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1:ﬂr. James M Frey : L T e
- Assistant Director for Legislat1ve oL
~~ " Reference - - e T T

s Uffice of Hanagement and Budget

o Dear H‘P. me,'i

Tne U S,_Enevgy Research and Deveﬁapment AdnnnTStratian (ERDA) is
pleased to reply to the’ Legis}ative Referral Memorandum dated June 27,
1977, Torsarded by Mr. Bernard H. Martin of your office. raqnestiﬁg,th?s
. agency's views on H.R. 6249 entitled "Uniform Federa% Research and -
s Daveiopnent Ut1lization Act or 1977.% - o :

Tﬁzs Bi1T cuntaxns essent1a!1y the same pa?zcy pr0v131ans as tﬁe Comm&rce
draft Bill entitled, "Federal Intellectual Property Policy Act of 1976,"
on which comments were submitted o ) Jeur office on September 16, 1975,
by the ERDA General Counsel. Title III and Title IV of H.R. 624% prﬁvwding
- for the allocation of rights to inventions resulti ng from faderally .
~ sponsored research and devalopment, and licensing of Government-owned
r . inventions, respectively, are substantially the same as Title IIf and IV
S of the Commerce Bill. The September 16, 1874, 1etter exoresses our
- present v1ews on these pnl1cy provxsions.. :

- ERDA is “rﬂsentTy asseSSTng our preswnt natﬂﬁt p&izq; and p?ans tﬂ-SUﬁmTu R
. by December 1377 a final report to the President and Congress under =~ - -
subsection 9(n) of Plblic Law 93-577, 42 U.S.C. 5908{n). It is ant*chated
~ that additional experience with our patent policy will provide a basis -
‘to fully evaluate and assess its applicability to Federal energy research
: _ . and development mission.. In addition to cur assassment of Section 9 of
| : P.L. 93—57?, it is also important to note that the Congress has made S
- '  the provisions of Section @ appiicable to programs of other Federal agencies,
1 : - ‘sae P.L. 94-580 "Resource Conservation and Recovery Act of 1976," and Sl
P.L. 94-318 FY'77 Authorization for Interjor’s Office of Saline Water.

While our previous studies of the Section 9 patent policy has identified
a Tew technical problems, wa continue to be convinced that the balance - !
struck between the pubiic and private interests in the adoption of this

- provision by the Congress in 1974 is basically proper for the energy

research, devalopment, and demonstration mission of ERDA as well as the - :
coming Department of Energy. However, the patent policies of H.R. 6243 -
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‘apply to. a broader range of agency missions and seeks to achieve uniformity =
and cons1stency in the patent practices among the Tederal agencies by
requiring all Federal agencies to adopt the same basic patent paticies.
- In order to achiave this degree of uniformity, we racognize that am
. agency's unique patent puHcy, whether requwed by statui'e or adoptact
P by executzva action, must ngn way. e .

© As- the previous ERBA Genera1 Coansei has suated in tbe September-iﬁ Tetter;'j
. ERDA would only favor a change to the basic concepts of its }egislatavn
 patent p011cy if it is detenmined that the overall benefits to be -

" achieved.by a single uniform governmnnt—w1ue patent policy avérrides
the "benefits" received by an agency's unique patent no11cy waich has
been carefully attused to its mission. I this degree of uniformity

is warrantad then we have no objections toc the overall concepts in :

© - H.R. 6249, However, we do not consider that these corcepts strike the .

balance of competing interest that has been achiaved by Saction 2
with regard to energy rasearch, development and demonstration, and
suggast that some excep*ions to the sxngu?ar untfonn p01icy of H. Rm 6249
ba ccnsidered ' _ . S
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DRAFT R :
JEL (Sept. 12)

u-Purpose of this Memorandum

Congressman Raytfhéfton has introduced H.R. 6249 which 5i11 would
establish a uniform Govérnment policy as fegards rights in inventions
made by Government:employeés, con;;actérs, and grantees, It would also
provide legal authority Qhere it is now lacking for the licensing of .

Government—owned {(patented) inventions. A decision is reguired as to what

ftpbsiticn the Administration should take on this bill.

Prqﬁably £ J'béfﬁcéntroversial and politically sensitive portion
of the bill is'Chapter 1 of Title ITI which deals with the allocation of

patent rights in'Govérhmént grants and contracts, and, accordingly, most

- of this paper is devoted to that subject, Title I of the bill contains a

statement of findings and purposes which shoﬁld not be controversial,
Title II p;otides an iAstitutional framework thrbugh OSTP and the FCCSET
to assure uniform implemebtation of the Act's provisiomns. This, also,
shbuid.not be controversigl. Chapter 2 of Title IXII is an effort to codify

the criteria of Executive Order 10096 initially issued by President Truman

. concerning rights of Federal employees in inventions made by them that are

jos related. It also inciudes authority for incentive programs.  Again,
this should not present aﬁy major controversy. Title IV provides all
Federal agencies authority to license Federally-owned inventions, since a
number of agencies already haﬁe such authority, this should not be contro-
versial. There may be éo&e debate concerning the prqcedures established
for granting licenses, esﬁecially exéiusive licenses, although as written

the bill would seem to contain sufficient procedural limitations to satisfy
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most éritiésiof-gkclusive licensing. JIndeed, these safeguards méy‘pfove
ovefl§ reséiiééive in the sense thaé?they may make it difficuit.tdQCarry
out effecti;e licensing programs. Title IV also provides the Departmeﬁf'
of Commerée with certain additional authorities so that a centfaliéed
Goverﬁment licensing program could be undertaken by it. This dﬁes not
éppea: controversial. lTitle V contains definitions and améndments'qnd
repealers of existing statutes.

Chapter 1 of Title III would supplant the‘cﬁrrent multiplicity of

statutory and administrative policies and procedures in the area of

contractor and grantee inventions with a uniform apprcoach. It would
allow contractors and grantees to have the option of retaining title to
inventions made by them under their grants or contracts subject to various

rights that would be retained by the Government. But it does allow case-

by~-case deviations by individual agencies.

Genesis of H.R. 6249

ﬁ.R. 6249 is the culmination 6f years of discussion and agency operating
experiences. It has its genesis in and is basically an adaptation of a draft
bill £hat was prepared in 1976 by the Interagency Committee on Government
Patenf Pdlicy of the FCST {(now the FCCSET). This draft bill'was, in turn,
partially inspired by the Report of the Commission on Government Procurement
which'was issued at the end of 1972. 'This bipartisan commission made up
of Co#gressional, executive branch, and private members recommended that
Goverﬁment patent policy continue to be guided by the President's Memorandum
and Séatement of Government Patent Poliéy first issued in 1963 by President

Kennedy and revised in 1971 by President Nixon. However the Commissian alst
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put forth an:é;%érﬂétive recommendation for legislation guite similar. to
the H.R. 6249 épproach inrthe event experience undér the then recent 197;-
revisions Qas not satisfaétory. Subsequent to that report an interngi
Justice Department memoranéum (subsequently withdrawn) and lawsuits filed
by Public Citizens, Inc. (aismissed-for lack of standing) have thrown
a cloud over Government pafent policy. In addition, the Congréss‘has
enacted a number of'pieceméal patent statutes applying to individﬁalrproérans
since the 1972 Commission feport. As a result oﬁ.these developmeﬁts and
actual operating experienc; there appears to be fairly widespréad support
for legislation along the iines 6f H.R. 6249 amcng the operating.agencies,
and, in fact, it was thesefdevelopments that led the Committee on Goverrment

Patent Policy to develop a draft bill.

Current Contract Clauses and Procedures and the Goal of Uniformity

The primary issue that H.R. 6242 focuses on is.what type of provisions
should be included in Government reséarch and development grants and
contracts concerning rigﬁté in inventions. Essentially there are three
options (although not all firms would be willing to accept certain of
the options}. One could include a élausa giving the Government title to
all contractor inventions.: Qne_could provide that the éontractor will
retain title, subject to whaéever iicenses an@_other rights it is agreed
that the Government would ;btain. Or one could provide that the Gofernment
will have the right to det;rmine the disposition of rights in any invention
after they are identified ?the Y"deferred éetermination" app;oach.) For the
most part; éovernment agenéies now use cléuses following the last two

alternatives. DOD, for exémple, uses a 'title in the contractor clause
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jin Qdaéerceﬁﬁ of-their'coptfacts. HEW and NSF geﬁéraliy uSe:a deferred

téeﬁéﬁmination clause. However, there are a number of stétutes which limit

tﬁe use of the second optioh with respect to certain‘égenciés-or programs

-of agencies. Agency procedures and policies concerning the granting of

rights under deferred deterﬁinaﬁion clauses also vary éonsiderably.
Currently there aré 19épiecemea1 statutes governing patent polic;es.

These-range from statutes that provide extremely genéral guidance (the

NSF Acﬁ), to statutes requi;ing.titlé in the Govermment but allowing waivers

(NASA and FERDA)}, to statutes incorporating the Presideﬁt‘s Statement of

Patent Policy. The?e is no;consistency am;ng thése statutgé although moét
are title—in—the—Governmentéoriehted. Of course, most agencies have no
statutory provisions governing their pgiicies. For the most parf, these
ageﬁcies_have been guided b§ the Presidential Statement of Goverﬁment

Patent Policy, and, in fact, many of the agencies with statutes have generally
followed the policy to the‘éxtent it is not incompatible with their statutes.
However, the Presidentiél‘Pélicy Statement ﬁnly establishes general guide-
lines aé to whenég?title in‘the Government, title in the Contractor, or
deferred determination clauses should be used. it has not prevenﬁf%he
development of a maize of individual agency regulations, clauses, and:
procedures; and has providgd no guarantee that agencies wonld consider
similar contracts as requi#ing similar clauses. Universities and privaté
firms dealing with the Govérnment are thus confronted ﬁith a varigty of
qlauses, forms, and prbcedﬁres. H.R. 6249 has as one of its cobjectives

the elimination of this cugreht maize of statutes and regulations. if

enacted, it does appeayr 1i&ely that this objective would be aéhieved.
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Title—in-the Contractor vs Deferred Determination/Title in the Government

Aggroach

Of course, the primary issue remains as to whether the approach taken
in the bill. is the best one. Opponents of the bill will probably argue

"on

anticompetitive,"

that allowing contractors to retain title is a "give away,

and proyides contractors with a "windfall." It can be expeéted that some
will argue fhat tﬁe uniform approach that should be taken is a deferred
determiﬁation appfqach with;emphasis on fhe Goﬁernment retaining title.
:J,-_;_ ——-The ensuing discussion.cbhcerns—these two approaches. |
There ié general’ag;eemeﬁt that the primary object of Government
pétent policy should be tb (1) promote further develoément and utilization
of Govermment-supported iﬁventions, {2) ensure that the Goﬁernment‘s direct
} interest in practicing .or having practiced for it inventions supporfed
by it is protected, (3) ensure that patent rights in Government-owned
inventions are not used iﬁ an unfair or anticompetiiive manner and that
the development 6f Government-supported inventions is not surpressed, (4)
minimize the cost of administering patent poliéieé,'and (5) attract thé

best-qualified contractors.

Objective (2) is satisfiéd.equally well by eitﬁer approéch siﬁce
the Government will retain a royalty—freéllicense even if the Contractor
has title. VObjective (4) will clearly be more adequately met by the
H.R. 6249 approach. There is‘little qﬁeétion that enormous amounts of
contractor and Government time_would be required to process requests for
rights méde undex deferrea determination clauses. There can also be little

debate that objective (5) will best be met by the H.R. 6249 approach.
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That is, there is little éuestion that many:fif@s,:with established
commercial positions and not solely engaéed iﬁ;Gévernment confracting,
would refuse to undertake pr compete for Government reéearch and develop-
ment contracts in the areaéof their established positions if a.deferred
‘determination clause were insisted upon by the Government.

. The réal debates, therefore, centers on cbjectives (2} and (3) of
promoting further development and guérdiﬁg against misuse. Opponents of
H.R. 6249 will argue that it will not really ensure greater dévelopmenf
and will lead to abuées. iheyfWill_§;§9"§£gﬂgm§h§tgitlWill‘1eadmtomhigher”mmmw;____ 
prices for the developed product because of the patent monopoly. Propohents_
argue that fhe H.R. 6249 aéproach will maximize cqmmercialization of inven-

- tions, that the potential ;buses are more theoretical tﬁan real, and that,
in any case, the bill's "march-in" provisipns are gvéilable to rectify any
real abuses that might devélop. They would also argue that the iséue of
higher prices, fo the extegt it is true, assumes that tﬁe invention is
commercialized. They woulé'argue that ﬁnder the deferred approach ﬁany

-'T fewer inventions ﬁili be cgmmercialized and, hence, there will b; less
benefit to the public. .

We are convinced thatéthé propenents of the H.R.6249 approaéh are on
mach sounder ground and reéémmend it for reasons that will be outlined
below. It should'be emphasized that one can easily develop hypothetical
situations which would dempnstrate that: keeping title in the Government
under a deferred épproaéh %ould be the desirable alternative in a given
case. Conveisely, one cahibuild hypotheticals the other waj. However,

we are convinced that in actuwal practice the hypotheticals that can be
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put forward.pyiépécnents of ﬁ:R. 6249 are few and far betweénf On the
other haﬁd; pr;cﬁical experience readily demonstrates the need in'many
cases for leaving rights in inveﬁtions to inventing contractors or.
grantees if expeditious further development is to take place. Tﬁere is
also considerable doubt, in any case, whether the fedefal aggncies hgve
the resources and expertise to conduct the typg of technical,neconomic,
and marketing studies that would be needed to deteﬁminé ﬁith any degree
of cerﬁainty the best way to have a given inveﬁtion commercialized; ile.,
by leaving it with the inventing .contractor, by dedicating it fb the public;—
or by Government patenting of the invention and licensing.

A decision by any firm to invest in.the development.and marketing of
an embodiment of a patentable invention is dependent on numercus factors.
Obviously patent rights will not be a factor in such decisions-unless a
potential market is envisioned. But all other things beiné equal, the
existence of patent rights is a positive incentive for investment in
commercialization. And it should be kept in mind that normally the cost
of bringing an invention from its initial conception or reduction to
practice to the commercial market is many times the cost expended in first
inventing it under a govérnmeﬁt grant or contract.

As a general proﬁosition, the inventing organization is more likely
to be interested than will other organizations in commercializing. an
invention. It is probably also better qualified or at‘least as qualified
as any other firm to promote or undertake further technical development.
Tt may have know-how not ne&essarily available to other companies. It

will alsoc normally have an inventor and technical team interested in seeing
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their idea brought to fruition; i?e.; the reﬁerse of the "not_invented
here syndrome." And, in the case of many commercial contractors, a govern-
ment supported invention may only be Qne piece of a larger contractor-owned
portfolio. It should be kept-in mind that most pateﬁts cover only improve-
ments. Few and far between are in;entions that standingralone can form the
basis for a major commerbiéi product.

Beéause of the abové circumsﬁances, there seems to be little reason
not to alloﬁ the inventiﬁg éoﬁtfactor the o?portunity to retain title”
tc the invenfion and coﬁmef&ialize it. - Indeed, in tﬁe case of nonprbfit
organizations oxr smallerinonmanufacturing firms, if would be unreasonable to
expect aﬁy de;elopment or promotional efforts to be undertaken without such
rights except in extremely unusual circumstances. There seems little point
ip the Government taking tiﬁle and licensing the inventions or going thréugh
a deferred determination process if the Government's objective is to maximize
utilization. These latter approaches assume that vaernment personnel will
either be in a position {i) to determine if fhe existence of exclusive patent
rights is needed as aﬁ incentivé to furthef developﬁent'dr (ii) to find a
better qualified firm to commercialize the invgntion with exclusive rights.

As regards the qugstion 6f whether exclusivity is:needed, i£ should be’
recognized that if the Government detexmines tﬁat exclusivity is ndt needed
but is wrong, no products willrbe.developed. On the other hand, iflthe-
Government determiggs that exclusivity is nééded but, in fact, is wrong,-the
consequence of its mistake sis much émalle;u—it being merely the hypothetical
difference in'price that wouild be chaféed by somecne holding excluéive right=

as opposed to someone who developed the product without exclusive rights.
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" In any case, the public will presumably get an improved p:odugtior process

| which they find more beneficial than its previous alternative. Moreover,

foxr the Government to be right more often than not would réquire rathexr
extensive technical, marketing, and economic studies of the firms and
industries involved. The cost 6f such processes would probably cost the
taxpayers more over the long run than any savings they would make as
consumers. Moreover, the inevitable length of the process would probably
cause many potential developers to lose intérest before a decision was
made. -

Similarly, as regards the'poésibility of the Government taking title
and offering the invention for exclusive licensing, this assumes that
commercial developers, other than the inventing contractor, can be found.
That may be in some cases, but there is no effective means of ensuriné that
suelr other firms would do any better job of developing the invention than
would the contractor or a licensee ofiﬁggi contractor. As noted previocusly,
other firms Will lack scome of the "know how;.and will not have the
inventor or cﬁin#éhfors working for tﬁem. And one can be quite sure that
in most qasgs,the inventing organizafian will have little intexest or
incentivé to transfer suchAknow how to another firm, possibly a competitor.
Moreovéf, the very process of attempting to find alternative aevelopers
will\simply serve to delay private investment or cool the interest of the
inventing contractorl It may alsg force the Govermment into the expense

of filing patent applications to prevent bars running during the course

of the decision making process. Moreover, again, a deferred determination

that was truly geared to answer the guestions that trouble oppénents of

the H.R. 6249 apporach would be so costly, elongated, and time consuming
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as to discourégérmény contractors from requesfing riéhts in the fi;sé
place,'esééciéllj small business and universities. They migh£ evé;.
neglect to réport the invention in the first place under those.circum;
stances. In all likelihood, without a request for rights to trigger
the process, most agencies will have no real incentive to do_anythiﬁg with
‘the disclosure and the invention will fall into the pﬁblic domain fo be
“available to allrand, in .most cases, practiced by no one, Indeed, the
agencies will most likely be devoting so many resourceé te those cases
Whg%g ;ights are requested that there ﬁill be-insufficiéntrﬁérsonnel Sr
inﬁerest to study inventions where rights are not requested.

Thus, it does appear that the H.R, 6249 is more likely té maximize
the commercialization of Government-supported inventions than are any.
alternative approaches. This leaves open the question of which policy will
best guard against abuse. It seems axiomatic that a policy favoriﬁé titler
in the Governmenf will give Government contractors less opportunity to
misuse patent rights, but this is at the extremely high cost of a markedly
lower rate of commercialization of inventions. In any case, thefe is
little evidence that the hypothetical abuses that are feared have actually
materialized. Government contractors and grantees have been-allowed to
retain title to numerous inventions over the years. But opponents of the
H.R. 6249 approach have never given examples of abuses. In any case, H.R.
6249 provides the Goﬁernment with é variety of remedies through its march-in
right provisions in instances where an abuse or problem did develop.

We would also note that an argumenf could be made that allowing

contractors to retain patent rights (the H.R. 6249 approach) will promote
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competition whereas a titlg—in-the—Governmént apgrbééﬁ;will tgnd in the
opposite direction. Of co;rsé, opponents of H.R. 6é49 ﬁill argue thgt
the opposite is the case. ;However, their argﬁments are very much dependent
on the assﬁmption of a combetitive market place. In fact, like it or not,
many industries are oiigar?hial in structure and do not fit the model of
pufe competition. When this is the case, the retention of rights in the
Government and a policy of free public use tends to serve the interes£s of
the dominant firms for whom patent rights are not normaily a majoxr faétor

in maintaining dominance. Rather control of resources, extensive marketing

and distribution systems, ahd superior financial resources are more important
factors in maintaining'dominance and preventing entrj of new firms. On.the
other hana smallexr. fixms i; an industry must offen rely.on new innovations aad
products in oxrder to compete and grow. Because of this éatent 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 innovatiqn wopld ofherwise iead to copying by a more dominant |
‘firm'who could soon undefc#t tﬁeir market because of marketing, financial,
. and other advantages. Thu%,.a title-in-the~Government oriented approach
‘may, in fact,.be anticompe%itivg, since it encourages the status quo.

On the whole then, it:is believed that H.R. 6249 would best meet the
various objectives of Govefnment patent policy while at the same time greatlr
simplifying the area for both.contractor apd agency personnel.

Agency Comments

Agency views on H.R. 6249 were solicited by OMB. The onlyjagency

opposed was the Department%of Justice which over the years has advocated
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following urged support of the bill, although some felf that refinements
of the march-in provisions of the bill were neéded so as not to discouraée

potential investors and thus defeat one of the priméry purposes of the

e

billr- Other principal R&D agencies took neutral stands on the bill. These

-included ;~__‘*Hb _ . _ _ : -
It is our understanding that the University community is strongly in favor
of the bill ﬁith some minor.refinementsJ andq_ it "seems axiorﬁatic that -industry
will support.it. The main opponents seem 1ikely to be some of the.public
interest énd COnsSumer groups whom, mistakenly we‘believe, will view the bill
as promoting monopoly. In short, the bill will be‘opposed by groups having
a.distrust or dislike of the patent system. .

The bill.has been referred jointly to the House Science and Technolégy
Committee.and the Juaiciary Committee. Hearings are expected by the Science

and Technology Committee this fall.

Recommendations and Decision

Three options appeaf available to the Administrétion. We recommend
the first.
1:7- Option 1. Suﬁport the bill with the undeistanding that minor
amendments or refinements will be needed. -
Opticon 2. Oppose the bill.

L
1:7- Option 3. Remain neutral, but allow the individual agencies

to support or oppose the bill as phey feel appropriate.




