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ABSTRACT

	In 1998 U.S. industry invested $140 Billion of the owners money in R&D for continued existence and growth. $100 Billion of this was from the 100 largest industrial R&D investors. DOD is fully aware that it must tap more effectively into this vast reservoir of commercial technology to increase leverage on its investment in R&D. Although acquisition reform has begun to simplify the procurement of commercial products, which provides DOD with savings, virtually nothing has been accomplished to simplify nor provide saving from the $20 Billion it spends annually on R&D. 
The military will not have access to the presently unavailable commercial technologies until changes are made in the R&D contracting process. At the top of the list of needed changes are those regarding the Intellectual Property that protects industries $140 Billion of annual investment in R&D and those eliminating the unique and burdensome financial reporting requirements. 
The members of the Integrated Dual-use Commercial Companies (IDCC) were surveyed to provide the needed information regarding the current Intellectual Property barriers. From this survey, recommendations regarding the Intellectual Property changes required to give DOD the needed access to commercial technology have been made.
INTRODUCTION
BACKGROUND 
Commercial business units and laboratories are prevented from allowing the vast majority of their technologies to be available to DOD for three primary reasons. They are:
1. The requirement for the submission of cost data that is not normally generated by their accounting system and/or is considered to be proprietary. Volumes has been written and said about this subject.
2. The requirement for access to and, in come cases, ownership in their commercially developed Intellectual Property. The stockholders paid for the development of this technology and corporate management has the responsibility to assure them that the developments will, for a period of time, be exclusively available for the intended commercial purpose and possible spin-off developments. These Intellectual Property barriers are the subject of this paper.
3. The possibility, however slight, that the corporate reputation will suffer any degradation because of the difficulty in thoroughly understanding and complying with all of the nuances of the highly complex DOD regulations and expectations. Particularly when performance is evaluated in microscopic detail not normally required in commercial business and when the slightest performance problem can become a headline in the Wall Street Journal. 
These barriers are becoming increasingly insurmountable by commercial firms, even though parts of DOD are earnestly striving for acquisition reform. This is occurring because U.S. industry is battling intensifying global competition. To win this battle commercial firms are keeping the U.S. economy healthy by:
* Eliminating marginally productive activities.
* Focusing on core businesses, functions, and technologies-Military R&D needs do not represent a core activity to commercial laboratories. This influence shows in "The Industrial Research Institute's R&D Trends Forecast for 1999" (based on a survey of members) reporting that only 6% of the firms expect an increase in the "extent of governmental financial support of R&D"
* Continuing to invest in R&D. In testimony to Congress Gary R. Bachula, Acting Under Secretary for Technology, Department of Commerce, reported that "Technology is the engine of economic growth. Technology is the single most important driver of economic growth accounting for as much as 50 percent of the Nation's long-term growth, according to leading economists." 
Secretary of Defense Cohen and Jacques Gansler frequently state that one of the DOD's major needs is to eliminate the barriers that restrict the military's access to commercial technologies. They usually refer to commercial technology and not to commercial products. To access commercial technology before it is introduced as a commercial product requires having access in the R&D phase. Consequently, developing a methodology that enables the military to have access to currently unavailable commercial R&D should have a very high priority in acquisition reform activities. This is strongly supported in the Executive Summary of the "1998 Report of the Defense Science Board on Defense Reform":
"One overarching theme emerges from our assessment. That is the compelling need for Defense officials and the Congress to recognize that the key to maintaining our technological edge on 21st Century battlefields is to more closely integrate the Department of Defense (DoD) with America's dynamic, innovative and competitive industrial base. As the pace of technological change continues to accelerate, it will become even more important for DoD to access the best that US industry can provide, both in acquisition and support."
The Center for Strategic & International Studies 1998 report on the "U.S Defense Industrial Base" resonated with the Defense Science Board:
"Thus, if the nation is to have the military capabilities it deems necessary in order to maintain its role as a world leader and preeminent military power, DoD must devise a strategy for harnessing the explosive growth in new technologies and innovative practices that is transforming the private sector economy. DoD needs to capture very rapidly, for use by the military, the advances being made in commercial technology. One reason for moving rapidly in this field is the fact that many of these new technologies are available to friend and foe alike through the commercial marketplace."
Some of the barriers are actually complete obstructions, barricades, that keep most high technology commercial laboratories from even considering allowing DOD access to their R&D. The barriers that are highlighted in this paper (rights in background patents, trade secrets and technical data) are keeping invaluable technology from supporting the military. 
SURVEYING THE INTEGRATED DUAL-USE COMMERCIAL COMPANIES 
For this paper the members of the Integrated Dual-use Commercial Companies (IDCC) were surveyed. IDCC members are 

· 3M 

· Dow Chemical 

· Corning Inc. 

· Dow Corning Corp. 

· W.L. Gore and Associates Inc. 

· IBM 

· Eastman Kodak Co. 

· Motorola 

· Honeywell 

The primary goal of IDCC is "To more effectively provide the Federal Government with products, technologies and services using commercial practices." 
To fully appreciate the IDCC comments regarding Intellectual Property, it is important to highlight some of the unique aspects of the selective membership in IDCC. By any measure, IDCC member firms are industrial leaders. However, for this report, their technological leadership is of particular significance. IDCC firms invested $12 Billion in R&D in 1997, 6.5% of sales. The U.S. Patent Office reports that the top three U.S. firms in the grant of U.S. patents for 1997 and 1998 were IBM, Motorola, and Eastman Kodak, all IDCC members. The nine IDCC members contribute 10% of the US industrial patents and 9% of US industrial R&D investment. See our homepage (http://www.idcc.org) for more information. 
IDCC firms provide DOD with predominately commercial products, modified commercial products and R&D. They are generally satisfied with the progress of acquisition reform, as it relates to commercial and modified commercial products, recognizing that implementation is not complete. But, acquisition reform has not dealt in any meaningful way with the procurement of R&D from commercial laboratories. 
IDCC members have many technologies that have significant potential military benefits but the majority of the IDCC member's laboratories are highly reluctant to accept, most simply refuse FAR covered contracts. The predominance of member firms have performed FAR covered R&D contracts but only in highly circumscribed technologies and laboratories. They have been working for years to be able to more fully support the military with their more advanced technologies and laboratories. However under DOD's present methods of R&D contracting, commercial firms in competitive businesses can not afford the risk of diminishing the potential of their emerging commercial technologies. It has been reported that 85% to 95% of the leading edge commercial laboratories have made the same decision. "Other Transactions" have demonstrated that commercial firms are willing to open the doors to laboratories that have previously been unavailable to DOD when the DOD contracting officers have sufficient flexibility. This willingness is further proven by IDCC's missionary work with DARPA on the use of FAR Part 12 for R&D contracts. 
Intellectual Property was the predominate barrier to IDCC firms performing R&D with/for the Government when formed in 1991 and it has been, ever since then. In January 1999 we surveyed IDCC members regarding their recent experience with DOD Intellectual Property practices. The body of the paper contains their responses and recommendations. Attorneys employed by IDCC firms that are recognized leaders in government contracting prepared a number of the responses. 
SURVEY RESULTS
SURVEY COMMENTS #1:
Intellectual property (IP) has always been at the heart of the differential advantage in our products; or more simply put, IT'S THE REASON PEOPLE BUY OUR PRODUCTS! Our technical performance is what differentiates our products from those of our competition, if customers want the performance, our products are usually the only choice. We achieve this by our proprietary processes, using our intellectual property. This intellectual property consists of a combination of trade secret information and public patented ideas. For most commercial firms doing business with DOD means giving up the IP and that destroys their competitive position. It has always been very difficult for commercial firms with leading edge technology to do business with the government--- hence, the separation of government and commercial businesses by many firms. 
The FAR clauses for patent rights are enlightened-retention by the contractor, appears to us, to give a reasonable balance to the public versus private interests. We have no argument with the government getting a royalty free license. 
Conversely, the FAR clause for technical data rights starts with the premise that whatever the government funds it owns. They further expand that to cover trade secrets and process information for second sourcing purposes. According to the spirit of the regulation's minutia information; such as, machine settings, lab notebooks, jigs, and special equipment are all government property and therefore can be accessed by the government for its purposes. This effectively makes the knowledge public, because the government accepts very few reasons to resist disclosing useful information to the public in this age of freedom of information. Fortunately, most government contracting is not practiced this way, but the regulations are on the books should the governmental need arise. This risk to our commercially developed and funded technical data always overhangs every potential FAR contract that we consider performing. 
To function, in even a small way, in this environment we very carefully select our government contracts. In those technologies in which we select to participate our reports are very artfully written to not reveal anything of commercial economic importance. We make certain that our ultimate deliverables to the government satisfy the reason public funds were expended, but the underlying IP has to be protected to preserve our commercial market position. This logic has made many technical areas "off limits" to government contracting when we balance the high value to the corporation of these technologies compared to our ethical responsibility to satisfy all of the contract requirements. 
Our firm participates in a number of high technology markets that are commercially very lucrative and are also of great interest to the government. We do not take any government money in these areas. Indeed, our nightmare scenario has been that one of our government contracts accidentally stumbles across something really, really big with tremendous economical consequences. If that actually happened, about a half dozen of our largest competitors would immediately petition the government to release as much information on the new technology as possible for "the greatest public benefit." And because our competitors are major multinational firms with much political clout, the profitability of this technology to our firm will evaporate. (Technology does not flourish in commodity markets but our government regulations were written in response to simplistic 19th century economics.) This situation must be remedied to allow DOD access to significantly more of the existing and developing militarily significant commercial technologies. 
SURVEY COMMENTS #2 
Patent Rights 
The current patent rights policies and regulations are primarily based on a statute - the Bayh-Dole Act - and a Presidential Memoranda. The Bayh-Dole Act (Public Law 96-517) is codified at 35 U.S.C. 202-204. This Act applies only to small businesses and nonprofit organizations. The Act generally provides that title to any invention or discovery made or first actually reduced to practice under any contract, grant or cooperative agreement between any Federal agency and any contractor may be retained by the contractor subject to the right of the Government to a non-exclusive, nontransferable, irrevocable, worldwide, paid up license to practice or have practiced for or on behalf of the Government. The license grant to the Government is not dependent on whether the Government funded all or part of the work. The license rights to the Government may be expanded if necessary. In some circumstances, the Government may elect title and provide the contractor with license rights. Additional statutes provide title to the Government for certain work funded by the Department of Energy and by NASA. The basic policy enacted under Public Law 96-517 was extended to all contractors (i.e. large businesses) by Presidential Memoranda dated February 18, 1983. 
In the commercial environment, when a company is solicited to build a new product, system, or capability, the buyer (another commercial firm) frequently requests patent rights and data rights. Such requests are almost universally denied because the seller has too great of an investment in its technology and capability to give it away as part of a product sale. In reality buyers are usually wary of paying for development and then allowing a seller to resell the developed system at a much lower price to a competitor. In most cases the buyer and seller can negotiate a restriction on the unique design such that it cannot be resold within some period of time, e.g. five years. Thus the seller can maintain its technology and the fruits of its technology (its competitive edge) while still protecting the buyer's investment. 
The government isn't in competition and should not have the same concerns as a commercial buyer. It has a different set of policies such as promoting use of government sponsored research and development, promoting competition, meeting its own unique needs for worldwide use of products, and protecting the public from unreasonable use or nonuse of inventions. 
From a practical standpoint, while the government patent and data policies tend to scare off some sellers, the government's use of these rights is minimal except for some attempts to secure parts and assemblies for weapon systems from multiple sources. "March in" rights are rarely asserted and are even more rarely upheld by the courts. For most procurements, the government limits the supplier pool with unreasonable patent and data rights clauses and does not really benefit from rights obtained. 
The government needs to be more realistic in its approach to trying to obtain patent and data rights for itself. For most of us (big companies), agencies already have the latitude under the Memoranda cited above to waive or omit the requirement of the Bayh-Dole Act. The Memoranda provides: "any of the rights of the government or obligations of the performer described in 35 U.S.C. 202-204 may be waived or omitted if the agency determines
(1) that the interest of the United States and the general public will be better served thereby as, for example, where this is necessary to obtain a uniquely or highly qualified performer: or
(2) that the award involves co-sponsored, cost sharing, or joint venture research and development, and the performer, co-sponsor, or joint venturer is making substantial contribution of funds, facilities or equipment to the work performed under the award." 
The FAR could easily be rewritten to encourage contracting officers to waive or omit the patent rights clauses to encourage participation by commercial firms and thus better serve the public interest. 
In addition, scrap most of the basic premises of the current regulatory scheme. Contractors should not have to disclose inventions or discoveries to the government. If the contractor applies for a patent, the government will have notice since the Patent and Trademark Office is part of the Government. This will do away with the administrative costs of having a reporting system and the potential loss of the patent if the contractor fails to notify the contracting officer. It also alleviates the situation where companies do not desire patent protection but rather wish to rely on trade secret protection. We negotiated a patent rights clause under an "other transaction" to include the following language: (the government was insisting on a FAR-like patent rights clause including march-in rights.) 
If Company determines to protect a subject invention as a trade secret, then only the fact of the subject invention and the general subject area of the invention shall be required to be revealed to Agency, provided Company commits to practical application of the subject invention including availability to the general public via licensing or other means on reasonable terms. 
The language above could only have been accomplished under an OT because it allows the company to make a decision that effectively takes away the governments patent and license rights. It still protected the public policy of encouraging commercialization of a discovery. 
Most companies are very efficient at figuring out whether or not it is worth it to patent an invention. If a company decides not to patent an invention, why should the government need to second guess the decision, and how often does the public benefit when the government patents a subject invention after a contractor has declined to do so. 
Most companies do not charge royalties per se when the government or anyone else buys a product from the company, which includes a company owned invention. Royalty charges are a relic from cost based contracting. If we were not performing cost based contracting and limiting recoverable patent costs to those required by contract (FAR 31.205-30), the government wouldn't need to worry about royalty free licenses. (The real truth is that patent costs are normal costs of doing business and there shouldn't be a cost principle limiting patent cost allowability.) 
Data Rights 
Data rights are more problematic especially for DOD because the DFAR data rights clause is based on 10 U.S.C. 2320 which prescribes unlimited rights in data developed completely with government funding and negotiation of rights when development results from mixed private and government funding. However, the regulatory implementation goes much farther than it needs to. The government should rewrite this whole section to implement the commercial item approach to data rights. In most cases, the government should not need any more rights than anyone else needs when they buy a product or service in a commercial marketplace. So why not write clauses that put the emphasis on not needing or obtaining rights except in those few instances when it is really necessary. Necessity should be justified up front, and it should be plain in the solicitation that the government is buying rights or a special work. The government should also allow contractors to offer optional approaches, which protect both the government and contractor interest in data. 
SURVEY COMMENTS #3 
DOD has no inherent right to data, property or rights in commercial products or commercial companies performing R&D, because the commercial company has invested exclusively or predominantly in the technology. We acknowledge that the government has the right, if not the obligation, to protect itself against decisions that may impact the future availability or price of a product. Therefore, it has the authority to negotiate an acceptable arrangement to achieve that end. If such an arrangement cannot be achieved, the DOD customer is authorized to consider arrangements for alternative products or with other suppliers without further considering the product or company with which a satisfactory arrangement could not be achieved. 
DOD acquires: 

· unlimited rights so that it can protect itself against the loss of a source or a source charging excessive prices and 

· LEVEL 3 data so that it can fully describe the requirement should they have to go to a source other than the original manufacturer. 
Recognizing that commercial suppliers normally deal with responsible sources whereas DOD must deal with first time sources who may sometimes prove subsequently to be less than responsible. This creates, for DOD, the atmosphere of "Trust but verify," which is not the desirable way of doing business. Solution: DOD should differentiate the commercial environment from the typical defense environment by precluding the attempt to buy unlimited rights and Level 3 data for commercial products, R&D and services. DOD should protect itself to a continued source of supply in the same manner that commercial firm's handle that need. 
Bottom Line- No overall responsible solution appears to exist that encompasses both the defense industry, where the government has been the dominant if not exclusive investor in technology and products, and commercial industry. Therefore we recommend separate solutions reflecting the different circumstances. These solutions could take the form of separate regulations for all procurement (R&D, services and product) from predominantly commercial firms. This could be accomplished simply by broadening FAR Part 12 to include R&D and services. 
SURVEY COMMENTS #4 
Commercial enterprises have developed their products and technologies at their own cost and risk. For leading edge performance oriented entities, the performance of their products differentiates them from all their competitors. Allowing access to that technology, even if only for the manufacture of goods for Government use, permits the "would be" competitor to learn how to decrease the difference. The performance oriented commercial entity cannot afford to give away this advantage. The funds - full funding, cost sharing, or some other formula - paid by the Government for the company's assistance in research efforts that lead to this result (and today all arrangements that involve the payment of any Government money, practically speaking, do so) are not fair compensation to the stockholders for the loss or potential loss of this advantage. 
This enterprise has looked carefully and extensively into ATP's, DOE, NASA, and DOD research efforts and has found that underlying all of these programs is a requirement that the customer have access to the developed technology. There has been no lack of similar effort and creative thought on the part of the Government personnel involved in these efforts, they too were working to find a way to accommodate the Government's and our diverse needs. Where the customer is paying the bill, perhaps this is the only acceptable result for the customer. But this enterprise has had to walk away from efforts in all of these forums because the buyer, paying all or part of the bill, has been unable to reconcile its legal and regulatory constraints with a limit on its rights to include only the technology actually identified as the thing to be developed in the applicable statement of work in the rights to be obtained. 
We are told there are insurmountable reasons why co- incident (but not created as a result of work done on the specified project) developments cannot be excluded from the reporting and ownership rules. We are told background technology, the fundament of our enterprise must be licensed free of charge (the Government already has access for governmental purposes for reasonable and entire compensation). These conditions create risks we cannot fairly ask our shareholders to bear. So, we have concluded that with very limited exceptions, all of which involve no payment of any kind for our efforts, participation in Government sponsored R&D is not something we will pursue. 
SURVEY COMMENTS #5
We support the IDCC view that commercial firms perform Government R&D to leverage their own development funds and strategic technology plans. Most commercial companies (or at least IDCC members) have identified a market need for the "new" technology--a "commercial" market need that is independent of the Government's interest--and have developed strategic plans to sell the "new" technology in that market of interest. 
It appears that DOD is always seeking to acquire unlimited rights and Level III technical data packages because it is concerned about logistics support for fielded systems that incorporate the "new" technology. By seeking unlimited rights and Level III data packages, DOD is essentially setting itself up for a "second source." But this response is premature. When there is a good likelihood that the commercial developer will have the technology available to DOD when needed. 
DOD's concerns are not unique to DOD; commercial firms face this issue also. However, rather than immediately acquiring unlimited rights in the "new" technology being developed by its commercial supplier/partner, the commercial firm is likely to acquire a "contingent manufacturing right." This right provides that in the case the commercial market never develops or the commercial supplier/partner exits the market, then the commercial supplier/partner grants a manufacturing license to its commercial technology. This approach works for commercial firms. If DOD is really interested in buying "commercial," then it should adopt this approach. 
More commercial technology will be available to DOD when it's contract negotiators articulate DOD's true concerns and needs for the specific contract and then strive to obtain only them. 
SURVEY COMMENTS #6 
Regarding patents, the solutions are not easily accomplished but they are simple. To obtain greater access to technologies in commercial laboratories DOD must either revise the Bayh-Dole Act or allow greater use of "Other Transactions." Under the current laws and regulations we estimate that DOD has access to less than 5% of the US industrial R&D investment. We recommend that all R&D (S&T) solicitations in which commercial laboratories participation is desired contain a statement that an "Other Transaction" will be considered in the event that the needed technologies cannot be made available under a standard FAR contract. 
A second issue with regard to patent regulations is those inventions that a firm may wish to keep as a trade secret. Under Bayh-Dole, if the inventing firm does not patent an invention then the government has a right to patent the invention. Many commercial firms have some inventions that they want to keep as a trade secret and therefore do not want a patent on that invention. Some firms, Cray Research is a good example, keep all their inventions as trade secrets-only since they began using "other transactions" has DARPA been able to convince Cray to work with them on R&D. 
Regarding data rights, nothing is simple. The complexity can be demonstrated by assembling a copy of (1) Subpart 227.4 of the DFARS that covers DOD rights in technical data and computer software; (2) the approximately 22 DFARS clauses in DFARS 252.227-7013 through 252.227-7037 and (3) the 357 page book "Rights in Technical Data and Computer Software-The Department of Defense Rules" published by George Washington University Law school that explains these regulations and clauses. 
These regulations are so complicated and complex that few people in commercial companies understand them. These regulations contain many administrative requirements that are potential traps that if not met and can result in the loss of proprietary rights despite the fact the contractor has made substantial investments at its own expense to develop the technology. An example is the requirement to list in the contract all technical data and computer software that will be delivered to the government with less than unlimited rights. 
The DOD regulations are based in part on statute-10 U.S.C.2320-2321 however the regulations and clauses have been made much more complex than required by these statutes. 
The average DOD contract received by our firm contains about 9 DFARS rights in technical data and software clauses which are 21 pages in length in the regulations. We have frequent problems in complying with these requirements because we are a commercial company and the patent attorneys and business people do not work frequently enough on DOD contracts to learn the requirements. The patent attorneys throw up their hands when they are given a copy of the regulations. They say they don't have the time to read and learn the regulations for projects that often make up less than 1% of their unit's business. 
Another problem encountered in the field is the reluctance of DOD contracting personnel at the working level to negotiate changes in data rights, even when permitted by the regulations. Part of the problem is that they don't understand their own regulations because they are so complex. 
Until 10 USC 2320 can be changed, DOD should generate a new, simpler, regulation for commercial firms that do not have, want, nor need the systems to handle the present complex requirements. We recommend that, for contracts with commercial segments, DOD actively support the use of FAR Part 12 for R&D contracts, which have more acceptable Data Rights requirements. Of course, the use of an "other transaction" makes the negotiation more similar to standard commercial negotiations and is therefore preferable to commercial segments that do little or no contracting with DOD. 
SURVEY COMMENTS #7 
Create a new section of the DFAR for commercial segments that have refused or have accepted only limited dollars of DFAR covered contracts. Using an existing threshold as an example-CAS at $25million-the new Commercial Segment DFAR section would be applicable for all firms that had less than $25 million in DFAR covered contracts and those contracts were less than 10% of total sales. This new section would allow for simpler data rights handling, no CAS and the use of FAR Part 12 or "other transactions" for R&D (S&T) and prototype activities. 
SURVEY COMMENTS #8 
When an industrial sponsor is providing R&D support and funding, contributing to the development of new IP, the sponsor should receive, at least, a guaranteed, paid-up, non-exclusive license to that IP. In other words, we should enter into a contract with the guarantee that we will, at least, be able to use whatever results from the collaborative work (without being hit-up for further royalties). Too often, the government agency takes the position that, even though that IP would not have resulted were it not for the Sponsor's contribution, the Sponsor should not have to pay royalties in order to utilize that IP. Many parties would be more "collaborative" if they didn't have to run the risk of doing work only to be prevented from utilizing the fruits of their labor. 
Option periods for inventions should be reasonable. If an invention arises, and the Sponsor has a defined period within which to elect the invention, the period should be reasonable. "Reasonable", means that the option period does not start "ticking" until we actually have a patent over which to negotiate. Too often, the agency wants to time the option period from a date at which a disclosure is submitted to the patent function of that agency. This is far too early and it is unreasonable to time the option period from this date. At the disclosure stage, the invention (if it truly is an "invention") is not adequately defined. A lot happens with the scope of the claimed invention between the disclosure date and the date upon which a patent issues. Until a patent examiner has actually examined the patent application and held that certain claims are allowable, you have no idea of what will be the proper scope of the invention claims. Until you know the claim scope, it is impossible to value the invention, its competitive advantage, commercial utility, and our right to practice. 
For trade secrets, it is next to impossible for an industrial sponsor to count on being able to keep CRADA information as trade secrets. In private industry, trade secrets are one of the most important types of intellectual property. In fact, for many situations, trade secret protection may be a better alternative than patenting. However, if an invention arises under a government contract, and the Sponsor does not patent, then the government can go ahead and do so. Regulations are needed which recognize the value of trade secrets as IP under government contracts, and provide for the option of keeping IP as trade secrets (maybe if even for a finite period of time). For most technology rich commercial firms, government contracting is not a desirable leveraging alternative for many technologies. 
Government agencies need to become more enlightened with modern corporate structure and operations. Many of the companies with whom the Government will have R&D contracts are global companies having employees spread out all over the globe with, for example business R&D Directors not located in the United States. However, usually the government contract's signatory party is a U.S. corporation. When the R&D Director is outside the U.S. he is actually an employee of an affiliate of the signatory party. For this reason, in order for the R&D Director to have access to confidential information, we often have to negotiate language in our government contracts that allows that the signatory party to share the confidential information with its Affiliates and Affiliates may disclose confidential information to the Government. Unfortunately, introducing this type of language (while extremely common in the industry) has been a nightmare with government agencies. Most all of U.S. industry is in the same boat (whether they recognize it or not). Government agencies need to take a reality check and become less rigid with how they work with these global companies. The use of standard "Affiliates clauses" should be mandated when applicable. 
A one-step Solution: Use the same rules for all businesses as are currently used for small ones. ATP already does this. Without technology ownership, in the present business climate, most major technology rich commercial firms will not fund any portion of research projects, especially longer term projects which are historically the interest of DOD. Switching to the current SBSDB IP clause will eliminate 80% of their concerns with R&D contracts, and substantially expedite the contract selection and administration activities. 
SURVEY COMMENTS #9 
When the government needs to obtain right in background data or commercial proprietary data the vendor's license agreement should be used instead of limited rights. The government does not need limited rights. This is how it is handled in the commercial environment and would be similar to the way the government treats background commercial software. 
A major commercial drawback to the current DFARS is the government acquiring Unlimited Rights in technical data and computer software developed with costs allocated to a government contract (272.227-7013 Nov. 1995, 252.227-7014 June 1995). It would be preferable to license software under standard commercial terms under negotiated license agreement, even when a portion of the software was developed with costs allocated to a government contract. Although the DFARS provide for Specifically Negotiated License Rights, contracting offices have been reluctant to negotiate. This also applies to Government Purpose Rights. 
Collecting royalties from the U.S. Government when they are responsible for the infringement of patents is a major problem. Unless a special deal is worked out in advance with the agency causing the infringement, these matters require exhausting the patentee's administrative remedies with the agency causing the infringement. The patentee's charges of infringement are nearly always denied by such agencies regardless of the merit of such claims because it is in the best interest of the agency to do so. More particularly, by denying the claim the agency forces the patentee to go to the Court of Claims and the charge is defended and the damages are paid by the Justice Department budget thereby eliminating any impact on the budget of the infringing agency. The foregoing procedure is much more burdensome on the patentee than the procedure followed when a commercial company infringes. Normally, negotiation rather than the expense of litigation handle commercial infringement. 
SURVEY COMMENTS #10 
Comments from the Research Division of a major, multinational corporation that currently accepts selected DOD R&D contracts. 
Why can't we negotiate intellectual property rights on a case-by-case basis, and have the existing intellectual property clauses used as default? That is, if the parties don't negotiate different IP terms and conditions for patents, copyrights, and data rights in the contract, then the current clauses or something very close to them will be the IP terms and conditions that will govern that deal. That will leave both parties - the Government and the company - the latitude to negotiate the appropriate IP terms to fit the particular deal, depending on all the variables involved, such as: * How much background intellectual property is the company bringing to the table? * How much money the Government is investing? * What is the typical IP treatment in the particular industry? In the commercial world, each party has a starting point - a standard contract or standard IP terms and conditions - that they use with another company to begin negotiations of acceptable language. From there, they have discussions that involve their business people, IP attorneys, and contract administrators and they haggle back and forth on terms and conditions in order to arrive at mutually acceptable language. On some rare occasions, they may reach an impasse, and the deal is not done, the contract is not entered into, and that's it. However, in most cases, they do come to agreement. It's not always pretty, and it often takes a great deal of time and effort, but eventually it gets done, and both parties are ok with the terms and conditions. Why can't we do that on Government contracts? 
We have many divisions of our company which refuse to get involved in Government contracts. This is in part, due to the numerous cost-related regulations and statutes involved, but also in part because of the automatic rights that the current IP clauses give the Government in technologies that they have been working on for many years and on which they have spent millions of dollars. The thought of the possibility of the Government obtaining march-in rights, or the right to have an invention practiced on behalf of the Government by a third party, most likely a competitor, is enough to scare them away from doing business with the Government. If IP rights were negotiable, that would remove this stumbling block to gaining access to the latest technologies. 
SURVEY SUPPORT INFORMATION 
A number of studies and reports have substantiated that IP is a principal deterrent to most commercial firms. Examples: * "Performing Collaborative Research with Nontraditional Military Suppliers" by RAND for the Army. * The Center for Advanced Technologies conducted a workshop attended by senior government and industry managers. The meeting report stated: "One of the most vociferous arguments regarding barriers to capturing non-traditional technology for defense use was that of intellectual property rights. Immediately picked up as "a barrier-not-on-the-list" was how the department historically views its right to have full access and information to data which most companies feel are proprietary. It was unanimous among the industry participants that whatever size or level company, prime or small, the better way to encourage access to technology was to limit the government's right to data and intellectual property. Many companies feel this intrusion is a major barrier, particularly small companies who feel that their company's competitive advantage is their technology. They put their competitive advantage in jeopardy by doing business with the government directly or as a subcontractor or supplier to a prime company providing product or service to the DoD, because of the government's insistence in knowing all the technical data involved." * The current book "INVESTING IN INNOVATION, Creating a Research and Innovation Policy That Works" states: "A "one size fits all" research and innovation policy is almost certain to be unsuccessful. Every industry is different and government' agencies must be sensitive to these differences, which may call for different policy tools and different mixes of science, technology' and systems research. For example, strong patent protection is essential to business success in pharmaceuticals, but less so in the computer industry, where most large firms are cross-licensed internationally. Biotechnology firms draw directly on forefront basic science, while chemical and materials firms are more dependent on advanced process technology. Industry structures are also very different. In some, scale economies are vital (chemicals, energy, communications)." 
Virtually every technology rich commercial firm/segment has concern for its background patents and technical data. This background technology defines the company and its potential. Normally it is this background that caused DOD to have an interest in a cooperative R&D effort. On many occasions, when considering a DOD R&D activity, the responsible commercial business executives ask only one question "Is there any risk to our background technology?" Unless that question can be answered satisfactorily there is no reason to weigh the other regulatory burdens and risks against the potential benefits of the activity. 
CONCLUSIONS 
The IDCC data demonstrates that: 1. Trade secrets are critical to a number of the members. Trade Secrets are most significant for commercial firms/segments whose products and/or production are process oriented; plus, the segments with products and technologies that have a longer product life cycle. 2. Technical data is a major problem for many of the firms, but not all. This depends on the experience and confidence that the firm has in handling DOD's voluminous and complex technical data requirements and on the corporate sensitivity of the technologies involved. 3. Regarding patents, not trade secrets, most IDCC firms can accept negotiating under the current DOD patent regulations as long as: * They apply only to work done under a profit-bearing contract. * Background technology is unencumbered. * The DOD negotiator utilizes all of the flexibility that is available within the regulations. 4. The barriers can be viewed in a before contract and during contract performance perspective: * Before the contract the IP issues of primary concern are; rights in background Intellectual Property; as well as, for some firms, rights in developed trade secrets. * After contract formation the primary IP issues are the complexity, risk, and cost to comply with technical data requirements and timely patent applications. 
The recommended changes are: 1. Commercial R&D, like commercial products, require different regulations than weapon systems. 2. Broaden FAR Part 12 to include R&D, addressing the concerns reported in this survey; trade secrets, technical data and background Intellectual Property. This will encourage non-traditional commercial laboratories to allow DOD access to more of their R&D and should be on the top of DOD's acquisition reform list. 3. A short term solution(require all R&D solicitations in which DOD wants commercial participation contain a statement that, with proper justification, an Other Transaction or a FAR Part 12 will be considered. DOD will quickly have access to more of the technologies in the 85 to 95% of the U.S. commercial laboratories that currently will not accept a DOD R&D contract. 
DOD leaders acknowledge that DOD must have access to commercial technology. 
DOD is still losing suppliers for R&D: * Commercial firms are dropping out * Defense firms are merging. It is time for DOD to generate a comprehensive commercial regulation that will enable commercial firms and commercial segments of both defense and commercial firms to make more of their technologies available to DOD. 
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