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IP RIGHTS UNDER NASA AND DOD

“OTHER TRANSACTION” AGREEMENTS—

INVENTIONS AND PATENTS

By Daniel J. Kelly*

There are 11 federal agencies authorized by Congress to enter into other

transaction agreements (OTAs).1 In the past six years, the use of OTAs has

more than doubled (going from $1 billion in fiscal year 2012 to $2.3 billion in

fiscal year 2017).2 The increases are most assuredly due to U.S. concerns of los-

ing the technology race with countries considered our adversaries and the

increased need to take advantage of developing commercial technologies from

companies adverse to traditional procurements.3 This BRIEFING PAPER focuses on

the treatment of rights to inventions and patents in OTAs used by the Depart-

ment of Defense (DOD) and the National Aeronautics and Space Administra-

tion (NASA). Concerns about the technology race and bringing new commercial

technologies to the Government marketplace led Congress to authorize OTAs

for NASA in 19584 and DOD in 1989.5

DOD and NASA OTAs are unmoored from traditional statutes and regula-

tions governing procurement of contracts, grants, cooperative agreements, and

cooperative research and development agreements, including those addressing

the allocation of intellectual property (IP) rights.6 OTAs are catnip for technol-

ogy companies lured by the promise of a streamlined contracting process with

built-in flexibilities to give them maximum protection of preexisting IP and the

benefits of IP produced under the OTA.

After providing background on DOD’s and NASA’s use of OTAs, this BRIEF-

ING PAPER is organized in two main parts. To provide context, it first describes

DOD’s and NASA’s treatment of patent rights under traditional funding instru-

ments, as prescribed principally by the Bayh-Dole Act or Patent and Trademark

Law Amendments Act7 and the IP provisions of the National Aeronautics and

Space Act of 1958,8 and regulations and clauses promulgated thereunder. It then

describes and contrasts the treatment of patent rights by DOD and NASA under

their OTA authority.

This BRIEFING PAPER finds that both agencies are falling back on traditional
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clauses in their OTA policies and forms despite the freedoms

offered by the OTA statutes to craft a license agreement

governing inventions and patents providing more benefits

and fewer risks to new entrants to the federal marketplace.

This PAPER is designed to show where flexibility exists under

the OTA mechanism and highlight examples and opportuni-

ties where the parties, respectively, have diverged and can

diverge from traditional terms and conditions governing pa-

tent rights to enter into an agreement where the risks and

rewards are properly balanced.

Background

DOD

The biggest expenditures using the OTA vehicle have

been incurred by DOD, totaling $5.5 billion in the years

2012 to 2017, and making up two thirds of the OTA

spending.9 Despite such spending levels, DOD has recently

been admonished to step up their use.10 With the passage of

the National Defense Authorization Act for Fiscal Year 2018

(FY 2018 NDAA), Congress instructed DOD to “establish a

preference” for using other transactions in “the execution of

science and technology and prototyping programs.”11 In

writing the legislation, Congress expressed frustration with

DOD’s “ongoing lack of awareness and education regarding

other transactions, particularly among senior leaders,

contracting professionals, and lawyers,” and the need to

tolerate “more risk”—“mitigated through various means

from oversight to program design and acquisition strate-

gies,” in order to increase the “development and fielding of

critical new capabilities.”12 The John S. McCain National

Defense Authorization Act for Fiscal Year 2019, signed by

the President on August 13, 2018, instructs DOD to collect

data on the use of OTAs so that the Assistant Secretary of

Defense for Acquisition can “analyze and leverage the data

. . . to update policy and guidance” on the use of OTAs,

and to produce for four years an annual report, beginning on

December 31, 2018, on DOD’s use of OTAs, to include

“highlights of successes and challenges using the authority,

using case examples.”13

DOD’s authority is limited to research and prototype proj-

ects under 10 U.S.C.A. § 2371 and § 2371b. DOD’s OTA

prototype authority permits DOD to issue a follow-on sole

source production contract once the prototype project is suc-

cessfully completed.14 Leading the way is DOD’s Defense

Innovation Unit (Experimental) (DIUx), formed in August

2015 to “accelerate the development, procurement, and

integration of commercially-derived disruptive capabilities

to regain our technological lead in offensive and defensive

capabilities.”15 Through its Commercial Solutions Opening

(CSO) rapid-fire simple contracting vehicle, DIUx issued 48

prototype projects for a total of $104 million in 2017 alone,16

and through February 2018, 61 OTA prototype projects

totaling $145 million and averaging 78 days from initial

contact to contract execution.17 For the first time in the his-

tory of DOD’s authority under 10 U.S.C.A. § 2371b, it has

transitioned at least two prototype projects to production

contracts;18 however, one of those OTAs, an award to REAN

Cloud LLC for $65 million for cloud migration services,

was successfully protested on the ground that DOD did not

comply with § 2371b’s statutory requirements that the

prototype OTA specifically provide for the award of a

follow-on production contract and that, prior to the award of

such contract, the prototype OTA must be successfully

completed.19

NASA

NASA is the most active agency in executing OTAs

(known as Space Act Agreements (SAAs)),20 currently

identifying 1204 active SAAs with domestic commercial,

state, local government, and nonprofit partners and 748 ac-
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tive international SAAs.21 Unlike DOD, NASA’s OTA

authority is unlimited. NASA’s Commercial Crew Develop-

ment (CCDev) Program initiatives designed to stimulate ef-

forts within the private sector to develop system concepts

capabilities leading to commercial human spaceflight ser-

vices have resulted in $1.43 billion in SAAs since 2009.22

NASA’s CCDev Program was recently favorably cited by

the President of the Commercial Spaceflight Federation and

member of the White House National Space Council User

Advisory Group, noting the DOD’s “acquisition system’s

inability to swiftly take advantage of commercial

innovation.”23 Indeed, President Trump’s June 2018 an-

nouncement and order to the Pentagon to create a U.S. Space

Force “separate but equal” to Department of the Air Force

was seen as a rebuke to the Air Force’s ability to field space

systems in a timely manner.24

What Are OTAs?

OTAs are not defined by statute except to say that they

are transactions other than contracts, grants, or cooperative

agreements.25 They spring not from a universal law or

regulation applicable to all federal agencies, but rather from

a diverse set of permanent and temporary statutes26 (and

limited implementing regulations) unique to 11 federal

agencies.27 They are developed primarily based on policy

statements and form agreements issued by each of the re-

spective agencies under their authorizing statutes.28

As a result, OTAs are exempt from the principal statute

and implementing regulations addressing IP rights in inven-

tions conceived or reduced to practice under DOD and

NASA Government-funded or partially Government-funded

procurement, research, and assistance vehicles—the Bayh-

Dole Act,29 35 C.F.R. Part 401, Federal Acquisition Regula-

tion (FAR) Subpart 27.3, Defense FAR Supplement (DFARS)

Subpart 227.3; NASA FAR Supplement (NFS) Subpart

1827.3; and pertinent sections of Titles 2 and 32 of

the Code of Federal Regulations (governing grants and co-

operative agreements). One important exception to this rule

is the Space Act30 and its implementing regulations, govern-

ing, in part rights in inventions for large for-profit businesses

under the National Aeronautics and Space Program, whose

broad statutory authority extends to OTAs.31

Part I—Patent Rights Under Non-OTAs

Part I of this BRIEFING PAPER provides an overview of

DOD’s and NASA’s treatment of patent rights under tradi-

tional funding instruments.

The Bayh-Dole Act

Patent rights refer to the Government’s rights to “prac-

tice” an invention or discovery, that is, or will be, protected

by a patent under U.S. law and under corresponding foreign

laws. 35 U.S.C.A. § 101 provides for the patentability of

“any new and useful process, machine, manufacture, or

composition of matter, or any new and useful improvement

thereof” (i.e., utility patents). 35 U.S.C.A. § 171 provides

for the patentability of “new, original and ornamental design

for an article of manufacture” (i.e., design patents).32 35

U.S.C.A. § 154 provides for a grant of a right to “exclude

others from making, using, offering for sale, or selling” a

patented invention (or products made by a process which is

an invention) “throughout the United States, or importing

[the invention] into the United States” for a period of 20

years.33

The principal statute governing the allocation of rights to

inventions subject to patent protection under Government

procurements is the Bayh-Dole Act.34 The statute applies to

“funding agreements” defined as “any contract, grant, or

cooperative agreement entered into between any Federal

agency. . .and any contractor for the performance of exper-

imental, developmental, or research work funded in whole

or in part by the Federal Government.”35 Although the stat-

ute was originally applicable only to small businesses and

nonprofit organizations, it was extended to large for-profit

businesses by a Presidential Memorandum in 1983.36 The

Bayh-Dole Act in a nutshell permits an entity to retain title

to inventions developed with federal funding with the

Government receiving an unlimited royalty-free license to

practice the invention throughout the world for Government

purposes.37

Bayh-Dole specifically provides that individual agencies

may provide for different allocation of rights (including

keeping the right to title) with respect to entities that are not

small businesses and nonprofit organizations; however,

Bayh-Dole mandates that all funding agreements include a

broad Government purpose license right (in the event the

contractor is given title)38 and “march-in rights”39 permit-

ting the Government to request title in the event certain

conditions occur (as discussed below).40 By means of its

own statute,41 NASA has established a separate rights

regime for subject inventions but is bound to include the

Bayh-Dole requirements in any “funding agreements” with

small businesses and nonprofit organizations42 and to

include Government purpose license rights and march-in

rights in all funding agreements when there is a waiver of

title.43
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The Bayh-Dole Regulations And Clauses

37 C.F.R. Part 401 implements the Bayh-Dole allocation

of rights scheme44 and provides that it is “applicable to all

Federal agencies.”45 As made clear in recent amendments

effective May 14, 2018,46 the regulations apply to all “fund-

ing agreements” (defined consistently with the statute)47

with “business firms regardless of size” (consistent with Ex-

ecutive Orders 1259148 and 1261849 (implementing the 1983

Presidential Memorandum) and to “nonprofit organizations”

and take precedence over any regulations dealing with

ownership of inventions that are inconsistent with them.50

With some limited exceptions, the regulations prescribe a

standard clause at 37 C.F.R. § 401.14 (Clause 401.14).51

Presumably, agencies still have the discretion to deviate in

their regulations from Bayh-Dole with respect to large for-

profit businesses under 35 U.S.C.A. § 210(c), and certain

modifications and tailoring under agency regulations,

including the FAR, are permitted.52 As discussed below,

DOD’s clause for large for-profit businesses makes slight

modifications to Clause 401.14. NASA, under the Space

Act, starts with the premise that the Government will take

title to all inventions developed under NASA funding agree-

ments with large for-profit businesses.

FAR Subpart 27.3 governs patent rights under Govern-

ment contracts. In its policy statements included in FAR

27.302, it references both the Bayh-Dole Act and 37 C.F.R.

Part 401. It prescribes the clause at FAR 52.227-11, “Patent

Rights—Ownership by the Contractor (MAY 2014),” as its

standard clause (with suggestions for some supplementa-

tion) in all solicitations and contracts for experimental,

developmental, or research work.53 FAR 52.227-11 has not

yet been amended to reflect the May 2018 changes to 37

C.F.R. Part 401 and more particularly Clause 401.14.54

The DFARS yields to the FAR patent rights clause if the

contractor is a small business concern or a nonprofit.55 In all

other cases, the DFARS prescribes the clause at DFARS

252.227-7038, “Patent Rights—Ownership by the Contrac-

tor (Large Business) (JUN 2012).”56 Similarly, NASA’s

standard patent rights clause for small businesses and non-

profit organizations57 largely adopts the clause at FAR

52.227-11 (in accordance with the Bayh-Dole requirements)

permitting the contractor to elect title to inventions con-

ceived or first actually reduced to practice in performance of

the contractor’s work.58 DOD and NASA regulations (ad-

dressing small businesses and nonprofit organizations)

governing patent rights under grants and cooperative agree-

ments (as defined in Title 2 of the Code of Federal Regula-

tions59) provide that they will be subject to the Bayh-Dole

statute and regulations.60

The Contractor’s Right To Title To Subject

Inventions

Bayh-Dole permits a Government funding recipient (a

“contractor” under the statute)61 (with some limited excep-

tions) to elect to retain title to any “subject inventions,” i.e.,

inventions “conceived or first actually reduced to practice in

the performance of work under a funding agreement.”62 The

exceptions include a finding by the agency of “exceptional

circumstances” where a “restriction or elimination of the

right to retain title to any subject invention will better

promote the policy or objectives of [the Bayh-Dole Act].”63

These objectives include promoting utilization of inven-

tions, promoting commercialization and public availability,

ensuring the Government gets sufficient rights to meet the

needs of the Government, and protecting the public against

non-use or unreasonable use.64 The contractor may appeal

such a determination if it can demonstrate that the determi-

nation is contrary to policies of Bayh-Dole or constitutes an

abuse of discretion.65 Bayh-Dole regulations provide for an

appeals process to the head of the agency, as well as appeal

rights to the U.S. Court of Federal Claims.66 When there are

“exceptional circumstances” causing the agency head to re-

strict or eliminate the right of the contractor to retain title,

the FAR provides for an alternative clause allowing owner-

ship by the Government.67

If the contractor does not elect title, the agency is permit-

ted to allow the inventor to retain rights as decided by the

agency and regulations.68 In such cases, both Clause 401.14

and the clause at FAR 52.227-11 provide the contractor with

a “nonexclusive royalty-free license throughout the world in

each subject invention to which the Government retains

title,” which is nontransferable (except to successors and af-

filiates) without the approval of the agency.69 Bayh-Dole

prohibits an agency from including in a funding agreement

a provision requiring the contractor to license background

inventions to third parties unless there is a written justifica-

tion approved by the head of the agency (and an opportunity

to challenge the determination in a hearing and appeal any

adverse determination).70

Bayh-Dole imposes certain licensing restrictions when

the contractor retains title. First, it prohibits an exclusive

license to use or sell any subject invention in the United

States unless the license agreement provides that “any

products embodying the subject invention or produced
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through the use of the subject invention will be manufac-

tured substantially in the United States.”71 This “[p]refer-

ence for United States industry” may be waived upon a

showing that “reasonable but unsuccessful efforts have been

made to grant licenses on similar terms to potential licensees

that would be likely to manufacture in the United States” or

“domestic manufacture is not commercially feasible.”72

Second, there are special conditions for nonprofit

organizations. Nonprofits may not assign rights to the inven-

tion in the United States without the Government’s

approval.73 Nonprofits, in licensing the inventions, must es-

tablish a preference for small business firms.74 In this

instance, Clause 401.14 and the clause at FAR 52.227-11

provide that the decision is within the discretion of the

contractor based on its determination that a small business

firm has a marketing plan that is equally likely to bring the

invention to practical application as any plan from a large

business. The determination is subject to review by the

federal agency and the Secretary of Commerce. Finally,

nonprofits must share any licensing royalties with the actual

inventor and the balance of the royalties must be used “for

the support of scientific research or education.”75

Preserving A Contractor’s Right To Title

Bayh-Dole sets certain conditions on the ability of the

contractor to elect and retain title that must be included in

all funding agreements. First, the contractor must disclose

each subject invention to the federal agency “within a rea-

sonable time after it becomes known to contractor personnel

responsible for the administration of patent matters [(patent

administrator)].”76 Clause 401.14 and the clause at FAR

52.227-11 impose a two-month deadline.77 Each of the

clauses require a written report describing the invention with

“sufficiently complete. . .technical detail” to convey a

“clear understanding. . .of the nature, purpose, operation”

and characteristics of the invention.78 The disclosure must

also identify any publication, sale, or public use of the

invention.79

Second, the contractor must elect title in writing within

two years after disclosure (or any additional time approved

by the agency).80 Third, the contractor must file a U.S. pa-

tent application and corresponding patent applications in

foreign countries in which it retains title.81 Under Bayh-

Dole, the domestic patent application must be filed prior to

the expiration of the one-year period referred to in 35

U.S.C.A. § 102(b) during which valid patent protection can

be obtained in the United States.82 Clause 401.14 and the

clause at FAR 52.227-11 impose an outer limit for filing the

domestic application at one year following election of title,83

providing that if a contractor files a provisional application

as its initial patent application, it must file a nonprovisional

patent application within 10 months of the filing of the pro-

visional application.84 Moreover, the contractor must file

foreign applications within either 10 months of the first filed

patent application (or six months from the date permission

is granted by the Commissioner of Patents and Trademarks

to file foreign patent applications where such filing has been

prohibited by a Secrecy Order).85 Both clauses allow for

extensions of time for disclosure, election, and filing at the

discretion of the agency;86 however, Clause 401.14 (as

revised by the May 2018 amendments) authorizes a contrac-

tor to request an extension of one year for filing a nonprovi-

sional application after filing a provisional application un-

less the agency denies the request within 60 days of receipt.87

The Impact Of The AIA

Both the election of title and the patent application

deadlines in the Bayh-Dole Act refer back to 35 U.S.C.A.

§ 101(b). While FAR 52.227-11(c)(2) and (c)(3) refer to a

“1-year statutory period,” Clause 401.14(c)(2) and (c)(3)

(37 C.F.R. § 401.14(c)(2) and(c)(3)), as amended by the

2018 changes, defines the “statutory period” as “the one-

year period before the effective filing date of a claimed

invention during which exceptions to prior art exist per 35

U.S.C.A. § 102(b), as amended by the Leahy-Smith Amer-

ica Invents Act [(AIA)].”88 The AIA converted a “first to

invent” system to a “first to file” system for determining

patentability of inventions, effective March 16, 2013.89 35

U.S.C.A. § 102 now provides that a person is entitled to a

patent unless the claimed invention was described in a pa-

tent” application filed before the filing date of the claimed

invention.90 Section 102 also prevents a person from obtain-

ing a patent if the claimed invention was “described in a

printed publication, or in public use, on sale, or otherwise

available to the public before the effective filing date of the

claimed invention.”91

The AIA retained but severely limited the one-year grace

period that an inventor had under the old patent law in which

to file a patent application after public disclosure of the

invention.92 Under the old law, an inventor who had first

conceived of an invention had one year after public disclo-

sure of the invention to file a patent application, whether

that disclosure was by the inventor or by a third party.93

Under the AIA, however, most public disclosures will now
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foreclose the ability to apply for a patent. Specifically, 35

U.S.C.A. § 102(b)(1)(B) limits the grace period to disclo-

sures made directly by the inventor or a person who obtained

the subject matter directly or indirectly from the inventor.

Any other public disclosure made after the inventor’s

conception but before the patent application will negate

patentability.

With the AIA amendments, the Bayh-Dole statute now

permits the agency to shorten the date for election of title to

not more than 60 days before the end of the one-year grace

period referred to in 35 U.S.C.A. § 102(b).94 Moreover, a

U.S. patent application must be filed prior to the expiration

of the § 102(b) grace period.95 However, with the adoption

of the first-to-file legislation, these shortened periods may

not protect the inventor (and the Government) if the public

disclosures are within the grace period but made by a third

party including potentially the Government. More funda-

mentally, the statutory amendments to Bayh-Dole do noth-

ing to protect the contractor inventor and the Government if

a rival inventor files a patent application after the contractor

inventor conceives of an invention but before the contractor

inventor files (barring a public disclosure by the contractor

inventor during the grace period).96

The AIA therefore mitigates for tight time frames for

disclosure, election of title, and filing following conception,

not currently advocated in either the Bayh-Dole statute or

its implementing regulations. Moreover, although Bayh-

Dole authorizes the agency to withhold from public disclo-

sure information disclosing an invention “for a reasonable

time in order for [the] patent application to be filed,”97 the

statute says nothing more to address preserving patentability

in a post-AIA world. An OTA, not subject to Bayh-Dole,

permits the contracting parties to anticipate and address

these problems.

Forfeiture Of Title

If such disclosure and elections of time do not take place

within the prescribed period, Bayh-Dole provides that the

contractor may forfeit title to the Government.98 Clause

401.14 and the clause at FAR 52.227-11 require the contrac-

tor to convey to the agency, upon written request, title to

any subject invention if the contractor fails to disclose or

elect title to the subject invention within the times prescribed

by the clause.99 If a patent application has already been filed,

the Government forfeits the right to elect title if it has not

provided notice before the application has been filed.100

Under the clauses, the consequences for failure to initially

disclose the invention are severe: the contractor gets no

rights.101 While the current FAR patent rights clause includes

a safe harbor provision requiring the Government to act

within 60 days after it learns of the failure to disclose in a

timely fashion,102 the safe harbor was removed from Clause

401.14 in the 2018 revisions.103 Contractors should be vigi-

lant as the clause at FAR 52.227-11 will undoubtedly be

amended to conform to Clause 401.14 (removing these safe

harbors) and be included in future contracts or contract

modifications.104

Government License Rights

When the contractor has properly perfected its right to

title, the funding agreement must provide that the Govern-

ment is given “a nonexclusive, nontransferable, irrevocable,

paid-up license to practice or have practiced for or on behalf

of the United States any subject invention throughout the

world.”105 This license (a “Government purpose” patent

license) may be broadened by the agency.106 Clause 401.14

and the clause at FAR 52.227-11 require the contractor to

have executed and delivered all instruments to establish or

confirm the rights of the Government to the subject inven-

tions in which the contractor elects title.107 Further, the

clauses require the contractor to obtain written agreements

from employees to disclose promptly in writing each subject

invention to the patent administrator.108 Clause 401.14 goes

further and requires employees to assign to the contractor

the entire right, title, and interest in and to each subject

invention made under contract and otherwise to cooperate

with the filing of the patent.109 Bayh-Dole allows the agency

to require “periodic reporting on the utilization” of the

subject inventions (provided they are treated as proprietary

information exempt from the Freedom of Information

Act).110 Such requirements are embedded in both Clause

401.14 and the clause at FAR 52.227-11.111 All funding

agreements must impose an obligation on the contractor to

include in any patent application and patent a statement that

“the invention was made with Government support and that

the Government has certain rights in the invention.”112

March-In Rights

Bayh-Dole provides for Government “march-in rights”—

the right to require the contractor (or an assignee or exclusive

licensee) to grant a “nonexclusive, partially exclusive, or

exclusive license in any field of use to a responsible ap-

plicant or applicants, upon terms that are reasonable under

the circumstances” and if the contractor refuses, to grant the
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license itself.113 March-in rights may only be exercised by a

determination that (1) the contractor is not expected to take

“within a reasonable time, effective steps to achieve practi-

cal application of the subject invention in such field of use”;

(2) “action is necessary to alleviate health or safety needs

which are not reasonably satisfied by the contractor, as-

signee or licensees”; (3) “action is necessary to meet

requirements for public use specified by Federal regula-

tions”; or (4) the contractor has breached its obligations

under the statute to show a preference for U.S. industry in

exclusive licenses given to third parties.114

Bayh-Dole provides that any exercise of march-in rights

must be preceded by an administrative appeals procedure

established by the agency, followed by a right to appeal any

adverse determination by the U.S. Court of Federal

Claims.115 No action can be taken until the contractor has

exhausted its appeal rights.116 Those procedures are provided

for in 37 C.F.R. § 401.6 and referenced in both patent rights

clauses.117 The regulation includes (but is not limited to)

such procedural safeguards as written notice, a determina-

tion by the head of the agency, the opportunity for contract-

ing entity to appear or present a written opposition, a

factfinding hearing if there are facts in dispute, and the right

to an appeal to an administrative tribunal or the Court of

Federal Claims and stay of the decision during appeal.118

No march-in rights have ever been exercised by any

agency including DOD and NASA since the Bayh-Dole Act

was enacted.119

Government Revocation And Modification Rights

Separate and apart from march-in rights, Clause 401.14

and the clause at FAR 52.227-11 (as permitted in FAR

27.302(i)) permit the agency to revoke or modify a contrac-

tor’s license in the event it does not elect title or forfeits title

“to the extent necessary to achieve expeditious practical ap-

plication of the subject invention” where a third party ap-

plies for an exclusive license under 37 C.F.R. Part 404.120

Part 404 provides for the licensing of Government-owned

inventions.121 Such licenses may be modified or terminated

subject to a written notice and 30 days to show cause why

the license should not be modified or terminated.122 Any

adverse decision may be appealed to the agency head and

may include a hearing to address a disputed issue of fact.123

DOD Funding Agreements With Large For-Profit

Businesses

DFARS Subpart 227.3 requires the use of the clause at

DFARS 252.227-7038 in substitution of the clause at FAR

52.227-11 in solicitations and contracts for experimental,

developmental, or research work if the contractor is other

than a small business concern or nonprofit organization.124

While still operating within the constraints of Bayh-Dole,

some notable differences between the two clauses include

the following:

E Under the DFARS clause, disclosure of a subject

invention is required within two months after the

inventor discloses in writing to the patent administra-

tor “or within 6 months after the Contractor first

becomes aware that a subject invention has been

made, whichever is earlier.”125

E Under the DFARS clause, election of title must be

made “at the time of disclosure or within 8 months of

disclosure, as to those countries (including the United

States) in which the Contractor will retain

ownership.”126

E Unlike the FAR clause, the DFARS clause imposes a

presumption in favor of extensions of time for disclo-

sure and election of title “unless there is reason to

believe the extension would prejudice the Govern-

ment’s interests.”127

E Under the DFARS clause, the Government has the

right to examine records relating to the conception and

first reduction to practice of inventions to determine

whether any inventions are subject inventions and that

the contractor has established and complied with all

mandatory procedures.128

E Under the DFARS clause, the Government has the

right to withhold payment in a reserve not exceeding

$50,000 or 5% of the contract, whichever is less, if the

contractor has failed to abide by provisions of the

clause.129

Subcontracts

FAR 52.227-11 requires the clause to be flowed down to

subcontracts (regardless of tier) for experimental, develop-

mental, or research work to be performed by a small busi-

ness concern or nonprofit organization.130 For work to be

performed by large for-profit businesses under DOD (and

NASA contracts), the FAR directs the Contracting Officer to

look to agency procedures.131 DFARS 252.227-7038 re-

quires the clause to be flowed down to subcontracts (regard-

less of tier) with large for-profit businesses. For subcontrac-
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tors that are small businesses or nonprofit organizations, the

DFARS clause requires the clause at FAR 52.227-11 to be

flowed down.132 In both the FAR and DFARS clauses, the

mutual obligations of the parties created by each clause cre-

ate privity between the Government and the subcontractor

as to matters covered by the clause.133 Moreover, under the

FAR clause, the prime contractor may not substitute itself

for the Government in flowing down the clause nor, as part

of the consideration for awarding the subcontract, obtain

rights in the subcontractor’s subject inventions.134

A Note On SBIR Contracts

15 U.S.C.A. § 638 declares it is the policy of the United

States to give assistance to small businesses to undertake

research and development to strengthen competition.135 15

U.S.C.A. § 638(g) requires federal agencies to establish

small business innovation research programs (SBIRs) by

determining suitable categories of projects, issuing solicita-

tions, receiving and evaluating proposals, and selecting

awardees for SBIR “funding agreements,” which are defined

similarly to the definition under Bayh-Dole, only tailored to

small businesses.136

SBIRs are defined in 15 U.S.C.A. § 638(e)(4) as small

business awards by agency research and development effort

consisting of three phases (Phases I to III). The first phase,

Phase I, is “for determining, insofar as possible, the scien-

tific and technical merit and feasibility of ideas that appear

to have commercial potential. . .submitted pursuant to

SBIR program solicitations.”137 The second phase, Phase II,

is to “further develop proposals which meet particular

program needs, in which awards shall be made based on the

scientific and technical merit and feasibility of the propos-

als, as evidenced by the first phase.”138 The third phase,

Phase III, is not part of the SBIR program but completes or

derives from it through the commercial application of the

SBIR-funded research or a continuation of the R&D effort

through awards from non-SBIR federal or commercial fund-

ing sources.139

The statute directs the Small Business Administration

(SBA) to issue policy directives governing SBIR solicita-

tions and awards, including “retention” by SBIR awardees

of rights in data generated in the performance of the all fund-

ing awards (including Phases I to III) for a period of “not

less than 4 years.”140 No specific mention is made in the

statute with regard to rights in inventions. The IP rights sec-

tions of the SBA SBIR Policy Directive,141 issued pursuant

to the statute, are largely concerned with the protection from

disclosure and nongovernmental use of proprietary data

generated during the performance of an SBIR funding

agreement.142 However, with respect to inventions, the SBIR

Policy Directive introduces flexibility to the deadline

imposed by FAR 52.227-11 for the filing of a domestic pa-

tent application. While Clause 401.14 and the clause at FAR

52.227-11 impose an outer deadline of one year following

election of title,143 the SBIR Policy Guide suggests a state-

ment regarding patents in SBIR solicitations that includes

the following:

To the extent authorized by 35 U.S.C. 205, the Government

will not make public any information disclosing a

Government-supported invention for a minimum 4-year pe-

riod (that may be extended by subsequent SBIR funding

agreements) to allow the awardee a reasonable time to pursue

a patent.144

So long as the public disclosure one-year “statutory dead-

line” has not kicked in, the Bayh-Dole statute permits such

flexibility. This begins to suggest an approach, made more

permissible in OTAs, for extending the election of title and

patent application deadlines to a more reasonable time pe-

riod to allow the parties time to fully consider the risks and

rewards of keeping the proprietary data surrounding an

invention or a trade secret.

NASA Contracts With Large For-Profit

Businesses

The Space Act145 governs property rights in inventions in

connection with activities under the National Aeronautics

and Space Program. The Space Act extends to “any actual

or proposed contract, agreement, understanding, or other

arrangement, and includes any assignment, substitution of

parties, or subcontract executed. . .into thereunder” (de-

fined as “contracts”).146 The definition is broader than the

definition of “funding agreement” under Bayh-Dole and

captures grants, cooperative agreements, and OTAs.147

Because of Bayh-Dole, 35 U.S.C.A. § 201(b), its coverage

is not extended to funding agreements with nonprofit

organizations or small businesses.148

NASA Retains Title

The Space Act provides that “[a]n invention shall be the

exclusive property of the United States if it is made in the

performance of any work under any contract of the

Administration.”149 Patents resulting from such inventions

shall be issued to the United States upon application made

by the NASA Administrator unless there is a waiver.150
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Waivers Of Right To Title

NASA may waive all or any parts of the rights of the

United States under the Space Act if the “interests of the

United States will be served thereby.”151 Each waiver “shall

be subject to the reservation by the Administrator of an ir-

revocable, nonexclusive, nontransferable, royalty-free

license for the practice of such invention throughout the

world by or on behalf of the United States or any foreign

government pursuant to any treaty or agreement with the

United States.”152

This is the only condition stated in the Space Act govern-

ing a waiver. It makes clear that the NASA Administrator

has broad discretion, through regulations, to “waive all or

any part of the rights of the United States” and any waiver

“may be made upon such terms and under such conditions

as the Administrator shall determine to be required for the

protection of the interests of the United States.”153

The NASA Clause

NASA’s standard patent rights clause for large for-profit

businesses, NFS 1852.227-70,154 creates a conclusive

presumption that title to inventions conceived or first actu-

ally reduced to practice under a NASA contract (“subject

inventions”) will vest in NASA unless there is a waiver.155

The clause provides the contractor with a “nonexclusive

royalty-free license. . .filed in any country on a subject

invention in which the Government has title and in any

resulting patent” that is nontransferable (except to succes-

sors and affiliates) without the approval of the agency.156

Those rights are forfeited if the contractor fails to disclose

the invention within the times prescribed by the clause.157

Like the Bayh-Dole clauses, the clause permits NASA to

revoke or modify a contractor’s license in the event it does

not elect title or forfeits title if “necessary to achieve expe-

ditious practical application of the subject invention” where

a third party applies for an exclusive license under 37 C.F.R.

Part 404.158 Rights to challenge are limited to show cause

after a 30-day notice and the right to appeal to the NASA

administrator any adverse decision.159

The clause requires disclosure to the contractor’s patent

administrator within six months of actual conception or

reduction to practice to assure prompt disclosure.160 Like

the clause at DFARS 252.227-7038, the clause requires

disclosure of a subject invention within two months after

the inventor discloses in writing to the patent administrator

or within six months after the contractor first becomes aware

that a subject invention has been made, whichever is

earlier.161 The clause includes both the examination of re-

cords and payment withholding provisions in DFARS

252.227-7038.162

The clause at NFS 1852.227-70 requires the clause to be

flowed down to subcontractors (regardless of tier) with large

for-profit businesses. For subcontractors qualifying as small

businesses or nonprofit organizations, the clause requires

FAR 52.227-11, as modified by NFS 1852.227-11, to be

flowed down.163

Waivers Under NASA Regulations

Waivers pursuant to the Space Act, 51 U.S.C.A.

§ 20135(g), are governed by NASA’s Patent Waiver

Regulations.164 The regulations provide for petitions for

“advance waivers” (i.e., waivers submitted prior to the exe-

cution of the contract or within 30 days after execution)165

and individual waivers to identified inventions that have

been reported to NASA.166 For advance waivers, there is a

presumption that the request will be granted unless NASA’s

Inventions and Contributions Board finds, inter alia, there

are “exceptional circumstances” that will better promote

one or more of the following: (1) the “utilization of inven-

tions”; (2) “[e]ncouraging maximum participation of indus-

try”; (3) “free competition and enterprise”; (4) “com-

mercialization and public availability of inventions” made

in the United States by U.S. industry and labor; and (5) the

Government retains sufficient rights “to meet the needs of

the Government and protect the public against nonuse or

unreasonable use of inventions.”167 There is also a presump-

tion in favor of granting individual waivers if the request is

received within eight months of the first disclosure to NASA

(or such longer period as the Board may permit for good

cause).168 The regulations provide the opportunity to request

reconsideration of an adverse ruling and an oral hearing

before the Board.169

Under 14 C.F.R. Part 1245, a waiver is accomplished

through the issuance of an instrument of waiver.170 The

contracting party has one year from the request for an

advanced waiver and one year from the grant of an individ-

ual waiver (or a reasonable time thereafter for good cause

shown) to file a domestic patent application or the instru-

ment of waiver shall be revoked.171 Foreign applications

must be filed within 10 months of the domestic filing

(subject to an extension) or six months from the date a

license is granted by the Commissioner of Patents and

Trademarks to file foreign patent application where such fil-

ing has been prohibited by a Secrecy Order.172
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Government License Rights Under Waiver

To the extent a waiver is granted, the Government is

provided “an irrevocable. . .nontransferable, royalty free

license for the practice of the invention throughout the world

by or on behalf of the United States or any foreign govern-

ment pursuant to any treaty or agreement with the United

States.”173 In addition, the Government is entitled to

march-in rights as set forth in the Bayh-Dole Act,174 and the

preference for United States industry applies.175

Restraints Under Bayh-Dole

(1) No consideration for trade secret protection. Bayh-

Dole (and the Space Act, to the extent a waiver is granted)

obligate the contractor to report, elect title, and pursue pa-

tent protection (or possibly forfeit rights to the Government)

of an “invention” (broadly defined to include an “invention

or discovery which is or may be patentable or otherwise

protectable”) even though the contractor may wish to

protect the development as a trade secret. Although a

plethora of statutes and regulations provide some confiden-

tiality protections to invention disclosures, provisional and

nonprovisional patent applications, and utilization reports

required in performance or in consequence of awards, there

is no mechanism for negotiating trade secret protection as

opposed to patent rights. There may be more flexibility

under SBIR contracts.

(2) Arbitrary reporting deadlines with fatal consequences

for failure to meet them. Although there are mechanisms to

request extensions, the time limitations on disclosure, elec-

tion of title, and pursuit of patent application and the

potential forfeiture of rights if there is a failure to disclose

are in many cases arbitrary and may be either too long (if

there is a concern about a rival inventor obtaining patent

protection under the AIA first-to-file rule) or too short (if the

company does not have the infrastructure or awareness of

the reporting requirements or has not coalesced around an

IP strategy that may center on trade secret protection vs. pa-

tent protection).

(3) Broad scope of the Government’s rights. Bayh-Dole

and Space Act waivers provide for a license “to practice or

have practiced for or on behalf of the United States any

subject invention throughout the world.” While that license

is generally understood to be a Government purpose license,

it does not restrict the Government from allowing competi-

tors to practice the invention to the detriment of the

contractor. Such a broad license is inconsistent with data

rights provisions allowing more flexibility to restrict licen-

ses to technical data and computer software developed in

whole or in part at Government expense.

(4) Limitation on nonprofit organizations. Nonprofits are

unnecessarily handicapped by the anti-assignment and

royalty-sharing provisions. They serve as disincentives for

attracting such institutions to the Government marketplace.

(5) Preference for U.S. industry in licensing strategy. The

domestic production requirement again may serve as a dis-

incentive for commercial firms that rely on licensees with

foreign manufacturing plants to bring technology to the

Government marketplace where they will be restricted from

manufacturing products based on Government-funded ad-

vances in technology in their foreign plants.

(6) Threat of exercise of march-in rights and revocation

of licenses. Although there is no indication that such rights

have ever been exercised, the threat presents an unaccept-

able risk to many commercial companies.

(7) Threat of declaration of exceptional circumstances.

The right to title is not guaranteed. Agency discretion to

take title under a declaration of exceptional circumstances

may prove to be another chilling effect for commercial

companies.

Part II—Patent Rights Under OTAs

Part II of this BRIEFING PAPER discusses the treatment of

patent rights by DOD and NASA under their OTA authority,

including the similarities and differences.

OTAs Under DOD

In 1989, Congress provided DOD with its first other

transaction authority, which applied to advanced research

projects performed by the Defense Advanced Research Proj-

ects Agency (DARPA).176 Congress believed that DARPA

was “miss[ing] out on opportunities to contract with some

of the most innovative companies, including small start-ups

and large commercial companies, that developed some of

the most promising new technologies. . .[which] lacked ei-

ther the desire or the government-required systems to

perform a contract under the government procurement

regulations.”177 DARPA also wanted to take advantage of

the use of a consortium of institutions and private companies

and believed that a traditional procurement contract was not

appropriate for such a vehicle.178 In 1991, Congress provided

DOD with permanent other transaction authority and ex-
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panded the authority to use agreements for advanced re-

search projects, previously limited to DARPA, throughout

DOD.179 In 1994, DOD was given temporary authority to

use OTAs to obtain prototypes.180 Section 815 of the FY

2016 NDAA created permanent authority for DOD to use

OTAs for prototyping and production purposes.181

Just last year, with the passage of the FY 2018 NDAA,

Congress instructed DOD to “establish a preference” for us-

ing other transactions in “the execution of science and

technology and prototyping programs.”182 DOD and military

agencies now sing the praises of OTAs and their ability to

limit barriers to contractor participation and provide a

“streamlined and effective means to transition from [re-

search, development, test, and evaluation] to production.”183

Basic, Applied, Or Advanced Research Projects

10 U.S.C.A. § 2371 empowers the Secretary of Defense

and each military department to “enter into

transactions. . .in carrying out basic, applied, and advanced

research projects.”184 It imposes three conditions: (1) no

transaction duplicates research already being conducted by

DOD; (2) “to the extent. . .practicable,” each party will

contribute 50% of the funds; and (3) OTAs may only be used

for a research project “when the use of a standard contract,

grant, or cooperative agreement for such project is not

feasible or appropriate.”185 It provides no guidance on the

allocation of intellectual property rights between the Gov-

ernment and OTA awardees.

The principal vehicle used by DOD in negotiating and

structuring OTAs for research projects that do not extend to

a prototype is the Technology Investment Agreement (TIA).

TIAs are to be used to “foster the best technologies for future

defense needs.”186 TIAs are covered in 32 C.F.R. Parts 21

and 37 (which comprise in part the DOD Grant and Agree-

ment Regulations (DODGARs)). 32 C.F.R. § 37.110 defines

TIAs as “assistance instruments used to stimulate or sup-

port research.”187 A TIA may be either a kind of cooperative

agreement or a type of “assistance transaction other than a

grant or cooperative agreement.”188 TIAs can be entered

into under the authority of 10 U.S.C.A. § 2371.189

Within DOD, there is confusion as to whether DOD is

bound to use the TIA in entering into 10 U.S.C.A. § 2371

OTAs.190 The DOD Other Transactions Guide for Prototype

Projects provides that TIAs are to be used for OTAs for

research under § 2371.191 TIAs are the only vehicle cited on

DARPA’s contract management website for use in non-

prototype OTAs.192 Yet the TIA regulations themselves

provide that other “assistance instruments” may be used to

support OTAs under 10 U.S.C.A. § 2371.193 Moreover, as

Richard L. Dunn, the first general counsel to DARPA, has

forcefully argued, research and development agreements are

neither procurement contracts nor for the purpose of “assis-

tance” (as those terms are used in connection with statutory

authority to enter into procurement contracts, grants, and

cooperative agreements).194 That leaves room for the use of

negotiated agreements other than assistance agreements like

TIAs under 10 U.S.C.A. § 2371.195 Because of the con-

straints imposed on IP rights in the TIA regulations, DOD

should be mindful that in negotiating OTAs for research

projects, it is not bound by the TIA regulatory framework.

Rights To Inventions And Patents Under The TIA

Regulations

The TIA regulations address allocation of IP rights. In

colloquial terms, they pose the question of what “general

approach” should be taken in negotiating “data and patent

rights,” and provide as an answer identifying factors that

should be taken into consideration. These factors include (1)

gaining access to the best technologies; (2) use of technolo-

gies in the commercial marketplace; and (3) promoting com-

mercialization of technologies resulting from research.196

All of these factors militate against giving the Government

“excessive rights.”197 These factors must be balanced

against the Government’s need for access to data and inven-

tions for Government purposes “such as a need to develop

defense-unique products or processes that the commercial

marketplace likely will not address.”198 The regulations

point out that “substantial cost sharing” by recipients

requires discretion.199

With respect to rights in inventions, the TIA regulations

suggest using Clause 401.14,200 but allow for negotiating

rights “of a different scope. . .when necessary to ac-

complish program objectives and foster the Government’s

interests.”201 The regulations suggest using the relative past

and present contributions of the parties as a barometer,

meaning the “predominant” contributor should benefit more

from the patent rights clause.202

The TIA regulations provide alternatives to a Govern-

ment purpose license at the time of award: (1) a “priced op-

tion for obtaining nonexclusive licenses in the future to

inventions that are conceived or reduced to practice under

the TIA”;203 and (2) springing Government license rights

following the commercialization of the invention.204 The
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regulations also suggest flexible approaches as to when

disclosure and the election of title must be made205 and ref-

erence the protections in 35 U.S.C.A. § 205 permitting

federal agencies to withhold from disclosure to the public

information about any invention in which the Government

may have an interest “for a reasonable time in order for a

patent application to be filed.”206

On the issue of march-in rights, the TIA regulations are

fairly inflexible—requiring the use of the Bayh-Dole provi-

sion at 37 C.F.R. § 401.14.207 However, the TIA regulations

instruct that the march-in provision may be “entirely

removed” if, for example, “a recipient is providing most of

the funding for a research project, with the Government

providing a much smaller share.”208

The TIA regulations retain the domestic manufacturing

preference in 37 C.F.R. § 401.14(i) and FAR 52.227-11(g)

for exclusive licensees of the technology.209 It adds a stinger

that if there is a violation, the Government can require a

refund of some or all of the funds paid under the TIA for the

development of the transferred technology.210 Moreover, it

permits the Government to negotiate a domestic manufac-

ture condition for nonexclusive licenses “if you judge that

nonexclusive licenses for foreign manufacture could ef-

fectively preclude the establishment of domestic sources of

the technology for defense purposes.”211

Prototype Projects

10 U.S.C.A. § 2371b empowers DARPA and DOD mili-

tary departments (and any other official designated by the

Secretary of Defense), under the authority of 10 U.S.C.A.

§ 2371, to “carry out prototype projects. . .directly relevant

to enhancing the mission effectiveness of military personnel

and the supporting platforms. . .proposed to be acquired or

developed by the Department of Defense, or to improve-

ment of platforms. . .in use by the armed forces.”212 The

term “prototype projects” is left to be defined by DOD

regulations or policy. As with 10 U.S.C.A. § 2371, § 2371b

provides no guidance on the allocation of IP rights between

the Government and OTA awardees.

10 U.S.C.A. § 2371b borrows the cost-sharing and “fea-

sibility” requirements of § 2371 by including these concepts

in four alternate conditions to a prototype award:

(A) There is at least one nontraditional defense contractor

or nonprofit research institution participating to a significant

extent in the prototype project.

(B) All significant participants in the transaction other than

the Federal Government are small businesses (including

small businesses participating in a program described under

section 9 of the Small Business Act (15 U.S.C. § 638)) or

nontraditional defense contractors.

(C) At least one third of the total cost of the prototype proj-

ect is to be paid out of funds provided by sources other than

other than[sic] the Federal Government.

(D) The senior procurement executive for the agency

determines in writing that exceptional circumstances justify

the use of a transaction that provides for innovative business

arrangements or structures that would not be feasible or ap-

propriate under a contract, or would provide an opportunity

to expand the defense supply base in a manner that would not

be practical or feasible under a contract.213

If one or more of the above conditions is met, an OTA

under 10 U.S.C.A. § 2371b can be issued.214

With respect to condition (A), the term “nontraditional

defense contractor” is broadly defined to include “an entity

that is not currently performing and has not performed, for

at least the one-year period preceding the solicitation of

sources by [DOD] for the. . .transaction, any contract or

subcontract for [DOD] that is subject to full coverage under

the cost accounting standards [CAS] prescribed pursuant to

[41 U.S.C. § 1502] and the regulations implementing such

section.”215 Full coverage under CAS as provided in 48

C.F.R. § 9903.201 applies to contractors that receive a single

CAS-covered contract of $50 million or more or an aggre-

gate of $50 million in net CAS-covered contracts during the

preceding year.216 CAS- covered contracts do not include,

inter alia, contracts with small businesses, contracts whose

price is set by law or regulation, commercial item contacts,

and firm-fixed-price contracts awarded on the basis of ade-

quate price competition without submission of cost or pric-

ing data.217 Prior to the passage of the FY 2016 NDAA,

“nontraditional defense contractor” encompassed contrac-

tors with contracts in excess of $500,000.218 The FY 2016

NDAA effectively opened the door for thousands of ad-

ditional companies to participate in prototype OTAs under

10 U.S.C.A. § 2371b.

With respect to condition (B), § 864 of the FY 2018

NDAA219 added “small businesses participating in a pro-

gram described under section 9 of the Small Business Act

(15 U.S.C. § 638),” i.e., small businesses participating in

the SBIR Program. Yet, as noted above, the SBIR enabling

statute220 provides that it applies to “funding agreements”

(defined not to include OTAs).221 This is mirrored in the

SBA’s SBIR Policy Directive, which provides for funding

agreements in the form of a “contract, grant or cooperative
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agreement.”222 The FY 2018 NDAA did nothing to alter this

language. This change effectively means that 10 U.S.C.A.

§ 2371b OTA prototype contracts can only be included in

federally funded SBIR Phase III contracts, which are not

part of the SBIR Program, but represent a continuation of

SBIR Phase II efforts (i.e., “follow-on” funding).223

10 U.S.C.A. § 2371b allows for a sole-source follow-on

production contract or transaction to the participants in the

OTA. Section 2371b establishes two conditions: (1) com-

petitive procedures were used for the selection of parties for

participation in the original transaction, and (2) the partici-

pants in the transaction “successfully completed the proto-

type project provided for in the transaction.”224 The statute

allows for consortium agreements among industry and aca-

demic institutions and provides that all individual prototypes

awarded under consortium agreements may be OTAs.225

There are effectively no regulations (including IP rights

regulations) governing 10 U.S.C.A. § 2371b OTAs. Al-

though Title 32 of the Code of Federal Regulations still car-

ries regulations that purportedly govern OTAs,226 they are

toothless and out of date. They are not referenced in any

OTAs or DOD policy guidelines addressing OTAs. The TIA

regulations specifically provide that they do not cover

acquisitions for OTA prototype projects.227

The terms and conditions of OTAs, including those terms

governing IP rights, are largely determined by DOD’s Other

Transactions Guide for Prototype Projects (DOD OTA

Prototype Guide), most recently amended in January

2017.228 The Guide specifically anticipates that OTAs will

be unlike traditional procurements, flexible and more akin

to commercial contracts. It requires “Agreements Officers”

to be warranted DOD Contracting Officers “with a level of

responsibility, business acumen and judgment that enables

them to operate in this relatively unstructured

environment.”229 It instructs Agreements Officers to “con-

sider the intent and protections provided to each party in

typical FAR procedures and clauses, standard commercial

business practices typical of that market segment, as well as

other OT agreements” but to use judgment to negotiate terms

and conditions “that appropriately reflect the risk to be un-

dertaken by the parties on their particular prototype

project.”230

Unlike the statute, the DOD OTA Prototype Guide defines

“prototype projects” in a very broad manner:

A prototype project can generally be described as a prelimi-

nary pilot, test, evaluation, demonstration, or agile develop-

ment activity used to evaluate the technical or manufacturing

feasibility or military utility of a particular technology, pro-

cess, concept, end items, effect, or other discreet feature.

Prototype projects may include systems, subsystems, compo-

nents, materials, methodology, technology, or processes. By

way of illustration, a prototype project may involve: a proof

of concept, a pilot; a novel application of commercial tech-

nologies for defense purposes; a creation, design, develop-

ment, demonstration of technical or operational utility; or

combinations of the foregoing, related to a prototype. The

quantity should generally be limited to that needed to prove

technical or manufacturing feasibility or evaluate military

utility.231

The definition clearly contemplates an OTA prototype

agreement where preexisting proprietary technology may be

used by the OTA contractor.

Rights To Inventions And Patents Under The DOD

OTA Prototype Guide

The DOD OTA Prototype Guide acknowledges that

Bayh-Dole does not apply to prototype OTAs, permitting

Agreement Officers flexibility to “negotiate terms and

conditions different from those typically used in procure-

ment contracts.”232 Like the IP rights sections in the TIA

regulations, the Guide warns about anemic and excessive IP

rights provisions. The latter “dissuades firms from doing

business with the Government.”233 The former must be

guarded against especially in cases where a follow-on pro-

duction contract is intended or likely.234 In such cases, the

Agreements Officer should “assess the impact of restric-

tions on IP rights, or the failure to obtain necessary IP

deliverables (e.g., technical data and computer software), on

the Government’s total life cycle cost of the technology,

both in costs attributable to royalties from required licenses,

and in costs associated with the inability to obtain competi-

tion in future production, operation, maintenance, upgrade,

and modification of prototype technology.”235

Despite the DOD OTA Prototype Guide’s celebration of

OTA as a “tremendously flexible acquisition tool that cre-

ates opportunities to spur innovation among defense contrac-

tors” and “attract companies with leading-edge technolo-

gies,”236 the Guide instructs that the initial IP rights position

is to follow Bayh-Dole on patent rights (and the FAR and

DFARS on data rights).237 The DOD OTA Prototype Guide

concedes that in a competitive commercial marketplace,

there may be a reduced need for rights in IP because of the

availability of multiple sources. However, it cautions Agree-

ments Officers to plan for maintenance and support of

fielded prototype technology when the technology is no lon-
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ger supported by the commercial market by negotiating for

appropriate deliverables and license rights to the technol-

ogy as part of the agreement.238 Like the TIA regulations,239

the DOD OTA Prototype Guide contemplates the possibility

of springing broader rights to permit commercialization of

the technology or if the contractor is no longer able or re-

fuses to perform the OTA.240

Like the TIA regulations, the DOD OTA Prototype Guide

provides no sample or model clauses. Rather, it makes soft

suggestions as to how the Agreements Officer may deviate

from the Bayh-Dole regime.241 The Guide suggests that

rights to background inventions incorporated in a prototype

design be incorporated to address the “Government’s life

cycle cost for the technology.”242 It suggests, but does not

insist on, march-in rights “in order to encourage further

commercialization of the technology.”243 It notes that the

time and manner of disclosures, elections of title, and patent

applications can be flexible.244 Unlike the TIA regulations

and the NASA guide governing OTA agreements discussed

below, the Guide contemplates that a contractor may wish to

keep subject inventions trade secrets and views this as

permissible “as long as the Government’s interest in the

continued use of the technology is protected,” and there is

not an “unacceptable risk of a third party patenting the same

technology.”245 Where trade secret protection is permitted in

lieu of patent protection, the DOD OTA Prototype Guide

suggest a “perpetual patent indemnity clause” to mitigate

risks.246

These gauzy recommendations leave the Agreements Of-

ficer, who by DOD OTA Prototype Guide requirements must

be a warranted Contracting Officer (presumably versed only

in FAR- and DFARS-based procurements), to sort out the

exact language of the clauses. The recommendations to

modify the procurement-based patent clauses are generally

biased in favor of the Government and not the contractor

based on a built-in prejudice that the OTA may likely result

in a DFARS-based production contract in which the Govern-

ment will need greater rights. Moreover, even though one of

the options for OTA prototype projects includes cost shar-

ing, there is no admonition (like in the TIA regulations) that

the financial participation of the contracting party should

result in reduced rights to the Government.

Finally, despite the encouragement built into the statute

for small business participation, including small businesses

which participate in the SBIR program,247 there is no

consideration in the DOD OTA Prototype Guide for protect-

ing proprietary data associated with inventions as stated in

the SBIR Policy Directive. Indeed, Phase II of the SBIR

Program is often designed to produce a prototype, yet the

DOD OTA Prototype Guide suggests no special protections

for small businesses.248

DARPA’s OTA SBIR Prototype Agreement

As noted above, despite the changes to 10 U.S.C.A.

§ 2371b in the FY 2018 NDAA, the SBIR enabling statute

still limits Phase I and Phase II contracts to “funding

agreements.”249 Yet, incongruously, DARPA’s website

devoted to its SBIR Program provides that OTAs are “an ac-

ceptable funding mechanism” for SBIR projects.250 The

website notes that “[f]or OTs, the parties are allowed flex-

ibility to negotiate IP since Bayh-Dole does not apply.

DARPA normally does not acquire IP rights that will impede

commercialization of technology.”251 The website includes a

sample SBIR OTA for Prototypes template (updated Decem-

ber 2017) (DARPA Template).252 The DARPA Template

provides that it is an SBIR Phase II award in the form of an

“other transaction pursuant to 10 U.S.C. § 2371b, National

Defense Authorization Act for Fiscal Year 2016.”253

The Patent Rights section largely follows Bayh-Dole’s

Clause 401.14 and the clause at FAR 52.227-11, with some

notable modifications and omissions.254 As a threshold mat-

ter, the section makes no reference to the Bayh-Dole statute

or implementing regulations; accordingly, all terms of art,

such as “invention” or “subject invention” are either left

undefined or defined within the four corners of the form

agreement. Moreover, all due process rights built into Bayh-

Dole in the event of adverse decisions (e.g., as a result of

march-in rights) are not applicable unless specifically

articulated in the clause.

Under the DARPA Template, the contractor must disclose

the invention within four months (rather than two) after the

inventor discloses it in writing to company personnel

responsible for patent matters.255 The DARPA Template

does not obligate the contractor to elect title; rather, it

requires notice within eight months following disclosure of

a decision not to retain title.256 (The wording is strange and

any OTA based on the DARPA Template should be revised

to provide a definite date on which title is elected.) That pe-

riod may be shortened if publication, sale, or public use has

initiated the one-year statutory period under 35 U.S.C.A.

§ 102(b).257 Patent applications must be filed within one year

“after election of title” (despite there being no provision for

electing title) or prior to the end of the statutory period,

whichever is earlier. The contractor may elect foreign patent
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applications generally within 10 months of the filing of the

initial patent application.258 Requests for extension of time

may be granted at DARPA’s discretion.259 Similar to the cur-

rent FAR 52.227-11(d), the Government may request title if

the contractor fails to make the proper disclosures and fil-

ings on a timely basis, which may only be exercised within

60 days after the Government learns of the failure to dis-

close (as opposed to no time limitation in the recently

amended 37 C.F.R. § 401.14(d)(1)). 260 Consistent with 37

C.F.R. § 401.14(d)(2) and FAR 52.227-11(d)(ii), if a patent

application has already been filed, even on a timely basis,

the Government forfeits the right to elect title if it has not

provided notice before the application has been filed.261

In all cases where the Government obtains title, the

contractor is entitled to retain a nonexclusive, royalty-free

license throughout the world in each invention except in

cases where the contractor fails to disclose the invention,

consistent with the forfeiture provisions in 37 C.F.R.

§ 401.14(e)(1) and FAR 57.227-11(b)(2).262 Consistent with

37 C.F.R. § 401.14(e) and FAR 52.227-11(b)(2), the DARPA

Template prohibits the transfer of such license except with

the approval of DARPA (providing that such approval will

not be unreasonably withheld). 263 The Government’s abil-

ity, subject to notice and the ability to show cause, to revoke

or modify a domestic license to allow for a third-party

license under 37 C.F.R. Part 404 is preserved, but the

specific appeal rights referenced in 37 C.F.R. § 401.14(e)(3)

and FAR 52.227-11(b)(2)(ii) have been removed.264 The

DARPA Template includes the preference for U.S. industry

with respect to exclusive licensees (in 37 C.F.R. § 401.14(i);

FAR 52.227-11(g).265 It retains virtually identical march-in

rights to those in the Bayh-Dole clauses,266 but refers to no

procedures (such as 37 C.F.R. § 401.6) that govern the

march-in rights.267 Finally, the DARPA Template requires

the contractor to include the patent rights provisions “suit-

ably modified” in all subcontracts of every tier for experi-

mental, developmental, or research work.268

In summary, despite being free from the shackles of

Bayh-Dole, the DARPA Template includes all of its provi-

sions that may deter a small business from pursuing the

development and prototype production of new technologies

helpful to the warfighter. These include the short time frames

for disclosure and election of title, the forfeiture threat for

failure to timely disclose, the multiple threats (in the form of

march-in rights and revocation rights) of the Government

taking title, and the broad Government purpose license

rights afforded to DOD. Making matters worse, although

the Government retains the right to revoke title, the DARPA

Template offers none of the procedural safeguards, includ-

ing rights to appeal, built in to the Bayh-Dole Act. Finally,

there is no consideration for an extended period before pa-

tent applications are filed where the Government is obliged

to keep confidential proprietary data associated with disclo-

sures to permit the parties to discuss the alternative of trade

secret protection.

DOD OTA Consortium Agreements

A common form of agreement used by DOD for prototype

OTAs under 10 U.S.C.A. § 2371b is the consortium

agreement.269 Under this arrangement,270 the contracting

party, a nonprofit consortium management firm (CMF),

enters into a consortium agreement or articles of collabora-

tion governing interactions between the members.271 Mem-

ber entities can number in the hundreds and include small

start-up technology companies, established commercial

technology companies, nonprofit research institutions

including universities (all of which will most likely be

considered “nontraditional defense contractors,” and, in

some cases, large defense contractors (which may partici-

pate through a cost-sharing mechanism as required by 10

U.S.C.A. § 2371b(d)(1)(D)).272

The CMF enters into a “master” OTA with a DOD agency.

The agency then issues Requests for Project Proposals

(RPPs) through the CMF on potential prototype projects to

consortium members based on white papers submitted by

the members.273 The Government then evaluates the propos-

als, makes award selections, and negotiates through the

CMF separate OTA project agreements under the terms and

conditions of the base OTA.274 Each member awarded a

project agreement is considered a direct participant in the

transaction and has direct privity of contract with the

Government.275 As of September 2017, there were at least

14 existing OTA Consortia within DOD.276

The C5 Consortium OTA

Typical of these agreements is the Agreement between

United States Army Contracting Command and the Consor-

tium Management Group, Inc. (CMG) on behalf of the

Consortium for Command, Control, and Communications

in Cyberspace (C5 Consortium), dated April 20, 2017, (as

amended March 22, 2018) (C5 OTA).277 The C5 OTA

provides for a 10-year term and a project cost of $2 billion,

pursuant to which the Government and C5 Consortium

members will perform “a coordinated research and develop-
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ment program to develop prototype Command, Control, and

Communications in Cyberspace technologies directly rele-

vant to enhancing the mission effectiveness of military

personnel and the supporting platforms, systems, compo-

nents, or materials proposed to be acquired or developed by

the DOD.”278

Rights to subject inventions are allocated in the follow-

ing manner under the C5 OTA (and its project agreement

progeny). Citing and relying on the Bayh-Dole Act,279 the

C5 OTA provides that the project agreement holder (PAH)

retains title to each subject invention subject to a nonexclu-

sive, nontransferable, irrevocable, paid-up license to practice

or have practiced on behalf of the United States the subject

invention throughout the world.280 Like the DARPA Tem-

plate, the disclosure, election of title, and filing provisions

are similar to those found in Clause 401.14 and the clause at

FAR 52.227-11 but include some material differences.

CMG, on behalf of the PAH, must disclose the invention

within four months (rather than two) after the inventor

discloses it in writing to company personnel responsible for

patent matters.281 Like the DARPA Template, the C5 OTA

does not obligate the PAH to elect title; rather, it nonsensi-

cally requires notice within nine months following disclo-

sure of a decision not to retain title.282 That period may be

shortened if publication, sale, or public use has initiated the

one-year statutory period under 35 U.S.C.A. § 102(b).283

Patent applications must be filed within one year “after elec-

tion of title” (despite there being no provision in the C5 OTA

for electing title) or prior to the end of “the statutory pe-

riod,” whichever is earlier. The PAH may elect foreign pa-

tent applications generally within10 months of the filing of

the initial patent application.284 Requests for extension of

time will not be unreasonably withheld.285 The Government

may request title if the PAH fails to make the proper

disclosures and filings on a timely basis, which may be

exercised within three years from the Government receiving

notice (as opposed to no time limitation in the recently

amended 37 C.F.R. § 401.14(d)(1) and the 60-day notice

requirement in FAR 52.227-11(d) and the DARPA

Template). Consistent with 37 C.F.R. § 401.14(d)(2) and

FAR 52.227-11(d)(ii), if a patent application has already

been filed, even on a timely basis, the Government forfeits

the right to elect title if it has not provided notice before the

application has been filed.286

In all cases where the Government obtains title, the PAH

is entitled to retain a nonexclusive, royalty-free license

throughout the world in each invention. One of the harshest

penalties of the Bayh-Dole regulations—the forfeiture of

rights for failure to timely disclose in 37 C.F.R.

§ 401.14(e)(1) and FAR 57.227-11(b)(2)—has been

removed. Like the DARPA Template, the Government’s

ability, subject to notice, to revoke or modify a domestic

license to allow for a third-party license under 37 C.F.R.

Part 404 is preserved, but the specific appeal rights refer-

enced in 37 C.F.R. § 401.14(e)(3) and FAR 52.227-

11(b)(2)(ii) have been removed. The C5 OTA patent rights

clause expands the preference for U.S. industry in 37 C.F.R.

§ 401.14(i) and FAR 52.227-11(g) to include both the

United States and Canada.287 As with the DAPRA Template,

it retains virtually identical march-in rights, but unlike prior

clauses, refers to no procedures which govern the march-in

rights.288 Finally, unlike its cousins discussed above, the C5

OTA patent rights clause states flatly that the PAH and its

subcontractors retain all rights to background inventions,

with no provision permitting the licensing of such back-

ground inventions if the circumstances require.289

VLC OTA Form Project Agreement for Vertical Lift

Consortium

The Form OTA Project Agreement for the Vertical Lift

Consortium (VLC Form Project Agreement),290 like its

cousins, follows the Bayh-Dole blueprint with marginal

contractor friendly exceptions but also disturbing procedural

omissions. The VLC Form Project Agreement is identical to

the C5 OTA regarding retaining title.291 However, the

Government’s rights are subject to the condition that 50% or

more of the cost of the task under which the subject inven-

tion was conceived or reduced to practice was funded by the

Government.292 Indeed, the definition of “subject invention”

includes this condition as well, while “background inven-

tion” is defined as any invention that was “conceived,

designed, developed, produced, and/or actually reduced to

practice outside the scope of work performed under this

Agreement.”293 This leaves a virtual no man’s land for

inventions conceived or reduced to practice in connection

with work performed under the Agreement where 50% or

more of the work was not funded by the Government.

The Project Agreement Awardee (PAA) must disclose the

invention within 110 days after the inventor discloses it in

writing to company personnel responsible for patent

matters.294 The VLC Form Project Agreement includes the

same forfeiture provisions in the clause at FAR 52.227-11

and the DARPA Template.295 However, the patent rights

clause includes a catch-all provision requiring the Govern-

ment to provide written notice and afford the PAA a reason-
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able time to cure of no less than 60 days in all instances

where the Government may gain title by reason of the PAA’s

failure to act.296

In all cases where the Government obtains title, the PAA

is entitled to retain a nonexclusive, royalty-free license

throughout the world in each invention. The Government’s

ability to revoke or modify a domestic license to allow for a

third-party license under 37 C.F.R. Part 404 is preserved,

but the specific appeal rights referenced in 37 C.F.R.

§ 401.14(e)(3) and FAR 52.227-11(b)(2)(ii) have been

removed.297 As in the C5 OTA patent rights clause, the pref-

erence for U.S. industry is expanded to include both the

United States and Canada.298 Similarly, the VLC Form Proj-

ect Agreement retains virtually identical march-in rights,

but requires the Government to pursue procedures set forth

in 37 C.F.R. § 401.6 in exercising the march-in rights.299

And like the C5 OTA patent rights clause, the VLC Form

Project Agreement patent rights clause states flatly that the

PAH and its subcontractors retain all rights to background

inventions, with no provision permitting the licensing of

such background inventions if the circumstances require.300

DIUx Agreements

The Defense Innovation Unit Experimental (DIUx) was

established in August 2016 to act as an “interface node be-

tween DoD, entrepreneurs, start-up firms, and commercial

technology companies in Silicon Valley, California (DIUx

West); Boston, Massachusetts (DIUx East); and other U.S.

technology hubs to increase DoD access to leading-edge

commercial technologies and technical talent.”301 The DOD

Directive empowers DIUx with “all necessary acquisition

authorities through a Military Department, DOD contact

administration services component, or a federal agency, as

appropriate, to further DIUx’s mission, as approved by the

Deputy Secretary of Defense.”302 Relying on 10 U.S.C.A.

§ 2371b, DIUx created a new contracting process called

“Commercial Solutions Opening” (CSO) to execute proto-

type projects to solve national defense problems. According

to the DIUx 2017 Annual Report, its elements include a

simple solicitation; a fast track 60- to 90- day award pro-

cess; negotiable payment milestones, terms and conditions,

and IP and data rights; and commercial accounting

standards.303

As described in the DIUx “How-To Guide,”304 the CSO

process involves the following steps:

E DIUx posts Areas of Interest (AOIs) on its website

briefly describing problems to be solved or technolo-

gies of interest.305

E Vendors may propose solutions directly to DIUx in

the form of a short paper or slide deck.306

E DIUx then evaluates the submissions on the basis of

relevance, technical merit, business viability, and

innovation.307

E Successful submissions lead to a “pitch” by the vendor

in person or by video or teleconference.308

E If the pitch is successful, a Request for Prototype Pro-

posal (RPP) is issued together with suggested OTA

template with model terms and conditions.309

E The parties work collaboratively in meetings to de-

velop a statement of work, payment milestones, and

specialized terms and conditions for the OTA.310

E A final recommendation is made that the negotiated

proposal meets the statutory requirements for an OTA

prototype award and that the price is reasonable.311

E Once final evaluation is complete, the Agreements Of-

ficer negotiates the terms and conditions of the OTA

based on the model terms and conditions.312

With regard to IP rights, DIUx states specifically in its

“How-To Guide” that it is “open to flexible intellectual prop-

erty (IP) clauses and weighs the risks and benefits accord-

ingly,” given that many of the products may be commercial

products adapted for commercial use.313 It further provides

in Appendix C, that “[a]ll intellectual property (IP) rights

are negotiable and the Government does not plan to own

any IP.”314 Although the author of this BRIEFING PAPER was

unable to obtain a publicly available agreement or form

agreement, information and belief suggests that the DIUx

OTAs are structured in a way where the contractor retains

title to all inventions under the OTA and the Government’s

license rights remain based on a Bayh-Dole construct

(including broad Government purpose rights, march-in and

revocation rights, and deadlines for disclosure, election of

title, and the pursuit of a patent application). There remains

great flexibility to adapt these provisions from their stan-

dard FAR-based form in a manner favorable to the

contractor.

OTAs Under NASA

The Space Act,315 passed post-Sputnik316 to achieve

BRIEFING PAPERS AUGUST 2018 | 18-9

17K 2018 Thomson Reuters



technological superiority in space over the Soviet Union,

authorizes NASA to “enter into and perform such contracts,

leases, cooperative agreements, or other transactions as may

be necessary in the conduct of its work and on such terms as

it may deem appropriate.”317 NASA OTAs are referred to as

Space Act Agreements (SAAs).318 Authority to enter into

SAAs is broad; there are no limitations on the type of proj-

ects or research.319 There are no NASA regulations govern-

ing SAAs. Rather they are the subject of policy directives,

guidance, and suggested template clauses without the force

of law. Principal guidance is set out in the NASA Policy

Directive 105.1I (SAA Policy Directive)320 and the Space

Act Agreement Guide (SAA Guide).321

Patent Rights Under NASA’s SAA Guide

An SAA is not a procurement contract,322 and the patent

and data rights sections of the FAR and the NFS do not

apply.323 However, although Bayh-Dole does not apply,

NASA’s statute governing property rights in inventions, 51

U.S.C.A. § 20135, applies to SAAs in that it covers “any

actual or proposed contract, agreement, understanding, or

other arrangement.”324 NASA’s interpretation is that the

title taking provisions in § 20135 only apply if the contract-

ing party is performing work “for NASA rather than for [its]

own benefit.”325

The Policy Directive provides for three different OTAs

under the authority of the Space Act: Reimbursable, Nonre-

imbursable, and Funded Agreements. The Policy Directive

provides that all agreements must include provisions, inter

alia, regarding “allocation of intellectual property rights

implicated or created under the Agreement.”326 Reimburs-

able Agreements are agreements where “NASA’s costs as-

sociated with the undertaking are reimbursed by the partner

(in full or in part).”327 According to the Policy Directive,

“NASA undertakes Reimbursable Agreements when it has

unique goods, services, and facilities not being fully utilized

to accomplish mission needs, which it can make available to

others on a noninterference basis, consistent with the

Agency’s missions.”328 Nonreimbursable Agreements

“involve NASA and another party in a mutually beneficial

activity that furthers the Agency’s missions, wherein each

party bears the cost of its participation, and there is no

exchange of funds between them.”329 The contributions of

each party must be fair and reasonable. Funded Agreements

are agreements pursuant to which “appropriated funds are

transferred to a domestic partner to accomplish an Agency

mission.”330 Funded Agreements “may be used only when

the Agency’s objective cannot be accomplished through the

use of a procurement contract, grant, or cooperative

agreement.”331

The SAA Guide provides guidance on Reimbursable and

Nonreimbursable Agreements. The SAA Guide addresses

intellectual property rights in four areas: data rights, rights

in “raw data” generated under the SAA, invention and pa-

tent rights, and the U.S. Government’s authorization and

consent to the use of third-party patents and copyrights.332

The appendix sets out sample clauses333 addressing each of

these areas. The clauses are to provide consistency, but the

SAA Guide permits flexibility to modify the clauses to fit

particular circumstances.334 The clauses include four stan-

dard clauses governing data rights and clauses governing

authorization and consent and patent indemnity.335

The SAA Guide provides for two clauses, a Short Form

Clause and a Long Form Clause, when the contracting party

is not performing work under the SAA for NASA but is

participating in collaborative activities for its own benefit.336

A third clause, a Title-Taking Clause, is prescribed where

the contracting party is performing work under the SAA

“for NASA rather than its own benefit.”337 As the SAA

Guide explains, it is possible but unlikely that such a clause

will be used in Nonreimbursable and Reimbursable Agree-

ments but most certainly will be used in Funded

Agreements.338

The SAA Guide provides that the Short Form Clause is to

be used in cases of nontechnical SAAs such as those used

for strategic alliances, education, public outreach, or com-

munity or public affairs events where there is a low prob-

ability that an invention will result.339 However, in the

unlikely event that an invention may be conceived or first

actually reduced to practice under this type of SAA, the

clause provides that title to such inventions remains with the

respective parties, and that the parties will negotiate accept-

able licenses and other rights associated with joint

inventions.340 The SAA Guide provides that the Long Form

Clause is to be used when SAAs involve technical activities

(e.g., design, engineering, research, development, and ex-

perimental activities) where there is a probability that an

invention may result by either NASA or the contracting

party.341 As under the Short Form Clause, the principle that

each party keeps rights to its own inventions continues to

apply.342 NASA gets no rights to any invention made solely

by the contracting party, but may negotiate a license to use

the party’s “invention for research, experimental, and evalu-

ation purposes.”343 With regard to inventions by NASA em-
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ployees, the SAA Guide provides that “[a]s an incentive to

commercialize NASA developed technology, NASA will

use reasonable efforts to grant the contracting party a

license” in accordance with the requirements of 37 C.F.R.

Part 404.

As to joint inventions, NASA and the contracting party

are joint owners of the invention and may enter into a “Joint

Ownership Agreement. . .to address the patent prosecution

and commercialization responsibilities and NASA may

agree to refrain from exercising its undivided interest in joint

inventions in a manner inconsistent with the Partner’s com-

mercial interests.”344 The patent rights clauses in Nonreim-

bursable and Reimbursable Agreements represent a signifi-

cant departure from Bayh-Dole and the more restrictive

Space Act patent provisions, in that under these agreements,

NASA is not even entitled to a Government purpose license.

Funded Agreements

The SAA Guide provides that the Title-Taking Clause ap-

plies in instances where a contracting party performs “work

of an inventive type. . .for NASA” whether it is funded by

NASA or not. In such cases, 51 U.S.C.A. § 20135 applies

and title to inventions conceived or reduced to practice by

the contracting party exclusively vest in the Government.345

Under the Title-Taking Clause (like its NFS counterpart),

the contracting party is granted a revocable, nonexclusive

royalty-free license in each patent application or patent in

any country on an invention made by the contracting party

under the agreement where the Government has title, unless

contracting party “fails to disclose the invention” within

time limits prescribed by the clause.346 The Title-Taking

Clause does not address the mechanism by which NASA

obtains title if there is a failure to disclose; nor is there any

temporal or other constraint on NASA’s ability to take title

if there is a failure to disclose. Further, there is no provision

allowing the parties to extend the time periods prescribed in

the Title-Taking Clause.347

Disclosure, Notice, And Filing Obligations

The Title-Taking Clause requires the contracting party to

establish procedures assuring that inventions made under

the Agreement are properly documented and are disclosed

to contractor personnel responsible for the administration of

the clause within six months of conception and/or first actual

reduction to practice, whichever occurs first.348 The contrac-

tor must disclose each invention to NASA’s Patent Repre-

sentative within two months after disclosure by the inven-

tor, or, if earlier, within six months after the contracting

party becomes aware that such invention has been made, but

in no event before any sale, public use, or publication of the

invention known to the contracting party.349 The contracting

party must furnish interim reports every 12 months from the

date of the Agreement listing the inventions made during

the period and certifying that all such inventions have been

disclosed and a final report within three months after

completion of the work listing all inventions made under the

Agreement.350 The clause provides that NASA will with-

hold such reports and disclosures from public access for a

reasonable time (one year is suggested) “to facilitate the al-

location and establishment of invention and patent rights.”351

The Title-Taking Clause provides no specific obligation

on the part of NASA to file a patent application and to do so

within a prescribed period of time. The disclosure provi-

sions in both the data rights and patent rights sample

clauses352 permit NASA to make public reported inventions

within certain narrow time periods. One year is suggested

but the parties have discretion to extend that period. The

data rights clauses further permit the contracting party to

request that proprietary data produced by the contracting

party and provided to NASA under the SAA be protected,

subject to NASA’s ability to use and disclose for Govern-

ment purposes.353 Data first produced by NASA will be

protected from public disclosure for a period of up to five

years, with the caveat that NASA typically designates the

restriction period to be one to two years.354 These provisions

provide a starting point—not an end point—for the negotia-

tion of patent and data rights clauses to preserve the confi-

dentiality of data pertaining to inventions disclosed to

NASA for a period of time deemed acceptable by the parties

to determine whether a patent application will be pursued or

the data will be preserved as a trade secret.

Contractor’s Rights When Waiver Is Granted

Under the Title-Taking Clause the contracting party may

seek to retain title to inventions it makes under the SAA

through a petition for a waiver (under 14 C.F.R. Part 1245,

Subpart I). The Guide instructs that “NASA liberally grants

waivers to SAA partners for the purpose of commercializing

the waived invention.” A presumption for waivers is in-

cluded in 14 C.F.R. § 1245.104. Advance waivers may be

obtained prior to the execution of the agreement or within

30 days after execution. In lieu thereof, a contracting party

may request individual waivers of title following the

identification and reporting of inventions. As noted above,

under 14 C.F.R. Part 1245, the contracting party has one
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year from the request for an advanced waiver and one year

from the grant of an individual waiver (or a reasonable time

thereafter for good cause shown) to file a domestic patent

application or the instrument of waiver shall be revoked.355

Foreign applications must be filed within 10 months of the

domestic filing (subject to an extension) or six months from

the date a license is granted by the Commissioner of Patents

and Trademarks to file foreign patent application where such

filing has been prohibited by a Secrecy Order.356 The Title-

Taking Clause, however, is silent on this important point.

The Title-Taking Clause provides that with respect to any

inventions which are subject to a waiver, the Government

retains “an irrevocable, royalty-free license to practice the

invention throughout the world by the United States or any

foreign government under any treaty or agreement with the

United States.”357 This is the only condition required under

the Space Act provision governing rights in inventions.358

However, the SAA Guide goes further to prescribe condi-

tions and requirements similar to those included in Bayh-

Dole and its implementing regulations. March-in rights are

specifically provided for in the Title-Taking Clause (which

also reference Bayh-Dole regulation 37 C.F.R. § 401.6).359

Moreover, separate and apart from march-in rights, NASA

has the right to revoke or modify the license, “if necessary

to achieve expeditious practical application of the invention

where a third party applies for an exclusive license under 37

C.F.R. Part 404,” and in a foreign country if NASA deter-

mines that the contracting party fails to achieve practical ap-

plication in that country.360 Revocation and modification are

subject to 30 days’ written notice to show cause and appeal

rights under 14 C.F.R. § 1245.112.361 In this way, two of the

provisions of Bayh-Dole most odious to commercial compa-

nies (although never in fact used) make their way in as a

requirement of a NASA SAA even though they are not

required by the Space Act.

In addition, the Title-Taking Clause requires the contract-

ing party to produce products embodying inventions or us-

ing inventions made under the Agreement that are “manufac-

tured substantially in the United States.”362 This is a

significant departure and is more restrictive than Bayh-Dole

statute and regulations,363 which limit the domestic prefer-

ence to exclusive licensees of the funding recipient. The

Title-Taking Clause (unlike the Bayh-Dole statute or regula-

tion) provides a definition of “manufactured substantially in

the United States” borrowing a portion of the “components”

test from FAR 25.101 implementing the Buy American

Act,364 which requires acquisition of, inter alia, “manufac-

tured articles, materials, and supplies that have been manu-

factured in the United States substantially all from articles,

materials or supplies mined, produced, or manufactured in

the United States”365 (meaning over 50% of product is

manufactured in the United States).366 Under the clause, this

requirement is met “if the cost to [the contracting party] of

components mined, produced, or manufactured in the

United States exceeds [50%] of the cost of all components

(considering only the product and its components).”367 The

definition leaves out the other prong of the Buy American

statute and FAR 25.101 that requires the article to be

“manufactured in the United States.”368 This omission ap-

pears to be inadvertent but will undoubtedly confuse those

contracting parties attempting to understand their obliga-

tions under the form clause if adopted without change.

Subcontract Flow-Downs

The contracting party is required to flow down the Title-

Taking Clause in all subcontracts and other agreements “for

performance of experimental, developmental, or research

work.”369 The clause provides for privity of contract be-

tween the subcontractor and NASA with respect to inven-

tion and patent rights.370 It permits the contracting party to

acquire by negotiation and mutual agreement rights to an

invention made under the SAA by a subcontractor, and in

the event of an inability to reach an agreement, request that

such rights for the contracting party be included as an ad-

ditional reservation in a waiver granted pursuant to 14

C.F.R. Part 1245, Subpart 1.371 In cases where the subcon-

tractor does not request a waiver of title, NASA will acquire

title, however, the contracting party can request a license

from NASA consistent with the requirements of 37 C.F.R.

Part 404.372

These provisions are stark in contrast to the clear admo-

nition in the FAR patent rights clause that the prime contrac-

tor shall not substitute itself for the Government in flowing

down the clause nor, as part of the consideration for award-

ing the subcontract, obtain rights in the subcontractor’s

subject inventions.373 The relative rights of the prime

contractor and different tiered subcontractors vis-à-vis an

invention at a lower tier is not addressed in any of the DOD

regulations, guidance, and forms governing OTAs. The

simple requirement to flow down the clauses does not ad-

dress the more subtle point of whether and under what terms

a higher tier contractor can take rights from a lower tier

contractor.
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NASA Funded OTA Agreements—An Example

The SAA Guide does not address provisions for Funded

Agreements. But NASA provides access to a number of

actual SAA Funded Agreements related to NASA’s Com-

mercial Crew Program Development initiatives designed to

stimulate efforts within the private sector to develop system

concepts capabilities leading to commercial human space-

flight services.374 Since 2009, NASA has awarded more than

$1.43 billion in SAAs for initiatives called Commercial

Crew Development (CCDev) (CCDev1 and CCDev2) and

the Commercial Crew Integrated Capability (CCiCap).375

Under Space Exploration Technologies Corp.’s (SpaceX)

CCDev2 SSA (the SpaceX SSA),376 NASA has reported that

SpaceX received $75 million for its development efforts.377

The base agreement is a mere 28 pages and incorporates no

clauses by reference. Its attachments, setting forth a state-

ment of work in the form of SpaceX’s proposal are limited

to an additional 21 pages, making the entire agreement 49

pages. Neither the base contract nor the statement of work

requires any data deliverables. Rather, it provides for 10

milestones in which designs and prototypes will be devel-

oped for crew transportation systems and presented to

NASA.

The SpaceX SSA’s patent rights clause, like other CCDev

Agreements,378 relies on the SAA Guide’s Title-Taking

Clause, but departs significantly from that clause in key ar-

eas providing useful information for negotiations of future

agreements.379 The clause includes restrictions on the

NASA’s license rights and other modifications favorable to

the contractor. Departures from the Title-Taking Clause

include blanket waivers of title to inventions conceived or

first actually reduced to practice under the agreements

coupled with restraints on the Government’s Government

purpose license rights (in lieu of title) of such inventions

and the protection of preexisting inventions. However, the

SpaceX SSA patent rights clause retains, and in some case,

broadens material Government rights (e.g., the march-in

clause) and lacks clarity in certain key areas important to

any contractor. It is therefore a useful model but not the

lodestar for a contractor’s approach to negotiations.

Waiver Of Title

The SpaceX patent rights clause builds in to the SSA an

express waiver to SpaceX, as permitted in 14 C.F.R. Part

1245, Subpart 1.380 The waiver is of all rights to inventions

made by SpaceX in the performance of work under this

Agreement with certain limited exceptions is discussed fur-

ther below.381 SpaceX must still comply with the advanced

waiver or individual waiver procedures to secure title to the

inventions, including the obligation to pursue a domestic

patent application within one year of the request for the

advance waiver and one year after an individual waiver is

granted.382 The parties did not address the deadline for filing

the application in the clause nor agree to extend it or make it

more flexible.

The SSA makes explicit that NASA will waive all rights

to inventions made in advance waivers and individual inven-

tions identified within eight months of first disclosure of the

invention or such longer time as may be authorized by

NASA.383 SpaceX’s waiver is conditioned on its compliance

with the invention disclosure obligations of the SpaceX pa-

tent rights clause.384 However, there is no specific provision

addressing how title is revoked in such circumstances or

any procedures addressing how SpaceX can challenge such

an action.

Disclosure And Reporting Obligations

The SpaceX SSA adopts in whole cloth the disclosure

obligations in the Title-Taking Clause. It requires the

contracting party to establish procedures assuring that

inventions made under the SpaceX SSA are properly docu-

mented and are disclosed to contractor personnel responsible

for the administration of the clause within six months of

conception and/or first actual reduction to practice, which-

ever occurs first.385 The Title-Taking Clause requires the

contractor to disclose each invention to NASA’s Patent Rep-

resentative within two months after disclosure by the inven-

tor, or, if earlier, within six months after the contracting

party becomes aware that such invention has been made, but

in no event before any sale, public use, or publication of the

invention known to the contracting party.386

SpaceX must furnish interim reports every 12 months

listing the inventions made during the period and certifying

that all such inventions have been disclosed and a final

report within three months after completion of the work,

listing all inventions made under the SpaceX SSA.387 It

provides that NASA will withhold such reports and disclo-

sures from public access for a reasonable time (presumed in

this agreement to be two years) “to facilitate the allocation

and establishment of invention and patent rights.”388

Government Rights And Conditions

The SpaceX patents rights clause provides the Govern-
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ment with an irrevocable, royalty-free license for the

practice of such inventions throughout the world “by or on

behalf of the United States or any foreign government in ac-

cordance with any treaty or agreement with the United

States.”389 However, it provides that the “Government

purpose license” will not be exercised by NASA during the

term of the SpaceX SSA for five years following the expira-

tion of the SpaceX SSA or until December 2020, whichever

is later.390 The clause includes a minimum rights section

giving SpaceX license rights in which the Government

acquires title but the section is largely irrelevant as the

Government has agreed to waive all rights to title in all

inventions made under the SpaceX SSA.391

The SpaceX SSA removes the obligation (in the Title-

Taking Clause) to produce products embodying inventions

or using inventions made under the SpaceX SSA that are

“manufactured substantially in the United States.”392 How-

ever, it includes the provision allowing SpaceX’s domestic

license to be revoked or modified “to the extent necessary to

achieve expeditious practical application of such invention

pursuant to an application for an exclusive license submit-

ted in accordance with 37 C.F.R. Part 404.”393 Revocation

rights are conditioned on a written notice to show cause and

appeal rights under 14 C.F.R. 1245.112.394 Moreover, it ex-

pands NASA’s march-in rights to include situations in which

SpaceX has “achieved practical application of such inven-

tion but failed to maintain practical application of such

invention in such field of use”; and “discontinued making

the benefits of such invention available to the public or to

the Federal Government.”395

Subcontractors

As in the Title-Taking Clause in the SSA Guide, SpaceX

is required to flow down the Title-Taking Clause in all

subcontracts and other agreements “for performance of ex-

perimental, developmental, or research work.”396 The clause

provides for privity of contract between the subcontractor

and NASA with respect to invention and patent rights.397

The clause permits SpaceX to acquire by negotiation and

mutual agreement rights to an invention made under the

SAA by a subcontractor, and in the event of an inability to

reach an agreement, request that such rights for the contract-

ing party be included as an additional reservation in a waiver

granted pursuant to 14 C.F.R. Part 1245, Subpart 1.398 In

cases where the subcontractor does not request a waiver of

title, NASA will acquire title but SpaceX can request a

license from NASA consistent with the requirements of 37

C.F.R. Part 404.399

Summary

Bayh-Dole represented a sea change in the way the

Government addressed rights in inventions conceived or

first actually reduced to practice with Government funding

by permitting the contracting party the right to elect title in

the invention and pursue a patent application with the

Government retaining a Government purpose license.

However, for innovators in the tech space, whether they be

emerging small businesses or large players in the com-

mercial market, the restraints and risks inherent in a Bayh-

Dole-based R&D or prototype agreement with the Govern-

ment have proven too much of a deterrent for entry. These

risks and restraints increase for large for-profit companies

interested in doing business with NASA where NASA has a

presumptive right to title in subject inventions. Because

Bayh-Dole is not applicable to OTAs, the OTA vehicle can,

as its promoters within NASA and DOD state, serve as a

mechanism for a negotiated agreement more favorable to

the contracting party. However, that party must enter into

negotiations with eyes wide open. It is very likely that the

starting point for both DOD and NASA will be a form agree-

ment with similar if not identical provisions governing rights

in inventions to those included in traditional procurement

instruments. The negotiation should not end there.

Guidelines

These Guidelines serve as touchstones for businesses

looking at OTAs as a viable option for bringing and develop-

ing their technologies under DOD and NASA funding

instruments and, more particularly, addressing concerns

about protecting and maximizing rights in subject inven-

tions under those instruments. They are not, however, a

substitute for professional representation in any specific

situation.

1. Before entering into an OTA, develop an IP rights strat-

egy that recognizes that any inventions conceived or actu-

ally reduced to practice under the OTA will require disclo-

sure of proprietary information concerning the invention

and include some form of broad license to the Government

to use the information and practice the invention. Consider

converting a potential subject invention into a background

invention before funding commences.

2. Understand that the first draft of a proposed OTA solic-

itation form agreement (including a form project agreement

under a consortium agreement) most likely includes a patent

rights clause similar to the Bayh-Dole clause in the FAR,
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and the Agreements Officer conducting the negotiations is

most comfortable and familiar with the Bayh-Dole

provisions. Use the flexibility inherent in OTAs and the

DOD’s and NASA’s strong endorsement of more

commercial-like licenses to get the Agreements Officer out

of his or her comfort zone.

3. Work with counsel to scrub the form clauses presented

in the proposed patent rights clause. Use the information

provided in this BRIEFING PAPER to understand the variance

and nuances to each of the clauses so you can exploit the

flexibility inherent in the OTA process to negotiate a clause

that is most advantageous to your company.

4. Go in to the negotiations knowing the precedent DOD

and NASA have already established in straying from Bayh-

Dole. The guides, templates, and past agreements suggest

that the broad Government purpose license can be restricted,

delayed, or made contingent on certain events. DOD and

NASA are open to longer deadlines for notice, election, and

patent applications, dropping the forfeiture provisions for

failure to disclose or providing an opportunity to cure.

Curtailing the domestic manufacturing requirement for

exclusive licensees and permitting the prime to negotiate li-

censes in subcontractor subject inventions are also positions

that DOD and/or NASA have found acceptable.

5. Fight back on the revocation and march-in rights pro-

visions—they are not mandatory. But do not lose sleep if the

OTA includes a provision allowing the Government to claw

back title. The Government has never acted on these rights.

Just make sure the OTA includes the procedural safeguards

(such as written notice, an opportunity for a factfinding hear-

ing, and appeal rights) that are mandatory in traditional

procurements.

6. Talk with the Agreements Officer about trade secret

protection vs. patent protection. It may be in the interest of

both parties that a patent not be pursued. Work on extending

the deadlines for election of title and filing patent applica-

tions and work to make ironclad the confidentiality protec-

tions for proprietary data disclosed to the Government as-

sociated with the invention. Always be mindful of the

dangers in waiting (especially if there has been any form of

public use) because of the AIA’s first-to-file rule.

7. For NASA OTAs, remember the Space Act (granting

title to the Government in subject inventions) still applies.

Following the lead of the CCDev OTAs, think about upfront

blanket waivers, but do not forget that even with such waiv-

ers, the awardee must still comply with the reporting

requirements. Moreover, the Space Act leaves enormous

discretion to NASA once a waiver has been made. Agree-

ments Officers are not bound by the Bayh-Dole-like provi-

sions governing waivers in NASA regulations incorporated

by reference in the SAA Title-Taking Clause. First, know

the waiver provisions (they are not in the clause), and then

challenge them in negotiations if they present too much risk.
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