/

e STATEMENT OF- :
AMERICAN PATENT “LAW ASSOCIATION
_ .‘f FOR THE RECORD 'OF. HEARINGS -
CONCERNING INSTITUTIONAL PATENT- AGREEMENTS
: '~ .. 'BEFORE ‘THE -
; MONOPOLY SUBCDMMITTEE OF THE SENATE SELECT
o COMMITTEE ON- SMALL BUSINESS -

June'zl, 1978?-.

”_fhefgmericaa'aatentLawAssociatioﬁ;haégmeﬁbégsf
”hation-wide inClﬁding judges;.law professors,. and lawyers.
Its. members constltute about half of;theﬂlaWYers?ih;the.’
-Unlted States who are rnvolved in 1ntellectca1.property
Mmatters.. They conie: from prlvate, corporate and gQVernment
patent law practmce. Its members represent a complete and
wfull cross-sectlon of cllent 1nterests. APLA malntalns a
tcontlnulng awareness. as to the need for 1ntellectual lnnovatlon
'ffand 1ndustr1al creat1v1ty
| : We very much apprecrate your lnv1tat10n to speak
'lto the 0peratlon of government patent pollcy, because we
.bel;eve_lt to‘be of‘fundamental,concern'to-the,larger'rssﬁes
*Enhancmng economlc growth and development,
*Malntalnlng a favorable balance of payments and:”_“
trade for- the Unlted States, and’

i‘*Improvrhgqtechnology transferSg;t”'




7;Dec11ne in InnOVatlon Threatens Economlc o
v .Expans1on and Technological. Superlorlty
- of “the Unlted States

We belleve the ogeratlon of government patent
';pollcy to be most crltlcal at. thlS tlme because of the
;generally reported decllne in 1nnovat10n. On May 31 of thas :

-year, The New York Tlmes reported that Stuart B. Elzenstat

the'P:eSldent s chlef'domestlc pollcy-adV1sor, adVLSed the
?=Presmdent ln part | |
:,VThere has recently been perceptlble o
- - decline in:the kinds of industrial
innovation needed to insure both .
. .economic expansion of our industrial
- .sector and continued U.S. technologloal
'superlorlty.. :
-ImpressiVe stat;stlcSusopport‘this_vieWpoiht.” The proportion
3ongrOSS-nationai3prodnct'(GNP);devoted-to R&D-is~deoliningw
_'1n the Unlted States whlle lncrea51ng in. Japan and Germany.
CIn the U.S., it decllned from over 3% in ‘the mid=60"'s" to
2;2%~today;ﬂan Japan, 1t'rose from 1;5% 1n-the'm1d~60’5't0-
over. 2% today. fThe_grdwth*rate“of_R&D7spending in the U.S.
is aronndﬁ4,5%,:219 in Japan, and 15% in- Germany
| ‘There-are other lndlcators as well.’ The share of*
U S patents 1ssued to forelgn appllcants*handoubled'ln'the'
last 14 years. Capltal 1nvestment 1s grow1ng more- slowly in
the U S than lt is- elsewhere-'-l4%.1n the U S.' 30% 1n

- Japan, 20% in Germany, and the U.s. tradlng p051tlon, even

'1n hlgh technology products, has deterlorated
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In v1ew.of these alarmlng trends, 1t 1s approPrlate |
',that the Congress address the federal government 5" expendrturer
;of bllllOnS of dollars for research and development Bow e
_can these expendrtureS'be dlrected-and handledgso asuto;haVetj
the maxrmum favorable 1mpact on: the economy° SRR

One SLgnlflcant aspect of such an- lnqulry ‘is.
' ﬁ_certalnly government patent pollcy. |

Instltutronal Patent Agreements As Part of

The current part ‘of this Subcommlttee 8- hearlngs.

deals wrth Instrtutlonal Patent Agreements (IPA s) . We are
aware:that.the government/unlver51ty'1nterfaceicreates'-'”
_s1tuatrons unlque to IPA's. However, certaln underlylng
“pr1n01ples apply across—the—board to government patent |
‘pollc1es Whether federal funds be used to support R&D 1n'
'i“unlver51t1es, other not—for-proflt organlzatlons or. proflt-
orlentedvcorporatlons. We therefore find. 1t convenlent
'flrst to address those underlylng pr1nc1ples, thelr appllcablllty
S to IPA s wrll be apparent.- Later we shall dlscuss some

jlssues unlque to - IPA s.

Government Patent Pollcy o~ Dlverse Vrews.

| Government patent pollcy 1s a hlghly emotlonal
'tzssue as to whlch advocates generally take ona" of two extreme
:[pOSltlonS (1}-that:the-government should-acqulre tltle to

'glnventlons developed under 1ts R&D act1vst1es (the “tltle“'

SR Y |



pOIiCy),‘or‘(Z) that the inventing.contrector'shouid-retainr
‘tltle to such 1nventlons Wlth the government acqulrlng a |
.Hfree llcense to utlllze the 1nventlon for governmental
purposes (the “llcense“ pollcy) Congress has leglslated A
_ 1ncon51stently on thls pollcy 1ssue, applylng dlfferlng
'guldellnes‘and-polrcres»sometlmes_toegovernment-agencres,-
sometines to inditidnal programs of an agenoy}jend_sometimes--
to. R&D programs Wthh cross agency: llnes.
' Moreover, thlS 1ssue 1s not Only an emotlonal one.

"but is” hlghly complex, anOlVlng 1nterre1atlonsh1ps between
economlc, sc1ent1f1c, bu51ness and soc1a1 c0n31deratlons..
To 1llustrate thls complexrty, both supporters Of the llcense
”}pollcy and supporters of the tltle pollcy used the same -
.lllustratlon to support thelr conceptlons in the 1965 patent |
pollcy hearlngs before Senator John L. McClellan._-Theif .
;government tltle prOponents c1ted the example of pen101111n h
as 1llustratlng the achlevement of prlce reductlon and a
o W1despread competltlon where no one possessed excluslve

'patent rlghts to that drug. The llcense pOllcy proponents
'hreSPOnded,_however;*that pen1c1111n=was dlscovered‘~1nwl929

 and ‘was riot --ma-ae -available until 194-.4 and only then after

ﬁ'the gOVernment pald for its commer01allzat10n.f It ‘was:

' argued that had patent rlghts been avallable, 1ndustry wouldh -

‘have marketed the drug much sooner.r'
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‘The:iSSues‘also become‘ClOuded'because-of the'

'-emotlonallsm 1nvolved Wlth allegatlons of “w1ndfall proflts""

'_g01ng to government contractors, concerns regardlng government

gglveaway pollc1es,“'and hlnts of valuable technology belng
'suppressed-by-rndustry.;.These concerns-have‘far-too-often

g~controlled government patent pOllcy lssues, yet we" are aware

.of no factual basrs that would glve credence to these concerns.

'~On the contrary, government—supported studles negate them...

| I;More speclflcally, approxlmately 10 years ago the Federal

'”jPCounsel for Sc1ence and Technology supporteﬁ the largest,

‘:most thorough study ever conducted on the lssue of govarnment
'rpatent pollcy-—~commonly referred to as the Harbrldge House
.Report.. Thls report made the folloW1ng flndlngs.
*Government ownershlp w1th an offer of free publlc

" use does not alone result in commercrallzatlon of
ﬁ~re5earch results.

| “P*A low-overall commerciai*utiliZatronTrate‘or
~fgovernment—generated 1nventlons has been achleved
:g(approx1mately 12 percent), that rate doubled however,_r'
'ewhen contractors with commerc;al background p051tlons

Were allowed to keep exclu51ve commer01al rlghts to the
n\anentlons.-":”. _ S SN :

.'*"Wlndfall proflts" -do- not result from contractors'-:o

‘*retarnlng tltle to: such anentlons.'
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t:*thtle or- no antl competltlve effect resulted
-from.contractor ownershlp of lnventlons because contractors
_normally llcensed such technology, and where they ‘did
]i,not, alternatlve technologles were avallable., .
-Pollcy Should Be- Tested By How Well It is:

,*Desagned to Maximize Commercial Utilization
.tand to Mlnlmlze Admlnlstratlve Burden -

In view of these studles, we belleve that a ratlonal,
ejsensrble.government patent pollcy should address the real
'“1ssues-that-confront'the-R&D~sponser1ng‘agenc1es,;rather
'than the emotlonal 1ssues. The problems are not those of
| w1ndfall,“ "glveaway,“ "suppre551on" or adverse competltlve
' effect. They are, rather, those of encouraglng commerclal
:rutllrzatlon:efrthe-results of_government sponsored_research

_so that the pub11C-giil'reoeive"itsﬂbenefits,fand“offreducing
hfthe admlnlstratlve work~loadatoetheteXtent3eonSiStentowith
t the overall Publlc'interest.'f': | o N

| Patent Incentave Encourages Prlvate.-

-Development of Government Funded
Inventlons for Beneflt cf Public

“The 1dea that What the government pays for~ belongs
to the people ig not only appeallng, it lS true. The questlont_'
s What 1nstrumentallt1es can be brought to bear to max1mlze.
tthe p0551b111t1es that the people w1ll 1ndeed have avallable
the frults of thelr government s expend1tures° Non~exclusrve.. :

oVﬁllcenses to undeveIOped 1nventlons, offered by the government'

"or anyene, have few takers, whereas patent ownershlp or.
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exclusite~licensesrof-sufficient-duration-are;muchamore
:-likelytto‘attractfthegmoneYland'talent;needed'to_make:and.
mearheturealeproductsfto meet-consumer nééas,.t
The aforementloned Harbrldge House report asks a_
.key qnestlon as’ to whether permlttlng flrms to retaln exclusave
”rlghts w1ll'-on balance, promote 1nventlon utlllzatlon.‘_
_better than acqums;tlon of title by government._ The study
'adata 1nd1cates that the answer 1s "yes™ ln at least such |
--01rcumstances as (l} where the 1nvent10ns as developed under-
90vernment contract are not dlrectly appllcable to commer01al
: uses'and.the‘1nvent1ng~contractor has-commerc1al.experlenCe_
'1n the fleld of the 1nVentlon, and (2) where the 1nventlon
rls commer01ally orlented but requlres substantlal prlvate
development to perfect 1t, applles to a small market or is
‘in‘a field’ occupled by patent sens1t1ve flrms and 1ts market.*
f}.potentlal 1s not alone suff1crent to brlng about utlllzatlon.
| R proper government patent pollcy should put real'
world economlcs flrst. It should be. based on the premise
_.that if the results of federally sponsored R&D do not reach
'ﬁothe consumer ln the form of tanglble beneflts, the government
has not completed ltS jOb and has not been a good steward of
'the taxpayer s money. It should recognlze that the rlght to

--exclude others conferred by a patent, or an . exclu51ve

"..llcense-under~a"patent,*may be:the onlyfrncentlve~great




.-.enough.to 1nduce thellnvestment needed for development and
' marketlng of’ products.- Such a pollcy thus couples the power
,of the patent system w1th the power of federal research y
:fexpendltures to meet the needs of soc1ety._' _
| | The- nature and detalled prOV151ons of Instltutlonalf
'Patent Agreements should be. judged by how well they make use_
- of these prlnclples._ o
‘h'Avallablllty of Best Quallfled Industry
‘to Conduct and Commercialize Results of

.. Government Funded R&D. is. ‘Adversely. affected -
' fby Undu;y Restrlctlve Government Patent Polloy

- Industry, s1nce it alone is: capable of brlnglng an
ilnventlon to: practlcal publlc enjoyment, plays a v1ta1 role
.uln effectuatlng the ultlmate purpose of federal R&D fundlng
: Thls can occur by operatlng under 1lcense from an 1nst1tutlon-

'VhaV1ng an IPA, or by itself. carrylng out R&D under dlrect

S federal fundlng and then follow1ng up to’ commercrallzatlon.

'7_There has been consrderable dlecu551on of the extent to

'Whlch 1ndustry w111 cooperate 1n government R&D prOgrams

”-tunder a tltle pollcy, and there is a frequently quoted

' qposrtlon that there are always corporatrons standlng in llneh"'
Tfor government R&D contract monles.' ‘This often-and_rn factgr
'“usually.ls.truefv_Thlswdoes‘not_sayrihOWever;*that‘those"-'

yicorpbratrons}ﬁor‘secments:of=corporationsykmithtthe-most::
”advanced expertlse in a partlcular R&D program w1ll be the:':

y.ones to accept R&D contracts, partlcularly when the contract

alejln:a;h;ghly-proprletary and:commerc1alfarea of
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'_-rthe company or where con51derable rlsk capltal has been -
_1nvested In: the hearlngs before the House Subcommlttee on

'Domestlc and Internatlonal SC1ent1f1c Plannlng and Analy31s

| g]of the" Commlttee on- Sc1ence and Technology (94th Congress,

,-Second Se551on), cases were ‘cited where lack of . proper
._proprletary protectlon resulted in the exc1u51on of srgnlflcantf'
'corporate teohnlcal part1c1patlon in governmental contract |
h'work These=were-not dlrectly‘relateé to=IPA~s,snor=always‘:[

limited. to the "tltle“ versus “11cense“ pollcy, but ‘the |
uexperlence is clearly 1nstruct1ve on: the subject._ Althoﬁéh_“

_ these~cases:are-already of‘publlc-record:atrpp;.120491207 of_:'
" the report of the hearings, their significance is of sufficient
o r’é']feVénée--‘to&-the ‘issue at h"’?‘nd..t‘hat.we'-é'ullotéz“;t‘hem., héfe-,. '_

. together with supplemental oomments-whioh_accompénied them:




. -discharge to the davelopment of a high

. Case No. 1.—The \Westinghonss Elsctris Corp. belisves that they bave nsds
".-dome very:basic and. fundamental discoyeries in {he technique of mmaintaining

_..and/regulating sn are dischargs iz a gaseous medium. - The discoveries which -
© .. Weatingtiouse Electric -have  made. in. connection with arg- discharge rasuited .-
... {rotz--their ‘studies ‘over the years of .the pheosomens of are dischargs. It dpe

pearad to-tachnical represantatives of Westinghouse Eleetric that thesa recent '
glesco roveriea could well have application to the development -of high-velacity

" wind tunnels capabie of producing veloeity. of the order of Mach 15.” Weating- -
. housa Eleetric informally fnquired of WAIA whather or not & contragt for re=

- search and deyelopment with NASA to-gfply.their discoveriss iz the fisld of are

ach number wind tunnel would permit: -

- tHem to retain commaetcial rights ininventions made in-th _tgtﬂamcs of sach .

° a eoniract. ‘Westinghouse -Elgotrie appesred to believe. that there would be
7! tigrther demand for sueh wind tinpels not-only by the Government bub by indus-
~try, sid-the retantioa of commercial rights in invenrtions would enhance their -
- sompetitive position in supplying wind tunaels, utilizing their techniques. . West«
-.inghouse- Flactrie waa advised that the only procedure to accomplish this ob- .
- jective is the waiver under subsestion 305()- of the NASA Act, aa implemented
Eg' NAASA Tegulaons,  These regulatinus provide for the granting of waiver by
]

. the Administrator of NASA upon, recommendstion of the NASA Inventions
" and-Contributions Board, and therefore any specific action cannot be foretold. .-

" These-tegulstiods do provids ihat waiver may be granted if it is shown that the -
- invention has ouly ineidentsl utility in the conduct of activities with which .

- the Administration is’ particularly cooeerned, and has substantial’ promise of

.- comunercial utility. . It would sppear that any igvention in the feid of wind tunnel

. . design would not besaid to have only incidental utility in'the conduct of activities

.o with whieh NASA: is concerned. . Accordiogly, this provision for waiver offered .
-little promise thai a waiver of the Government’s rights in these inventions could

" ‘begobtained.” - . . o . o
~Another provision for waiver is where ii'is shown that the invention is directed .

" apecifically to & lina of businesa of the coniractor. with respect to which contrace -
.. tor's’ expenditurs of {unds in -the: field' of technology -to ‘which theé invention

pertains has been large in comparison to the amount of funds for reseazch and

- development work in the same feld of tachnology expended under the contract

" of the administration inwhich: the invention was conceived or frst actually

- reduced to practice, It would appear that any invention in the field of wind
funnel 'dﬁi-g;;;-wodd-nog be likely to qualify under this provision. . ¥one of the
other provisions for waiver appeared to offer hétter hope o obtain commercial

rights. -~ Actordingly, Westinghouse Electric now. has the matter under gofe - .

sideration. 1% should be added thai Westinghouse Eleetric haa contracts-with

NASA in fSelds of technology whers their tommereial position is not 30 critical,

. Case Ng. 2~The Electric Storage BatterysCo. was requested by MeDonnell
" ‘Adreraft Co., prime contractor for %l'n]

- the development of a battery to be used in Project Mercury. -~ Since the resesrch.

.‘and ‘development m_'bg‘mznake, n: pursuant to this request would parallel the .

- Bleetrie Storags Battery Cd.'s own sponsorsd resesrch pragram, aad since:the in-

- ventions emanating from this tndertaking would be -s‘_u%ject to the patedt provi-

- . pions-of the Natianal Aervaattticy and Spase Administration “Act, Electzrie Storage

' -Baktery Tafused to enteér into this subénniiact with MeDonnell Airgraft Co. " Had . -
" it not been for iie developmatt of an alternsative power si;ﬁply-by another NASS,
. contradtor, the refusal of Eleetric Storage Battery to take a subconitract with- -
' -MeDounell’ Aireraft inerely becsuse of the NASA patent. provisions ¢ould have
- - 'seriously impaired or delayed Project Mereury. - : ‘ oo
© 7 Case ' Na. 3~The Motorols Co. has made certain-discoveries in photographic
. processes and techiiques which appear to have substantial promise of commercial
- utility. - These dizeoveries in photographic-processes and’ techniques were mads’
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= independently of any Government sponsorship snd are presently the exclusive
.. property’:of the Motorola:Co. - It appesrs, however, that these photographic .
.- processes and -technigques may-have application in the solution of problems of
_ &};omgra.phya in space expleration, and officials of the ‘Motorgla Ca. approached. -
- NABA tosuggest a research snd development cogtract to apply these techaiques -
" to problems id cuter space photography but désired to ascertain whether such =
SoBa ﬁﬁmtr;a_c;;would_raummthaG-pvemment‘a‘cqui_rins.ﬁtle.b any of these |
. The angwer to the {oregoing question depends ugon whether thése inveations
. hiave been “actually reduced to practice,” a maiter not easily ascertainable. It -
is the policy of NASA not to'acquire, except by direct purchase, rights in inven-
" tions that have bees sctually reduced to practice pride to the placing of a con- . -
- tract with NASA. Because the investigations undertaken by Motorola are still -
.. in an experimental Stage, some questions remain s to whether or not their
. present state-of development would, in each tase, be considersd a3 an” “actual
reduction to practics.”  Moreover, tha Motorola Co. desires to'continue their
own. research angd developmant program in the commercial applications of these
* . mew photographic tachniques 8nd processes, and therefors desires to retain com. -

- ipercinl. rights to all dew inventiona, The NASA patent provisions leave in =

. - Goubtthe dealrability of making s proposal to NASA to support such investigation.
. Cgss No. {.~The Genaeral Llé _
. Department of ‘Defense, ‘had  succesefuily compléted ‘the. basic research and
" atudy- to indicats the' applicability to missile giidance of certain phenomena -
: %miouaiy-. discovered by the General Electric Co. relating to superconductivity. ~
- NASA desirad 'to join with the Department of Defense in applying: thesa dis.-

tria Co,, under contract with aa sgency of the =

" coverjes in superconductivity to space vehicle guidance.. - This joint sponsorship < :

would, of course, nécessitata the incorporation .in the contract of. the gpecial - '
NASA . pateot provisions which ara less favorable to the contractor than those

. of the Department -of Defense. . The contractor refused to.take the contract

-under such joint spousorship, and presumably this investigatign, if

-7 will have 1o be supported solely by the Department of Defense. It should be

- added that the Gereral Eleetric Co. is participating under Tesearch and develop-
;- ment sontracts with NASA. in many-other aress of resesrch and-development, -
and their reluctanca to accept NASA's support in this specific case was un<
. . doubtedly attributable to their reluctanca-to grant any rights in the background
- inventions invelved in this undertaking.. . o .
. Cose Ne. 6,~Narmeo Indusiries, Inc., of San Diego, Calif.; was requested by

- NASA to undartake some reseaich investigations bearing upon the development. - 2

~.of new structural matarials for outer space application which would involve the. -

o [impregnation into plastic or metal structures of fibers or disk-likeflakes of ceramic

. -or glass materjals, - Narmeco would be-resfpbnsibla for tha davelopment of the end .
material but would be required to seek from the glass or ceramic industries the -

- improved fibers and disk-like mataerials which ware to:beincorporated into the .

-plastie. or metal .matrix, -On investigation, Narmeo found that the'glasa and

.. geramig industries were reluctant to participats in this program if their partici-

pation would subject them to the patent provisions of the INASA Act. ' Because
. . of thesa:dificulties, this proposed investigation did not insteridlize. - However, 1§ -
- ia understood that Narmeo has sdcepted contracts with the Departments of the
.- Alr Foree,; Armiy, and Navy for the abova research and developmant investigations. -
‘Case No. 6.-~The Associsted Piping Engineering Co., of Compton, Calif., has
.apparently developed, -independently of any Government aponsorabip, a-novel
process for vwelding tungsten containing ‘alloys. - It appears thit the prucess.
- developed by Associsted  Piping could ba applied to tunguten or molybdenum to -
‘.- achigve a.INASA objective whick is impgriant in Our-space program.  Lhe NASA
" patent provisions, which would be required to be contained in such'a contract, -
- ara preaanﬂ;ldalaying:thq placing of a contract with thia Srm. It sppears-that -
Associated ‘pin_% has a well-eatablished propristary pésition ia this Zeid. - Mot
- only would they be required to give -tha.éo#émmaﬁt patent rights, if they were
ito ente# into -a contract, but would also be required.to-convey ‘information des
veloped under such:.a eontract and backgreund information under: conditions -
" where they may ba made available to the public. . . :
Case Na, 7.—The Lesona. Carp.; subsidiary of ‘Patterscn-Moof Corp,, was ap=

. _.'g}dache'd by NMASA to davelop a carbon ‘dioxide agnalyzer for usa in Project - ~ - -
&

ercury. ' lLésona, the owner of patents for this subject matter, had granted an.
-exclusive license-to another firm-under. all inventions coversd by ity patents-aad

all"improvements theréin, Under the NASA patent provisions required.in the

e proposed NASA-_conhmct,'-_the' Government .wOuld'_acqgira.'exclusive rights in-in-

11—



L

e vennom made in the performanca ot work under the contmct and Lesona cuuld
. be held ‘to have violated the teems of its exclusive license sgreement. Even . -
tml.aona swanted Lo accept the NASA contract, the officials of the company -
o NAthgf it would be in: the best interests of tha company to refuse the work

w'], J

~‘The foregoing examples ty'pnfy the diffieulties encountexed as:s result of the .

atent provisions ‘of the National Aeronsutics and Space Administration Act.

- Howaver, there is reason to believe that many other induatrial firtns ara rejuctant
-"to do business with -NASA because of the patent provisions of the act.. "NASA. .-

would not, be awars of this reluctance beesuse these firms have not been seeking
~business with NASA. - We understand that the Industrial Nucleonics Corp. has,
. in testimmony befors tha Coogress, inditated their reluctance to dg busipess with'
. the Atomic Energy Commission because of the patent policy of AEC. We also
- ynderstanid that Iodusscal Nucleonies, for the aams reason, wﬂl ot do businesa
. with NASA. Itis also understood that the Garrets Corp,, of Los Angeles, wouid
“be unwilling to accept codizacts with' NASA in fields of technology.related. to. -
their commercial business if inventions would be likely or necessary inths fulfill -

ment.of the work raquirements of the conirict. We also have reason to believe. -

" that Statham Instruments, of Lo ‘Angeles, would refuse to sceept reseamh and
. -davelopment contracts of WASA in certain:feids oi technology.- . . -
- Because of its particular applicability to’ the. problem st hand, tha '
o -subcom.m.xt.tea desirés'to draw. attantion to.an elaboration of a ‘case -
“cited in"the foregoing. - This case involves:one of the leading space
.research organizations, snd the comrmunication here. reproduced 15
':irbm one of the Na.tmn a hesf. Inown industrial scientists. : :

. Gewgman Bizorare C
Syrama N.Y., Decomber 17, 1969

S Eon. anm Mm:zz

' . “and either: actually reduec

Chaman, Patent Subcommitise, Commitiss on Seienca and Ammm, Houss of '
Repre.smﬂlms, Wa;hmgion, D.C’. ot _ )
‘- R - N - S . ‘ Lo _' .
“ 1 For many yesrs various elements. of' the Genarai E‘lectnu Co., pmcxpaﬂy it
Tesearch laboratory and’ general engineering laboratory, -have been. conducting
- studies of supersonductivity Ehenomena in the field of cryogenics; i.e.; studies ‘of
. - the electrical conduetivity charasteristica of materials -which have: Been cooled -
E: te::gemtures near absolute zero.  For about~ 10 years, such studies wers
ang
“feasibility of using supércooled matarials to produce a gyroscope which should
" .‘have significantly greater accuracy than conventional gyroscopes. In-the.course:
" of this résearch and develo egment wvork, several inventions have been conczived

.. by the filing of patent epplications in the U.S. Patent Office.  °

. In Mareh of 1959, the Beston ‘Ordnance District, Ordnance Department, U.S.
. A.rmy, awarded contract D) A=19=-020=0R[)~4531, which suthorized Genersl Elec-
. {iic to perform certain-eéxploratory research directed toward the ultimate devalop=

“ment of such.a ctyogenie gyroscope. “fn the ‘abowe. contract, ‘the above prior

. Gezeral Electric inventions were. excluded from the license grans of the “‘patent
nghts" article. : -

In October 1959, negotmtlons were started. to sunplement. the initial cont.rsat .

’ by authorizing - further work to-includs the final evaluation of the gyroscops
motor 2ad bearing devices,: the completion of a laboratory modet gyroseope which.

" " wwas then.in an advanced sta.ge of construction, and an evaluation -of the motor

"and bearings when combined in cnedevice. . We were advised that approximately

% ‘half of the Bnancing for this further work was'to be supplied by NASA, and that as

. &.consequence, the] ASA. “property nghts ia mventmns" ¢lanse. must be mcluded'

o _'m the coniract, -

40 Bowme of the mventmn: excluded from the license gragt of the ongmal conteaet -
’ ‘had oot been a.ctua.lly reduced to pmctxee at the tlme this. proposed supplemental -
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solely by~ General Electric Co. These tests and studies ‘indicated the -

to practics, or constructively reduced to prachne, o



agréemént -wss under negotiation. To actapt the suﬁpiaméﬁtal .agresment with

- the NASA ““oroperty rizhts in inventiops” clause would have mesnt that when -

= these {Zventions were Grat sctually reduced to prictice, they would bacome the
© eXclusive property -of the United States, subjeoct to some possibilities of waiver,
" of which, however, General Electric could not, under NASA procedure, be con~
The futures-of such cryogenic Zyros is not known with certainty at this time,
- ‘They -appear to: have applicationa of interest to the commercial business of the.

- General ‘Electrio Co. as well-es-poténtial ‘applications for Government purposes. .

" - 'Fhe patent rights represented by the inventions in -question represent means by

. which Genersl Electric raay hope partiaily to recover the sums expeaded by it in

- this and related developments, notall of which have been succesaful, and to develop

additional capital to continue research which will lead to future developments. -

- - For these reasous, the NASA terms were not accsptable to and wers not accepted :

by the compaay. - . L - _
As a result of subsequent negotistions, a ¢omtract with s non-NASA agency
has been received which contains nonoppressive patent provisions and -which
- permits the cryogenic work to go forward.  While the parties wers plessed that
they could achieve thia desirable end, such an alternative would:not be:available

© - in every osss, . ~Wa believe, howaver, that it is clearly not in the national intarest

that NASA sponsorship of work in this field and under:these. circumstances be
“frustrated by-a statutory requiremens that it insist on patent provisions which,
‘a3 prior tessimony befars this committes will show, most research oriented com«
- panies consider unfair, Unreasonable; and unnecessary for any proper govern-
- mental purpose. - e S E : ca
0 Very truly yours, | - . : T T
ST ‘.l.':T A .‘y.y uz:, L Lo Geore® L. HauiEm .
" The subcommittee’s record contains .evidence of other industrial
- firma;" large and small, which have :acknowledged reluctance to do -
- research and-developiment business with the Space Administration. <
Finally, the subcommittee cannot ignors the candid and near-
unanimous. sense of disapproval which 13 being expressed for the .
- -current patent section of the Space Act by private enterprise. The -
- ground swell of opposition to this part of the law, which has arisen -
+1n the relatively short p xiod of 15 months of NASA operstion, is
. remarkabls.  Evenif thers were no concréte evidenca that the patent
- provisions'.of the Space Act ars slowing down U.S. efforts to forge

.. ghead .in spaée . explorstion,. this hlanket dissstisiaction with ‘the

cwrent law would be cause in itself for serious resppraisal.
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“As further examples,_Harbrldge House.documented
'htwentyeone cases. of refusal to partrcrpate in. NIH progects o
'dbecause of HEW patent pollcles.-" | - S

IPA's Encourage Prlvate Funding of.

Unlver51ty Research, Thus Supplementlng
Federal Fundlng - _

The reluctance of 1ndustry to expend money and

*'Vtalent where a reasonable patent 1ncent1ve 1s not avallable

:ils understandable. A company s resources are llmlted, and
'.must be placed For" the best. balance of rlsk and’ return. The.{
"reluctance manlfests 1tse1f in one or more of three prlnc1pal
ways where the patent 1ncent1ve is . lacklng or where proprletary-_r
work 1s put at rlsk | | - -
_ 1. Taklng a dlrect government‘R&D contract is
- inhibited. B | |
24 Fundlng research at unrtersrtles, or.cooperatlon'
1w1th them, iss 1nh1b1ted. ‘ | |
| 3. Use of corporate capltal and personnel to-
-i'develop a product for- the publlc is™ 1nh1b1ted.
| | The flrst and third: pornts have been dlscussed
;ﬂabcﬁe;_ The second pornt is of great 31gn1f1cance to the-

‘Well belng and effect1Veness of unlver51ty research As__:

'rwell stated by - Senator Blrch Bayh 1n hls recent letter of

prMay 1 1978 to Mr. Foeter AL Fettlg, Offlce of Federal

””-Procurement Pollcy, Offlce of Management and Budget, in the

--absence of a government patent pOlle VlS a—v1s un1versrt1es‘

R o




srmllar to that now . followed by DHEW and NSF (v1z., use of
Instltutlonal Patent Agreements),
.v. not.only would it be. largely
impossible for ... universities- to
. obtain.private dinvestment. in the -
further development of their 1nventlons,
- rbut it would also severely handicap their .
. efforts to obtain funding for research
from non-federal sources (i.,e. private
. industry) qulte apart from any. llcen51ng
- efforts. - B
‘}Prlvate fundlng of unxversrty research 1s a valuable
add—on to government fundlng in-a- number of Ways-
.f *It enhances the general research capahlllty
.of unlvers1t1es, upon, Whlch the government is
'dependent-for much of its R&D results._'
CERTE makes the taxpayer 8. dollars go furtherf
'ﬂaby supplementlng federal fundlng. |
*A prlvate company s expertlse and enthu51asm .
'sare brought to bear on a research program
:*Involvement of a prlvate company in a program

_ enhances the probablllty it Wlll ultrmately produce

_ a product for consumer enjoyment.

We cannot stress £60" strongly that unrversrty/lndustry o

_ c00peratlon 1s absolutely vital to the success of government '
~vponsorede&D. Enhancement, rather than dlscouragement, of
”thls cooperatlon is and should be a- pollcy goal of Instltutlonal“

'LvPatent;Agreements.
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'TheJJune:5t=19783issue:of Chemicai‘andJEngineeringf:
' News, at pages 12 13, reported O the maln concepts of a new__;
1¢bromed1ca1 research pollcy now ln the process of formulatlon
by Secretary Callfano of the Department of Health Educatlon':
~and Welfare. “One. of.these conceptsvls.i | | )
o Close touch between those Who are d01ng'the".

very best basic work and those engaged

in the v1tal task of appllcatlons research
'Although the report does not mentlon IPA s, s1noe most
'appllcatlons research 1s done by 1ndustry, 1t 1s apparent
'_that IPA 8 play, and should contlnue to’ play, -a very large
rdand posrtlve role in accompllshlng thls oontact between

‘ba51c and. applled researchers.'

IPA s-Place Admlnlstratlve Burden
Where It Belongs

Turnlng now to a very practlcal value of Instltutlonal

aPatent Agreements, 1t should be noted that they Shlft a

' _large part of the manpower and cost of admlnlstratlon away

:efrom the government to the lnstltutlon that has,'and in fact

is requlred to have, -an. adequate technology transfer oapablllty.
:The government generates approx1mately 30 000 contracts and
'{”grants-each year. About” 8 000 1nventlons are reported

'r:annually.-If there Were to- be a government-w1de tltle pollcy,

- the burden of protectlng the resultlng 1nventlons through

'75the flllng of patent appllcatlons in the Unlted States and

- n,forelgn countrles would be extremely heavy on the government
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~agenc1es lnvolved : Once patents are. 1ssued, there would
;follow the necess1ty to advertlse and llcense such patents,-
.fdevelcp related technology packages, and, 1f the llcenses |
__were royalty bearlng, to enforce the’ patents agalnst unllcensed
users. The government is 1ll-equ1pped to take on such an
oadmlnlstratlve load | | 'w_

The Instltutlonal Patent Agreement places the
flnltlal respon51blllty for commer01allzlng research results
.'on the 1nvent1ng lnstltutlon w—whlch has the most interest
:tln and knowledge of ‘the 1nventlon of its own creatlon.g

‘Then, through "march-ln“ rlghts, the IPA llmlts the |
_admlnlstratlve burden only to those 1nventlons that ultlmately
‘-appear to be or .prove to- be commer01ally 1mportant.

March—In nghts Are ‘Seldom- Used '

But Ensure: Commerc1allzatlon When
Necessary :

It has been claimed that "march-in" rights do not
reallyiprotect3the:public‘sainterestfbecanse7su¢hirights
'-jhave been avallable to the government for more ‘than 10 years'

hand .as yet, have not been utlllzed.. The conclu51on‘drawn,'
-therefore, is that such rlghts are- 1neffect1ve. This’is an
erroneouS'conclu51on.: The “march-ln-irlghts werefdeteloped
to: take care of and address the problems that would arise 1f_
':the 1nst1tut10n,‘reta1n1nq the patent rlghts, falls to ‘see
-@to 1t that an’ 1nventlon 1s commerc;allzed when in fact that

'*1nventlonp1s capable of be1ng~commerc1allzed;: Itfls~because
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ﬁthese.problems.are largely 1llusory,-and not actual that
,the'"march—ln“ rlghtS-have not-been~utllrzed.g If and when'p
tthese negatlve effects occur as a result of allow1ng a
pcontractor to retaln tltle to an 1nventlon of commerc1al
lilmportance, the "marchhln“ rlghts are there, and we" belleve
they should be there, to: address them | |
' There are two prlnclpal Ways to achleve effectlve
.use of “march—ln“ rlghts. One 1s for. the government to -
.'jcreate a large technlcal and legal bureaucracy to monltorn
them.' The other-ls to-allow the marketplacertOswork, .We
| belleve the latter is. by far the better approach Thousands'
" of patents are. now subject to .the . government s "march—ln"
,rlghts; That - these have seldom if: eVer been exerc1sed 1s,
:as lndlcated above, a consequence of lack of need to'do so.
If a competltor of one holdlng such a patent or=exclu31ve-
.llcense under such a patent Wlshes to practlce the lnventlon,
hhe w1ll 1n the normal course of dorng husrness flrst determlne
-pthat there is a patent blocking hlS way, second determlne
1'whether it is valrd or 1nva11d, and if valld will thlrd -
fapproach the patent holder for a llcense. -Fourth, 1f rebuffed‘”
',or iE the terms are unsatlsfactory, he w1ll approach the
;government agency Wlth a request that lt determlne that the
“1“march—1n rlghts should be exerc1sed .Further,.he w1ll

“jgive“to-that;agency:the'rnformat;on'avarlahle=towh1mvconcerning'
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fallure of the patent holder or exclusrve 1rcensee to
_700mmerc1allze, and hls own ablllty to meet the market need
in an approprlate manner._ | '_ - |

If an 1nventlon is of actual commercral lmportance,'
there is actual and real market 1ncent1Ve for "march-ln"'n
rlghts o protect the publlc 1nterest. If there is no-
ucommerC1al 1mportance, thlS w1ll be 1nd1cated by the fact
that no one is 1nterested in havrng such "march—ln“ rlghts
:'exerCLSed by . the government. | ) N
| . -TEheufore901ng-1s.n0thto imply.thatithe;gorernment E
shouldihave;no.mechaeism.to monitor-the;ﬁraCtiCalfreshlte of
hIPA's. .However,.we,need'better inﬁorﬁatiOh:than'now‘exists;'
and:the'mohitorihg should seek to determiheeboth the_positives
- and negatives.ofeIPA‘s; We do believewthat a'large bureaucracy
“is not necessary to: aCCOmpllSh thlS effort and that" market
fforces will, ald in the process._“' .

Conclusron :

-Ine short, we favor a government patent.pollcy,
hlncludlng Instltutlonal Patent Agreements, Wlth the follow1ng
ftcharacterlstlcs. | | | o |
| l)_ A srmple and unlform system that mlnlmlzes
7the admlnlstratlve burdens on the government and on the

‘”"busrness and. research communltles‘ and




wencin, WA

;o 2) . a system_that3providessincentivesvaﬁdjeonditions-

"neceSSary to achieve the maximum utilization of inventions

!

-f;made w1th government support.

~In c1051ng, we are not ashamed to. quote from the

j;Constltutlon, Whlch empowers the Congress to establlsh a

.__patent system “to promote- the progress of e the useful

arts." The system exists as an 1ncent1ve that can create the

”‘,market pull. necessary to change government research and

*development expendltures lntO'products.whlch:are-actually-’

made avallable to ‘the publlc. Isn't that the purpose of the

' multlmbllllon dollar annual federal research and development“'

r budget?.
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