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free license to the Government in any patent which may issue thereon in any foreign country,
including the power to issue sublicenses for use in behalf of the Government and/or in furtherance of
the foreign policies of the Government.

37 CFR 101.9 Administration of foreign patents.

The functions and duties of the Chairman of the Government Patents Board under paragraphs 4
and 5 of E.O. 9865, as amended by paragraph 5 of E.O. 10096, are, until further notice, hereby
delegated to the Secretary of Commerce: Provided, however, that all matters of policy arising under
this delegation shall be subject to the approval of the Chairman of the Government Patents Board.

37 CFR 101.10 Reports and records.

(a) Each Government agency shall report promptly to the Secretary of Commerce, with a copy
to the Chairman of the Government Patents Board, all actions by the agency taken pursuant to
§§ 101.5 and 101.7, as well as disclosures by publication by the agency made pursuant to paragraph
2(a) of E.O. 10096.

(b) The Secretary of Commerce shall maintain adequate records and other necessary files, to
provide readily available information on all inventions included under the provisions of §§ 101.5,
101.6, 101.7. and paragraph (a) of this section, and shall submit to the Chairman of the Government
Patents Board a written report quarterly, or otherwise as the Chairman may request, on all
operations of this program during the preceding calendar quarter or other period designated.

37 CFR 101.11  Dissemination of this part

Each Government agency shall make appropriate dissemination of the provisions of this part.
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PART 102-LICENSING OF FOREIGN PATENTS ACQUIRED BY THE
GOVERNMENT
Sec.
102.1 Purpose.
102.2 Authority.
102.3 Scope.
102.4 The Department of State.
102.5 Licenses under foreign patents.
102.6 Reports and records.

AUTHORITY: E.O. 9865, 12 FR 3907, 3 CFR, 1947 Supp., E.O. 10096, 15 FR 389, 3 CFR, 1950 Supp.

SOURCE: Administrative Order 7, 19 FR 3938, June 29, 1954, unless otherwise noted. Redesignated as 34 FR
20383, Dec. 31, 1969.

37 CFR 102.1 Purpose

The purpose of this part is to provide for the administration of a uniform policy for the
Government with respect to the licensing of foreign patents acquired by the Government.

37 CFR 102.2 Authority.

Authority for the issuance of this part is provided in Executive Order 9865, dated June 14, 1947
(12 FR 3907), as amended by paragraph 5 of Executive Order 10096, dated January 23, 1950 (15 FR
389).

37 CFR 102.3 Scope.

This Part is to implement and supplement § 101.9 of this chapter,! with respect to inventions on
which the Government has acquired foreign patents, except inventions within the jurisdiction of the
Atomic Energy Commission which are not specifically authorized by said Commission for inclusion
within the terms of this part.

37 CFR 1024 The Department of State.

Pursuant to Executive Orders 9865 and 10096, it is the responsibility of the Department of
State, in consultation with the Chairman of the Government Patents Board and the Secretary of
Commerce, to seek arrangements among governments under which each government and its
nationals shall have access to the foreign patents of the other participating governments.

37 CFR 102.5 Licenses under foreign patents.

(a) Licenses under foreign patents acquired by the United States Government shall be granted
by the Secretary of Commerce to nationals of the United States on a nonexclusive, revocable, royalty-
free basis, except in such cases as the Secretary of Commerce, with the approval of the Chairman of
the Government Patents Board, shall determine it to be inconsistent with the public interest to issue
such licenses on a nonexclusive, royalty-free basis.

(b) Licenses under foreign patents acquired by the United States Government may be granted
by the Secretary of Commerce to a foreign government or its nationals pursuant to any
arrangements which may come into force with such foreign government as provided in § 102.4, or, in
the absence of such arrangements, on such terms as the Secretary of Commerce, with the approval of
the Chairman of the Government Patents Board and of the Secretary of State, shall determine, in
accordance with law, to be in the public interest, subject to outstanding licenses.

(¢) With respect to foreign patents relating to matters of public health, licenses under such
patents issued to the United States Government may be granted by the Secretary of Commerce to a
foreign government or its nationals on a nonexclusive, revocable, royalty-free basis unless the

1 See part 101 of this chapter (A.O. 6)
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Chairman of the Government Patents Board, on the recommendation of the Secretary of State, shall

determine otherwise, regardless of whether such foreign government is a party to the arrangements
specified in § 102.4.

37 CFR 102.6 Reports and records.

The Secretary of Commerce shall maintain adequate records and other necessary rules, to
provide readily available information on all licenses granted under § 102.5, and shall submit to the
Chairman of the Government Patents Board a written report, with a copy to the Secretary of State,
quarterly or otherwise as the Chairman may request, on all operations of the licensing program
during the preceding. calendar quarter or other period designated.
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CHAPTER IV-ASSISTANT SECRETARY FOR TECHNOLOGY
POLICY, DEPARTMENT OF COMMERCE

Part 401 Rights to Inventions Made by Nonprofit Organizations and Small Business
Firms Under Government Grants, Contracts, and Cooperative Agreements

Part 404 Licensing of Government Owned Inventions

CHAPTER V-UNDER SECRETARY FOR TECHNOLOGY,
DEPARTMENT OF COMMERCE
Part 501 Uniform Patent Policy for Domestic Rights in Inventions Made by Government
Employees
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TITLE 37, CODE OF FEDERAL REGULATIONS
PATENTS, TRADEMARKS AND COPYRIGHTS

CHAPTER IV ASSISTANT SECRETARY FOR TECHNOLOGY
POLICY, DEPARTMENT OF COMMERCE

PART 401-RIGHTS TO INVENTIONS MADE BY NONPROFIT
ORGANIZATIONS AND SMALL BUSINESS FIRMS UNDER
GOVERNMENT GRANTS, CONTRACTS, AND COOPERATIVE
AGREEMENTS

Authority: 35 U.S.C. 206 and the delegation of authority by the Secretary of Commerce to the Assistant Secretary
of Commerce for Technology Policy at sec. 3(g) of DOO 10-18.

Source: 52 FR 8554, Mar. 18, 1987, unless otherwise noted.
37 CFR 401.1 Scope.

(a) Traditionally there have been no conditions imposed by the government on research
performers while using private facilities which would preclude them from accepting research funding
from other sources to expand, to aid in completing or to conduct separate investigations closely
related to research activities sponsored by the government. Notwithstanding the right of research
organizations to accept supplemental funding from other sources for the purpose of expediting or
more comprehensively accomplishing the research objectives of the government sponsored project, it
is clear that the ownership provisions of these regulations would remain applicable in any invention
"conceived or first actually reduced to practice in performance" of the project. Separate accounting
for the two funds used to support the project in this case is not a determining factor.

(1) To the extent that a non-government sponsor established a project which, although
closely related, falls outside the planned and committed activities of a government-
funded project and does not diminish or distract from the performance of such
activities, inventions made in performance of the non-government sponsored
project would not be subject to the conditions of these regulations. An example of
such related but separate projects would be a government sponsored project having
research objectives to expand scientific understanding in a field and a closely
related industry sponsored project having as its objectives the application of such
new knowledge to develop usable new technology. The time relationship in
conducting the two projects and the use of new fundamental knowledge from one in
the performance of the other are not important determinants since most inventions
rest on a knowledge base built up by numerous independent research efforts
extending over many years. Should such an invention be claimed by the performing
organization to be the product of non-government sponsored research and be
challenged by the sponsoring agency as being reportable to the government as a
"subject invention", the challenge is appealable as described in § 401.11(d).

2 An invention which is made outside of the research activities of a government-
funded project is not viewed as a "subject invention" since it cannot be shown to
have been "conceived or first actually reduced to practice" in performance of the
project. An obvious example of this is a situation where an instrument purchased
with government funds is later used, without interference with or cost to the
government-funded project, in making an invention all expenses of which involve
only non-government funds.

(b)  This part implements 85 U.S.C. 202 through 204 and is applicable to all Federal agencies.
It applies to all funding agreements with small business firms and nonprofit organizations executed
after the effective date of this part, except for a funding agreement made primarily for educational
purposes. Certain sections also provide guidance for the administration of funding agreements which
predate the effective date of this part. In accordance with 35 U.S.C. 212, no scholarship, fellowship,
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training grant, or other funding agreement made by a Federal agency primarily to an awardee for
educational purposes will contain any provision giving the Federal agency any rights to inventions
made by the awardee.

(¢) The march-in and appeals procedures in §§ 401.6 and 401.11 shall apply to any march-in or
appeal proceeding under a funding agreement subject to Chapter 18 of Title 35, U.S.C,, initiated
after the effective date of this part even if the funding agreement was executed prior to that date.

(d) At the request of the contractor, a funding agreement for the operation of a government-
owned facility which is in effect on the effective date of this part shall be promptly amended to
include the provisions required by §§ 401.3(a) unless the agency determines that one of the
exceptions at 35 U.S.C. 202(a)(i) through (iv) § 401.3(a)(8) through (iv) of this part) is applicable and
will be applied. If the exception at § 401.3(a)(iv) is determined to be applicable, the funding
agreement will be promptly amended to include the provisions required by § 401.3(c).

() This regulation supersedes OMB Circular A-124 and shall take precedence over any
regulations dealing with ownership of inventions made by small businesses and nonprofit
organizations which are inconsistent with it. This regulation will be followed by all agencies pending
amendment of agency regulations to conform to this part and amended Chapter 18 of Title 35. Only
deviations requested by a contractor and not inconsistent with Chapter 18 of Title 35, United States
Code, may be made without approval of the Secretary. Modifications or tailoring of clauses as
authorized by § 401.5 or §401.3, when alternative provisions are used under § 401.3(a)(1) through
(4), are not considered deviations requiring the Secretary's approval. Three copies of proposed and
final agency regulations supplementing this part shall be submitted to the Secretary at the office set
out in § 401.16 for approval for consistency with this part before they are submitted to the Office of
Management and Budget (OMB) for review under Executive Order 12291 or, if no submission is
required to be made to OMB, before their submission to the Federal Register for publication.

()  Inthe event an agency has outstanding prime funding agreements that do not contain
patent flow-down provisions consistent with this part or earlier Office of Federal Procurement Policy
regulations (OMB Circular A-124 or OMB Bulletin 81-22), the agency shall take appropriate action
to ensure that small business firms or nonprofit organizations that are subcontractors under any
such agreements and that received their subcontracts after July 1, 1981, receive rights in their
subject inventions that are consistent with Chapter 18 and this part.

(g) This part is not intended to apply to arrangements under which nonprofit organizations,
small business firms, or others are allowed to use government-owned research facilities and normal
technical assistance provided to users of those facilities, whether on a reimbursable or
nonreimbursable basis. This part is also not intended to apply to arrangements under which
sponsors reimburse the government or facility contractor for the contractor employee's time in
performing work for the sponsor. Such arrangements are not considered "funding agreements" as
defined at 35 U.S.C. 201(b) and § 401.2(a) of this part.

37 CFR 401.2 Definitions.
As used in this part-

(a) The term funding agreement means any contract, grant, or cooperative agreement entered
into between any Federal agency, other than the Tennessee Valley Authority, and any contractor for
the performance of experimental, developmental, or research work funded in whole or in part by the
Federal government. This term also includes any assignment, substitution of parties, or subcontract
of any type entered into for the performance of experimental, developmental, or research work under
a funding agreement as defined in the first sentence of this paragraph.

(b) The term contractor means any person, small business firm or nonprofit organization
which is a party to a funding agreement.

(¢) The term invention means any invention or discovery which is or may be patentable or
otherwise protectable under Title 35 of the United States Code, or any novel variety of plant which is
or may be protectable under the Plant Variety Protection Act (7 U.S.C. 2321 et seq.).

(d) The term subject invention means any invention of a contractor conceived or first actually
reduced to practice in the performance of work under a funding agreement; provided that in the case
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of a variety of plant, the date of determination (as defined in section 41(d) of the Plant Variety
Protection Act, 7 U.S.C. 2401(d)) must also occur during the period of contract performance.

(e) The term practical application means to manufacture in the case of a composition of
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 utilized
and that its benefits are, to the extent permitted by law or government regulations, available to the
public on reasonable terms.

(®  The term made when used in relation to any invention means the conception or first actual
reduction to practice of such invention.

(8 The term small business firm means a small business concern as defined at section 2 of
Pub. L. 85-536 (15 U.S.C. 632) and implementing regulations of the Administrator of the Small
Business Administration. For the purpose of this part, the size standards for small business concerns
involved in government procurement and subcontracting at 13 CFR 121.5 will be used.

(h) The term nonprofit organization means universities and other institutions of higher
education or an organization 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 Internal Revenue
Code (26 U.S.C. 501(a)) or any nonprofit scientific or educational organization qualified under a state
nonprofit organization statute.

(1)  The term Chapter 18 means Chapter 18 of Title 35 of the United States Code.
(3)  The term Secretary means the Secretary of Commerce or his or her designee.
37 CFR 401.3 Use of the standard clauses at § 401.14.

(a) Each funding agreement awarded to a small business firm or nonprofit organization
{except those subject to 35 U.S.C. 212) shall contain the clause found in § 401.14(a) with such
modifications and tailoring as authorized or required elsewhere in this part. However, a funding
agreement may contain alternative provisions-

1) When the contractor is not located in the United States or does not have a place of
business located in the United States or is subject to the control of a foreign
government; or

2 In exceptional circumstances when it is determined by the agency that restriction
or elimination of the right to retain title to any subject invention will better
promote the policy and objectives of Chapter 18 of Title 35 of the United States
Code; or

A3) When it is determined by a government authority which is authorized by statute or
executive order to conduct foreign intelligence or counterintelligence activities that
the restriction or elimination of the right to retain title to any subject invention is
necessary to protect the security to such activities; or

(4) When the funding agreement includes the operation of the government-owned,
contractor-operated facility of the Department of Energy primarily dedicated to
that Department's naval nuclear propulsion or weapons related programs and all
funding agreement limitations under this subparagraph on the contractor's right to
elect title to a subject invention are limited to inventions occurring under the above
two programs.

When an agency exercises the exceptions at § 401.3(a)(2) or (3), it shall use the standard
clause at § 401.14(a) with only such modifications as are necessary to address the exceptional
circumstances or concerns which led to the use of the exception. For example, if the justification
relates to a particular field of use or market, the clause might be modified along lines similar to
those described in § 401.14(b). In any event, the clause should provide the contractor with an
opportunity to receive greater rights in accordance with the procedures at § 401.15. When an agency
justifies and exercises the exception at § 401.3(a)(2) and uses an alternative provision in the funding
agreement on the basis of national security, the provision shall provide the contractor with the right
to elect ownership to any invention made under such funding agreement as provided by the
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Standard Patent Rights Clause found at § 401.14(a) if the invention is not classified by the agency
within six months of the date it is reported to the agency, or within the same time period the
Department of Energy does not, as authorized by regulation, law or Executive order or implementing
regulations thereto, prohibit unauthorized dissemination of the invention. Contracts in support of
DOE's naval nuclear propulsion program are exempted from this paragraph.

() When the Department of Energy exercises the exception at § 401.3(a)(4), it shall use the
clause prescribed at § 401.14(b) or substitute thereto with such modification and tailoring as
authorized or required elsewhere in this part.

(d) When a funding agreement involves a series of separate task orders, an agency may apply
the exceptions at § 401.3(a)(2) or (3) to individual task orders, and it may structure the contract so
that modified patent rights provisions will apply to the task order even though the clauses at either
§ 401.14(a) or (b) are applicable to the remainder of the work. Agencies are authorized to negotiate
such modified provisions with respect to task orders added to a funding agreement after its initial
award.

(e) Before utilizing any of the exceptions in § 401.3(a) of this section, the agency shall prepare
a written determination, including a statement of facts supporting the determination, that the
conditions identified in the exception exist. A separate statement of facts shall be prepared for each
exceptional circumstances determination, except that in appropriate cases a single determination
may apply to both a funding agreement and any subcontracts issued under it or to any funding
agreement to which such an exception is applicable. In cases when § 401.3(a)(2) is used, the
determination shall also include an analysis justifying the determination. This analysis should
address with specificity how the alternate provisions will better achieve the objectives set forth in 35
U.S.C. 200. A copy of each determination, statement of facts, and, if applicable, analysis shall be
promptly provided to the contractor or prospective contractor along with a notification to the
contractor or prospective contractor of its rights to appeal the determination of the exception under
35 U.S.C. 202(b)(4) and § 401.4 of this part.

®  Except for determinations under § 401.3(a)(3), the agency shall also provide copies of each
determination, statement of fact, and analysis to the Secretary. These shall be sent within 30 days
after the award of the funding agreement to which they pertain. Copies shall also be sent to the
Chief Counsel for Advocacy of the Small Business Administration if the funding agreement is with a
small business firm. If the Secretary of Commerce believes that any individual determination or
pattern of determinations is contrary to the policies and objectives of this chapter or otherwise not in
conformance with this chapter, the Secretary shall so advise the head of the agency concerned and
the Administrator of the Office of Federal Procurement Policy and recommend corrective actions.

(g) To assist the Comptroller General of the United States to accomplish his or her
responsibilities under 35 U.S.C. 202, each Federal agency that enters into any funding agreements
with nonprofit organizations or small business firms shall accumulate and, at the request of the
Comptroller General, provide the Comptroller General or his or her duly authorized representative
the total number of prime agreements entered into with small business firms or nonprofit
organizations that contain the patent rights clause in this part or under OMB Circular A-124 for
each fiscal year beginning with October 1, 1982.

(h) To qualify for the standard clause, a prospective contractor may be required by an agency
to certify that it is either a small business firm or a nonprofit organization. If the agency has reason
to question the status of the prospective contractor as a small business firm, it may file a protest in
accordance with 13 CFR 121.9.If it questions nonprofit status, it may require the prospective
contractor to furnish evidence to establish its status as a nonprofit organization.

37 CFR 401.4 Contractor appeals of exceptions.

(a) In accordance with 35 U.S.C. 202(b)(4) a contractor has the right to an administrative
review of a determination to use one of the exceptions at § 401.3(a) (1) through (4) if the contractor
believes that a determination is either contrary to the policies and objectives of this chapter or
constitutes an abuse of discretion by the agency. Paragraph (b) of this section specifies the
procedures to be followed by contractors and agencies in such cases. The assertion of such a claim by
the contractor shall not be used as a basis for withholding or delaying the award of a funding
agreement or for suspending performance under an award. Pending final resolution of the claim the
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contract may be issued with the patent rights provision proposed by the agency; however, should the
final decision be in favor of the contractor, the funding agreement will be amended accordingly and
the amendment made retroactive to the effective date of the funding agreement.

(b)(1) A contractor may appeal a determination by providing written notice to the agency within
30 working days from the time it receives a copy of the agency's determination, or within such longer
time as an agency may specify in its regulations. The contractor's notice should specifically identify
the basis for the appeal.

2) The appeal shall be decided by the head of the agency or by his/her designee who is
at a level above the person who made the determination. If the notice raises a
genuine dispute over the material facts, the head of the agency or the designee
shall undertake, or refer the matter for, fact-finding.

(3) Fact-finding shall be conducted in accordance with procedures established by the
agency. Such procedures shall be as informal as practicable and be consistent with
principles of fundamental fairness. The procedures should afford the contractor the
opportunity to appear with counsel, submit documentary evidence, present
witnesses and confront such persons as the agency may rely upon. A transcribed
record shall be made and shall be available at cost to the contractor upon request.
The requirement for a transcribed record may be waived by mutual agreement of
the contractor and the agency.

4) The official conducting the fact-finding shall prepare or adopt written findings of
fact and transmit them to the head of the agency or designee promptly after the
conclusion of the fact-finding proceeding along with a recommended decision. A
copy of the findings of fact and recommended decision shall be sent to the
contractor by registered or certified mail.

5) Fact-finding should be completed within 45 working days from the date the agency
recelves the contractor's written notice.

(6) When fact-finding has been conducted, the head of the agency or designee shall
base his or her decision on the facts found, together with any argument submitted
by the contractor, agency officials or any other information in the administrative
record. In cases referred for fact-finding, the agency head or the designee may
reject only those facts that have been found to be clearly erroneous, but must
explicitly state the rejection and indicate the basis for the contrary finding. The
agency head or the designee may hear oral arguments after fact-finding provided
that the contractor or contractor's attorney or representative is present and given
an opportunity to make arguments and rebuttal. The decision of the agency head or
the designee shall be in writing and, if it is unfavorable to the contractor shall
include an explanation of the basis of the decision. The decision of the agency or
designee shall be made within 30 working days after fact-finding or, if there was no
fact-finding, within 45 working days from the date the agency received the
contractor's written notice. A contractor adversely affected by a determination
under this section may, at any time within sixty days after the determination is
issued, file a petition in the United States Claims Court, which shall have
jurisdiction to determine the appeal on the record and to affirm, reverse, remand,
or modify as appropriate, the determination of the Federal agency.

37 CFR 401.5 Modification and tailoring of clauses.

(a) Agencies should complete the blank in paragraph (g)(2) of the clauses at § 401.14 in
accordance with their own or applicable government-wide regulations such as the Federal
Acquisition Regulation. In grants and cooperative agreements (and in contracts, if not inconsistent
with the Federal Acquisition Regulation) agencies wishing to apply the same clause to all
subcontractors as is applied to the contractor may delete paragraph (g)(2) of the clause and delete
the words "to be performed by a small business firm or domestic nonprofit organization" from
paragraph (g)(1). Also, if the funding agreement is a grant or cooperative agreement, paragraph
(g)(3) may be deleted. When either paragraph (g)(2) or paragraphs (g) (2) and (3) are deleted, the
remaining paragraph or paragraphs should be renumbered appropriately.
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(b)  Agencies should complete paragraph (1), "Communications", at the end of the clauses at
§ 401.14 by designating a central point of contact for communications on matters relating to the
clause. Additional instructions on communications may also be included in paragraph (1).

(¢)  Agencies may replace the italicized words and phrases in the clauses at § 401.14 with those
appropriate to the particular funding agreement. For example, "contracts" could be replaced by
"grant," "contractor" by "grantee," and "contracting officer" by "grants officer." Depending on its use,
"Federal agency" can be replaced either by the identification of the agency or by the specification of
the particular office or official within the agency.

(d) When the agency head or duly authorized designee determines at the time of contracting
with a small business firm or nonprofit organization that it would be in the national interest to
acquire the right to sublicense foreign governments or international organizations pursuant to any
existing treaty or international agreement, a sentence may be added at the end of paragraph (b) of
the clause at § 401.14 as follows:

This license will include the right of the government to sublicense foreign
governments, their nationals, and international organizations, pursuant to the
following treaties or international agreements:

The blank above should be completed with the names of applicable existing treaties or
international agreements, agreements of cooperation, memoranda of understanding, or similar
arrangements, including military agreements relating to weapons development and production. The
above language is not intended to apply to treaties or other agreements that are in effect on the date
of the award but which are not listed. Alternatively, agencies may use substantially similar language
relating the government's rights to specific treaties or other agreements identified elsewhere in the
funding agreement. The language may also be modified to make clear that the rights granted to the
foreign government, and its nationals or an international organization may be for additional rights
beyond a license or sublicense if so required by the applicable treaty or international agreement. For
example, in some exclusive licenses or even the assignment of title in the foreign country involved
might be required. Agencies may also modify the language above to provide for the direct licensing
by the contractor of the foreign government or international organization.

() If the funding agreement involves performance over an extended period of time, such as
the typical funding agreement for the operation of a government-owned facility, the following
language may also be added:

The agency reserves the right to unilaterally amend this funding agreement to
identify specific treaties or international agreements entered into or to be entered
into by the government after the effective date of this funding agreement and
effectuate those license or other rights which are necessary for the government to
meet its obligations to foreign governments, their nationals and international
organizations under such treaties or international agreements with respect to
subject inventions made after the date of the amendment.

(f)  Agencies may add additional subparagraphs to paragraph (f) of the clauses at § 401.14 to
require the contractor to do one or more of the following:

(1) Provide a report prior to the close-out of a funding agreement listing all subject
inventions or stating that there were none.

(2) Provide, upon request, the filing date, serial number and title; a copy of the patent
application; and patent number and issue date for any subject invention in any
country in which the contractor has applied for patents.

3) Provide periodic (but no more frequently than annual) listings of all subject
inventions which were disclosed to the agency during the period covered by the
report.

(g) If the contract is with a nonprofit organization and is for the operation of a government-
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owned, contractor-operated facility, the following will be substituted for paragraph (k)(3) of the
clause at § 401.14(a):

3) After payment of patenting costs, licensing costs, payments to inventors, and other
expenses incidental to the administration of subject inventions, the balance of any
royalties or income earned and retained by the contractor during any fiscal year on
subject inventions under this or any successor contract containing the same
requirement, up to any amount equal to five percent of the budget of the facility for
that fiscal year, shall be used by the contractor for scientific research, development,
and education consistent with the research and development mission and objectives
of the facility, including activities that increase the licensing potential of other
inventions of the facility. If the balance exceeds five percent, 75 percent of the
excess above five percent shall be paid by the contractor to the Treasury of the
United States and the remaining 25 percent shall be used by the contractor only for
the same purposes as described above. To the extent it provides the most effective
technology transfer, the licensing of subject inventions shall be administered by
contractor employees on location at the facility.

(h) If the contract is for the operation of a government-owned facility, agencies may add the
following at the end of paragraph (f) of the clause at § 401.14(a):

(5) The contractor shall establish and maintain active and effective procedures to
ensure that subject inventions are promptly identified and timely disclosed and
shall submit a description of the procedures to the contracting officer so that the
contracting officer may evaluate and determine their effectiveness.

37 CFR 401.6 Exercise of march-in rights.

(a) The following procedures shall govern the exercise of the march-in rights of the agencies
set forth in 35 U.S.C. 203 and paragraph (j) of the clause at § 401.14.

(b) Whenever an agency receives information that it believes might warrant the exercise of
march-in rights, before initiating any march-in proceeding, it shall notify the contractor in writing of
the information and request informal written or oral comments from the contractor as well as
information relevant to the matter. In the absence of any comments from the contractor within 30
days, the agency may, at its discretion, proceed with the procedures below. If a comment is received
within 30 days, or later if the agency has not initiated the procedures below, then the agency shall,
within 60 days after it receives the comment, either initiate the procedures below or notify the
contractor, in writing, that it will not pursue march-in rights on the basis of the available
information.

(¢) A march-in proceeding shall be initiated by the issuance of a written notice by the agency
to the contractor and its assignee or exclusive licensee, as applicable and if known to the agency,
stating that the agency is considering the exercise of march-in rights. The notice shall state the
reasons for the proposed march-in in terms sufficient to put the contractor on notice of the facts upon
which the action would be based and shall specify the field or fields of use in which the agency is
considering requiring licensing. The notice shall advise the contractor (assignee or exclusive licensee)
of its rights, as set forth in this section and in any supplemental agency regulations. The
determination to exercise march-in rights shall be made by the head of the agency or his or her
designee.

(d) Within 30 days after the receipt of the written notice of march-in, the contractor (assignee
or exclusive licensee) may submit in person, in writing, or through a representative, information or
argument in opposition to the proposed march-in, including any additional specific information
which raises a genuine dispute over the material facts upon which the march-in is based. If the
information presented raises a genuine dispute over the material facts, the head of the agency or
designee shall undertake or refer the matter to another official for fact-finding.

() Fact-finding shall be conducted in accordance with the procedures established by the
agency. Such procedures shall be as informal as practicable and be consistent with principles of
fundamental fairness. The procedures should afford the contractor the opportunity to appear with
counsel, submit documentary evidence, present witnesses and confront such persons as the agency
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may present. A transcribed record shall be made and shall be available at cost to the contractor upon
request. The requirement for a transcribed record may be waived by mutual agreement of the
contractor and the agency. Any portion of the march-in proceeding, including a fact-finding hearing
that involves testimony or evidence relating to the utilization or efforts at obtaining utilization that
are being made by the contractor, its assignee, or licensees shall be closed to the public, including
potential licensees. In accordance with 35 U.S.C. 202(c)(5), agencies shall not disclose any such
information obtained during a march-in proceeding to persons outside the government except when
such release is authorized by the contractor (assignee or licensee).

()  The official conducting the fact-finding shall prepare or adopt written findings of fact and
transmit them to the head of the agency or designee promptly after the conclusion of the fact-finding
proceeding along with a recommended determination. A copy of the findings of fact shall be sent to
the contractor (assignee or exclusive licensee) by registered or certified mail. The contractor
(assignee or exclusive licensee) and agency representatives will be given 30 days to submit written
arguments to the head of the agency or designee; and, upon request by the contractor oral arguments
will be held before the agency head or designee that will make the final determination.

(g) Incases in which fact-finding has been conducted, the head of the agency or designee shall
base his or her determination on the facts found, together with any other information and written or
oral arguments submitted by the contractor (assignee or exclusive licensee) and agency
representatives, and any other information in the administrative record. The consistency of the
exercise of march-in rights with the policy and objectives of 35 U.S.C. 200 shall also be considered. In
cases referred for fact-finding, the head of the agency or designee may reject only those facts that
have been found to be clearly erroneous, but must explicitly state the rejection and indicate the basis
for the contrary finding. Written notice of the determination whether march-in rights will be
exercised shall be made by the head of the agency or designee and sent to the contractor (assignee of
exclusive licensee) by certified or registered mail within 90 days after the completion of fact-finding
or 90 days after oral arguments, whichever is later, or the proceedings will be deemed to have been
terminated and thereafter no march-in based on the facts and reasons upon which the proceeding
was initiated may be exercised.

(h) An agency may, at any time, terminate a march-in proceeding if it is satisfied that it does
not wish to exercise march-in rights.

(i)  The procedures of this part shall also apply to the exercise of march-in rights against
inventors receiving title to subject inventions under 35 U.S.C. 202(d) and, for that purpose, the term
"contractor" as used in this section shall be deemed to include the inventor.

An agency determination unfavorable to the contractor (assignee or exclusive licensee)
shall be held in abeyance pending the exhaustion of appeals or petitions filed under 35 U.S.C. 203(2).

(k) For purposes of this section the term exclusive licensee includes a partially exclusive
licensee.

()  Agencies are authorized to issue supplemental procedures not inconsistent with this part
for the conduct of march-in proceedings.

37 CFR 401.7 Small business preference.

(a) Paragraph (k)(4) of the clauses at § 401.14 Implements the small business preference
requirement of 35 U.S.C. 202(c)(7)(D). Contractors are expected to use efforts that are reasonable
under the circumstances to attract small business licensees. They are also expected to give small
business firms that meet the standard outlined in the clause a preference over other applicants for
licenses. What constitutes reasonable efforts to attract small business licensees will vary with the
circumstances and the nature, duration, and expense of efforts needed to bring the invention to the
market. Paragraph (k)(4) is not intended, for example, to prevent nonprofit organizations from
providing larger firms with a right of first refusal or other options in inventions that relate to
research being supported under long-term or other arrangements with larger companies. Under such
circumstances it would not be reasonable to seek and to give a preference to small business licensees.

(b) Small business firms that believe a nonprofit organization is not meeting its obligations
under the clause may report their concerns to the Secretary. To the extent deemed appropriate, the
Secretary will undertake informal investigation of the concern, and, if appropriate, enter into



IP/N/1/USA/P/2
Page 283

Patent Laws and Regulations

discussions or negotiations with the nonprofit organization to the end of improving its efforts in
meeting its obligations under the clause. However, in no event will the Secretary intervene in
ongoing negotiations or contractor decisions concerning the licensing of a specific subject invention.
All the above investigations, discussions, and negotiations of the Secretary will be in coordination
with other interested agencies, including the Small Business Administration; and in the case of a
contract for the operation of a government-owned, contractor operated research or production
facility, the Secretary will coordinate with the agency responsible for the facility prior to any
discussions or negotiations with the contractor.

37 CFR 401.8 Reporting on utilization of subject inventions.

(a) Paragraph (h) of the clauses at § 401.14 and its counterpart in the clause at Attachment A
to OMB Circular A-124 provides that agencies have the right to receive periodic reports from the
contractor on utilization of inventions. Agencies exercising this right should accept such information,
to the extent feasible, in the format that the contractor normally prepares it for its own internal
purposes. The prescription of forms should be avoided. However, any forms or standard
questionnaires that are adopted by an agency for this purpose must comply with the requirements of
the Paperwork Reduction Act. Copies shall be sent to the Secretary.

(b) Inaccordance with 35 U.S.C. 202(c) (5) and the terms of the clauses at § 401.14, agencies
shall not disclose such information to persons outside the government. Contractors will continue to
provide confidential markings to help prevent inadvertent release outside the agency.

37 CFR 401.9 Retention of rights by contractor employee inventor.

Agencies which allow an employee/inventor of the contractor to retain rights to a subject
invention made under a funding agreement with a small business firm or nonprofit organization
contractor, as authorized by 35 U.S.C. 202(d), will impose upon the inventor at least those conditions
that would apply to a small business firm contractor under paragraphs (d)(1) and (3); (H(4); (h); (1);
and (j) of the clause at § 401.14(a).

37 CFR 401.10 Government assignment to contractor of rights in invention of
government Employee.

In any case when a Federal employee is a co-inventor of any invention made under a funding
agreement with a small business firm or nonprofit organization and the Federal agency employing
such co-inventor transfers or reassigns the right it has acquired in the subject invention from its
employee to the contractor as authorized by 35 U.S.C. 202(e), the assignment will be made subject to
the same conditions as apply to the contractor under the patent rights clause of its funding
agreement. Agencies may add additional conditions as long as they are consistent with 35 U.S.C.
201-206.

37 CFR 401.11 Appeals.

(a) As used in this section, the term standard clause means the clause at § 401.14 of this part
and the clauses previously prescribed by either OMB Circular A-124 or OMB Bulletin 81-22.

(b) The agency official initially authorized to take any of the following actions shall provide the
contractor with a written statement of the basis for his or her action at the time the action is taken,
including any relevant facts that were relied upon in taking the action.

1) A refusal to grant an extension under paragraph (c)(4) of the standard clauses.

2) A request for a conveyance of title under paragraph (d) of the standard clauses.

3) A refusal to grant a waiver under paragraph (i) of the standard clauses.

(4) A refusal to approve an assignment under paragraph (k)(1) of the standard clauses.
) A refusal to grant an extension of the exclusive license period under paragraph

(k)(2) of the clauses prescribed by either OMB Circular A-124 or OMB Bulletin 81-
22.

(¢) Each agency shall establish and publish procedures under which any of the agency actions
listed in paragraph (b) of this section may be appealed to the head of the agency or designee. Review
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at this level shall consider both the factual and legal basis for the actions and its consistency with
the policy and objectives of 35 U.S.C. 200-206.

(d) Appeals procedures established under paragraph (c) of this section shall include
administrative due process procedures and standards for fact-finding at least comparable to those set
forth in § 401.6 (e) through (g) whenever there is a dispute as to the factual basis for an agency
request for a conveyance of title under paragraph (d) of the standard clause, including any dispute as
to whether or not an invention is a subject invention.

(e)  To the extent that any of the actions described in paragraph (b) of this section are subject
to appeal under the Contract Dispute Act, the procedures under the Act will satisfy the requirements
of paragraphs (c) and (d) of this section.

37 CFR 401.12 Licensing of background patent rights to third parties.

(a) A funding agreement with a small business firm or a domestic nonprofit organization will
not contain a provision allowing a Federal agency to require the licensing to third parties of
inventions owned by the contractor that are not subject inventions unless such provision has been
approved by the agency head and a written justification has been signed by the agency head. Any
such provision will clearly state whether the licensing may be required in connection with the
practice of a subject invention, a specifically identified work object, or both. The agency head may not
delegate the authority to approve such provisions or to sign the justification required for such
provisions.

(b) A Federal agency will not require the licensing of third parties under any such provision
unless the agency head determines that the use of the invention by others is necessary for the
practice of a subject invention or for the use of a work object of the funding agreement and that such
action is necessary to achieve practical application of the subject invention or work object. Any such
determination will be on the record after an opportunity for an agency hearing. The contractor shall
be given prompt notification of the determination by certified or registered mail. Any action
commenced for judicial review of such determination shall be brought within sixty days after
notification of such determination.

37 CFR 401.13 Administration of patent rights clauses.

(a) In the event a subject invention is made under funding agreements of more than one
agency, at the request of the contractor or on their own initiative the agencies shall designate one
agency as responsible for administration of the rights of the government in the invention.

(b) Agencies shall promptly grant, unless there is a significant reason not to, a request by a
nonprofit organization under paragraph (k)(2) of the clauses prescribed by either OMB Circular A-
124 or OMB Bulletin 81-22 inasmuch as 35 U.S.C. 202(c)(7) has since been amended to eliminate the
limitation on the duration of exclusive licenses. Similarly, unless there is a significant reason not to,
agencies shall promptly approve an assignment by a nonprofit organization to an organization which
has as one of its primary functions the management of inventions when a request for approval has
been necessitated under paragraph (k)(1) of the clauses prescribed by either OMB Circular A-124 or
OMB Bulletin 81-22 because the patent management organization is engaged in or holds a
substantial interest in other organizations engaged in the manufacture or sale of products or the use
of processes that might utilize the invention or be in competition with embodiments of the invention.
As amended, 35 U.S.C. 202(c)(7) no longer contains this limitation. The policy of this subsection
should also be followed in connection with similar approvals that may be required under
Institutional Patent Agreements, other patent rights clauses, or waivers that predate Chapter 18 of
Title 35, United States Code.

(¢) The President's Patent Policy Memorandum of February 18, 1983, states that agencies
should protect the confidentiality of invention disclosure, patent applications, and utilization reports
required in performance or in consequence of awards to the extent permitted by 35 U.S.C. 205 or
other applicable laws. The following requirements should be followed for funding agreements covered
by and predating this part 401.

1) To the extent authorized by 35 U.S.C. 205, agencies shall not disclose to third
parties pursuant to requests under the Freedom of Information Act (FOIA) any
information disclosing a subject invention for a reasonable time in order for a
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@)

3

4)

(5)

37 CFR 401.14

patent application to be filed. With respect to subject inventions of contractors that
are small business firms or nonprofit organizations, a reasonable time shall be the
time during which an initial patent application may be filed under paragraph (c) of
the standard clause found at § 401.14(a) or such other clause may be used in the
funding agreement. However, an agency may disclose such subject inventions
under the FOIA, at its discretion, after a contractor has elected not to retain title or
after the time in which the contractor is required to make an election if the
contractor has not made an election within that time. Similarly, an agency may
honor a FOIA request at its discretion if it finds that the same information has
previously been published by the inventor, contractor, or otherwise. If the agency
plans to file itself when the contractor has not elected title, it may, of course,
continue to avail itself of the authority of 35 U.S.C. 205.

In accordance with 35 U.S.C. 205, agencies shall not disclose or release for a period
of 18 months from the filing date of the application to third parties pursuant to
requests under the Freedom of Information Act or otherwise copies of any
document which the agency obtained under this clause which is part of an
application for patent with the U.S. Patent and Trademark Office or any foreign
patent office filed by the contractor (or its assignees, licensees, or employees) on a
subject invention to which the contractor has elected to retain title. This
prohibition does not extend to disclosure to other government agencies or
contractors of government agencies under an obligation to maintain such
information in confidence.

A number of agencies have policies to encourage public dissemination of the results
of work supported by the agency through publication in government or other
publications of technical reports of contractors or others. In recognition of the fact
that such publication, if it included descriptions of a subject invention could create
bars to obtaining patent protection, it is the policy of the executive branch that
agencies will not include in such publication programs copies of disclosures of
inventions submitted by small business firms or nonprofit organizations, pursuant
to paragraph (c) of the standard clause found at § 401.14(a), except that under the
same circumstances under which agencies are authorized to release such
information pursuant to FOIA requests under paragraph (c)(1) of this section,
agencies may publish such disclosures.

Nothing in this paragraph is intended to preclude agencies from including in the
publication activities described in the first sentence of paragraph (c)(3), the
publication of materials describing a subject invention to the extent such materials
were provided as part of a technical report or other submission of the contractor
which were submitted independently of the requirements of the patent rights
provisions of the contract. However, if a small business firm or nonprofit
organization notifies the agency that a particular report or other submission
contains a disclosure of a subject invention to which it has elected title or may elect
title, the agency shall use reasonable efforts to restrict its publication of the
material for six months from date of its receipt of the report or submission or, if
earlier, until the contractor has filed an initial patent application. Agencies, of
course, retain the discretion to delay publication for additional periods of time.

Nothing in this paragraph is intended to limit the authority of agencies provided in
35 U.S.C. 205 in circumstances not specifically described in this paragraph.

Standard patent rights clauses.

(@) The following is the standard patent rights clause to be used as specified in § 401.3(a).

(2)

Patent Rights (Small Business Firms and Nonprofit
Organizations)

Definitions

¢)) Invention means any invention or discovery which is or may be patentable





