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1. Purpose

1.1. At its meeting on 6 October 2005, the Policy Committee endorsed a pilot scheme to facilitate commercial exploitation of Government information technology (IT) systems.  An OGCIO Circular No. 1/2006 was issued on 2 March 2006 to inform bureaux and departments (B/Ds) of the scheme and advise B/Ds on the way forward.  This document aims to provide guidelines to assist B/Ds to implement the pilot scheme.

2. The Pilot Scheme


Salient points of the pilot scheme endorsed by the Policy Committee are as follows:

(a)
The ownership of the Intellectual Property (IP) created in new Government IT systems will be vested in the contractor that develops the system, except where the IP needs to be retained for public interest, legal or regulatory reasons.
(b)
The Government will obtain from the contractor a perpetual and royalty-free licence to use, modify and replicate the IT system.
(c)
The arrangement will be implemented as a pilot scheme for three years after which it will be reviewed to ascertain its effectiveness and identify areas for improvement. 

3. Guiding Principles 

3.1. Applicability of the Pilot Scheme
3.1.1. The Pilot Scheme applies to IP created in new IT systems that are to be developed by contractors in a government contract awarded after the announcement of the Pilot Scheme.   
3.1.2.
The Pilot Scheme does not apply to (a) existing IT systems (i.e. IP in existing IT systems that are currently owned by the Government will continue to be owned by the Government); and (b) IT systems that are to be created through contracts that have already commenced prior to the announcement of the Pilot Scheme.  Notwithstanding this, B/Ds should continue to consider requests by contractors for commercial exploitation, if any, favourably in the spirit of the Pilot Scheme on a case-by-case basis. 
3.2. Ownership of IP vested in Contractors
3.2.1. IP of IT systems that are first created for the performance of the contract in question will be vested in the contractor upon creation of the IP.

3.2.2. The Pilot Scheme does not involve transfer of any existing IP that belongs to the Government, the contractor, or a third party but is not created for the performance of the contract in question.  The ownership of existing IP will remain with their owners.  If existing IT system that belongs to the Government will be embodied as part of the new IT system, the B/D concerned should list out any such existing IT systems for purpose of clarity.    

3.2.3.   IT systems may undergo further modification and development by maintenance / enhancement contractor which may be different from the original one who develops the system.  Ownership of IP arising from such further modification and development can be determined by the B/Ds concerned as whether vested in the new contractor or not on a case-by-case basis.  For instance, a system enhancement may create additional sub-systems / functional modules the IP of which may have potential for commercial exploitation.  In such a case, B/Ds may consider opening up the newly created IP to the developer, i.e. the contractor that performs the enhancements.  B/Ds should note that only the newly developed IP should be vested in the developer.  That does not include any part of the original system that is owned by the Government or a previous contractor.  
3.3. Ownership of IP retained by Government
3.3.1. There may be circumstances under which ownership of IP created in a contract needs to be retained by the Government in whole or in part.  Section 5 provides guidelines on the exceptional circumstances under which B/Ds may consider retaining IP ownership of their IT systems.

3.3.2. The decision to retain IP ownership should be made by the B/D responsible for the IT system in question and by an officer at or above the level of Assistant Head of Department or equivalent.  The B/D concerned will be accountable for that decision which should be made prior to service acquisition.  The decision should be made known to all potential bidders at the time of invitation to bid. 

3.3.3. B/Ds should consciously decide before the time of invitation to bid whether a need to retain IP ownership is foreseeable.  If a B/D initially considers that it is unnecessary to retain ownership at the time of invitation to bid but subsequently changes its decision according to exceptions endorsed by the Policy Committee (Section 2(a) refers) during the course of contract, contract negotiation and variation would be required as the contractor might have factored in the ownership of IP into their quotation and the B/D concerned may require additional costs to retain ownership.

3.4. Licences to the Government

3.4.1. The Government does not need to own IP in order to satisfy Government’s operational need to use or modify the IT systems.  Such rights will be protected through licence described in this Section.

3.4.2. The Government will be granted licence from the contractor for new IP created in the IT system.  Such licence should in general be perpetual, royalty-free, irrevocable, non-exclusive, worldwide, transferable and sub-licensable to allow the Government to exercise its rights.
3.4.3. In general, all such licences would be granted to the Government upon commencement of the contract in question unless the contractor needs to procure such licences from relevant third parties including subcontractors as required in the contract. In such case, the contractor should grant the required licences to the Government on or before the delivery of the deliverables concerned.

3.4.4. Exception does not apply in general in the event of termination of contract due to default of a contractor.  The contractor should still grant the required licence to the Government as in the case of normal completion of contract. 

3.4.5. B/Ds should pay attention to whether there will be creation of trademark, patent and/or registered design rights in the contract.  If so, B/Ds should determine whether the Government should retain ownership for such IP in accordance with endorsed exceptions mentioned in Section 2(a).

3.4.6. B/Ds can include in tender specifications that the contractor shall deliver any source codes of the IT system and any existing IP (whether it is owned by the contractor or any third party) to the B/Ds for the Government to exercise its rights with the licence.  B/Ds should determine the appropriate timing for such delivery depending on their need and the scope of contract.  For instance, a contract covering implementation and maintenance services of an IT system may necessitate the delivery of source codes only at completion of the contract because the contractor would still maintain the system after implementation.

3.4.7. There may be subsequent assignments or transfers of the IP rights by the contractor and any subsequent owners, e.g. from the contractor to a sub-contractor that is the developer of the IT system in question or to another company by selling the ownership.  The contractor should undertake that any subsequent assignments or transfers would be subject to the same licence rights to the Government, and the contractor should also procure the same requirement in any subsequent assignments. 

3.4.8. B/Ds usually do not require licence from the original developer for subsequent updates of the IT system by a maintenance contractor who is not the original developer.

3.4.9.  For any existing IP that commercial licence is generally available in the market, B/Ds would adopt the standard licence terms offered by the product owner.

4.
Monitoring and Review

4.1
The OGCIO will review the effectiveness of the pilot scheme and identify areas for improvement upon completion of the 3-year pilot scheme.

4.2 Surveys will be conducted, in conjunction with the IT industry, to monitor and examine the following: 

(a) the extent to which the arrangement has benefited the development of the local IT industry;

(b) whether vesting IP ownership in a single contractor will give rise to anti-competitive or monopolistic practices; and

(c) whether the arrangement will result in reduction in tender prices for government IT contracts.

4.3 The OGCIO will collect from B/Ds basic contract information to facilitate the conduct of survey with the IT industry.    

4.4 In addition to basic contract information, information on any applied exceptions will also be collected from B/Ds for analysis and necessary follow up.

5.
Guidelines on Retention of Ownership of IP

5.1
The Policy Committee endorsed that ownership of the IP created in new Government IT systems should be vested in the contractor developing the system, except where the IP needs to be retained for public interest, legal or regulatory reasons.  The followings provide some sample circumstances (the list is not exhaustive) that B/Ds may consider for the Government to retain ownership of the IP :   
5.1.1 If the transfer of the IP to an outside agency may endanger the integrity of security or law enforcement programmes, the B/D concerned should consider for Government to retain the ownership.
(N.B. The above refers to the subject content of IT system concerned.  It should not be confused with the need to build in adequate information security features in any IT system to protect the integrity of the IT system and the business operation during the execution of the supporting IT system.) 

5.1.2 The Government intends to make the IP :
5.1.2.1 generally available to the industry or the community at large instead of a single vendor, examples are (a) the font library and associated software tools for the HK supplementary Chinese character set and (b) common data formats (such as XML schemas) and associated tools; or

5.1.2.2 available to certain parties under intergovernmental obligations or as part of intergovernmental collaboration.
6.
Sample Contract Terms and Conditions 

6.1
A set of sample contract terms and conditions (T&Cs) related to IP rights and the required licencing arrangement is provided at the Appendix for reference by B/Ds.  B/Ds may incorporate the sample T&Cs into conditions of contract where relevant. 

6.2
The Appendix provides the relevant terms related to IP rights where ownership is vested in the contractor.  It does not cover exceptions where ownership is vested in the Government.  B/Ds should note that the complexity of circumstances and the variety of ways that parties may arrange the allocation of the IP rights might not be covered by the sample T&Cs.  B/Ds may use the sample T&Cs or adapt them to their specific needs in consultation with the Department of Justice where necessary. 

6.3
The Appendix only provides a subset of terms and conditions required in a contract.  It does not represent a complete set of conditions of contract. 

6.4
The Appendix serves as a sample and should not be treated as standard terms and conditions.  Consultation and vetting from Department of Justice should be sought in accordance with Stores and Procurement Regulations 345(c) and (d). 

6.5
Should B/Ds seek consultation or vetting from Department of Justice (or other relevant authorities) on the terms and conditions of their IT tenders or contracts, B/Ds should explicitly make known to Department of Justice (or other relevant authorities) of their decision on whether to retain the IP ownership of their IT systems by the Government or to vest the IP ownership in the contractors in accordance with the OGCIO Circular No. 1/2006. 

Appendix A – Sample Contract Terms and Conditions Related to Intellectual Property Rights for reference
(Please refer to the separate document)
















