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PATENT POLICY

MONDAY, JULY 23, 1979

U.S. SENATE,
CoMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,
SUBCOMMITTEE ON SCIENCE, TECHNOLOGY, AND SPACE,
Washington, D.C.
The subcommittee met at 9:30 a.m., in room 235, Russell Senate
Office Building, Hon. Adlai E. Stevenson (chairman of the subcom-
mittee) presiding.

OPENING STATEMENT BY SENATOR STEVENSON

Senator STEVENSON. America’s leadership in technology has often
resulted from the Government’s role as a supporter of research and
development and consumer of its results. As distasteful as the
notion may be to believers in the omnipotence of free enterprise
and the irrelevance of Government, our most innovation and com-
petitive industries are those which have benefited most from Gov-
ernment involvement—aerospace, electronics, telecommunications,
and agriculture.

Now with productivity stagnating, inflation accelerating, our
competitive position in world markets eroding, and the need for
energy development pressing, the Government is uncertain about
new technological initiatives and continues to impose barriers to
Government-industry collaboration.

In May I introduced with Senator Cannon and Senator Schmitt
the National Technology Innovation Act. The subcommittee held
hearings in June. Today we begin hearings on the Science and
Technology Research and Development Utilization Policy Act, a
bill introduced by Senator Schmitt to establish a uniform policy for
determining the rights of the Government, its contractors and
employees to exploit publicly financed inventions.

The Federal research budget of $29 billion represents half of the
Nation’s total investment in R. & D. and generates more than
10,000 invention disclosures a year. The Government acquires title
to the vast majority of inventions whose ownership and usage
rights are determined, but less than 10 percent of the Govern-
ment’s portfolio has been licensed to private producers. Less than 5
percent of Government-owned inventions are used commercially.

For energy development, health care and transportation im-
provement, civilian applications of military and space R. & D., and
a variety of other domestic purposes, the Government depends
largely on private markets to commercialize the technology it de-
velops. Government financing of the R. & D. does not eliminate the
risks to private investors in turning these inventions into marketa-
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ble products. The risks are especially high if competitors can legal-
ly copy an invention because the Government refuses to allow a
producer exclusive rights for the period necessary to recoup his
investment in development and marketing. The principle of grant-
ing temporary exclusivity in return for public disclosure is the
foundation of the patent system. It should be recognized in most
Government R. & D. grants and contracts.

By introducing this bill, we intend no giveaway of public proper-
ty to private monopolists but rather a prudent use of private
interests for the public good. The balance we are seeking will not
be helped by the rhetoric that for 30 years has prevented achieve-
ment of the uniform Government patent policy that numerous
commissions, studies, and Members of Congress have recommend-
ed. But with the good will of business, labor, public interest groups,
and academia, we can make an important contribution, not to
innovation for innovation’s sake, but to a revival of America’s
growth, productivity, and competitiveness.

Senator Schmitt?

OPENING STATEMENT BY SENATOR SCHMITT

Senator ScumiTt. Thank you, Mr. Chairman.

I am pleased to join with you in this opportunity to hold hear-
ings on U.S. patent policy and the patent system in general and its
effect on innovation and other aspects of our economy and position
in the world.

For the past 2 years, the Commerce Committee has conducted an
extensive review of the state of American technology and the role
of the Federal Government in promoting technology and its utiliza-
tion. Mr. Chairman, I think it is important to note that in the last
Congress you and I also were able to do this under the auspices of
the Banking Committee, because the two issues were closely inter-
related; that is, the economy and technology.

The witnesses before those two major committees have repeated-
ly underscored the need to stimulate the development, application,
and diffusion of new products and processes to the marketplace if
we are to reverse the alarming downward trend in our economic
growth and productivity.

Admittedly, the problems are varied and complex—overburden-
some and costly regulations, lack of a strategic capacity for trade
policy, counterproductive tax policies, and inadequate funding of
basic research—both public and private, to name just a few. Yet
the solution seems not so much a need for new policies or expen-
sive programs as it is a need to reexamine and adjust existing
policies which have been ineffective and oftentimes counterproduc-
tive. The one exception may well be the need to completély rethink
how this country conducts its overall trade policy.

Today’s hearing is intended to focus on the Federal Govern-
ment’s policy for handling the billions of dollars of national ex-
penditures on science and technology, and on research and develop-
ment.

For more than a decade, Federal agencies have funded nearly
two-thirds of this Nation’s expenditures on research and develop-
ment and related activities. During this past fiscal year alone, the
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Federal Government provide more than $29 billion in research and
development support.

As a result of this huge national investment, thousands of inven-
tions are identified each year which form a valuable source of new
products and technology development. Unfortunately, Government
policies have inhibited the process by which such benefits are made
available to the American consumer. Federal patent policies which
were originally designed to protect the public interest by prevent-
ing the so-called give away, have in fact operated to discourage
contractor bidding, eliminating incentives to innovate or disclose
new ideas, and to delay the commercialization of inventions devel-
oped under Federal contract. It is ultimately the American public
that suffers from these misguided policies through the failure of
potentially significant inventions to reach the marketplace.

Together with Senators Stevenson and Cannon, I have intro-
duced the bill referred to by Senator Stevenson, S. 1215, entitled
“The Science and Technology Research and Development Utiliza-
tion Policy Act,” which would provide the framework for the estab-
lishment and implementation of a comprehensive Government
patent policy.

This bill, with its somewhat cumbersome title, was drafted with
the following objectives in mind:

First, the Government patent policy as well as the implementing
regulations must be uniform in the sense that all agencies operate
under the same general rules and procedures;

Second, the policy must permit some flexibility in policy imple-
mentation in recognition of the differing missions and statutory
responsibilities of the various agencies engaged in research and
development activities;

Third, the policy must be as simple as possible and avoid the
heavy administrative burden and delay experienced by both the
contractor and the Government under current Federal policies;

Fourth, the policy must provide the necessary incentive for pri-
vate sector participation in Government contracts, and for the
rapid development of new technology, in order to maximize the
benefits to the public from its R. & D. investment;

Fifthy the policy must foster competition and prevent undue
market concentration; and

Finally, the policy must protect the legitimate rights of the tax-
payer to any inventions developed under Federal contracts where
the specific nature of the research being performed demands full
public access to the resulting inventions or precludes granting of
exclusive rights of ownership to a private contractor.

S. 1215 is one step this country must take to reverse the national
decline in industrial innovation and economic productivity. I firmly
believe Americans have lost neither their willingness nor their
ability to innovate. Rather, it is the system within which the
innovation process functions which must be restructured, providing
a more favorable climate for the traditional innovative spirit. The
reform of our Government patent policy is the beginning but not
the end of that process.

Mr. Chairman, we are indeed fortunate today to have this distin-
guished group of witnesses, most of whom have considerable practi-
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cal experience working with the various Government patent poli-
cies.

1 would also note that today’s first witness, Mr. R. Tenney John-
son, is not only a close personal friend of mine, but a distinguished
public servant, having served as General Counsel for three differ-
ent Federal agencies, and Deputy General Counsel for two other
agencies. Mr. Johnson’s expertise in the area of Government
patent policy is highlighted by his role as an advisor to the Com-
mission on Government Procurement, and as a principal draftsman
of President Kennedy’s patent policy of 1963.

I look forward with great anticipation to his testimony as well as
to those of other distinguished experts in this field.

Thank you, Mr. Chairman.

[The bill follows:]

«
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Entitled the “Science and Technology Research and Development Utilization
Policy Act”.

IN THE SENATE OF THE UNITED STATES

May 22 (egislative day, Mav 21), 1979

Mr. Scamitr (for himself, Mr. CANNON, and Mr. STEVENSON) introduced the
following bill; which was read twice and referred jointly, by unanimous
consent, to the Committees on Commerce, Science, and Transportation and
Governmental Affairs with instructions that if one committee orders the bill
reported, the other has 60 days in which to act

A BILL

Entitled the “Science and Technology Research and
Development Utilization Policy Act”.

1 Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
TITLE I—POLICY

SEC. 101. FINDINGS.
The Congress, recognizing the profound impact of sci-

ence, engineering, and technology policy on the economic,
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1 safety of the Nation as a whole, hereby finds and declares
2 that:

3 (1) The United States has recently experienced a
4 decline in the prdcess of industrial innovation and pro-

5 ductivity which is integrally related to, and adversely

6 impacts upon, domestic productivity, the rate of eco-

7 nomic growth, the level of employment, the balance of

8 trade, and the attainment of other national goals.

9 (2) The national support of scientific and techno-
10 logical research and development is indispensable to
11 sustained growth and economic stability, and it is in
12 the national interest to maximize the benefits to the
13 general public from such investment.

14 (3) Scientific and technological developménts and
15 discoveries resulting from work performed with Gov-
16 ernment contracts constitute a valuable national re-
17 source which should be developed in a manner consist-
18 ent with the public interest and the equities of the re-
19 spective parties.

20 (4) Current Federal policy with respect to the al-
21 location of rights to the results of federally sponsored
22 research and development deters contractor participa-
23 tion in Government contracts, delays technological

24 progress, and stifles the innovative process.
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(5) The present United States system for the ac-
quisition of intellectual property rights resulting from
privately funded research and development, while fun-
damentally sound, is in negd of modifications to dimin-
ish the existing uncertainty and the high costs incurred
in enforcing proprietary rights.

(6) There is a need for the establishment and im-
plementation of a flexible Government-wide policy for
the management and utilization of the results of feder-
ally funded research and development. This policy
should promote the progress of science and the useful
arts, encourage the efficient commercial utilization of
technological developments and discoveries, guarantee
the protection of the public interest, and recognize the
equities of the contracting parties.

102. PURPOSE.
It is the purpose of this Act to—

(1) establish and maintain a Federal policy for the
management and use of the results of federally spon-
sored science and technology research and develop-
ment; and

(2) insure the effective implementation of the pro-
visions of this Act, and to monitor on a continuing
basis the impact of Federal science and technology

policies on innovation and technology development.
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As used in this Act the term—

(1) “contract” means any contract, grant, agree-
ment, commitment, understanding, or other arrange-
ment entered into between any Federal agency and
any person where a purpose of the contract is the con-
duct of experimental, developmental, or research work.
Such term includes any assignment, substitution of par-
ties, or subcontract of any type entered into or exe-
cuted for the conduct of experimental, developmental,
or research work in connection with the performance of
that contract;

(2) “contractor’” means any person or other entity
that is a party to the contract;

(3) ““disclosure’”’ means a written statement suffi-
ciently complete as to technical detail to convey to one
skilled in the art to which the invention pertains a
clear understanding of the nature, purpose, operation,
and as the case may be, physical, chemical, or electri-
cal characteristics of the invention;

(4) ‘“Federal agency” means an ‘“executive
agency’’ as defined by section 105 of title 5, United
States Code, and the military departments as defined
by section 102 of title 5, United States Code;
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(5) “Federal employees” means all employees as
defined in sectton 2105 of title 5, United States Code,
and members of the uniformed services;

(6) “Government’”’ means the Government of the
United States of America;

(7) “invention” means any invention, discovery,
innovation, or improvement which is or may reason-
ably be patentable subject matter as defined in title 35,
United States Code;

(8) “inventor” means any person, other than a
contractor, who has made an invention under a con-
tract but who has not agreed to assign his rights in
such invention to the contractor;

(9) “made under the contract”’ or ‘“made under a
contract” when used in relation to any invention
means the conception or first actual reduction to prac-
tice of such invention in the course of any work under
the contract or under a contract, respectively;

(10) “nonprofit organization” means universities
and other institutions of higher education or an organi-
zation of the type described in section 501(c)(3) of the
Internal Revenue Code of 1954 (26 U.S.C. 501(c)) and
exempt from taxation under section 501(a) of the Inter-

nal Revenue Code (26 U.S.C. 501(2));
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(11) “person;’ means any individual, partnership,
corporation, association, institution, or other entity;

(12) “practical application’’ means to manufacture
in the case of a composition or product, to practice in
the case of a process or method or to operate in the
case of a machine or system, and, in each case, under
such conditions as to establish that the invention is
being worked and that its benefits are available to the
public either on reasonable terms or through reason-
able licensing arrangements; and

(18) “qualified technology transfer program’,
when used in relation to a nonprofit organization,
means a program which includes—

() an established patent policy which is con-
sistent with the policy set forth in this Act and is
administered on a continuous basis by an officer
or entity responsible to the nonprofit organization;

(i) agreements with employees requiring
them to assign either to the organization, its des-
ignee, or the Government any invention conceived
or first actually reduced to practice in the course
of or under Government contracts or assurance
that such agreements are obtained prior to the as-
signment of personnel to Government-supported

research and development projects;
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1
(iii) procedures for prompt invention identifi-
cation and timely disclosure to the officer or
entity administering the patent policy of the non-
profit organization;
(iv) procedures for invention evaluation; and
(v) an active and effective promotional pro-
gram for the licensing and marketing of inven-
tions.
TITLE I—IMPLEMENTATION
SEC. 201, RESPONSIBILITIES.
(a) The Secretary of Commerce, hereinafter referred to
as the Secretary, shall coordinate, direct, and review the im-
plementation and administration of the Federal policy set
forth in this Act with respect to the ownership of inventions
resulting from federally sponsored research and development,
and promote the efficient and effective utilization of the re-
sults of federally sponsored research and development.
(b) With a view to obtaining consistent application of
the policies of this Act, the Secretary is authorized and di-
rected—

(1) to consult and advise with Federal agencies
concerning the effective implementation and operation
of the policies, purposes, and objectives of this Act;

"(2) subject to the authority of the Office of Feder-

al Procurement Policy, to formulate and recommend to

-
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the President such proposed rules, regulations, and

procedures necessary and desirable to assure the con-
sistent application of the provisions of this Act;

(3) to accumulate, analyze, and disseminate data
necessary to evaluate the administration and effective-
ness of the policies set forth in this Act;

{4) to determine with administrative finality any
dispute between a Federal agency and an aggrieved
party arising under title IIT or title IV of this Act;

(5) monitor, on a continuing basis, the rights of
the Government under section 304 of this Act in any
invention made under a contract of a Federal agency,
and take all suitable and necessary steps to protect and
enforce the rights of the Government in any such in-
vention; and

(6) to perform such other duties as may be pre-
scribed by the President or by statute.

(c) For the purpose of assuring the effective manage-

ment of Government-owned inventions, the Secretary is au-

20 thorized and directed to—

21
22
23
24
25

(1) assist and coordinate agency efforts to promote
the licensing and utilization of Government-owned in-
ventions;

(2) accept custody and administration, in whole or

in part, of Government rights in any invention for the
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purpose of protecting the United States interest therein

and promoting the effective utilization of any such
invention;

(3) develop and manage a Government-wide pro-
gram designed to stimulate the transfer of Govern-
ment-owned technology to the private sector through
the development, demonstration, and dissemination of
information regarding potential applications and evalu-
ate and assist where appropriate the participation of
the private sector in the technology transfer process;

(4) evaluate, with the assistance of the originating
agency, Government-owned inventions in order to
identify those inventions with the greatest commercial
potential and to promote the development of inventions
so identified;

(5) assist the Federal agencies in seeking protec-
tion and maintaining inventions in foreign countries, in-
cluding the payment of fees and costs connected there-
with;

(6) make market surveys and other investigations
for determining the potential of inventions for domestic
and foreign licensing and other utilization;

(7) acquire technical information and engage in
negotiations and other activities for promoting the li-

censing and other utilization of Government-owned in-
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ventions and to demonstrate the practicability of the

inventions for the purpose of enhancing their

marketability;

(8) consult and advise Federal agencies as to
areas of science and technology research and develop-
ment with potential for commercial utilization; and

(9) receive funds from fees, royalties, sales, or
other management of Government-owned inventions
authorized under this Act: Provided, however, That
such funds will be used only for the purpose of this
Act.

(d) The Secretary shall submit an annual report of its
activities to Congress, including therein (1) relevant statisti-
cal data regarding the disposition of invention disclosures re-
sulting from federally funded research and development; (2)
any recommendation as to legislative or administrative
changes necessary to better achieve the policy and purposes
of this Act; and (3) an analysis of the impact of Federal poli-
cies on the purposes of this Act.

(¢) The Secretary shall establish such interagency com-
mittees as are necessary to assist in the review and formula-
tion of rules, regulations, and procedures implementing the

provisions of this Act.
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(f) There are authorized to be appropriated to the Secre-
tary of Commerce to carry out the provisions of this title, the
sum of $3,000,000 for fiscal year 1980.

SEC. 202. AGENCY TECHNOLOGY UTILIZATION PROGRAM.

To assist in the transfer of Government-owned innova-
tive technology resulting from Federal research and develop-
ment for application and use in industry, agriculture, medi-
cine, transportation, and other critical sectors of the econ-
omy, each Federal agency supporting research and develop-
ment activities shall develop and implement a technology uti-
lization program. Specific ‘program objectives shall include,
but not be limited to—

(1) expedite and facilitate the application and use
of technology by shortening the time between genera-
tion of advanced technologies and their use in the
economy and provide greater incentives for use of so-
cially beneficial innovations;

(2) encourage multiple secondary uses of technol-
ogy in industry, education, and government where
there is a wide spectrum of technological problems and
needs; and

(8) understand more fully the technolegy transfer
process and its impact on the economy, and to manage

and optimize the process in a systematic way.
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SEC. 203. EXPIRATION.

The authorities conferred upon the Secretary under this
title shall expire and terminate 7 years following the effective
date of this Act unless renewed by action of Congress.

TITLE OI—ALLOCATION OF RIGHTS—
GOVERNMENT CONTRACTORS
SEC. 301, RIGHTS OF THE GOVERNMENT.

(a) Each Federal agency shall acquire on behalf of the
United States, at the time of entering into a contract, title to
any invention made under the contract of a Federal agency if
the agency determines—

(1) the services of the contractor are for the oper-
ation of a Government-owned research or production
facility;

(2) acquisition of title is necessary because of the
classified nature of the work being performed under the
contract;

(3) because of the exceptional circumstances, ac-
quisition of title by the Government is necessary to
assure the adequate protection of the public health,
safety, or welfare;

(4) in the case of a nonprofit organization, that
such institution does not have a qualified technology
transfer program as deﬁned in section 103 of this Act;

or



Nt

W W =0 o Ot o W N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

17

13
(5) the principal purpose of the contract is to de-
velop or improve products, processes, or methods
which will be required for use by Government regula-
tions:
Provided, however, Thaf the Federal agency may subse-
quently waive all or any part of the rights of the United
States under this section to such invention in conformity with
the provisions of section 303.

{(b) The rights of the Government under subsection (a)
shall not be exercised by the Federal agency unless it deter-
mines that one of the enumerated criteria exist and it files a
determination statement with the Secretary.

SEC. 302. RIGHTS OF THE CONTRACTOR.

(a) In all other situations not specified in section 301,
the contractor or inventor shall have the option of retaining
title to any invention made under the contract. Such rights
shall be subject to the limitations set forth in section 304 and
the provisions of section 305. Said option shall be exercised
by notifying the Government at the time of disclosure of the
invention or within such time thereafter as may be provided
in the contract. The Government shall obtain title to any
invention for which this option is not exercised.

(b) When the Government obtains title to an invention
under section 301, the contractor shall retain a nonexclusive,

royalty-free license which shall be revocable only to the
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extent necessary for the Government to grant an exclusive
license. )
SEC. 303. WAIVER.

A Federal agency may at any time waive all or any part
of the rights of the United States under this title to any in-
vention or class of inventions made or which may be made by
any person or class of persons under the contract of the
agency if the agency determines that the condition justifying
acquisition of title by the Government under section 301 no
longer exists or the interests of the United States and the
general public will be best served thereby. The agency shall
maintain a record, which shall be made public and periodical-
ly updated, of determinations made under this section. In
making such determinations, the agency shall consider the
following objectives:

(1) encouraging the wide availability to the public
of the benefits of the experimental, developmental, or
research programs in the shortest practicable time;

(2) promoting the commercial utilization of such
inventions;

(3) encouraging participation by private persons in
the Government-sponsored experimental, developmen-

tal, or research programs; and
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(4) fostering competition and preventing undue
market concentration or the creation or maintenance of
other situations inconsistent with the antitrust laws.

SEC. 304. MARCH-IN-RIGHTS.

(a) Where a contractor has retained title to an invention
under section 302 or 303, the Federal agency shall have the
right, pursuant to regulations and subject to the provisions of
subsection (b), to—

(1) require the contractor to grant a nonexclusive,
partially exclusive, or exclusive license to a responsible
applicant or applicants, upon terms reasonable under
the circumstances, or to require an assignment of title
to the Government if the agency determines such
action is necessary because the contractor has not filed
a patent application on the invention within a reason-
able period of time or has not taken, or is not expected
to take within a reasonable time, effective steps to
achieve practical application of the invention; or

(2) require the contractor to grant a nonexclusive,
partially exclusive, or exclusive license to a responsible
applicant or applicants, upon terms reasonable under
the circumstances, if the agency determines such action
is necessary—

(i) to alleviate a serious threat to the public

health, safety, or welfare needs which is not rea-
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sonably satisfied by the contractor or its licensees
or otherwise required for the protection of nation-
al security;

(i) to meet requirements for public use by
Federal regulation which are not satisfied by the
contractor or its licensees; or

(ili) because the actions of the contractor
beyond the exercise of the exclusive rights in the
invention have tended substantially to lessen com-
petition or to result in undue market concentra-
tion in any section of the United States in any
line of commerce to which the technology relates,
or to create and maintain other situations incon-
sistent with the antitrust laws.

(b) The rights of the Federal agency under subsection
(a) shall be subject to the prior approval of the Secretary who
shall make a determination after a formal hearing with affect-
ed parties present and conducted in accordance with the
rules, regulations, and procedures adopted by the Secretary.
SEC. 305. GENERAL PROVISIONS.

(a) Each contract entered into by the Government shall
contain such terms and conditions as the agency deems ap-
propriate for the protection of the interests of the United
States and the general public, including appropriate provi-

sions to—
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(1) require periodic written reports at reasonable
intervals in the commercial utilization or efforts at ob-
taining commercial utilization that are being made by
the inventor or contractor or their licensees or assign-
ees: Provided, That any such information shall be
treated by the Federal agency as commercial or finan-
cial information obtained from a person and privileged
or confidential and not subject to disclosure under the
Freedom of Information Act;

(2) reserve to the United States at least an irrevo-
cable, nonexclusive, paid-up license to make, use, and
sell the invention throughout the world by or on behalf
of the United States and States and domestic municipal
governments, unless the agency determines that it
would not be in the public interest to acquire the li-
cense for the States and domestic municipal govern-
ments;

(8) require the prompt disclosure by the contractor
or inventor to that agency of any invention made under
the contract: Provided, That Federal agencies are au-
thorized to withhold from disclosure to the public, in-
formation disclosing any invention made under the con-
tract of an agency for a reasonable time in order for a

United States or foreign patent application to be filed;
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(4) require an election by the contractor within a
reasonable time after disclosure as to whether the con-
tractor intends to file a patent application on any in-
vention made under the contract;

(5) require a declaration by the contractor within
a reasonable time after disclosure of the contractors
intent to commercialize or otherwise achieve the wide-
spread utilization of the invention by the public; and

(6) reserve to the United States and the contrac- |
tor or inventor rights in each such invention in con-
formity with the provisions of this title.

(b) Agency determinations as to the rights to inventions

under this title shall be made in an expeditious manner with-
out unnecessary delay.

SEC. 306. BACKGROUND RIGHTS.

Nothing contained in this Act shall be construed to de-

prive the owner of any background patent or to such rights
as the owner may have thereunder.

SEC. 307. GOVERNMENT LICENSING AUTHORITY.

(a) A Federal agency may grant exclusive or partially

exclusive licenses in any invention to which the Government

has acquired title if the agency determines that-—

(1) the desired practical application has not been

achieved, or is not likely to be achieved within a rea-
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