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SUMMARY

1 The Government wel comes John Baker's report. It accepts his analysis of what stands
in the way of more effective efforts to commercialise the research outputs of public sector re-
search establishments (PSRES). It agrees that giving greater emphasis to the knowledge transfer
effort need not - and indeed must not - conflict with the primary research and advisory roles of
PSREs.

2. The Government accepts the thrust of John Baker's recommendations. In the
November 1999 pre-budget Report, the Government announced measures to implement a num-
ber of these recommendations. These were:

* changesto civil service conduct rulesto allow government scientists new incentives
and rewards, subject to safeguards, for participating fully in exploitation - these
changes came into force on July 13;

* tackling the risk avoidance culture in PSRES, encouraging well managed risk-tak-
ing. The Government welcomed that statement by the National Audit Office, pub-
lished on the same day as the pre-Budget report, that they will adopt an open-mind-
ed and supportive approach to commercialisation by PSRES, focussing on their
commitment to exploitation, the quality of their risk management, and the lessons
that can be learned for PSREs as awhole;

*  the Government has addressed the need of PSRESs for advice to help them commer-
cialise their discoveries and inventions; the Government has looked at options, in-
cluding arole for Partnerships UK - the new public private partnership which the
Government has created to replace the Treasury Taskforce.

3. Most of John Baker’s other recommendations fall to the Government departments and
Research Councils which sponsor PSREs and otherwise purchase research from them. The
Government will ensure that by the end of 2000, all relevant departments and Research Councils,
in partnership with PSRES, have produced timetabled action plans for ensuring that PSRES can
effectively pursue knowledge transfer activities. These plans will address the need for PSREs to
have:

* anexplicit knowledge transfer mission

* necessary financial freedoms

*  control and ownership of intellectual property
* accessto necessary skillsand advice

* personal incentivesfor staff

4. The Government will ensure that progress in implementing these action plansisinde-
pendently reviewed before the end of 2001.

5. The Government isalso

* ensuring that PSRESs are able to particiapte fully in government schemes which in-
centivise the transfer of knowledge from publicly-funded science to industry;

* committed to ensuring that the next Prior Options Reviews of PSREs fully address
the recommendation that departmental PSRES are put at greater arm’s length from
government.



BACKGROUND

Science funding

6. Government invests heavily in science, and this has profound implications for the UK
economy. The science base - research funding from the Higher Education Funding Council and
the Research Councils - important for our economic performance, generating the skills, knowl-
edge, and technology that will maintain the UK’s competitive edge in the global markets of the
new millennium. The 2000 spending review includes anew £1 billion programme to renew the
infrastructure of the science base; thisincludes a new partnership with the Wellcome Trust, and is
on top of our huge boost to science funding in 1998. SR2000 also included arisein the stipends
for Research Council students, from £6620 pa outside L ondon to £9000 pa by 2003-04. And the
Cross Cutting Review of Science and Research Funding concluded that:

*  Government should build on the flaghsip HEROBIC, University Challenge, and
Science Enterprise Challenge schemes to increase the capacity of University’swork
on commercialisation and knowledge transfer;

*  Government should focus on boosting research in key areas that will shape lifein
the 21st century, under understanding the genome, developing the next generation
of e-science, and basic technology.

7. In addition to the science base, government makes a considerable investment in sci-
ence through the research and development programmes of individual government departments.
The overall expenditure on science this year - both on the science base and on government R& D
- will be £6.75 billion - higher in real termsthan at any time this decade.

Knowledge transfer

8. The Government is committed to ensuring that this large investment in research and
development generates the maximum benefitsin the form of jobs and prosperity for the nation.
The ability to capture the economic benefits of science and technology - in particular the creation
of novel products and processes - is a crucial determinant of competitiveness and growth in a
globalising economy. Key mechanisms for creating economic value from research include wide
dissemination of knowledge through the economy, and the transfer of trained people from sci-
ence labs to industry. But there isincreasing recognition - in government, academe and the pri-
vate sector - of the need for science and industry to work closer together to forge more direct
routes, including commercial routes, for exploiting the outputs of research. The Government
wishes knowledge transfer and collaboration with industry to become part of the core mission of
both PSREs and universities.

0. The Government has been active in developing an agenda for the exploitation of sci-
ence. The Government’s White Paper “Excellence and Opportunity: a science and innovation
policy for the 21st century” describes the Government’s efforts so far and sets out a reform agen-
dafor ensuring that there is coherence in the overall approach and that effortsto exploit science
are balanced by a sufficient focus on the need to stimulate industry demand for research outputs.

10. Government al so recognises that while much of the policy focus has been on universi-
ty research, a good deal of publicly funded research (both in the science base and as part of de-
partmentally-sponsored R& D) is conducted in government laboratories - the so-called public
sector research establishments (PSRES). Indeed some £2.2bn of the total £6.75bn of the
Government’s total spending this year on science is going to PSREs and NHS trusts. It is clear
that any policy agenda for knowledge transfer which ignores PSREs isincomplete. It isin this
light that the Government last year commissioned John Baker to investigate the commercialisa-



tion of research in the PSREs and to make recommendations for increasing the rate at which
PSRE research outputs are successfully commercialised. This followed a commitment to this ef-
fect in the 1998 Competitiveness White Paper.

GENERAL

11. The Government welcomes John Baker’s report, which it regards as having fully met
the remit both to investigate the commercialisation of PSRE research and to make recommenda-
tions for increasing the rate at which PSRE research outputs are commercialised. The analysis
and conclusions are balanced, pointing out what more needs to be done to ensure that the ex-
ploitation mission is embraced wholeheartedly, while recognising the larger context within
which exploitation must take place.

12. The Government agrees with the principles that John Baker has presented as underpin-
ning hisfindings. In particular it accepts that the first priority for each PSRE remains the conduct
of research in furtherance of the Government objectives it serves. Within that context there is
nevertheless considerable scope for a more concerted approach to knowledge transfer, and in-
deed the need for apositive presumption in favour of knowledge transfer

13. The Government also endorses John Baker’s conclusion that the large variety of
PSREs and of knowledge transfer routes mean government cannot be over-prescriptive about the
methodology for ensuring the practical application of PSRE research outputs. The Government
recognises that the nature of the research output itself has an important bearing on decisions
whether or not to pursue commercia routes for exploiting knowledge. For example, while a
commercial route might be clearly indicated for potentially valuable discoveries and inventions -
open dissemination might be more appropriate for certain classes of dataset.

RESPONSE TO THE INDIVIDUAL RECOMMENDATIONS

1. | welcome the movement in government towards a more mature understanding
and handling of risk. Treasury and OST should work with the NAO and the PAC to
promulgate an accountability framework for commercialising public sector re-
search which emphasises portfolio risk management and transparency of operation
rather than incentivising risk avoidance.

14. The Government believes that greater understanding and acceptance of risk isafunda-
mental component of creating an innovative, forward looking public sector culture. Innovation in
the public sector involves risk that should be properly assessed and managed. Where this hap-
pens the audit process should recognise as much or the culture of risk avoidance will be perpetu-
ated. The Government is discussing with the NAO how it will ensure that audit methodol ogies
incorporate a positive approach to risk. The Government’s position is set out in the Modernising
Government White Paper and acknowledged by John Baker in his report.

15. The Government agrees with John Baker that the Modernising Government commit-
ment needs to be devel oped in the specific context of commercial exploitation of PSRE research
outputs. Not all PSRE commercialisation dealswill result in the successful launch of new prod-
ucts, processes and services. Knowledge transfer inherently bearsrisk. The public accountability
framework needs to recognise this, while ensuring that there continues to be probity and value
for money in the handling of public funds and the assets created with them. The Government ac-
cepts that the fear that individual deals will come under critical scrutiny by the National Audit



Office and the Public Accounts Committee - and that the failure of adeal will of itself attract crit-
icism - is a deterrent to commercialisation. PSREs and their sponsors need to have confidence
that the focus of critical scrutiny will be on the quality of risk management (ideally across a port-
folio of transactions and arange of PSRES) and that the auditors spotlight will also fall on those
PSREs with commercialisable research which fail adequately to engage in knowledge transfer.

Action

16. The Government wel comed the recent statement by the National Audit Office confirm-
ing that they will adopt an open-minded and supportive approach to commercialisation by
PSREs, focussing on their commitment to expl oitation, the quality of their risk management, and
the lessons that can be learned for PSRES as awhole. The Treasury isworking with the NAO to
ensure that PSREs are aware of, and understand, the approach that the NAO plansto take.

2. A key challenge for government isto ensure that leadership in the PSRESis com-
mitted to drive commercialisation as an explicit part of their mission. To that end
and where such practiceis not already current:

* Al government purchasers of PSRE research should have as part of their research
mission the explicit objective of transferring PSRE research outputs to the wider
economy; this should be explicitly reflected in all contracts between sponsors (and
other government purchasers of research) and PSREs.

*  PSREs themselves should have knowledge transfer as an explicit part of their mis-
sion

*  The knowledge transfer objective should be embodied in the job description and
personal objectives of the PSRE chief executive and be seen as his or her personal
responsibility. It should be cascaded through the personal objectives of senior man-
agement and scientific staff.

*  PSRE chief executives should be required to develop, implement and secure staff
support for a strategy for identifying and realising opportunities for translating re-
search outputs into wealth creating products and processes. In particular these
strategies must address the management systems that will support the commerciali-
sation effort, acquisition of the necessary market knowledge and the management of
conflicts of interest.

* PSRE chief executives should develop performance measures and targets against
which their knowledge transfer efforts can be assessed.

*  Asand when vacancies for PSRE chief executive posts arise, the ability to lead and
motivate a PSRE’s knowledge transfer activities should be an explicit recruitment
criterion.

17. The Government believes that there should be a more concerted effort to identify and
exploit opportunities for realising the economic value of PSRE research outputs. We agree with
John Baker that thiswill happen only if an explicit knowledge transfer mission is adopted, taken
seriously and driven through by committed |eaders.



18. The actions he recommends would in effect make uniform what is already best practice
in those PSREs which have the most forward-looking approach to knowledge transfer. The
Government agrees with John Baker that this best practice needs to be spread across the PSRE
community, and that the setting of specific objectives and targets and the establishment of proper
management and incentive systems are vital. None of thisisintended to undermine PSRES or to
preclude the free dissemination of research outputs such as datasets on policy grounds.

Action

19. As part of their overall action plans sponsors, in consultation with PSREs, will be re-
quired to agree atimetabled plan with the Treasury and OST by the end of 2000 for implement-
ing the actions recommended by John Baker under this recommendation, where suitable arrange-
ments are not already in place.

3. There is an overwhelming case for requiring that 1P generated by a PSRE be
owned by the PSRE and assigned by authority of the chief executive, unless effective
alternative arrangements already exist (they do so in the case of the MRC, but in no
other instances that | have been able to find). The case by case involvement by pub-
lic sector funders of research in decisions about the assignation of intellectual prop-
erty - unless they have specific expertise and support to bring to the table - does not
generally seemto add value and can be harmful.

20. The Government believes that intellectual property generated by PSREs should be
vested at the lowest possible level, normally that of the PSRE itself where there are more likely
to be the skills and know how to commercialiseit. The report has highlighted the need for PSREs
to move quickly, professionally and effectively in successfully negotiating knowledge transfer
transactions. To do this they must have the necessary managerial autonomy. The Government
agrees with John Baker’s finding that the detailed case-by-case involvement of sponsor depart-
ments and Research Councils can often hamper commercialisation activities, by slowing down
or otherwise complicating transactions.

21. Control and ownership of intellectual property - and the ability to assign it to commer-
cia partners - must lie with those who are taking the key decisions and responsibility for ex-
ploitation deals. The Government would expect these normally to be PSRE directors, while
recognising the possibility of exceptions to this general presumption - for example where it can
be demonstrated that alternative approaches - either in place or in development - are likely to
work better.

22. The Government’s primary interest here is in commercialisable and in particular
patentabl e intellectual property. The Government recognises that different arrangements will ap-
ply to research outputs, such as datasets, which are not discoveries or inventions.

23. The Government believes that control and ownership should go together. It is of
course possible for ownership of 1P to remain with the sponsor while control is delegated as far
as possibleto the PSRE. But thisisalessthan ideal half way house, since without ownership, full
control is not possible. Of necessity for the time being, it is the approach that will need to be
adopted in the case of PSREswhich are not legally separate from their sponsors (including many
departmental PSRES). In the longer term, the status of these PSRESs will need to be reexamined
(see page 8 below).



24, The Government believes that sponsor departments and Research Councils must con-
tinue to maintain strategic oversight of the exploitation activities of their PSRES, in the interests
of accountability for public funds, and to ensure that such activities remain aligned to the PSRE
core objectives (many of which have been determined by the sponsor department or Research
Council). Sponsors must, for example, retain the right to be consulted over major or novel com-
mercialisation deals. Sponsors al so have aduty to ensure that PSRES have access to the resources
and advice needed to exploit |P effectively.

25. The Government is clear that, notwithstanding the arrangements for control and own-
ership of I1P, sponsorsretain the right to disseminate the outputs of PSRE research they have com-
missioned. Thisright can be retained at the sametime asIPisvested in PSRES, through suitable
contracts between sponsors and PSREs. The Government recognises that the drafting of such
contracts raises complexities, and is publishing guidance to sponsors and PSRESs alongside this
response.

26. The Government also wishes to extend the principle of devolving IP ownership to the
lowest level to include all research organisations from which government departments and
Research Councils commission research, including universities and the private sector. This
would provide afurther boost to commercialisation efforts, while ensuring consistency with the
public procurement aim of promoting alevel playing field between public and private sector re-
search providers. The main principles underpinning such an approach would be that the research
provider owned the intellectual property; while government retained dissemination rights and
had a share in the upside of any commercialisation. The Government will develop more detailed
proposalsin this area, in consultation with the Committee of Vice Chancellors and Principals.

Action

27. Government is publishing draft guidance to PSREs and sponsors on the handling of
intellectual property alongside this document and the Science and Innovation White Paper.

28. In light of the final guidance sponsors, in partnership with PSREs, will be required to
agree atimetabled plan with the Treasury and Office of Science Technology by the end of 2000
demonstrating how they will ensure consistency with the presumption in favour of vesting IP at
the lowest practical level. Where transfer of ownership islegally impossible because of the cur-
rent status of certain PSREs, action plans will need to demonstrate what steps are being taken to
delegate control of 1P assets.

4. Parent organisations should allow their PSREs the full freedomsto carry forward
surpluses and retain receipts and other financial freedoms which are available un-
der the Treasury's recent Wider Markets guidance. Arrangements for dividing cont
mercialisation receipts between sponsor s/funders and PSRES should err on the side
of generosity to the PSRE.

29. The Government accepts this recommendation. As part of the 1998 comprehensive spending
review, the Treasury gave government departments significantly increased flexibility to carry
forward surpluses from one financial year to the next. Also, as the Baker report points out, the
Treasury’s Policy and Guidance Note “ Selling Government Services into Wider Markets’ en-
courages departments to allow their agencies and Non-Departmental Public Bodies to benefit
from the receipts generated by salesin the wider market.



30. The Government believes that sponsor departments, other government commissioners
of research, and Research Councils should ensure that PSRESs receive the full benefit of thesein-
creased financial freedoms and that arrangements for dividing commercialisation receipts be-
tween the various parties provide the proper incentive to PSRES to engage in exploitation activi-
ties.

Action

31 As part of their overall implementation plans, sponsors and funders will be required to
agree with the Treasury and Office of Science Technology by the end of 2000 the actions that
will betaken for increasing financial freedoms and incentives for PSREs where further progress
is needed.

5. I strongly recommend that the departmental PSRES be put at greater arm’slength
from government departments. Ministers should consider how this should best be
done for each of these PSREs, with the presumption in favour of a move to less cen-
tral control - except where thereis an overwhelming case to the contrary.

32. Taken as a whole, the actions which government intends to take in the light of the
Baker report will increase PSRES' autonomy in the day-to-day pursuit of knowledge transfer op-
portunities. In particular, as discussed elsewhere in this response, the Government is determined
to ensure that PSRES have the necessary financial freedoms and control of their intellectual prop-
erty, and that the rules governing accountability for public funds and civil service conduct are
broadly permissive of exploitation activities.

33. The Government nevertheless thinks the case for putting departmental PSREs at
greater arm'’s length from government should be examined, and believes that such areform could
have a positive impact on the ability of these PSREs to engage effectively in knowledge transfer.
The status of the PSRES was last examined in the Prior Options Review of 1996. The case for
such a change of status needsto be carefully and thoroughly considered for each relevant PSRE,
taking account of the broad range of factorsthat affect PSRE performance not only in the knowl-
edge transfer arena, but in their broader research and advisory roles. For practical reasons, the
Government prefersto give priority to those reforms which can start to be implemented forthwith
and not to re-open the status of the PSREs in parallel. The Government nonethel ess wishes to
keep this matter under review and expects it to be fully addressed in future Quinquennial
Reviews of PSREs.

Action

34. The Treasury and OST will keep under review the case for putting departmental
PSREs at greater arm’s length from government and will ensure that it is thoroughly examined in
the next Prior Options Review of PSRES, with aview to ensuring that the institutional relation-
ship between these PSREs and their sponsorsis optimally conducive to the pursuit of knowledge
transfer.



6. Other action is needed to address the difficulty of financing the costs of knowl-
edge transfer

* Ministers should examine the scope for extending the eligibility criteria of initia-
tives for promoting knowledge transfer, in particular University Challenge, to in-
clude PSRESs, where these are not already eligible.

* Given the importance of industry demand as a driver of knowledge transfer, the
Government should look at the scope for drawing PSREs into current schemes
which incentivise business to participate in knowledge transfer.

* Inagreeing future income streams with parent bodies and other purchasers, PSREs
should be explicit about the costs associated with implementing a knowledge trans-
fer strategy. Government must be prepared to meet these costs if it wants to give
parity of esteemto the knowledge transfer mission.

*  Government should consider ear marking some funds to meet the costs of knowledge
transfer in the PSREs.

35. The Government acknowledges that the effective pursuit of knowledge transfer bears
costs. Exploitation of public sector research entails various forms of public-private partnership
and the Government believes that PSRESs should |ook wherever possible to commercial partners
to fund the downstream exploitation as part of their investment.

36. Nonetheless, PSRE sponsors have a responsibility, within overall departmental budg-
etary constraints, to ensure that exploitation is adequately funded, consistent with their explicit
mission to pursue knowledge transfer. Sponsors should move to a more formal allocation of re-
sources for knowledge transfer activities from within their R& D budgets. This would be based
on an understanding of the real costs of such activities, and consistent with the requirement (see
recommendation 2) for the exploitation mission to be explicitly reflected in research contracts
between PSRESs and their sponsors. One possible approach would be for funders to agree that a
specified percentage of research contract funding be ring-fenced for exploitation purposes.

37. The Government supports the principle that PSREs should be fully eligible in their
own right (ie not just as junior consortium partners) to participate in government schemes which
encourage both the science and business communities to engage in knowledge transfer activities.
But this might not be appropriate for every PSRE and every incentive scheme.

38. These measures taken together - and in combination with measures to increase
PSREs' financial freedoms - should have a significant positive impact on the ability of PSREs to
resource knowledge transfer activities. Even so more may be needed if the PSRESs are to bridge
the often large gap that exists between their intellectual property and the fulfilment of its com-
mercia potential.



Action

39. The Office of Science and Technology has examined the scope for giving PSRES the
same eligibility as universities in the range of government schemes for incentivising both acad-
eme and industry to engage in knowledge transfer. It has conclude that there is significant scope
to include access to the schemes to PSREs. The presumption built into the expenditure plans aris-
ing from the 2000 spending review is that PSREs will be included, with exceptions justified
case-by-case.

40. The Treasury and OST will require sponsors of PSRES, as part of their overall imple-
mentation plans, to demonstrate how they will ensure that PSRE knowledge transfer activities
are adequately resourced, consistent with the explicit mission to pursue knowledge transfer.

41. To help bridge the gap in finance for seed investments to commercialise IP, the
Government has agreed to make available £10 million as part of the 2000 Spending Review
aimed at PSREs including Research Council institutes and the NHS.

7. 1t should be a requirement for PSRE chief executivesthat they have in place effec-
tive schemesfor encouraging and rewarding the participation of scientistsin knowl-
edge transfer activities.

8. OST should help to exemplify and promote best practicein thisarea including in
respect of equity and share options.

42. The Government accepts these recommendations. Schemes for encouraging and re-
warding the participation of PSRE scientists - and other relevant staff - are recognised as an inte-
gral part of astrategy for effectively identifying and pursuing knowledge transfer opportunities.
The priority is to ensure that such schemes are in place for all PSREs which have a knowledge
transfer mission and, that best practice isidentified and promoted. OST has an important role to
play here, including ensuring that arrangements for handling conflicts of interest are consistent
with the new guidance on PSRE commercialisation which will underpin the civil service man-
agement code (see paragraph 47).

Action

43. The Office of Science and Technology has produced good practice guidance for PSREs
on staff incentives and the management of conflict of interest which is published alongside this
response.

44. In the light of this guidance, the implementation plans of PSRE sponsors will be required to
provide a timetable for the review or introduction of incentive schemes. Where PSREs do not
have such schemesin place, sponsorswill agree with HM Treasury and the Office of Science and
Technology atimetable for introducing them.



9. Asan immediate priority Ministers should review the application of the civil serv-
ice management code to the special circumstances of science commercialisation.
The effective bar on certain forms of direct participation by serving government sci-
entistsin the commercial exploitation of their research - in particular receiving eg-
uity or share options - should be removed. The principles that apply should be the
same as the business appointment rules for civil servants: personal gain should not
be outlawed; rather it should be permitted subject to having proper systemsin place
for ensuring the probity of the proposed commercialisation arrangements.

45, The Government accepts this recommendation and has now changed the code accord-
ingly. The Government agrees there is a need to provide incentives to government scientists to
participate in the commercial development of their work. The Government attaches the highest
priority to ensuring propriety and integrity in the Civil Service. Nevertheless, measures to secure
propriety which also destroy incentives are self-defeating.

46. The previousinterpretation of the code meant that government scientists could not take
equity participation or accept share options in spin-out ventures unless they left the civil service
permanently. This was harmful because the direct participation of scientists in the commercial
spin-out of their research is often key to the success of these ventures - and indeed something that
venture capitalists can insist on. The rules therefore both deterred commercialisation and provid-
ed an incentive for entrepreneurial scientists to take their talents out of government servicein or-
der to pursue commercial opportunities. Nor were the rules consistent, as John Baker points out,
with the approach permitted in other parts of the public sector which are not governed by the
Civil Service Management Code.

Action

47. The Government has revised the civil service management code to confirm that gov-
ernment scientists may participate in the commercialisation of their research by taking share op-
tions and equity stakesin spin-out companies, subject to certain safeguards. The Cabinet Office
has issued new guidance to go alongside the code which cameinto effect on July 13th. Thisisre-
produced at Annex A.

10. Sponsors of PSREs should encourage the development of networks among
PSREs for the sharing of best practice in knowledge transfer, and to promote syner-
gies.

48. The Government agrees that this is a sensible recommendation, but believes also that
PSREs should be encouraged to be outward-looking and to seek opportunities for wider net-
working - for example with universities.



Action

49, As part of their overall implementation plans, PSRE sponsors should agree with
Treasury and OST their plans for facilitating the development of networks involving their
PSREs. As afirst step OST will consult on thisidea and on the idea discussed elsewhere in this
paper for an association of PSREs. OST has al so produced a best practice guidance note.

11. PSRE chief executives must ensure that they have access to the skills and experi-
ence they need for knowledge transfer.

12. Sponsor departments and Research Councils must where necessary support
their PSREs in gaining accessto relevant expertise, and they should promote a con-
sortium approach to knowledge transfer where thisis most likely to achieve critical
mass of activity and economies of scale.

13. Ministers should consider creating a small expert unit within central govern-
ment to drive forward the knowledge transfer agenda - and provide advice, help and
encouragement to PSREs and their sponsors on knowledge transfer - particularly in
relation to larger and more complex deals. Such a unit could initially be given a life
of say two years, after which time its value would be reviewed.

14. Government should seek to improve the flexibility of PSRES to pay market rates
to attract and retain people with commercialisation expertise.

50. Knowledge transfer projects are often complex, and require commercial skillsvery dif-
ferent from scientific research skills. John Baker rightly emphasises the importance of bringing
the proper skills to bear to commercialise successfully research. The Government agrees that
both PSREs and their sponsors have a responsibility to ensure that PSRES have access to the
right peopleto help them bring products and processes to market.

51. The Government also agrees that the diversity both of PSREs and of knowledge trans-
fer activities together rule out any detailed central prescription about the level and nature of the
skillsrequired, and the form in which they are obtained, (eg whether to hire in-house experts or
outsource much of the work to intermediaries). Such matters are best determined by individual
PSREs, with support from their sponsors, and underpinned by a common understanding of what,
for aparticular PSRE, islikely to be appropriate, effective, affordable and good value for money.
Where departments or Research Councils sponsor afamily of PSREs, there is particular meritin
exploring the scope for consortium approaches to knowledge transfer. The scope for getting pri-
vate sector partners to meet the costs of knowledge transfer activities should always be fully ex-
plored.

52. The Government agrees that a central capacity for advising, helping and encouraging
PSREs and their sponsors could be a very useful resource for giving momentum to the know!-
edge transfer effort. The PSRE commercialisation market is at avery early stage of development
and the barriers faced by PSREs taking the first steps can be difficult to overcome. Partnerships
UK - the new body for providing the public sector with key commercial skills to forge partner-
ships with the private sector - plansto help develop commercialisation projects. It has also un-
dertaken an immediate review to look at the practical help PSRES need to overcome the finan-
cial, ingtitutional and cultural constraintsthey face.




53. Government accepts that PSREs might in some circumstance need to attract and retain
knowledge transfer expertise in-house - and that there is a price to pay for that. The Government
looks to PSRE sponsors to ensure that their PSRES have the necessary flexibility to pay for such
expertise, whereit is genuinely needed. However the PSRE commercialisation market is not yet
well developed and PSRES' ability to invest in their commercialisation projectsis limited point-
ing to a development funding gap which many PSREs will be unable to bridge. The fund de-
scribed above will help to bridge this gap.

Action

54, The Government will require PSRE sponsors, as part of their overall implementation
plans, to detail their plans for ensuring that their PSRES are able to identify and obtain access to
the skills they need for successfully pursuing knowledge transfer opportunities.

55. In the light of the scoping study PUK has undertaken on behalf of government and
consultation with the PSRES, Partnerships UK isin the process of establishing asmall science
and technology commercialisation unit which will provide and help to promote access to the
skills and other inputs needed by PSRES to enable them to make commercialisation happen on
the ground. PUK has a remit to use its resources for a period of two years to help PSREs that
need support in relation to commercialisation projects large and small where (and only where)
the PSRES reguests assistance.

56. The PUK scoping study sets out a range of measures for PUK and the Treasury, OST,
PSREs and their sponsors to take forward a number of John Baker’s and other proposalsto im-
prove commercialisation. The action planisset out below.

57. In addition to providing details of the proposed commercialisation unit it includes pro-
posalsfor:

* ajoint PUK, OST and Treasury seminar programme
*  consultation with PSRES on networking and/or an association
* new guidance for government on equity participation in joint ventures

* the development of standard shareholders agreement and other clausesto promote a
degree of standardisation in technology projects.

58. The scoping is available from the Partnerships UK Website:
www.partnershipsuk.co.uk.



Commercialisation Action Plan:
Service Delivery and Responsibilities

TASK RESPONSE

‘Funding Gap’

Stage| - (Creating, identifying and protecting intellectual OST to work with PSREs on benchmarking the scope and
property) developing | P strategies; identification of ideas etc. success of existing Sage 1 activities

Stage Il - (preparing a project for market) Technology Fund Treasury to assess the location of a Technology Fund to be
made available to PSREs and their advisorsfor further Proof of

Concept activities

Stage Il - (bringing a project to market) Commercialisation Offered as part of Partnerships UK services
and Partnering

'Development Gap |': Structure and Governance

Benchmarking on | P auditing/evaluation best practicein PSREs | Office of Science and Technology commissions feasibility
study
OST/PUK/Treasury Seminar Programme

Best practice on interpreting and extending on the Baker Promulgate Baker response, White Paper and Scoping
recommendations Sudy action plan
OST/PUK/Treasury Seminar Programme

Best practice with regard to rewards to inventing staff OST progressing
OST/PUK/Treasury Seminar Programme
PSRE PR, marketing and communications and Brand OST/PUK/Treasury Seminar Programme

positioning in science and technology industries

Changesto Civil Service Management codeto free up PSRE Cabinet Office/OST progresses
in commercialisation OST/PUK/Treasury Seminar Programme

IPR Roadshow - Guidelines and Ownership Joint OST/Patent Office/HMT guidelines progressing
OST/PUK/Treasury Seminar Programme

Training: OST/PUK/Treasury Seminar Programme
- preparing business plans

- patent law, applications and maintenance

- promoting an entrepreneurial culturein staff

- costing and pricing structures for professional services

Commonality and principles concerning Government equity Treasury/PUK to develop
sharein commercial ventures

Opening up Enterprise schemesto PSREs. Maintaining DTI/Other Departments
awareness of the range of mechanisms available from within
government, EU and regional development organisations to
support business devel opment

A cross government view on | P assignment Draft guidelinesto be finalised
Reconciliation of the competing priorities and objectives of Departments to review PSRES mission statements;
the academic approach with that of commercial exploitation promulgation of new I P guidelines

and tech transfer and reflected in mission statements,
performance criteria and objectives

Increase understanding in departments of Wider Markets OST/PUK/Treasury Seminar Programme
projects and provide key training for core department staff




Commercialisation Action Plan:
Service Delivery and Responsibilities (cont)

A Champion selected to progress PSRE profile and To be decided
representation on government committees for issues
of interest to PSRE development

An Association of PSRESis set up to act asamedium to OST to consult Departments

government on issues facing PSRE community with

respect to development

Reducing the concerns of core departments of WM projects OST/PUK/Treasury Seminar Programme
Assistance in mentoring and partnering PUK Service

Development Gap | |: Commercial Expertise

and Support

Quick, responsive service to the PSRE sector to assist in To be set up in Partnerships UK. Thiswill continuethe
guidance on principles, what is permissible and what is not, work of the Treasury Taskforce in devel oping where to
find more advice, accessto relevant documents and demonstrator projectsto build up capability and

case histories and act as a sounding board for ideas and knowledge on PPPsin the science and technol ogy
problems markets

Develop a'diagnostic tool' - on-line proformato assist PSRES 'Help desk': (PUK to devel op in-house)
in shaping commercial proposalsin Wider Markets Areas
(for example, self-assessment - ‘questionsto ask of your
project’ etc. to assist PUK/PSREs and advisers.

Following on from ‘proforma - Early stage advice on best '‘Help-desk': PUK service
route to expl oitation/market

Commercial agreements - help develop templatesfor 'Help desk': (PUK developsin-house)
sharehol ders agreements, draft clauses, best practice on
confidentiality agreements, JV agreements and licences

Advice on structures of commercia vehicles- in particular PUK service
joint venture and spin-off companies and licensing

Development oversight andprovide support to PSRES on PUK service
complicated and challeging projects due to institutional issues
(for example vires) creating problems finding route to market.

Source of information/point of contact on commercial PUK to develop service
funding/equity advice. Information on and contactswith
V C organisations and other institutional investors.

A sign-off service for dealswhich are not large and complex- PUK service
providing sign off/commercial comfort to HMT for newly
active PSREs embarking on first deals

Advice on due diligence procedures PUK service
Investigate a professional servicesweb-based directory OST feasibility study to test desirability

including: lawyers and financial advisors speciaisingin IP
commercialisation.
Priate sector funded and delivered

Assistance in mentoring and partnering to people closing PUK current service
deals




Annex A

PIN 43

INFORMATION NOTE FOR PERSONNEL MANAGERS

PARTICIPATION OF CIVIL SERVANTS IN THE COMMERCIALISATION OF
PUBLIC SECTOR RESEARCH

These notes are circulated to central personnel staff in departments,
agenciesand relevant NDPBs, and are generally copied tothe CCSU.

They do not occasion any change in terms and conditions for civil ser-
vants.

1 Paragraph 4.3.8 of the Civil Service Management Code prevents civil servants making
personal gain from the knowledge to which they have access in the course of their work. This
ruleisnot intended to:

(@) limit the accepted principle that civil servants may be rewarded for inventions that
they make in the course of their official duties. Schemes which allow a proportion
of a Government establishment’s income to be paid to an inventor on asliding scale
continue to be acceptable and the Code does not limit the rights of employees grant-
ed under the PatentsAct 1977; and

(b) prohibit personal gain for staff who participate directly in the commercialisation of
their research, including by means of equity stakes and share options, subject to the
conditions laid down in this guidance.

This guidance aims to clarify the position, in particular the application of the Civil Service
Management Code to the taking of equity stakes and share options by civil servantsin commer-
cial spin out ventures. It appliesto all public sector research establishments which are subject to
the Civil Service Management Code and Government departments and agencies in which re-
search is conducted. It appliesto staff who create knowledge and are involved in its commercial -
isation. In practice, such staff will be mostly Government scientists.

Principles

2. The Government attaches great importance to the successful exploitation of publicly-
funded scientific research. Such exploitation makes a vital contribution to the creation of jobs
and prosperity. The successful commercialisation of research often requires the direct participa-
tion of the researchersin avariety of forms - for example, taking afinancial stake, acting as a di-
rector of anew venture, providing services and expertise, or acombination of these. Financia re-
wards and incentives may often be necessary to secure the desired participation from an individ-
ual scientist.



3.

Civil servants should be able to participate fully in the commerciaisation of

Government research provided that:

4.

* they have created knowledge which has commercial value;

* they have a potentially important role in the successful commercialisation of that

knowledge; and

* conditions ensuring probity and the protection of the public interest are met.

The range of incentives and rewards available to serving Government scientists - and
the forms of participation they may make in commercial ventures - should be no more restricted
than for scientists elsewhere in the public and private sectors. Thus, scientists and other civil ser-

vants may take equity stakes and share optionsin spin out ventures.

5.

Civil servants who wish to participate in such ventures, and whose participation meets
the conditions set out in paragraph 7 below, should not be required to terminate their civil service

employment or be seconded to the commercial venture simply in order to do so.

Conditions

6.

Civil servants may have direct participation in commercial ventures which exploit

Government research only if::

*

the Government body concerned has taken a collective view of the probity of the
arrangements, through machinery established for this purpose, including considera-
tion of possible conflicts of interest and of the handling of privileged information,
and review of their significance and materiality, and has rigorous policies and pro-
ceduresin placeto deal with them;

the Government body has a recognised process for managing the commercial ex-
ploitation of itsresearch, including access to expertise on the most appropriate com-
mercialisation strategy for particular products, technol ogies and processes,

it isreasonably clear that the commercialisation activity will contribute to the aim
of promoting economic prosperity and competitiveness;

the Crown has an appropriate financial stake in the commercial activity, reflecting
itsinvestment in the intellectual assets; and

the capacity of the Government body to pursue its key objectives, including re-
search in their support, is not compromised.

Implementation and monitoring

7.

These arrangements will be monitored for 12 months from the date of this notice to en-
sure that the requirements of probity are fully met. Any necessary amendments to the guidance

will be made in the light of the results of this monitoring exercise.

8.

During this period, Government bodies must:

(a) Notify the Cabinet Officeif they expect that any of their serving scientists or other

staff arelikely to take equity stakes or share optionsin ventures for commercialising
Government research. The body concerned must describe the arrangementsit pro-
poses to put in place to ensure probity. The Cabinet Office, in consultation with the



Treasury, will advise within 15 working days, on whether the proposed arrange-
ments are acceptable. Where there is concern about the proposed arrangements,
Cabinet Office and the Treasury will work with the Government body concerned to
revise the proposed arrangements as quickly as possible with the aim of ensuring
full compliance with the guidelines without jeopardising any impending commer-
cial transaction.

(b) Notify the Cabinet Office of any commercialisation transactions which are conclud-
ed and which include the granting of equity holdings or share optionsto staff. The
Cabinet Office will, in consultation with the Treasury, review asample of such cas-
esto ensure that the requirements of probity have been met.

0. Some examples of probity arrangements already in place for the commercialisation of
public sector research are outlined at Annex A.

Contacts

10. Notifications in accordance with paragraph 9 above must be sent to Keith Wright,
Employment Conditions and Statistics Division, Cabinet Office, Admiralty Arch, The Mall,
London SW1A 2AH 0171 (GTN) 7276 1637. Advice on implementing the guidelines can be ob-
tained from Keith Wright.

11. Copies of this note have been sent to the CCSU.

I ssued by: Cabinet Office
Admiralty Arch
The Mall
London SW1A 2AH

July 2000



ANNEX A

COMMERCIALISING GOVERNMENT SCIENCE: PROBITY ARRANGE-
MENTS FOR PSRE’s

The Defence Evaluation and Research Agency (DERA)

DERA has atrack record in commercialising intellectual property. In the past, however, this has
tended to be through licence agreements with commercial companies where the inventing scien-
tist hasremained in full time employment with DERA.. In an attempt to encourage its scientists to
become more entrepreneurial, DERA has been developing aframework that would allow scien-
tists to remain attached to DERA, either in part time employment or on special unpaid leave,
whilst they sought to exploit their innovation either in a company of their own or working in
someone else’'s company.

In an attempt to facilitate these arrangements but at the same time to guard against impropriety,
DERA has established a procedure for budding entrepreneurs based on the existing Business
Appointments procedure.

Scientists wishing to exploit technologies arising in DERA through commercialisation in the civ-
il sector are designated “ DERA entrepreneurs”.

A scientist wishing to become a DERA entrepreneur hasto follow the modified business appoint-
ment rules laid down in DERA's Business Management System. In cases such asthese, there are
two variations to the standard business appointment application and procedure. They are:-

* a series of additional considerations which must be addressed by the potential
DERA entrepreneur and by the relevant line and functional department managers.

* adifferent clearance procedure. Under the procedure for business appointments, the
approving authority isan individual personnel officer or other more senior manager
(depending on grade). However all applications from DERA entrepreneurs are con-
sidered by the DERA Probity Board, which is established specifically to consider
commercialisation projects.

Procedure for DERA Entrepreneurs

Potential DERA entrepreneurs are required to compl ete the normal business appointments form.
They are also encouraged to provide their own statement of compliance with the list of issues set
out at Appendix A.

The application is submitted to the DERA entrepreneur’s Business Group Manager and forward-
ed to the Personnel Department.

The Personnel Department, a member of whom acts as Secretary to the Probity Board, consults
with other relevant parties within DERA to see that the list of issues at Appendix A are satisfacto-
rily dealt with.

When all the necessary information has been assembled, the potential DERA entrepreneur’s case
and the material from the review is forwarded to the DERA Director of Corporate Affairs who
chairsthe DERA Probity Board.



The DERA Probity Board is an ad hoc committee established to consider applications by DERA
entrepreneurs. The membership of the committee comprises, in addition to the Director of
Corporate Affairs, the Managing Director responsible for science, the Personnel Director and one
external member.

DERA entrepreneurs are provided with awritten response and, where a proposal is rejected, ap-
plicants areinvited to re-submit taking account of the concerns raised.

The Medical Research Council (MRC)

The Medical Research Council’s (MRC's) mission is*to promote and support high-quality basic,
strategic and applied research and related post-graduate training in all branches of biomedical
science with the aim of maintaining and improving human health, placing special emphasis on
meeting the needs of users of its research and training output, thereby enhancing health, the qual-
ity of life and the United Kingdom’sindustrial competitiveness.” It has attached a high priority
to the exploitation of its research findings and has a relatively long track record of exploiting
technology both through licensing and spin-out companies.

Ownership and Control of Intellectual Property

The MRC is a Research Council, a Non-Departmental Public Body, established under a Royal
Charter, funded by the Office of Science and Technology, part of DTI. Unlike those of DERA,
the MRC's staff are not civil servants.

The MRC fundsresearch inits own institutes and units, and in response to successful grant appli-
cations made by staff within universities and medical schools. Council exploitation activitiesfo-
cusonitsinstitutes and units; HEIs manage the exploitation of their own research output.

MRC ingtitutes and units do not have their own separate legal identity. Staff are employees of the
Research Council, which determines all relevant conditions of employment, including those re-
lating to the management of intellectual property. The MRC retains ownership of the intellectual
property and only senior staff in the MRC'’s Technology Transfer Group (TTG) can assign or li-
cence MRC intellectual property. The principle upon which probity arrangements in the MRC
are based isthat of separation between the scientist wishing to undertake technology transfer and
the decision makers in the Council’s TTG. TTG works closely in partnership with MRC re-
searchers, but final exploitation decisions and negotiations and signature of formal agreements
aremadeby TTG.

TTG has 12 staff with awide range of commercial, scientific and legal skillsto assist MRC staff
in choosing the appropriate route to commercialise intellectual property.

The MRC’s approach is, in process terms, less prescriptive than that of DERA. Every
MRC unit has an allocated Technology Transfer manager, based in the central Technology
Transfer Group. It falls to such technology transfer managers to respond initially to re-
quests from scientists regarding exploitation, but their main function is wider than this;
they are themselves expected to identify and take steps to exploit technology with a com-
mer cial application.



At the point where aproject arises the MRC Technology Transfer Group:-
* examines the project and identifies the most suitable route for exploitation;
* jnstructs external patent agents,
*  consultswith investors and other scientists within the MRC as appropriate;
* beginsthe process of establishing a spin-out company (or licensing), as appropriate.

The three criteria the Technology Transfer Group use to decide whether new research results
should be commercialised are essentially those which underpin patent application. They are:-

* isthetechnology in question novel?
* jsitinventive?and

* isit commercially applicable with sufficiently good prospects of afinancial return
to MRC?

If both TTG and the MRC scientists concerned consider it worth devel oping the idea of a start-up
company as the exploitation route the embryo company will be formed in the light of MRC's
conflicts of interest policy which covers such issues as:-

* are there possible conflicts of interest with the Council and the Unit concerned in
identifying itself with the company?

* arethere conflicts of interest for MRC staff holding equity shares?

* to what extent could the collaboration between MRC staff and the company lead to
undisclosed transmission of Council-owned intellectual property to the company?

* what is the appropriate size of any equity stake held by staff in relation to the
MRC's stake?

* what possible conflicts of interest are there for Council nomineesfor Directorships
in the start up company?

The MRC has created its own venture capital arm, UK Medical Ventures Fund Ltd, which draws
on private sector funds and expertise to support the commercialisation of technol ogies devel oped
by the MRC. Where it is likely that the formation of a spin-out company will be the preferred
commerciaisation route, UK Medical Ventures Fund, though its General Partner, MVM Ltd.,
will be offered the investment opportunity and will participate in determining the role of, includ-
ing the size of any stake taken by, the scientist(s) involved in the creation of the “spin-out” com-

pany.

MRC views its own equity stake as consideration (in whole or in part) for whatever MRC intel-
lectual property isfed into the company.



APPENDIX A

Additional Considerations for DERA Entrepreneurs

In the case of a DERA Entrepreneur the Resource Manager will have to ensure that the following
additional criteria have been satisfied and evidence provided to the BAM and/or Sector Director
in order that the required documentation can be produced. They must ensure that:

1 The Entrepreneur’s business will not significantly detract from any part of DERA's
business;
2. The Entrepreneur’s business will be focused on opportunities that DERA would not

otherwise want to pursue;

3. The individual has been informed that the Civil Service Management Code applies
equally to this activity aswith any other carried out by a DERA employes;

4. The necessary arrangements regarding intellectual property arein place;

5. The arrangement allows DERA to share the economic benefits of the exploitation of
DERA technology;

6. The arrangement does not enable the Entrepreneur to make use of their position within

DERA to further their own interests to the detriment of DERA and/or the taxpayer;

7. Potential conflicts of interest are understood and arrangements are in place to manage
them; and
8. The necessary employment arrangements have been agreed.

In addition to the Business Appointments Form, the following documentation will need to be
submitted to DERA Personnel Department for consideration by the DERA Probity Board:

1 A summary of the proposed venture, including the agreed employment arrangements
(e.g Specia Unpaid Leave, Part Time Working) and the proposed timescales;

2. A letter from the individual’s Business Area Manager or Sector Director confirming
that all of the above criteria have been satisfied;

3. A copy of agreed draft Licence Agreement (as appropriate).



