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University of Minnesota
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Mr. Stuart Elzenstat Ass;stant to the PreSLdent
for Domestic Affa rs & Policy
Dr. Frank Press,’ SClenCG Advisor to the President :
Re: The Thornton Bill, H.Ri 8596
Dear Mr. Eizenstat and Dr; Presss |
lThelstatements and opinions contained in'this-letter repre-
Sent the views of the American Council on Education, the Associa— ‘
tién of American Uhiveréities} the Nationéi Association of Collegef
and‘University-Business_Officers( the Land Grant-Colieges; and
thé Society of University Patent Administrators. These organi-
zations all have institutional ﬁemberstinvolved in the transfer.
OfAéducatidn—deveiOPed technéiogy into public use. - The member-
ship @f these organizétions performs nearly 100% of the basic
reseatch'doné in the U. S. at the ﬁnivetéity level. Your thought~
ful édhsideration'and carefﬁl évaluation”of the arguments - pre- |
sented herein is respectfully requested |
Three major approaches to Government patent pollcy, set
forth below, have been advpcated. One, the so—called "license"
‘policy is embodied in H. R;'8596.4.The second;_has been térmed
the "title" policy; and the third the‘"deferred_detexﬁination“
aPPrdacH. e | | ' | | B

1.  License poliCy.t Under this approach, and as provided

in the Thornton bill, as a'nqrmal rule contractors and grantors
would be allowed to retain title to inventions made under -Govern-
ment support subject to a license to the Government and march-in

rights_ In spedial'céSes;'a deferred detefmination, number (3}



below, would be required.

_2;'°fitie‘§eiieY . Under this approeehjthe'coﬁtractbr.would
be required to agree to transfer title toethebeﬁernment'in'all.
" inventions made under a g:ant or a_eontract. :The Government;_‘
in turh, could either dedicate'the'invention to the publiés
br'seek.patent-pfoteCtion in the name of the

.  Government,

3,' Deferred Detetmiﬁatioﬁ.' Undet this apptoach”individual'
agencies would select the type'of ﬁatent-clause te be used in |
~grants and contracts;.-Depending.upon the manner in which-the 
.agency.policyIis;formed, there may of may not be-presumptions o
th or'againstethe taking of title'by the Government. This
”approach,.in contrast to'(l)'and (2)'above_produces a'higﬁ
.degree,of uncerteintylend variability.in treating even cloSeiy.
related inveetione_among the various,COntracting agencies.

-As a matter of historical petspective, it shoﬁld_be.noted'
that all three:approaches have-been.used.ih the past thifty—five
years during which the Government has been inVolved in sponsored
research and developmeht, For almost the entire period there
"have been substantial ambiguities'ahd ﬁncertainties on the part
of government contraetors with reepect to what constitutes._-
Government policy. And there have been greet differences.of
dpihiqh between the advoeates of these approaches.' Parentheti-

' cally'it should be noted that deferred determiﬁation was never

really a policy but is more a compromlse between the other two

' 'approaches.' In retrospect it appears ‘that both of the opp051ng

positions, 1lcense ‘and tltle have been motlvated by concerns



.for the.dee avallablllty-of research_rasults pald for with
‘publlc funds. " THeir dlfterences have stemmed from their differ-
;ing pefspectlveS'as to what constltutes the essence of Govern-
' ment research and h0wtits resuits shduld.be'made widely avail-
able to thefpublic: The'organisatiohs represented hetein'are'
convinsed that an examination of the record of the past thirty-
_five years demonstrates cenclusively that the lieense policyA
is more attuned to the'attainment:of national'objeetives; For
an inwdepth discussien of this aspect please see the paper :

- "Analytical Ba51s for The Unlver51ty Position on H.R. 8596".

l February 1978, enclosed.

Generally speaking, the lisense advocates have espoused
the position that given the-incentives'set forth ih the patent '
system and embodled in an hlghly productlve economic system, |
research discoveries w1ll find thelr way into the marketplace
and into public-use, and that 1ncreased eémployment, more tax
_ tevenue, an upward prOgressien in the standard qf living, mere
.competitive-exports'and‘a higher level'of.public health will
result. | | | B | |

The.title advocates take the position that the Governmeht
must own and control what public funds pay for. Theit'positioh}
w1th its nonexc1u51ve llcen31ng prOVLSlons, is founded on .
athe implied premlse that unless all are assured a share,‘
no one shall have a share. The Constltutlon does not make that
.-sguarantee nor does subsequent leglslatlon. But the Consti=
tution does provide for a 1;m1ted term mon0poly_to_foster _ﬁ“

patents and invention and the word “patent" in its basic sense
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'_means to bhe open for observation. Clearly'new knowledge‘is a

benefit to all, 1ncludlng competltors of the owner of an idea.
The founding fathers 1n_the1r‘great prescience reallzed, as ‘the
tirle advooates apparently do not, that it is wise to trade a.
Short period of exclusivity aﬁd limited.monopoly in oxder to
have the knowledge contained in a patent pﬁblicly known; The'
title advocates seem to have'little'or no regard in their think-

ing for the costs involved and the incentives required to encour-

‘age risk~taking in new ventures. Without'such risk-taking and

the successfui launching of new ventures and new preducts there

" can be no profits. And profits are the fountainhead that allows

our society to function. It lS only through the efforts of the

entrepreneurlal components of our society and the profits it

Vgenerates that taxes can be levied and donations made to carry .

" on the vast arrey of worthwhile activities performed by Govern-— .

ment and those of us in the pubiic non-profit sector. It is
important that such aﬁ environment be maintained live and well.
It is_the thesis.of.this presentation that the titie philo-
sophy is myopic, is far too narrow, is economically restrictive,'
and upon‘careful analysis,'does'noﬁ even serve the besf_intereste
of the'Governﬁent. further, the wide utilizatioo_of discoveries

fostered by the license approach is the only.way that the billions

- of Federal research dollars expended anhually can'provide research

dividends to which the populace is entitled by virtue of their

input of tax money.
Government research has been class;fled by the National -

Sc1ence Foundatlon into three categorles, ba51c research applied
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'5another ends. In any event, the arguments that apply to’ trans—_

research'and develoPment,

1, - Applled researchJ Sequentlally applled research

'usually follows basrc research,and precedes development, 1t will

be treated first hereln, more or less to set the tOplC a51de.

-Many advocates_of the_llcense polrcy—from the educatlonal'commu—

nity are involved in or associated with basic research; the

" advocates of the title policy-are usually acquainted with 1arge‘
' Government development efforts.h These two groups are, respec—

' tlvely, the proponents and opponents of H R. 8596.' The c1rcum—'

stances set forth in (2) and (3) below, may, in part, suggest

why these opposing attltudes ex1st. Nevertheless, applled research

1nvolves the assessing of concepts dlscovered in basrc research
lto determlne they can be utlllzed on problems in the real world.
" Once thls ;s_ascertalned and it is decrded to apply the flndlngs,
| development ensues. Obv10usly, there are difficulties and gray

'areas ln determlnlng where onetype of research effort beglns and

ferring Government discoveries into public use are equally

relevant to applied research as well as“the other two categoriesnj

2. Basic research is directed to the seeking of new know-
ledge. It amounts to about 30% of the total Federal extramural

research and development budget. The organizations that are

generally engaged in basic research include universities and

- other nonprofit research.organizations'with,no commercial posi-

tion or outreach. Their mandate unaer Government fundlng 15, in

most cases, to undertake studles 1ntended to generate knowledge‘



-rather than products. iﬁvedtions flowing therefrom, if any,
are‘ forturtous‘hapnenlngs that take place ln those 1nstances‘
where the sc1entlstf1nventor has the abllltywto,see_some spec1al'
 relationshi§ between his scholarly work.prodﬁct and a public
need. ' This need is usuallf satisfied by involving a commercial
concern. | R | |

At the discovery stage'these inventions are' usually io
aﬁ embryonic state. If the public is to benefit from the avail-
ability of the inventions someone; with.private capital, will |
have to undertake some_risks- It is esﬁimated thar the costs. .
of‘bringing an ihvention to the marketplace are teh times the
cost of making the invention. The ihtroductioﬁ of ?roducts based
upon ia#entions from'Federally financedlbasic_research'generally
rreqaires two.giant steps,efirst_through applied research'and then
through development, eiﬁher product or process but'sometimes.bOth,_
plus market development; Basic research often results.in pro-
aducts-rhat redulre_regulatory_agency clearance, e.g.;‘by rhe
F.D.A., E.P.A. or U.S.D.A., before marketing.- These'are hurdlesl
'that must be surmounted over and above.the_aforementioned two
rmajor steps. They consume a great deal ofltime and seemingly
_endless amounts of ﬁoney, glven regulatory boards' predilections
for certalnty The movement of research results into public use,
regardless of ltS orlgln, always requlres the commltmenu of capl—
tal, occasionally in the mllllons.~ Private rather than publlc
sources of funds must ke utlllzed because inventions from basic

. or ‘even applled research are seldom related to the grantlng agencaesv



essentlal nissions = there are few agency-mLSSLOn requlrements to
generate products for punllc use - and thus do not quallfy for
further funding. VThe_rlsks of failure to reach the market or
of early-obseleScence'are'high'and ever-present in new products;
further dlSquallfylng them from publlc funds.' Thus a'high"
- degree of flnanc1al ”lSkS exists for a new-product lnnovater
whenever he attempts to brlng out a new product. This condition
‘applies to basic; applied.and'development'inventions. AliISuch
.ideaS'need very'careful and costly nurturing.to achieve snccess.
To bring forth suff1c1ent capital to overcome the 1nherent_
rlsks, the rlght to make patent protect;on avallable to the rlsk—.
taker for a sufflclent period of time to allow recapture of the
investment plus yield a fair‘return for the risk, is an“esaen-'
tial element in the technology ﬁtilization scheme; Federal
,agencies-havingcinstitutional patent-agreenent or_employing
‘license clauses under'their research grants haVe we11 deve1oped
positions Whicn not only fully protect all Government rights but
allow thefincentives tO'necessary for the public to benefit to.
come forth. 'H.R. 8596 mandates'snch language and contract pro-
visions for research. The educational commnnity strqngly'endor—

. ses thls bill.

3.  Development, by contrast, in the Government context is
concerned.WLth the creation to narrowly deflned performance specin
fications of products required by’the Government and delivered to
it which*are'ﬁedessarﬁ to the'acccmplishment cf:deSignated agency
miseionlobjectiveaL _Development usually inﬁolves the‘procurement of

items for which Government is the sole custoner, e. g;,‘arma—

-7=



ments;.guidance‘systemé;.spaceéraft; and.theflike;'_rt is -
usually  .cbhducted BY laréé*capitai—intenSive o:ganizations
in the private sector, all of whom havefcommercial_producti_
'.1ines, and whéfe‘nedeésaryjpatent positiqns to protect.thé_mar‘
keting of those lines. Developﬁent; when performed undér Gévern-
" ment cénﬁréct, is virtually risk—free; because cost overruns are
‘widely accepted and- reimbursed. Thus there is iittleIOr.no |
‘risk‘capifal.required_of a cdntréctor uhder a development con-
trac£ and ﬁo need to3prdtect and investment - he has nonelother
-than‘his plant and organizational'facility —.having been funded
from ﬁhe Government from the ocutset. ?urther, most iﬁventionSmade
under a developmeﬁt”éontract are likely ﬁo.be directly related'.
to the.mission of the.developing agency and havé no other'usé.
By all means Government.should fétain contfol'over the mission-
- related products of development (probably by.security‘means)
‘but in such cases‘iﬁ is rather immaterial whether or not the
Governﬁent seeks pétents in such inventions. Since there.is no
'commercial-mafket for such inventions, the right ﬁo exélude otﬁersl
to enéure risk-taking, as aliowed under a patent, is meaningless,
as.are any paténtsthat may be pursued on such_inventions. Aé é
matter_of public'policy, it ié_subﬁitted that theré should bé_no
p;tents'pursued on any inventibn that-déeé'ﬁot have a ho?e br |
prospect, however slight, of commercial utilization. .
HoweVer,there“afe situations arising under development édn—

tracts where inventions with commercial:potential'can arise. For
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'exémplé;‘ih the development of a ﬁéw submarine-periscope'it is
_conceivable that optical systems could be involved having'many
civilian applications. wﬁen these inveﬂtions'Occur; we find
_the'reqUirements for risk capital very similar to inventions
- flowing froﬁ basic research and the'samé-approaches to handling
.the'patents, i.e. the use of the'licensé'clause{ pértain.
A rather'basic rule can thereby be‘statéd and applied to
COmmercially oriented inventions flowing from basic research,
_ applied research of‘developmenﬁg " Where risk capital is.required‘
and the aésistance-of private enterprise must be solicited'tbl'
bking inﬁentions to the markét, the appropriate incentives in
the form of patent protection_td bring forth that risk capital
must be.ﬁrovided. The license claﬁse provides such incentives
énd the Thornton bill embodies.the requirement in legislaﬁibna4?:.
In spite of the Goverhment'opéréting_since the 1940's under
patent-proﬁisidns which in some cases gfanted titlé to the con-
tractor, it'has_accumulétednin.its own name about 30,000 patents -
as alresult of its employmeht of éhe title-clause. Until recent
years these patents.haVe been available to iﬁduétrylonly on a noﬁ-
ekclusive basis. The result is that fewer than 5% of the Govern-
' ment owned patents'have been iicensed,'and of this_S%,'only a
small portion have resulted in commér@ial products. An interest-
ing‘bomparison along these lines was made by Harbridge House
in its 1968-studylof Government-funded patents put into use . in
1957 and'l967‘. It was found that contractor;held,inventions"

'Were‘10.7 times as likely as Governmeﬁt4held inventions.to be

g



utilized in prodﬁctscnrpmocessw;employed.in.the'privateisector
_for the benefit.of the public; a strono arguﬁeﬁﬁ for'the licenSe:
approach embodied in the Thornton blll |

Given Government—w1de adoptron of the 11cense clause under
“HR.859% - it nevertheless would retain severel march—ln safeguards
~ incorporated into this legislation ro ensure that inventions -
left with'contractors under a'iicense'ciause would be”available.
for public use. TheSe marcheln rlghts relate to [a) non-use of
the 1nventlon (b} the presence of antl trust 31tuatlons and prac—:
tices (c} publlc health requlrements.(d) mandatory llcen31ng of
the.invention after seven years. It is submitted that.these
retained Governﬁentel'rightS'to-intervene in license clause situ- n
ations are substanrial and sufficient to.protect public avail-
ability to fruits of research in all foreseeable c1rcumstances.

Since the early 1960 s a few but powerfully s1tuated Title-
in- the-Government proponents have shown an almost rellglous fer—
vor in the adherence to thelr_advocacy.__Unllke rellglon, however,'
the determination.of important Government policy.must reSt upon
‘.en objectire'analysisjof all available facts. In this regerd,
those advocating the title approach should be required to demon-
strate with facts and with persuasive.logic the merits of theirs
position. Merely being among the high priests in Government.is
no longer suffrcrent to give their views credlblllty. |

h Qver the years, the tltle posrtlon has been studred aSSL-,

duously by many members of organizations represented in thlS'

—

letter in order to determlne how sensible it would be as a Govern-
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'ment—wide‘polgﬁy. Since it is clearly not needed'for"inventidns_

that are of use only to the Government, and it does, in fact,

- inhibit activity in situations involving nongovernment pro-
ducts where'the'éallihg forth'of risk capital is required, it

“appears to be clearly couﬁterproductive'to the utilization

outside of Government of the products of Government research.
Accordingly, we collectively urge that the license position be

adopted ‘as standard Government patent policy and that:the'

| Office of The President place its firm su?port behind thé Thornton

ton Bill, H.R. 8596.

' Respectfully_submitﬁed,

American Council on Education -

_Association of American Universities

Natlonal Assoclation of College
and University Business Officers

- Land Grant Colleges

Society of University Patent Administrato:
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