxy aver the subject, the Presrdent
g provided for conunumg evaiuahon of the Policy to determine the need for revision. In: December 1965, the
”,Federal Councd estabhshed thc Comrmttee on: Government Patent Pollcy, t_o examme ‘the ‘principles

o analyze the necessaly data In September 1966 ‘the Commmee commmuned Harbndge. House to study
““the pelicy questions and. to prepare Teports’ ‘which would: (i) help ‘test th ffects of alternative patent
. policies; (if)lead to affirmation or_revision of. the. Presudents Pohcy assist in" formnﬂatmg ‘useful
.. -legislation; and" (iii) be useful. to executive departments and: agencies.in iadmnustenng.'govemmntmde
L pohcy, whether estahhshed by Congress or. the Executive Bran

A The acoompanymg fma] Ieport and th:ee research reports descnbe the: study findings. Volume

‘ summanzes findings on the three policy questions. Volume Il reportson. Quest;on One—the effect of patea\

pohcy on industry’ partlclpatlon in.government research and development programs. ‘Volume Ul reports on -

- one aspect of Question Two=the efforts of eight federal agencies: to promote commercial utilization of
S govemment-sponsored inventions. And Volume IV reports on'Questions Two and’ Three-the effect

patent pollcy on utilization of govemment-sponsored mventlons and busmass ' Vmpetltzo_ : HT




investigated to determine the effect of agency

: mission on invention utilization.
(iii) Sixteen educational and nonprofit institutions
" representing a cross section of all types and sizes

of organization were interviewed to determine © .
"what role they play in promoting utilization of

government-sponsored inventions.

(w) ‘All sample inventions involved in infringement
" suits were investigated ‘to identify what effect
- they have on business competition.

(v) An industry study involving the medicinal chem--

istry program of NIH was performed to deter-

““mine the effect of ‘patent”policy 6ii volusitary™ "

industry participation in, and utilization of the
results of the govcrnment program.

B Effect of Government Patent Policy on Com-
merczal Utilization

:'Ihe study sought answers to several key questions

Of 2,024 contractor inventions in the two sample

years for which information was available, 251 were

. used commercially.”.

‘® Two hundred were utilized by industrial contrac-
tors and zll but seven were ‘owned by them.
‘Twenty-six of these were utilized by their licensees.

® An additional 51 inventions not utilized by con-

* tractors were utilized by their licensees. Ten of
these inventions were owned by educational and

- nonprofit institutions,

® Fifty-five played a critical role in the commemal_

products in which they were used. -
@ All but two resuited from DOD contracts,

The study also reviewed 126 government-owned
inventions from all ‘sources, in-house and contractor, -

' patented in 1957 and 1962 for which a license was

of 126 inventions were reported uséd by someé 50

'concernmg commercial utilizatioh “of governmeat- . .

sponsored inventions. Among these were:

(i) Under ‘what circumstances have government in-

ventions been utilized?
_' (ii) How important have exclusive patent rights been
“in promoting their use compared with other

factors such as market potential, prior experi- -
ence and amount of private investment required?

(iif) Under what conditions has utilization been

optimized by government ownership of patents" _

By contractor ownership of patents?

_ (iv) ‘Has substantial private investment been required
:“to’ develop government-sponsored inventions for

-~ commercial use?

(v) 'Has such investment been rnade when everyone '

has been free to use the invention?
Several factors were found to have an important
. bearing on the answers to these questions. The intended
" uses of the sample inventions were found to have a
primary effect on their commercial potential. Their
intended uses, in turn, were determined by the R&D
missions of the sponsoring government agencies. Once

issued to firms other than the inventing contractor. Ten

licensees. Utilization is concentrated in TVA and Agri-

culture inventions which account. for 60 percent of the -
utilized patents and 90 percent of the commercial users.

Measured in sales, commercial utilization of the

" inventions studied amounted to $616 million t.hrough_' :

calendar year 1966:

~ 3406 million were sales. by contractors who owned -

- the inventions.
© 5210 million were sales by nonexclusive govem—
" ment licensees.

‘® All but $271,000 of contractor sales were from

DOD inventions. ‘_
Sales of inventions, both with and without exclusive
rights, were heavily concentrated in a few patents:
® 88 percent of contractor sales where the invention

played a critical role are attributable to five patents.
in the fields of transistors, vacuum tubes, numerical

" contral devices, computers, and gas turbine engines.

® About half the sales of licensees are attributable to_ -

three patents on the manufacture of potato flakes.
Study inventions that were used commercially found

- quick application'in their commercial use. About one-

the invention was developed, several factors were found

- to affect their actual use in commercial markets—the
extent of market demand for products employing them,
the degree of promotion by governmeni agencies which

“sponsored them, the size of private investment required
to apply them, the prior experience and attitude toward
_innovation of organizations that developed them, and
the type of patent rights available to protect the user’s
investment in bringing the inventions to market.

These factors have had the following net effect on

utilization of sample inventions:

iv

third were applied by the time a patent application was

filed, and almost two-thirds were in use ‘when a palenc
issued.
A factor instrumental in the speed of utﬂu.anon is

prior experience. If rapid utilization is defined as

occurring within three years of application for a patent.
then firms with experience achieved rapid utilizagon
over 80 percent of the time compared with half that for
firms without,

The mix of government and commercml work within -

a firm also has an important effect. Firms in the middle
range of government activity (20 to 80 percent govern:
ment business) use inventions much more quickly than




-

“Thus, users of civilian agency inventions assume less

financial risks in applying them than users of DOD -

inventions. This has a bearing on the degree of patent

‘protection that may be needed as an incentive to

utilization. Al other factors being equal, more protec-
tion is-required where the technical costs and ﬁnanclal
risks are greater than where t.hey are not.

3. I'atent Rights as Incentives to Comm:cial Utilization

The study data show that patent rights play widely
different roles in the business affairs of organizations in

_the sample. The sharpest distinction occurs between -
-~ educational and nonprofit instifutions, on the-one hand, -
who can only achieve utilization of their inventions by -

licensing others, and industrial firms, on the other, who
can promote utilization through direct use and licensing,
Educational institutions in the past have been much

more concerned with publishing the results of their
* research than with promoting patents that may arise
from it, Today, however, schools with large government

research programs are taking greater mtérest in their

patent portfolios and are seeking through a variety of
- . means to promote them through licenses with industry.

Nonprofit research firms also view their patents as a
potentially useful source of income and actively seek to

license others. In both cases, the inventions must

frequently arise from basic research and require’ substan-
tial private development before feaching the stage where
they are commercially useful. Some measure of exclusive

rights appears riccessary to motivate licensees to invest in -
"the work necessary to commercialize these inventions.

Where the institution has an active promotional program

’ _'a"n_d the go_fkemment has none, commercial utilization -
- would appear to be promoted more effectively by
. permitting the institution to retain exclusive rights.

Where this is not so, more individual analysis is needed

to determine what allocatlon of rights wou}d best fuxter

utilization.
Industrial firms in the sample place differing weighis
on.the need for exclusive rights in using government

inventions. At one exireme were firms who rely heavily -

on patent rights to establish their proprietary position in
commercial markets and would hesitate to invest in an
invention in which they could not obtain exclusive
rights. At the other, were firms so completely in the
government market that they attach little or no impor-
tance to patent rights for commercial purposes. In
between were firms for whom patents provide a variety
of incentives. The nature and importance of these
incentives to firms in the sample are outlined below.

A lack of interest in patents was characteristic of
some research-oriented and manufacturing firms that do

vi

a prepondefance of their business in the povernment
acrospace and defense markets. No desire to expand into
commercial markets and no mechanism for the com-

- mercialization of inventions were noted. When these

firms obtain patents, their sole purpose is tecogmuon
within the company of technical competence.

in a second group of firms patents were secondary 1o
broad technical and management comipetence in main-
tairiing their position in commercial markets. Firms
expressing this attitude toward patents were generally
manufacturers of complex systems and technical prod-
ucts,
communications equipment. Although as much as 75

percent of their sales may be direct to the government, .
these firms frequently sell similar products' to ‘com- -

mercial markets. Inventions developed during the course
of R&D activities tend to be auxiliary componeats and
subsystems or incremental improvements to the basic
product. These inventions are not as important to these
companies in sustaining sales or seiling new products as
is the basic engincering management and production

.capability of the firm. New ideas and inventions are

incorporated in product modifications or in new models |

‘with little consideration given to the protection offered
by patent rights. Using a new idea to enhance product =

performance is regarded as more important than assuring
that the company owns the exclusive gight 1o use it

A third group of firms believe that corporate gwner-
ship of patents offers flexibility in design, both in the
United States and abroad (through ownership of corre-
sponding foreign patent rights), and provides trading
material for - crosslicenses with competitive finms.
Ownership of a patent, however, as a prerequisite for

‘new product development is a relatively minor factor
. compared with- market considerations and investment
- requirements associated with commexcialization of the

invention, A change in government patent palicy may
affect firms in this category by causing them to choose . .
more carefully the areas in which they are willing to .
undértake government fesearch, Faced with the possi-
bility of being unable to obtain title to patents they
develop, these firms may refuse to contract in research
areas that would impair their operational fexibility.

A fourth group of firms actively seek ownership of
patents, to establish and maintain proprietary positions
in new technologies, as well as in established product
areas. Invariably, however, estirsates of market potential
and corporate investment requirements determine which
product areas are developed, The makeup of the patent
portfolio may indicate the direction for product devel-
opment in order to strengthen proprietary positions, but
development is rarely, if ever, undertaken solely because
patent protection is available. A change in government

such as aircrafts, jet engines, computers, or



" C. Effect of Government Patent Pollcy on Busi-
* ness Competition o

"To evaluate the effects of government patent pohcy

- ‘on business competition, the study tried 1o answer three
questions;
(i) What are the effects on competmon of the
- acquisition of exclusive commercial rights to
government-sponsored inventioris?

(u) Do they increase or decrease concentraﬂon m'

commercial industries? .

e (m) Do they create or ehrmnate s;gmﬁcant areas of  E _ o
v ©“'policy 10 havé this effect. Ii must be evident to licensees nsces
“that the invention has good commercial potential. The

“market power!
. In evaluating the impact of government patent pohcy on

" competition, it is important to distinguish the effects of
_patent policy from other effects which may result from

~industry participation in government programs. Com-
petitive advantages in commercial markets may well
- _.accrue to government coniractors through knowledge

| “gained . in new technologiés, through sharpening of -
-technical skills, and through government funding of
R&D work, which has parailel comimercial areas of -

interest. But these are quite separate from the advan-
tages of owning patents to specific inventions. This
.study has tried to measure only the latter, And, it has
tried. to measure it in terms of the inventions included in
~ the survey sample. While a broader study of the

. eumulative effect of government-sponsored inventions
- pateated. over several years might have provided more

definitive data, we believe that the study data providesa -

. tepresentative and useful picture of the effects of patent
policy on competition. L
The study indicates that both in number of inven-

tions utilized and in sales volume, the patents sampled

.appear to have had small impact on comimercial markets.

- Although over 80 percent of both sample inventions and

utilization were concentrated in 50 firms, only 55
inventions owned by contractors—2.7 percent of the
_sample—played a critical role in their commercial use,
and five were responsible for $201 million out of the
" $406 million in cumulative sales attributable to con-
tractor inventions, This utilization of critical-role
contractor-owned inventions is low compared with the
total sales of these firms and the industries in which they

. participate, Of equal importance is the fact that very few .

instances were reported where owners of government-
sponsored inventions refused to license their patents,
Only 15 inventions—less than 1 percent of the sample—
involved such refusals, and these 15 refusals involved just
. five companies, . _

The study did show that government retention of
title, when coupled with full development and active
government promotion of inventions having high com-

mercial potential, has promoted competition. A striking

_example of this is the fertilizer industry where TVA
" developed high-concentrate fertilizers, patented them,
_proved their effectiveness on pilot farms and their
" commercial feasibility in pilot production, and aggres-

sively promoted their use among farmers and fertikizer
menufacturers. Industry sales have increased . greatly

.'thlough the manufacture of these fertilizers by many
_small regional producess. In circumstances like these,

government retention of title can be an effective spur to
competition because licenses are available to all comers,
But several additional factors must be present for patent

invention must be producible in commercial quantities
and marketable at a cost that is competitive. with.

.alternative product. And the risks of recouping devel.

opment costs must be no greater than snmhr m‘mtmem -

“opportunities available to the licensee.

In most ‘cases, government agencies have to go fax

. beyond discovery -of. an invention to create these -
_conditions. Some agencies do—as described in the
‘Volume Il report on govemment efforis to promote

utilization -of government-sponsored inventions, The

~ Department of Agriculture, for example, has an active
program of developing inventions to ‘the point of .

-commercial feasibility. Potato flakes and frozen orange
juice are two of its well-known successes. That sgency,

_in promoting potsto flakes, sponsared pilot production
of the product and performed a market study

supermakets in a major city o determine the product’s

_consumer appeal. The study was then made availabie to
 the food industry to stimulate interest in the product.
... In other cases, allowing industry to retain tite to

inventions -has - promoted competition. The clearest
examiple of this is the small firm which penetrates a
market of large competitors on the strength of a patent

- on a government sponsored invention. Just such a case is

described in Volume IV, Part V, Section C. |
' Notmthstandmg the utilization programs employed
by government agencies, none except AEC has an
express statutory mission to increase business com-
petition in commercial markets for its own sake. When it
‘does occur, however, it is an indirect result of their
efforts to accomplish their basic mission. From our
observations of the study inventions and insofar as the
effect of patent policy is involved, competition does not -
appear to have been adversely affected by this lack of
direct concern, for three reasons:
(i). The rate of utilization of government inventions
has been low.
(ii) The agencies—such as TVA and Agriculture,
whose inventions are most likely to be



isclate government work from their commercial opura- |

tions. In the latter case, there is usually littie interchange

of technical innovations beiween the government and.

_commercial activities of the firm and there may be some
‘loss of relevant technical experience and applications to
the government work.

Lastly, large diversified firms often follow different
patent policies in different divisions of the organization.
Accordingly, they may be willing to participate in

" government programs with small concern for patents in
sorne areas but with great concern for patent rights in
;__others 1t _is difficult to generalize about these firms
“exeept to notice that their policies tend to follow the

patterns of the industries in which their divisions _

_participate. Their behavior may, therefore, resemble any
‘of the categories of firms described above if their
. divisions have similar business profiles.

With respect to educational and nonprofit institutions

- - refusal to participate for patent reasons is not normally a -

- problem. However, instances were found in Depariment
.of Interior programs where patent. problems were en-

‘countered because of conflicting institutional obligations

‘arising from joint suppert of a research program or
‘where rights in background patents were sought as a
-condition of the project. With the rising interest in
nonprofit institutions in patents as a source of revenue,
greater concern over patent rights can be expected from
institutions with large research programs as financial
pressures;on these organizations continue to increase.

Viewing the participation problem from the stand-
point of individual government agencies, the effect of
patent -policy varies with the nature of their R&D
programs and the contractors that pariicipate in them.
~ Participation problems are not a concern to TVA which
- performs virtuatly all its research and development iisell
and, therefore, has little or no contractual interface with
“industry. They are also minimal in Agricullure programs
since that agency contracts almost all its extramural re-
search and development with educational and nonprofit
institutions. In addition, the firms that do participate
in its programs do relatively little research and develop-
ment on their own and tend to be less patent conscious
- than those participating in defense/aerospace work.

The direct effect of policy on NSF and HEW
“programs also appears to be small because most of their
contract research is either basic in nature, oftering
limited opportunities to develop patentable inventions,
‘or is performed by nonprofit institutions who, for the
most part, are interested in the research for itself.
However, some problems may be encountered in in-
stances of joint or overlapping research at nonprofit

institutions where the rights of other pariies may be.

involved, And, a sighificant indirect effect has been
noted in an important HEW health program- where
voluntary noncontractual participation by a patent
sensitive industry was curlailed becauw ot patent con-
siderations. :
The Department of Intenor like HEW and NSF, has a
number of programs—such as water desalination— which
are oriented toward developing basic rechnologies. The

Agency contracts in these areas with research-oriented

industrial firms (many of whom are patent mnsc;ous) @
well as educational and nonprofit institutions, and
acquires title to patents arising under its programs.

. Under sume programs, statutes:on which they are hased - -

have been interpreted to require the agency to acquire

" rights in existing patents owned by contractors because®

of their -relevance to. the contract effort and futuge

“utilization of . contract results. These. factors—patent °
. ‘conscious ‘organizations and acquisition; of rights to
" contract inventions and existing patentSwhave resulted
" in seve ral instances of hesitation or refusal to participate
"in the government program. Insufficient data was avail-

able tc establish how widespread the reactmn wis. or s

overall effect on Interior programs. i
" The largest number of oppostunities for pamuxpauon

problems occur, of course, in DOD, NASA, and AEC
"-prograims because of the size and scope of their contract

effort. Only a limited amount of data was available on
this question for these agencies but 3 few general
observations may be made. At least as to the majority of
DOD inventions, to which contractors are normally
permitted to retain title, no problem arises. ln addition,
NASA’s policy of waiving title 10 inventions to promote
utilization under appropriate circumsiances provides a.
method for resolving competing government and indus-

. try objectives with regard to patenis arising under

contract. Lastly, interviews with industrial firms in the
survey sample indicate that—except where a large invest-
ment in private research, know-how, inventions andfor
patents considered to be valuable in commeycial markets
exist—udquisition or improvement of technical skiils is
sufficiently important to them in most cases to justify
participating in government programs in their areas of
interest even though patent prowsmns are not com-

" pletely suitable 1o them,

However, this does not mean that either a title or
license policy will equally serve the government’s in-
terests under all the above circumstances, since e
policy selected may also affect industrial decisions to use
contraclt inventions commercially, Here again, a bal-
ancing of government objectives appears necessary 10
ensure that the net effect of the patent policy promotes
the government’s overall goals. '




" GEORGE Evsey, president, American Red Cross : :
-]osap}r E. Jounson; former prestdent Carnche Endowment for.

4
N

—'i"' ,-‘# -

e
s

~_continue to havc rcsponsmuhty for Umtcd btatcs support to -
the refugees as-they returnto East Pakistan, will’ worku:
" closely with Mr.”Williams’ Interdepartmcntal Working -

Group..

{ollows: . Ll
James ?ERKINS, former president, Comeli Umversxty

Taternational Peace.

‘Gx.s\w Havypon, St. Joseph’s Mercy Hosp1tal in Cedar Rapadn Iowa"_ .

{expert on disaster relief with cxperience n N:gena, Peru, and
East Pakistan)

MAXWFLL, Rans, attorney, Eormer member Lxecutwc Commlttee, ‘

CULS. Committee for UNESCO, and fo:mer preﬂdent US
Committee for Refugees
. Mnrs. Jeanne R. FErsT, civic Jeader active m orgam?atlons at both

local level in Atlanta, Ga., and national level; Public Member.

< of U.8. Delegation to Eighth Govcrnmg Goum:;l of U.N,
E Deuelopment Program :

| .The members of the Panel w:ll mcet wﬁh Mcssrs Wll-‘ '
“liams and Kellogg aftcr Mr Wllhams Teturns from.

- Pakistan, - : S
“note: The ‘announccmeﬁt was released at S_an Clemente, Galif.
: -
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Government Patent Policy

The President’s Memorandum for Heads of Executive
Departments and Agencies. August 23, 1971 -

On October 10, 1963, President Kennedy forwarded to
the Heads of Exccutive Departments and Agencies a
Memorandum and Statement of Government Patent

Policy for their guidance in determining the disposition

of rights to inventions made under Government-sponsored
grants and contracts. On the basis of the knowledge and
experience then available, this Statement first estabilished
Government-wide objectives and criteria, within existing
legislative constraints, for the allocation of rights to inven-
tions between the Government and its contractors.

. Tt was recognized that actual experience under the Pol-
icy could indicate the need for revision or modification. Ac-
cordingly, a Patent Advisory Panel was established under

the Federal Council for Science and Technology for the

purpose of assisting the agencies in implementing the Pol-
icy, acquiring data on the agencies’ operations under the
Policy, and making recomrendations regarding the utili-
zation of Government-owned patents. In December 1965,
the Federal Council -established the Committee on Gov-
ernment Patent Policy to assess how this Policy was work-
ing in practice, and to acquire and analyze additional
information that could contribute to the reaffirmation or
modification of the Policy. /

H

The members of the new Adwhory Rchcf Pancl are d‘ii .

APPENDIX IIX

WEEKLY COMP!LATION OF PRESIDENTIAL DODCUMENTS, AUGUSY 30, 1971 . - 1209

The efforts of both the Committm: and the Panel have
provided increased knowledge of the effecis of Govern-
ment patent policy on the public interest. More specifi-
cally, the studies and experience over the past seven years
have indicated that: '

- (a) A single presumption of ownership of patent rights

° 1o Government-sponsored Inventions either in the Govern-
“ment or in s contractors is not a satisfactory basis for

Government patent policy, and that a flexible, Gov ern-
-ment-wide policy best scrves the public interest;-

{b) ‘The commercial “ulilization * of “Government- =

‘sponsored inventions, the participation of industry in
Government research and development programs, and
commercial compcunon can be influenced by the follow-
ing factors: the mission of the contracting agency; the pur-
pose and nature of the contract; the commercial applica-
bility and miarket potcnual of the invention; the extent to
“which the invention is devcloped by the contracting -

‘agency;- the promotional “activities of the contracting

agency;.the commercial orientation of the contractor and

. the extent of his pnvately financed research in the related ©
technology; and the'size, nature and rescarch onenmtlon _

of the pertinent industey; - - :

{¢) In general, the above factors are reﬂccted in the
basic principles of the 1963 Presidential Pnhq Statement.

Based on the results of the studies and experience gained
under the 1963 Policy Statement certain improvements
in the Policy have been recommended which would pro-
vide (1) -agency heads with additional authority to per-
mit contractors to obtain greater rights to inventions where
necessary to achieve utilization or where equitable circum-
stances would justify such allocation of rights; (2} addi-
tional guidance to the agencies in promoting the utilization
of Government-sponsored inventions, (3) clarification of -
the rights of States and municipal governments in inven-
tions in which the Federal Government acquires a license,
and (4) a more definitive data base for evaluaiing the
administration: and effectiveness of the Policy and the
feasibility and desirability of further refinement or madi-
fication of the Policy.

I have approved the above recommendations and have

attached a revised Statement of Government Patent Poiicy

for your guidance. As with the 1963 Policy Staztement,
the Federal Council shall make a continuing effort o
record, monitor and evaluate the' effects of thix Policy
Statement. A Committee on Government Patent Poliey,
operating under the aegis of the Federal Council for
Science and Technology, shall assist the Federal Clouncil

"in1 these matiers,

This memorandum and staternent of policy shall be
published in the Federal Register,
Ricearp MNixox
wote: The text of the memorandum was released at San Clemente,

Calif. The statement of policy mentioned in the memorandum is
printed in 1he Federal Register of August 26, 1971 (38 T.R. 16839},



