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 EXECUTIVE SUMMARY

ZIntroduction

In the pest, the ?rotection of the_patent_system'hes
provided a major incentive for the development and
commercialization of new technologies. The rate of-investﬁent
required to bringﬂnewwprpducts to commercial utilization and the
nature and speed of technologicel progress have changed in the

last several decades. The increasing cost of using*the'batent

.system, the trend toward litigation and infringement of patent .. . .
rights .and the attitude“of_the_cogrts toward patents have
-dep:eesed,the_contribution of the patent system to technological

innovation. . Small companies, which have been a critical source

of im?ortent new technelo
the_problems_of,the.Unjted States Patent System.v
The survey explored in detall,_from the p01nt of v1ew of

small h1gh technology flrms, the interaction between buslnesses

and theﬁgatent system. It examined how current patent policy_and

perceptionsuof_policy affect menagement_decision meking, and how
government procuremeht policies that.relate to peteht rights
influenced the possible commerC1allzat10n of new technology.. It
considersed the usefulness of the patent system to these
companles as, well as the problems faced by them 1n relylng on

patents for market protectlon, 1ncludlng the cost of threatened

lltlgatlon. The attltudes ano experlences of large flrms are




of new technology and hence to the economic growth of the
couhtry. The ultimate manifestation of this ‘public uneasiness is
the attitude of the courts toward patents. Most patent disputes
that go to trial are complicated and require a careful evaluation
of a technical area. As in most legal proceedings, the answers.
are not black and white but various shades of grey. The courts,

when in doubt, tend to rule against the patent system and declare

. the patent invalid. The belief is that ‘'such a decision will open

up the ‘development of the teChnOlogY'to competition, and that is

preferred. - Since only a few patents are challenged in the

courts, the effect on . competition isVrelatiVely'small.

kS w“*What;is~npt~clearly~perceived isthe chilling effect - that -

these decisions and the attitude they represent have on the use

‘of the patent system as a whole, and on innovation in particular.

It is recognized that'only valuable patents are cause for amajor

Iegal dispute; when people believe that any truly profitable

patent1i5'1ikelyTto.befdeclaredzinvalid.(after.aflengthyuand

‘expensive court battle), they look: for bther-methods of

protecting their.Eéchnolbgy;*3vathe=technologiCa1_development

carries a high risk of failure without an assured protected

‘market position, it may never be explored at all. At the same

time, "a ‘dependence on other methods to protect technology makes

whatever advances -have -been made in scientific knowledge

’inaccéssable to: the ‘public.. Technological development . is a
‘sequential process. with each step building on .a number of

- .previous ones. Without the free exchange oftknowledge}:progress

iis drastically . impeded.. : =




in awareness by the_Congress of the patent system, its role and
its weaknesses. Thére is still little public.understanding_pﬁ
the economic reasons for theé existence of a patent éystem. The
result has been a decline in support for the patent system which
has'gpadually beqome_less effective at achievingtits_original
purpose. A patent system that operates_ineffectively.and
unreliably is worse than no system at all. A public consensus
must_be_reached on the value of aipatenﬁ system for the United
States and the function it”shéuld gexve.._Then_we caﬁ.go forward
with the support Qf pub;ic;opinionsanglthq necessary f;nagcigl

resources. to builld a system that fulfills its purpose.
Population Surveyed

Three separate sets of questionnaires were mailed. Each of

the first two mailings were sent to over 400 small high

technology companies: the first was aimed at small R&D oriented
companies and the second went to companies more oriented toward
manufacturing. The third mailing went to about 50 large

corporations.
Extent of Patent Use |

'Although two-thirds of the small companies hold pateﬁté}-the
vast majority hold fewer than 15. In addition, many of the small
compaﬁies'only'use a small percentage of their patents. .By
contrast, the large companies appear to use a greater proportion
of their patents. In looking at.the.use of patents by fieid of

technology, "it is clear that small electronics and computer

&

ol




-]in-thegdecision not to apply for a patent. The‘pfiﬁary“reaSOn
for not applying for possible patents. for all sizes of cbmpanies'*
was  -dependency on trade secrets and proprietary=teetnology.. For
small companies;~matters related to the costs of - obtaining the
patent in the first instance, or possibly defending it, were
important_ihfluencesf Also identified was the belief that
| patents were not sufficiently reliable and could be ruled invalid

too easily.
Alternate Modes of betectibn"'

ihe chief_atternative to the use of patents is to rely on
the protection of ptoprietary‘know—how'and trade secrets. : Over
‘80% of the small companles and almost all of the 1arge companles
use these alternate modes of protectlon. However, the ratlngs ofl
the usefulness of-these.methods-show_that‘small companies £ind
them:more valuabie,uThis;may.be.a reflectipn of . the extent to
_which:small_companies are invqlved in_rapidly;changingftechniCal
fields where patents quickly become: -obsolete or- it may be a

reflection of their lack of faith in the patent system.

Time and Costs of New Product Introductions

Several questiOns ekplofed'the ieﬁétﬁ;af'tiﬁe eﬂd'ameﬁhtref
Cepitai'needed:fof;theﬁdeveleﬁmeﬁt"end merket'intreductiehJEf'new”
and 1mproved products. 'The:smeiierlmathaétefihé ariehted
'companles are the fastest to get new or 1mproved products 1nto.
‘the marketplace. They are followed by the smallest, more R&D

oriented companies. In general, it takes small companies less




Reliability of Patents and Related Costs

There has been general concern that small companles W1th
llmlted flnanc1al resources may be at a dlstlnct dlsadvantage in
defendlng themselves in a confllct 1nvolv1ng patented technology.
Whlle ‘the vast majorlty of companles estlmate patent related
expenses as less than two percent of overall expenses, severa1
1nclud1ng two large companles, estlmate patent related expenses
in excess of ten percent of all costs. The costs assoc1ated w1thr

patenting new technology are balanced agalnst the degree of

- protection it 1s likely to prov;de. Companies carefully weigh

the likelihood of having to defend the patent, the probability
that the patent.may be-ruled invalld..and‘theleaseunlth which
another -company can use the 1nformat10n in the patent and invent
around 1t. | | |

About a thlrd of the small companles and all of the large
ones have been in a dlspute over patented technology. In
,general,'both the total t1me for resolutlon and the cost of
resolvrng confl1cts were s1gn1f1cantLy greater when ‘large
compan1es were 1nvolved. Even in our relatlvely small sample,
flve large compan1es 01ted cases that went to tr1al and three
went to appeals. in those cases where companles felt that the
conflict was not resolved in a fair manner, ‘the main reasons'

given related to high cost factors.
Relating to Contract R&D for the Government

Until the passage of PL 96-517 in December. 1980, there was

no uniform patent rights policy for companies that performed




reach the $2000 level, most companies of all sizes would malntaln
less than 60% of current patents. When the fees per patent reach
$3000, 60% of the small companles and 52% of the 1arge companles
who responded indicated that they would maintain less than 308 of
'current patents,,The percent of_companles that_felt.malntenance
"feeéuﬁodld:heﬁé"enIiﬁﬁaét'ehuthéir.buSiness rangedffrem 11% at
fees of $300. to 39% at fees of $3000. Over 30% of small
companies and over 20% of large companies indicated that the
imposition of maintenance fees would make them less likely to

apply for a patent in the future.
Possible Patent Law and Policy Changes

At the time this study was proposed, a large number of
possible changes.in.patent policy were being considered. Many of
the most important changes were passed at the end of 1980 and are
part of PL 96-517. Although the implementing tegulatiops are not
yet in effect, the new law includes provisions for.e’patent
_:eexamination procedure,ifor_small businesses‘end:universities_to
receivetpatent_rights fdr inventions_developed_gnder government
sponsored research, and for the institution of maintenance.fees.

A number of other changes in the way the patent eystem
~operates have been SUGQGSF¢57‘ Respondents were,asheqlfor their
opinions onh a number of them. The overwhelming majority favored
the extension of,pateht lifé;in,cases where government
regulations delay ma;ket_introductibn, and the establishment of a
single Court of Patent Appeals. About half of the smal}-_
cbmpanieseaﬁd most of the large companies also favor an

independent Patent and Trademark Office.

11 .




It is incumbent upon us to examine any c¢urrent inequities'inuthe;
operation of the patent system and disincentives in the
government procurement policies to look for ways to restore a
more even-handed system and remove barriers to greatly needed“
-1nnovatlon.- It is easy to document 1solated 1nstances of
dlfflcultles faced by small bu51nesses in usrng the patent system
w1th government procurement pollcres. ThlS study has been’ done
to look at many aspects of these problems and to assess thelr
seriousness as an lnhlbltor of 1nnovat10n for a 1arger sample ofr'
companles.' | o | | | | ' -
The prOJect explored in detall, from the point of view of
Small, hlgh technology flrms, the 1nteractlon between bus1nesses
and the patent system, how current patent pOllCY and perceptlons;
of pollcy affect management dec1sron maklng, “and how government
procurement p011c1es related to patent rlghts 1nfluence the
possible commerc1allzat10n of new technology. Of concern was the
usefulness of the patent sYsten to these companies as well as the
'problems faced by then in relying.on patents:for'narket
protection, includingzthe cost of threatenedﬂiitigation.'We‘also
compared the results with the'attitudes'and'experiences of large
firms to document the extent of any disparity in the ways the two
groups perceive and use patents. We examined the extent to which
the current'policies'tend to encourage the use of trade secrets
and:proprietary know~how, as opposed to patents, thereby keeping
new, technical knowledge out of the public domain;--The'impaCt of
patent maintenance fees on corporate strategy was also explored.

An analysis of the present situatioh is followed by the results

13




and.letelrof'reliance on patents. The slxth section was ao.
oplnlon poll on various 1eglslat1ve proposals relateo to the
operatlon of the patent system. ‘ o

To the extent possible, questiohs were phfased.so.as to
be equally appllcable to ‘smail‘.ahd;iarge organiéationsf The
only d1fferences were in questlons that.-meaeureo- the size
" of the organization or- level of expenses- for various act1v1t1es.
A copy .of the actual small company quest;onnalre;;s-1nc1uded as
Appendix A. . B |

| B. Company Selectlon Process

The 1n1t1a1 malllng of over 400 questlonnalres went to
members of the:Amerlcan-Assoc1atlon.of-SmallaResearch:companles
and to companies.thatxreceived grants -under the NSF's Small
Bﬁetness Innovation Research Program. These coﬂpanies-are_highly‘
technically oriented-and many of them have performed contraot;
reééarch for the government.  The name of the principal
ihvestigator was known to many of them, which tends to improve
the: response rate on a survey.,-

In order. to balance the R&D emphasis of this initial
-maillng;_a.second.malllng was~made_to a more manufacturing
oriented group of companies. The-companies were selected_by
using listings by SIC code. The four major SIC code groups used
were Group 35, machinery, except electrical; Group 36, electrical
andzelectronic.maohinery, equipment and supplies; Group 38,
measuring analyzing and controlling instruments, and
photographic, medical, and optical goods; and-GrOup.ZB,jchemigals_
aﬁd allied products. A firm's'industriallgroupois olaseifiedﬂés

"manufacturer" when its.twofdigit code falls between 2Q;and=39,

15




‘nhatural biases in the responses in favor of the importance of

patents.

C. Rates of Response

- Mailing No.of Responses . Percent of Responses
1st Mailing 105 T - 25%
2nd Mailing 49 - : - 12%

Large Companies 23 @ : " - 50%

III. SMALL COMPANY Pnéﬁiiﬁs

TheifirSt“mailiﬁg fésponﬂenﬁs were p?imarilyiveryfsﬁall,
fairly foung c¢mpanig§;‘50meﬁhat orignpédftoward govérnment
contracts. A significant ‘proportion of these companies actually
do over 80 percent of ‘their business with the government. - On the
other hand, the second mailing, which was aimed at more
manufacturing oriented companies, produced respondents that were
a little bit larger, older and less dependent on gqvernment_
contracts. The first groupnhad.significantly‘more-invéiﬁeﬁ;n£ in
research and development and less emphasis on production than the
second group. The first mailiﬁé.#espondents were more ﬂeavily
oriented toward electronic;iéamputer and phyéics related
technology. The data from the;tﬁo mailings will be broken down
in the later sections if thé_differeéées between theﬁiseem

significant.

17,
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' Nxm 0-5
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Flgure 3 5 Percent of Sales in Connectlon ’
"with Government Contracts and Subcontracts e

Primary Fleld of Technology

Chemistry :
Electronics & Computers
Physics .

Medical: & Blologlcal
Englneerlng & De51gn
-Unknown:

Although the large companles recelved questlonnalres werez

1st

.-Mailing -

: 16,_;15%

15 14%

22 21%
3 3%

27 26%

22 21%

2nd
Mailing
14 . 29%.
4 8%
3 6%
8 .16%
10 20%
20%

10

:spread across the flelds of technology,

'welghted heav11y toward chemlcal technology and away fromﬁ

electronlc technology. 'Hence, in areas which vary by fleld of

" technology, this sample is not the best.

21

those that responded are

Total
-Small
=30 : 19%
19 12%
25 16%
11 7%
37 24%
32

21% .

Large

10

R wWo

43%

0%

- 13%
4%
- 22%
1 7 ¥




NMumber of
Companies

30+

204

Number: of
- Companies

0-5 515 15-25 25-100  over 100
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Figure 4.2a Percent of Patents Company is U51ng
Small Companies

23




How valuable .do:you:think - patents are 1n your company?
(check all applicable)
A. Of little value compared with technlcal know-how
B. Valuable for defensive purposes
C. Important in establishing proprietary p051t10n wr
D. Essential to business activities :

Small 43 28% 33 21% 53 34% 29 19%
Large s 4 :17% - 016 . 70%-.. - :18. - 78% 6 - 26%
Chemistry -~ -~ .~ 5 . - B i T
Small 4 13% 5 17% 10 33% 8 27%
Large - ¢ 1l - :-10%. .-~ 8. -, .80% - -7 .70% 5 -.50%
Electronics & Computers
Small S 0300 16% 4 - 21% 6 . :32% 4 - 21%
Large 0 0% 0 0% 0 0% 0 0%
Physies . . - - R L i N P T T
Small ' 11 44% 6 24% 8 32% 3 12%
‘Large: - 1 -33% ~2 67%:- 3 -100%....0 : 0%
Medical & Blologlcal
v ooSmall - e e 20000 19% -1 9% - - .3  27% 2~ 19%
Large 1 100% 0 0% 0 0% 0 0%
Engineering-. & Design: .. e pmtopwbw hroogw et omuel Geiie e
Small 11 30% 6 16% 14 35% 5 14%
-Large. -+, .. .1 . - 20% . .5..-100%- -:-.5 -100% - O .. O%
Unknown :
Small 12 38%. 11 34% 12 . -38%. 7 . 22%
Large 0 0% 1 25% 3 1 25%

-
~on
T g

Due to the smail‘saﬁﬁle Size'and'the Eeéhneidéj“detribution

of the respondents, only the chemlstry category yielded a: sample;

_suff1c1ent to allow confldence that the results reflect the v1ews

of large organizations in that industry. It is. clear that 1arge1
chemlcally oriented companies:. believe that patents are an
extremely 1mportant part of thelr bu51ness assets. Although no
replles were recelved from large electronlcs and c0mputer flrms,“
a number of them are known for extensive use of patents.' Thelr
strategies, however, vary greatly, and range Ekbm'ﬁéihg}patehfé_

as a bargaining tool for extensive cross licensing agreements to

vigorously defending their patents against anybinfringers;
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c. Relationship Between Type of Market and Type of Protection
Utilized

Companies were askeo-to characterize the nature of two
-specific productssimportant“to their company, and to include the
types of protection employed. As can be:seen from the cross
“tabulations that follow, the large company.respondents use both
- patents and prOprletary technology protectlon to a greater extent
than the small ones. As might be expected. patents are used more
- for products in hlgh growth and new markets than in older, more

stable markets.' It is also true that the majority of products

that are radlcally new - or fundamentally dlfferent from avallable :

”fproductsause patent ptotectlon, as do those products that =
require a substantial or -outstanding level of R&D to develop.
Although the mailings are not broken down, in most cases the
values from the second: malllng fall between .the first mailing
values and the large company values. Not all characteristics were
filled in for all products and -frequently more than one
descriptive term was checked so percents do not add up to 100,
dhe Setlof crossgtabuiations-yielded:thehfollowing fpetcentages
refer to percent of products described): . o ' ' )

Type of Protection Utilized
. {may be more than one)

: : Proprietary Brand Name .
Type of Market Patents Technology No Legal Protection
Stable 338 428 SRR PO
Growth 34% 53% o 10s
New .  a5s 463 o 11s

Figure . 4.3a =~ Percent of Products for Type of Protectlon in.
: leferent Types of Markets )
Small Company Products




Type of Protectioh Utilized

Level of R&D ' |  Proprietary Brand Name

Required : . Patents. . .Technology No Legal Protection
Little , 14% - 29% : 14%
Some 36% . 36% . o 21%
Substantial 38% ' 52% 7 21%
Outstanding . = 49% . 548 128
Figure-4.3e _Pereent.of Preducts for Type of Protection

by Level of R&D Required

One 1arge company pre51dent summed up most of the views
expressed when he described his company s view: |

Patent values and 1nfluence are hlghly varlable from
project to project. For entirely new products where we
may be enterlng a field new to.us where others have
entrenched engineering, manufacturing, and market. :
strengths, a patent position may be of critical- 51gn1—
ficance to the decision to make the investment and- enter
that field. In this category, we likely view patents
similar to small businesses or new ventures. The patent -
is viewed as a shield to protect the business during its
start-up phase when it is most vulnerable. In areas

where we feel that we are industry pace setters because

of heavy R&D investments, patents are viewed as supportive
of this investment and to keep the copyists from our heels,

- but patents are not likely to alter whether the innovation
" proceeds. Finally, there may be areas where products are
~developed to £ill out a line where we have high marketing
confidence that even a me-too product would be successful
because of exposure, service support strengths, ete. In
such an instance, patents may have no role except for
. defensive considerations of patents of others. o

g

D.  Barriers to Use of Patent Systems

" In order to explore barriers to the use of the patent

systeﬁ, companies were asked to identify factors that plaved a

role in the decision nbtﬂto'apply for a patent. The;pfimEry

reason for not applying for possible patents for all sizes of

companies was dependency on trade secrets and proprietary
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Does your company ever use information from ‘the patent
office to follow current technologlcal advances?

_ : o  Yes _ - " No _ :
lst Mailing - ' 47 45% - 56 .~ b3s -
2nd Mailing 25 51% 20 S 41%
Total Small - 72 47% 76 49%

Large _ 21 - 91% 2 : 9%

Does your company ever use information from the patent
office- to follow competltors activities?

. 1st Mailing 37 35 . 57 54%,

. 2nd Mailing 29 59% 19 . 39%

Total Small o 86 43% 76 - 49%

' Large _ 22 . _ 96% ' 1 4%

F. ,,Altetnate.uodes‘of Protection

| The chief alternative to the use of patents is reliance on

the protection of proprietary know-how and trade secrets. Over
80% of the small companies and almost all of the 1arqe_cempanies
use

these alternate modes of protection. However, in rating the

usefulness of these methods,.small cqmpanies_rate them of

81gn1f1cantly ‘higher value than do large ones.

-Does your . company .ever employ alternate modes of
 protection other than patents (e.q. proprletary know=-
‘how,. trade secrets)° _ :

Yes o No

1st Mailing 82 78% 20 - 19%
2nd Mailing . 42 . B86% 6. o 12%
Total Small c 124 - 81z - 26 178
Large - L .22 96% 1 _ ‘ 4%
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Number of
- Companies

30+

20 +

10 1

. 0-6 Months 36~12'Mon;hs"12-24;ﬂohthsf” 24+ Months =~

Figure 4.da Average Length of Time for Product Improvement
or Modification to Go from Drawing Board to Marketplace
Small Companies - First Mailing

‘Number of -
Companies

20 4

15 1

10 +

0-6 Months  6-12 Months 12-24 Months = 24+ Months

Figure 4.4b Average Length of Time for Product Improvement
or Modification to Go from Drawing Board to Marketplace
Small Companies — Second Mailing

: . 33 _ .




o _Number of

~ Companies
20 4
10
G : — :
_OAdyear  ~1-2years 2-5years over 5years = =
Figure 4.5b Average Length of Time for New
Product to Go from Drawing Board to Marketplace :
-Small Companies —:Second Mailing '
Number of .. .
- Companies
10 +
R
0-1 year 1-2 years 2-5 years over 5 years

Figure 4.5¢ Average Length of Time for New
Product to Go from Drawing “Board to Marketplace
Large Companies '
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" How important is outside

'__enew.techn01ogy?

- Moderately

Little

*not all companles 1ndlcated thelr 51ze | o

How ‘important
- new technology?

funding in the ‘development of

Not at All

Very t

“1st Mailing 42 57% 9 - .12% 8 1lls 15 . 208
- 2nd Mailing -8 22% 3 8% 9 25% 16 44%
Total Small - 50 " 45% 12 11% - 17 ~15% .31 - 28%..
Company Sales* : -

{(in millions) AR -
0-%8.5 17 34% 5 . 10% © 30 6% - 7 '14%
$.5-82 " : 21 54% 2 5% 3 = 8% -5 13%
$2=-85 . 7 19% 3. 8% 40 11% .9 - 25%
$5-%20 _ 4 22% 2 11% 4 22% 5 28%
over $20 - : 1. 14% 0 0% 20 . 29% -3 43%

outside funding in the marketing of

 Moderately

Little-

_ Very Not at All
1st-Mailing - 27 . 36% 21 . 28% - 9 -12% .. 17 - 23%
2nd Mailing 5 14% 4 11% 10 28% 17 . 47%

25 23% 19,'.17%' 34 - 39%

Total Small = 32 29%

To What extenf do nefentq play a :ole in the abllltv to
attract outside funding or in theé decision to. ‘invest
funds (for large companies) for the development and
marketlng ‘of new technology° ,

A. " Vitally important S -
B. One of many factors con31dered
'Ce.  Of little -importance - :

D. Of no importance

Cover $20 . 0_" 0%
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| A C . ‘D
Small 32 21% 34 22% 9 6% 8 5%
~ Large: ‘ - 4 17% 16 c70% 20 9%l 0 0%
‘Company sales
(in mllllons) _
0-$.5 - 11 - 22% 9 - 18% L2 4% T4 B
$.5~$2 14  36% 8 21y 1 3% 0. 0%
$2-855 s 6 17% - 7 19% -1 3% -3 - B%
$5-$20 1 6% 6 33% 4 22% 1 6%
: 3 43% . 00 0% 0 0% -




- Large . 18 90% 0 0t 0 0%

cost of ahy action; In general, both'the'total-time for
resolutlon and the cost of resolvxng conf11cts seem to be
significantly greater for conflicts 1nvolv1ng large companies.
Even in our relatlvely small sample, five large companies cited

cases that went“to trial and three went to appeals;

Interestlngly, the one 1arge company that felt the ultlmate

resolutlon was unfair 1nd1cated their opponent was much larger.
In those cases where companles felt that the resolutlon of a

conflict was not falr, the main reasons: stated related to hlgh

costs. The onlj other specific reason referred to an

interference case: ' the company felt that because of the

'“inflexibiiity"of"the-patent office, the dlspute ‘took ‘much longetr

than necessary to" resolve.

Please estlmate patent related expenses in the most
recent year (1n thousands of dollars): TR

$0-1.  "$1-5 $5-20  $20-50 .yover?sso

1st Mailing = 29 33% 33 "37% 19 21% 6 7% 2 2%
2nd Mailing 19  46% 8 20% 9 22% 3 7% - .2 5%
Total Small 48 37% 41 32% 28 22% 9 7% Co & 3%

- $0-10 $10-100  $100-500 $500 1ooo ‘over 1000

- Large . o0 0 - 2 f 9% 6 26% 3 13% 1_12 52%

Please estimate patent related expenses in the most
recent year as a percentage of total expense°‘f

0-2¢  °  2-5% 5-10% . Over 10%

1st Mailing 55 658 13 158 11 13% 5 6%
 2nd Mailing | 35 - 92% 3 8% 0 0% 0 0%
 Total Small 90  77% 16 148 11 9% 5 4%
2 10%
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- 2nd Mailing

‘Inconsistent court decisions

 _1st Mailing

..Large =

Negotiation - 12

" Interference

~Appeal

‘Total Smalli': o
_ Large o

- Ranking -

Resources available to other
-organization 1nvolved '
1st Mailing

Total Small
~Large . o

OV N
(U S S N

RS T N O -
ol o

O~
SN O

CeHRoe )

in subject area in questlon

2nd Mailing
Total Small
Large :

HWWo
bt W
MR :

BN N
oHOK
B OV N

.Pub11c1ty llkely from
taking action - e
. 1st Mailing

. 2nd Mailing

Total Small -

sede
:DMEQ
;dw;éi-
7PH5?  
R NP
5§¢h~
.

OO

;; 'Have you been involved in any action (court-related or
”;otherw1se) as a result of a confllct° Indicate actions

- taken."

1st Mailing 2nd Mailing Total Small Large -
.Trnrr\lt ed 'In . . . o . . :
“Conflict Action 19° = 18% 15 " 31% = 34 22% .21 91%

SREEE: i B i I
Suit Filed .12 13
Filed | o
Discovery
Trial

O NN Ut mN
,cw§o mé
WU

'In“a recent example, how long from ‘initiation of action
to final resolution (in months)?

0-6 6-12  12-24 24-48  over 48
30% 20% 30% 206 0 - 0%
7% 3 20% 13% 335 4 27%

718% 7 0 21% - 8. 24%.. 9. 26% 4 12%

5% 16% "5 26% 76 328 4 21%

1st Mailing
2nd Mailing

WD
S © U

CHEoRw
W W




Have you ever avolded product or technologlcal areas
due to cost of defendlng agalnst poss1b1e lltlgatlon7

: Yes , - No
Small = . - S 1 R R} |
Large B S 13

As w1ll be seen later 1n the report, the 1mp051t10n of

~addlt10nal patent related fees Wlll cause companles to rethlnk

"mrellable (and hence enforceable) reveal a dzscouraglngly negatlve"”“'

their patent strategy.: Unless the patents are belleved to be
enforceable, companles w1ll turn more toward alternate modes of
brotection.‘ This will mean 1ess publlc dlsclosure of new
technology.\‘Unfortunately, the questlons asked to ascertaln the

extent to whlch the patent system 1s percelved as useful and

v1ew. Companles already are compla1n1ng about the cost of

'defendlng agalnst pOSSlble 11t19at10n.” One of the key problels

1s the V1ew that court declslons related to patent enforcement

have been sufflclently 1ncon51stant to make corporate decls1ons

d1fficu1t. : , :.‘_,. _: , : s
"ﬁaveﬁlnconslstent court‘dec1slons-euer clouded fourn
. decisions on the viability of: defendlng your: patent

rights?
_ Yes | | No
Small 37 70

Large o 13 ' 9

In your prlmary f1e1d of technologyr what percentage of
challenged patents would you estimate are declared
1nvalld°-“ ,

0-25%  25-508  50-75% = 75-100% Don't Know .
Small 8 15 10 7 28

Has the companyieuer'enperienced a problem with
contradictions between patent laws and anti-trust laws?

e " Yes _ l No
~Small _ _ 9 59
Large 9 11
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Have you ‘ever obtained exclusive commercial patent
rights for technology developed under' government

contract?

- | Yes ~ No Don't Know
.1st Mailing 19 - - 50 : 20
2nd Mailing o 2 ' -7 1l -
Total Small o 21 - 57 3

Large o 4 1

Have any attempts been made to commercialize any of
your technologlcal developments funded by government

contracts°
‘.fﬂ' o : Yés;‘:mlu. Lt ‘No--- i - ‘Don't KnOW-“"”'W
Small 40 3 4
Large - - - B ' 5 e 1

| _Flve combanles, 1nclud1ng one 1arge one, have trled to.
eecure exclu31ve patent rlghts for technology developed under
government sponsorshlp and been refused._ Of these, three were
turned down byVDQE, one by DOD and one by NASA. o
Do you have patented technology developed‘under
government contract which the government has glven or

'wllcensed to another organlzatlon°

Yes ~ No

Small 2 79
Large - - . 2 o e

. Have you ever had to give background patent rights to
the_government? _ .

Yes - No

lst-Mailing" ‘ O L322 o ] IR ¥ |
2nd Mailing : 1 _ : 9
Total Small - 13 T T3
Large . _ 1 _ o 9

~Have you ever refused a contract because of a
background patent rlghts requirement? =

lst Mailing 5 66

2nd Mailing 1 9

Total Small 6 75
3 7

Large
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© " Companies’

_ 20 +

15 +

‘Number of

Always Sometimes - Seldom . Never

" Figure 6a Frequency of Deferral of
: . Patent Rights Until Contract Completion
Small Companies

Companies .

"Always - Bometimes ~ Seldom. . Never

. Figure 6b Frequency -of Deferral :o’g'_
Patent Rights Until Contract Completion
Large Companies
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when weighing the 1n1t1a1 deC1S1on.. The results of the survey

| 1nd1cate that the balance 1s 11kely to t1p agalnst patent1ng much

-more often. The company will turn to alternate modes of

protection that keep the new technology out of the public domain.
In addition, 1f the patent is not belng used actlvely as it
matures, many smaller companles may flnd the costs of malntalnlng

the patent too great Slnce 1t 1s hard to ant1c1pate whlch

: patents will be truly valuable, companles may be serlously

]eopardlz1ng the1r future advantage and bu31ness.

_ Durlng work on thls progect, there have been many 1nformal

discu531ons w1th people from both 1arge and small organlzatlons

about the patent system. The general concerns about the cost and

rellab111ty of patents as well as the p0551b1e 1mpact of the

‘malntenance fees were 51m11ar to comments recelved on the-

stronna;res. One small companv stated that the cost of

malntenance fees now prevents them from f111ng European patents.

Another mentloned how cost con31deratlons would make bracketlng

(obtarnlng add1t10na1 patents whlch expand coverage around a

"@

s1ngle orlglnal or base patent) much less access1b1e. ThlS '

strategy is very 1mportant in some small h1gh technology
bus1nesses. '

Another small company respondent looked at h1s company s

current level of patent actxvrty of three patents per year or 51

over a 17 year period and deduced the follow1ng.

At $3,000 per patent, we would be liable for $153,000 in
‘fees, or five years" pre-tax profits ‘at the current rate.
The effect of any of the mainenance fees mentioned
- {$500-3000) would be to inhibit the inventiveness-of a
- companhycurrently producing one patent per engineering
man year. Our work leads us into advanced technical areas
that are generally 5-10 years from the market place. We
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- ST

- .Percent :6f Patents Maintained - - . . .. Any Realistic
' - . for 17 Years . . Impact on Business.

Number of e Number of

Companies e '~ Companies

30 ¢ | _ 304

204 o _2 ; i.. . s 20W

0-30% 30-60% 60-%0% 9%+% _ ~ _  No - Not -Yes
L : ' ' ' -~ Sure -

Figure 7.1  Total Maintenance Fees at $500: Small Companies

Number of S Number of

Companies IR Companies

. 304 L 301

20 ¢ A _ 20 ¢

10wt [ - -' —

T 0-30s 30-60% 60-9%0% %+% . . No Not Yes
o ‘Sure

Figure 7.2 Total Maintenance Fees at $1000: Small.Companies
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St e

. Percent of Patents Maintained

" Number of . - - S Nurber of

ate! L Any Realistic’™
for 17 Years el . . Impact on Business

Companies AP -~ . Companies

301 T SN 304

ot || _— 1 10%

0-30% 30-60% 60-90% 90+ % - No  Not Yes

Sure

" Figure 7.5 Total Maintenance Fees at $3000: Small Companies
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Percent of Patents Maintained . : -+, - ‘Any Realistic
for .17 Years ..~ Impact on Business

Number of ' Number of
Companies Companies

5%

15 -

104 - | 104

5

0-30% 30-608 60-90% %+% " xo  Not  Yes
I | o - . sure |

”Figuré 7.8 Total Maintenance Fees at $1500: Large Companies

Number of - Nm&ercﬁ
Companies _ Companies

15 -

151

10 - 10 +

C-30% 30-60% 60-20% 90+ % No Not Yes
: : Sure . ..

7.9 Total Maintenance Fees at $2000: Large Companies




Effect on -Use of Patent System

~Would you. ant1c1pate :letting. any patents you are
currently using. in some way lapse because of the
- imposition of fees’ o , ST T

B S co  Yes - No Not sure
lst Mailing o ' 24 22 .. 18
2nd Mailing - 5 1 2
Total Small : o o029 23 20_

" Large R T s 5

Would the lmp051tlon of maintenance fees make you less-
llkely to apply for a patent in the future?

Yes  No Not sure__lf-

1st Mailing O S 41 21 18

2nd Mailing - - 6 _ 1“J,,;;”;
Total Small o s 460 27 . 19 .

Large Sl con 4 11 5

'VIII., POSSIBLE PATENT LAW AND POLICY CHANGES

At the. tlme thlS study was proposed, a large number of

p0351b1e changes in: patent pollcy were being con31dered Manygof

'th_e most 1mpor-tant-._change_s;wer.:_e_ passed at the_end of 1980 antd:are

part of PL 96-517. A1thouah the implementing. requlatlons are: not

o

yet_in-effect, the new 1aw 1nc1udes prov1s1ons for a patent
reeiaminationlprocedure, for small businesses and unlver51t1es to
receive patent rlghts for 1nvent10ns developed under government
sponsored research, and for the ;nstltut;on;oﬁ1marntenance_fees.y
A number of otherchanges in thé"wéy“tﬁéibéteht"é&étém
operates have been suggested. Respondents were asked for thelr
oplnlons on a number of them. The overwhelming majorlty favored_
the extension of patent life in cases where government
regulations delay market introduction,-andithe”estabiishment of:a
51ngle Court of Patent Appeals. About ha&f of the small
companles and most of the large companles also favor anp'

1ndependent Patent and Trademark Offlce.
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_ Yes No No Opinion

There should be an . : ‘ : :

- independent Patent and
Trademark- -Office. o BT

' 4% 45  45%

1st Mailing o 50  51% 4

2nd Mailing - = 22 . 47% .. 6 13% 19  40%

Total Small | 72 49% 10 7% 64 448
3 .13% 1. 4%

-~ Large - . . .19 . -83%

IX. General Conclusions

In the early days of the patent system, it was customary for
the 1nd1v1dua1 inventor to apply directly .to the Patent: Offlce

for a patent. The process required a minimum of time and expense,

Over the years, as the system grew and the use of techmology =~~~

broadened, the patent system grew more complex and expensive to -

use. It is rare today for an inventor to w;ite_a_patent

'application'without at least consulting a patent attorney.. The-

process of conducting a patent search for prior relevant

technology is expensive, -and frequently the strength of the

patent depends on the extent of the search. Gradually there has

been a movement toward patent system use being limited to those
more able to afford it.

- Coupled with this_shifteip who uses theupatent.system.has

~‘been the influénge'of;public_opinion, -The.genenal‘publib is

uneasy about patents and seems to look on them as a giveaway to

bu51ness. There iz little understanding or recognition of the

_lmportance of patent protectlon to the. nurturlng and development

of -new technology and. hence tp the economic growth of the
country. The ultimate manifestation of this public uneasiness is
the attitude of the courts toward patents. Most patent disputes

that 'go to trial are complicated and require a careful evaluation
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themselves. In order to attract the necessary cap1ta1 from
out51de 1nvestors, small companles must demonstrate that a
protected market niche ex1sts that assures an adequate return on

capital invested. Traditicnally an”important source of that

'protection has been:the'patent system.'However, a'patent system

11m1ted more and more to large companles and that affords .

protectlon percerved as uncertaln at best. leaves the small
company'in an inCreasingly'difficuitfposition; Substantial costs

1ead them to seek alternatlves to patents such as trade secrets,

'whlch in turn reduces the1r protectlon 'in the marketplace,

maklng outslde capltal 1nvestment more dlfflcult to obtain.

This chain of events has clearly been aCcelerated by the

,"introduction'of.maintenance'fees into therpatent system, further

weakenlng the contrlbutlon of the patent system to the economic

'growth and development of the Unlted States. The danger 51gnals

fand trends are all present ‘in the detalls of this study."

Perhaps the tlme has come to reexamine the ba51s for the

_'ex1stance of a patent system. Do ve need a patent system at all?
”If'we do, uhat Should‘be its'functions ana goals7 How Should it-
‘be structured to effectlvely and rellably fu1f111 those goa1s° A

'broad pub11c debate on these 1ssues is a necessary flrst step.

In the last few years, the concern over the decreased rate of

'1nnovat10n in the Unlted States has led to a 51gn1flcant 1ncrease

in awareness by the Congress of the patent system, 1ts role and

its weaknesses.' There is st111 llttle publlc understandlng of
'the.economic reaSons for.the'existence of"afpatent:system:"The
result has been a decllne in support for the patent system whlch

'has gradually become 1ess effectlve at ach1ev1ng 1ts orlglnal

purpose. A'patent system that operates ineffectively and




unreliably is worse than nofsystem at all. A public consensus
. must be reached on the value of a patent‘system for the United

States and the function it should serve. Then we can go forward

with the support of public opinion and the necessary financial

resources to build a system that fulfills its purpose.
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APPENDIX A

- .. SURVEY OF THE USE OF THE PATENT SYSTEM: -

- CONDUCTED BY THE RESEARCH: & PLANNING”INSTITUTE

I N8 T RUCTION S

The follow1ng questlonnalre has been deslgned to enable 51mple
check offs for most questions. .This means.that some questlons may not
fit your company's situation and You should not hesitate to sklp “them.
If you have been involved in any situation you feel has not been
adequately covered by the questionnaire or you had 1nsuff101ent space
for your answers, there is space . on the last page for addltlonal
comments. -

- We will be d01ng follow—ups by telephone of a small number of
companies whose response indicates there has ‘beéen g 51gn1flcant problem
and’ who have 1nd1cated a w1111ngness to be contacted :

OPTIONAL (If glven e, w111 send a summary of" the results)

NAME :
' o _ . o . - May we contact you for addltlonal
TITLE: - - o ___ specific 1nformat10n ‘related to
+ COMEANY : . Yes __ To
ADDRESS : |

TELEPHONE :

PART I: BACKGROUND QUESTIONS (use most recent fiscal year)
A. Please indicate the sales volume (in millions) for your company .
$0-$.5 $.5-$2 $2-%5 - - $5-$20 over $20 millions

. B. Please indicate the number of employees

___0-10 10-25 ___25-100 : 100—200: - over-200”
C. Primary fleld(s) of technology (be asispecifiq-as_pqssible)?

D. Age of Company: . ' o ' _ :

__under 2 yrs . _2-5 yrs  _ 5-10 yrs  _ 10-25 yrs _over 25 yrs
E. Please estimate what percentage of company expenses were incurred for: -
© " R&D__- % Production % Sales. % Service % Other_ % -

F. Approx1mately what percentage of company sales was made 1n connectlon

with government contracts and subCOntracts?

__Nonme -__0-5% —-5-20% __20-50% ... 50-80% __,80;100%_’*
G. lLocation of the company main office: S :

NE___ MidAtlantic___  SE Midwest SW._ W




PART II:

D. 1...

(continued)
Does your company ever employ alternate modes of protectlon other

than patents (e.z., proprletary know—how, trade secrets)?
__Yes Mo
If - you also use patents, please estimate the relatlve value of
these alternate modes of protectlon in your primary fleld of
technology (check one) ' . . :
. . More useful than patents = As useful as patents o .
Not as useful as patents _ Of little or no use compared
"7 to patents
a. What is the average tlme it takes your coumpany to get product
improvement or modification from the drawing board to the
. marketplace? - : ] y
___Less than 6 mos 6 =12 mos 12 - 2k mos
__more than 24 mos _ Does not apply . . *
b. How often are major amounts of capltal expenses necessary
. for such changes? o : .
_-Always. .. Bometimes. ﬂm Seldom ] Never

‘a. What is ‘the average time it it takes. your company to get a new

product from the draw1ng bOard to the marketplace9
___less than Lyr ! 1 -2yrs 25 yrs
___more than 5 yrs Does not apply

“b. How often are major amounts of capital expenses necessary

=

for such a new product 1ntroduct10n9 R
AMlways = Sometimes  ~~ Seldom ~ __ Never

“Pieck two products or‘proceSSES‘that are, and probably will continue

"'to be, among the most valuable to your company .- For each cne, please
- check all those characterlstlcs that best descrlbe your. product {or
.__process) and its marketlng strategy. '

g

-zl;lmiflmfiélnj |

o

e

I1

In an established- stable market and need to malntaln p051tlon
In a growth market and ‘plan to grow with it

In a new market area that needs to be developed

~ Product is protected in marketplace by patents
Product is protected in marketplace by proprietary technology
Product has no legal protection but has brand name recognition

~ Product is same as others already accepted in marketplace

Product is slightly improved version of- product already
“accepted. in. marketplace :
Product is substantlally 1mproved ver51on of product already

slp lw ‘u

-

accepted in marketplace

Product is radically new and/or fundamentally different from
prev1ously available products )

Little R&D was needed to develop this product

.Some. R&D. was needed to develop this product

Substantial R&D was needed to. develop this product

Outstanding R&D was needed to develop thlS product

Gettlng product into marketplace qulckly Was crucial to a

el

|

successful campaign

Reliability and good performance hlstory more 1mportant
to success than tinme

Does not apply
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PART III: (continued) i
B. 3. g. Did you feel resolution was accomplished in a falr manner?
: Yes __To : : :
IT 1 not, pleaee explain;

B C... In your primary field of technology, What percentage of challenged

' patents would you estimate are declared invalid?-

. __.0-25% . 25-50% - __ 50-T5% ___75-100% . . Don't: Know
D. Have you ever felt at a dlsadvantage when 1nvolved in.a patent conflict
: ‘because the other company was larger? Yes No Doesn't Apply

:lE;p Have you ever felt at a disadvantage when 1nvolved in a patent conflict

- ‘because the other company was smaller? - Yes - No -Doesn't Apply

F. Have you ever avoided product or technological areas due. to cost of

: defendlng agalnst p0551ble litigation? - Yes. - No.

. G. Have inconsistent court decisions ever clouded your de01310ns on the

+viability of defending your-patent.rights?... Yes . . No.

H. Has the company ever experienced a problem w1th contradlctlons betweenm-'w

_patent laws and anti-trust laws? Yes  No Don't Know
_If yes, please 1nclude a short summary of most recent situation on
page 8 where space is prov1ded for addltlonal comments.

"PART 'IV: CONCERNING CONTRACT R&D FOR- THE GOVERNMENT
A, Has your company ever performed-contract R&D for the government?

__Yes (1t No, go to Dl}
If. Yes.: - :
1. For which spec1f1c departments or agenc1es have. you performed
.. . work?
2. VWas R&D performed for the government done malnly in your primary
' technical field? _ Yes __ No If not, what field?

m_pS,f Bave you ever obtained exclusive commercial patent rlghts for
: "technology developed under government contract?.
. ~Yes . No- Don't Know -
L. Have any attempts been made to commerc1allze any of your
) technologlcal developments funded by government contracts?
Yes No Don't Know _  Does not apply S
_;5] Have you ever tried to secure exclusive patent rights for
' technology developed under government’ sponsorship and been

refused? Yes ¥o __ Don't Know : - Does not apply
" If Yes: o T ' - most recent - other recent
IR R : o situation “situation
" a. Which agency or department? = e e
‘b. Was the technology ever '
~ utilized in the commerc1al _ - o
marketplace? S Yes  Noo o Yes _ . No
c.  If you had received rights, :
approximately how much
investment would you have
made to commercialize the
. technology?
_d. Did you go shead anyvay? ~Yes No ___Yes _ ¥o
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PART V: (continued)

B.

EOTAL PATD TN PERCENT OF PATENTS MAINTATNED

In the following tgble, assume that the dollar value at the left ig the
total cost to maintain a patent for the full seventeen years. Please

" then estimate the percentage of your current patents you- would maintain

and Whether there is likely to be any reallstlc impact on your bu51ness.

“ANY REALTSTIC IMPACT 7

. JMAINTENANCE FEES FOR 17 YEARS (check one) ON _BUSINESS (check ome)]
1 ' 0-30% | 30~-60% [60-90% {90-100% Yes | No {Not Sure -

1. $500
2.7 $1,000

3. $1,500

L. $2,000

5. $3,000

If at any level there would be an impact on your business, please explain
briefly what it would be and whether it would relate primarily to current
activities or future activities.

Would you anticipate letting any patents you are currently using in some
way lapse Dbecause of the imposition of fees?

___Yes  No ___Not Sure ___ Doesn't Apply
Would the 1mpos1t10n of maintenance fees make you less llkely to apply
for a patent in the future?
Yes No _ Not Sure ___ Doesn't Apply

PART VI: POSSIBLE PATENT LAW AND POLICY CHANGES

In addition to changes in patent policy already enacted, several others have

been proposed. Please indicate which of the fellowing you would favor.

A.

: by the losing party. _ Yes No

Patents should be awarded to the first to file. Yes o No Oplnlon
(Currently patents are awarded to the first to '

invent)
Patent life should be extended to twenty years. Yes No No Opinion

-Patent life should be extended in cases where

government regulation delays market introduction

(e.g. FDA approval may take five years). Yes No No Opinion
A single Court of Patent Appeals should be
established. Yes No No Opinion’

Attorney's fees in patent matters should be paid
No Opinion
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PART VI: (continued)

.F. There should be compulsory licensing of patents if
.~ the patent holder is using the patent %o suppress _
_ .technology. Yes No No Opinion

There should: be’ an 1ndependent Patent and Trade—
mark Office.’

Yes No __ No Opinion
" Comments and other changes you would suggest _ ‘

ADDITIONAL COMMENTS (You msyisttach_sdditipnalusheets)
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PART IV: (continued) .
" A. 6. Do you have patented techknology developed under government
contract which the government has glven or licensed to another

 .organization? __ Yes __ TWo .
. If so, has that organlzatlon received follow-on contracts or
hardware orders you expected to receive? __ Yes __ No

What government agency was involved?
T. _Recently enacted legislation gives patent rights to small buslness

and universities for technology developed under government contract.

Is this legislation likely to affect your company's participation

in providing contract R&D to the government? = Yes . - No =

If Yes, in what way* : ' ' :

- B. l{_'HaNe you ever had to give background patent rlghts to the government?

___Yes __ "No If Yes, which agency?_ :
2. Have you ever refused a contract because of a background patent
rights requirement? ~ Yes ~__ No If Yes, which agency?
3. Have background rlghts issues affected company hlstory or: decision

mak1ng9 o Yes 1 No- If Yes, please explaln

€. 1. . In your experience, how often is the decision on patent rlghts
‘deferred until contract c:om.p].e‘t::n.on‘P :

. __Always ___ Sometimes - beldom . 1 Never
2. Has such a deferred decision e ever delayed or prevented you from

“developing technology for commercial applications? Yes No
If Yes, please explain: A

D. Has past government patent policy inhibited or prevented the application
of your most advanoed private technology to government sponsored work?
Yes : No If Yes please explaln :

PART V MAINTENANCE FEES '

: Recently passed leglslatlon has authorlzed the charglng of . fees Lo
maintain a patent's validity for the full seventeen years (in addition to
_the patent application fees). These maintenance fees would be due at the

' end of 3-1/2 years, T-1/2 years and 11-1/2 years after the date of issue.

These fees would be in addition to. appllcatlon fees. Non—payment of any
maintenance fees Would result in the loss of patent protection.

A. The payment schedule for maintenance fees ‘has not been determined.

. Would you prefer:
a. Three equal payments ' ' o ’
b. Increasing payments over time (e.g., 20%, 30%, 50% of total)
~c¢. Other (Please explain) . :

d. TWo opinion
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PART IIT: RELIABILITY OF PATENTS AND RELATED COSTS

ALV

Please estimate patent related expenses in the most recent year.
1. In dollars:

___less than $1,000 $l-5 000 . $5~20 OOO $20-50,000 over $50 000
2. As a percentage of total expenses: :
__ILess than 24  2.- 5% __5-10% __-over 103

Has . your company ever er been involved in any type of a conflict situation
related to patented technology {(e.g., 1nterference, 1nfr1ngement)

“whether or not any action was taken? __ Yes ' _ No (If No, go to F)

1. Has your company ever decided not to take actlon 1n & case where
- you felt you were right? ___Yes __ No :
" If so, rank the following factors in in order of importance {(#1

most 1mportant) during the decision making process in most
recent case: ‘

Estimated cost of the actlon _

Estimated time needed to complete the action

Amount of company personnel time that would be needed

Value (monetary or other) to’ company of p031t1ve outcome

Resources avallable to other organization 1nvolved

 Inconsistent court . decisions in subject area’ 'in question

Publicity -likely from taking actlon ' o

Other (explaln brlefly)

N R

iy H | I"|

i ‘21"_Have you been involved in any action (court-related or otherwise)

as a result of a conflict? Yes __ No (If No, go to C)
3. Using a recent example of action that has been resolved (or
abandoned), please answer the following set of questlons.
_ a. Did you initiate the action? __  Yes No
b. ‘List types of action taken (by either party) in chronological
order (e g, negotlatlon, suit f;led 1nterference action filed,
“disclosure made, . trlal appeal) '

" c. ‘State briefly final resolution:

. d.. How long from initiation of action to final resolutlon?

Less than 6 mos =~~~ 6 - 12 mos ' __-12-24 mos
. 2h - 48 mos o __ over 48 mos
Ce. 'Appr0x1mately how much did you spend on this matter? .
' Less than $5,000 ° __ $5-$10,000 ___$10-%$20,000
—_$20-$100,000 ©©'__more than $100,00 __ Not sure

T. LWhat size was the other organlzatlon compared to your. company
. {based on sales flgures)V :
' ;__much larger _ <somewhat larger
___about equal size . ___somewhat smaller
__,much.smaller ' o '
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~ PART II: USEFULNESS OF THE PATENT SYSTEM VS, PROPRIETARY KNOW-HOW AND

A.

C.

TRADE, SECRETS

HBas your company ever applied for . a patent? "__Xes . To

(If No, go to IIB) If Yes:

1. How many patents does your company hold? . -

__ Less than 5 5-15% ° 15-25 - '25-100 _ over 100
2.“-What percentage of these patents 1s your company actually using
" in some way? o
- °__Less than 107 _10-25% 25 50% __ over 50% L
3. How valuable do you thlnk patents are in your company? (check B
._all applicable) ' _ S
‘ ~ Of 1little value compared with technical know—how o
Valuable for defensive purposes .
Important in establlshlng proprietary p051t10n
S Essential to business activities

4. To what extent do you. rely on patents to protect your products?

' __Mlways ___Frequently __ Seldom __ Never ___ Does Not Apply

5. How important is outside fundlng in the development of new

',,_technology? o _ - . L

_ ' Very __ Moderately A little __ Not at a11" -
6. How important is outside fundlng in the 1 marketlng of new
'technology?
S Very _ Moderately A little _  Not at all
;;T;f:To what extent do patents s play a role in the ability to attract
o out51de funding for the development and marketing of new technology?
. _Vitally-important - __One of many factors considered
___pf little importance Of no 1mportance
___Does not apply : Not sure - :

8. Rate the relative importance of the following factors in the
decision to promote new technology (#1 most important):
____Patent Protection ____Market potential
___ Proprietary informatiom - - Amount ‘of investment requlred

know-how Tlme required to reach market-

. place

If you have technical areas where you have not applled for patents,

which reasons are applicable?

1. Not involved in'developing new technology :: X

- 2. ¥ U Depend on trade secrets -and proprletary technology
3.0 o Hew technology not patentable :
k. Patent rights would belong to other organ1zat10n or -
' ’ ‘government:
5. - 'Patent requires publlc disclosure
- 6. Patent protection unnecessary or irrelevant

7. Obtaining patent protection is too expensive

8. Defending a patent is too expensive

9. ._..  Patent protection is too unrellable, too eaSy to get it

; s ruled 1nva11d
10.: . Other:
211, i'-' Does not’ apply - T

Does you your company ever use 1nformat10n ‘from the patent offlce to

1. follow current technologlcal ‘advances? _ Yes  No-

2. follow competitors activities? =~ . ___ﬁes _“__No
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themselves. In order to attract the necessary Capltal from

out51de 1nvestors, small companles must demonstrate_that a
protected market nlche exists that assures an adequate return on
capital invested. Traditionally an important source of that

protection has been the patent system. However, a patent system

limited more and more to large companies and that affords'

protection perceived as uncertain at best, leaves the small

company in an increasingly difficult position. Substantial costs

1ead'them to seek alternatives to patents such as trade secrets,

.Wthh in turn reduces their protectlon in the marketplace,

_maklng out51de cap1tal 1nvestment more dlfflcult to obtaln.

ThlS cha1n of events has clearly been accelerated by the
1ntroduct10n of malntenance fees into the patent system, further
Iweakenlng the contrlbutlon of the patent system to the economlc

growth and development of the Un1ted States. The danger 51gnals

: and trends are all present 1n the detalls of thlS study.

' Perhaps the tlme has come to reexamlne the bas1s for the

-ex1stance of a patent system. Do we need a patent system at a11'>

If we do, what should be 1ts functlons and goals'-’_ How should 1t be

structured to effectlvely and rellably fulf111 those goals’ A

broad publlc debate on these 1ssues is a ‘necessary flrst step.

In the\last few years, the concern over the decreased rate of

:1nnovat10n 1n the Unlted States has led to a 51gn1f1cant 1ncrease

1n awareness by the Congress of the patent system, 1ts role and
1ts Weaknesses. There is stlll 11ttle publlc understandlng of
the econom1c reasons for the ex1stence of a patent system. The
result has been a decllne 1n support fcr the patent system Wthh
has gradually_become“less effective at achrevrng its original

purpose. A patent system that operates ineffectively and
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of a technicéi area. As in.mogt legal proceedingSj'the answers

are:nbt black and white but_various shades'of grey. ,The:cburts,
wh‘e_'n in d_oubt{.tend_’t.o rule against the patent system ahd é!eci_are
the patent invélid. :The belief is that such a decision will open
up the development of the technology to competition, and that is
preferred. Sinpe only a few patents are challenged in the
Vcourts, the effect on competition is relativeij small;.

What is not clearly perceived'isithe-chilling effect that
these decisions and the attitude they represent have on the use
of.thé patent system as a whole; and on innovation in particular.
It is recognized that only valuable patents are cause for a major
legal dispute; when people believe that any truly profitable
patent is likely to be declared invalid (after a lengthy and
expensive court battle), they look for other méthods of
protedtingtthéir‘technology. If the technological development
carries:a'high"risk.of'faiiuré without an assured protected
matket'ﬁosition;”it may never be explored at all. At the same
time, a:dépéhdencé“on other methods to protect iechnology'makes
whatever advances have been made in scientific knowledge
inacceéséble”td the public. Technological deVelopment is a
Séqueﬁtial'proééSS'With each step buildihg on a ‘number of
previous ones. Without the free exchange of knowledge, progress
is drdstiCélly impeded. |

I has béénVGémonsfratéd'repeétedly-that'the-smallbeSiness
sector is'é'majoruﬁrOGUCer of inhOVationffespeCially“ﬁhen
radicallylﬁéw, high4risk'techndlbgy is involved.. However, these
éompaﬂies are farely in a position ﬁo completely fund the
development and market introduction of their technology by
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‘In addition to changes ‘in patent pollcy already - 5
enacted, several others have- -been proposed. Please R
indicate which of the following you would favor.’

_ o - " Yes - . No No Opinion
Patents should be awardedfto : R
‘the first to file., - . - ' i e
lst Mailing - . 14 - 14% 75 74% 12 12%
2nd Mailing S 10 21% 30 64% 7 15%
Total Small ‘ 24 15% 115 73% 19 12%
Large _' R ”. 11 48 11 488 - 1 4%

Patent life should be extended
" - to twenty years. _ o _
l1st Mailing do 53 - 53% 24 24% 23 23%
" 2nd Mailing : 18 39% 18 39% 20100 22%
Total Small _ 71 49% 42 < 29% 233 23%
Large ' 10 45% 10 45% - 2 9%

Patent life should be extended

in cases where government -

regulations delays market

“introduction. _ Ca e RETERE T S S -
: ' - 1st Mailing : _ 83 84% 6 6% 10 10%

‘ 2nd Mailing ~ 0 o T 35074% 0 0 80 17% 00 4 9%

P Total Small . o 118 81% 14 10% 14 10%
“Large © Ut T h i 1gn 83U n20 0098 o 20 9%

A single Court of Patent "~~~ -
Appeals should be
~established. - - v : T
lst Mailing 74 73%
“2nd Mailing™ 7 v T 320-68%
Total Small 106 T72% -
Large Lo e e T 190 838

2% 25  25%
S9% 11 - 23%

4% 36 24%
13% . L 4%

WO

_AttOrney s fees 'in patent
matters should be pald by
the Yosing party. - R R cooEl R
lst Mailing : S 4T 4T7% 23 23% 30 - 30%
- 2pnd Mailing =~ % ©.70L0t.30 64% o 7 -15% oo 10 21%
] Total Small L 77 52% 30 20% 40 27%
g “Large GosTloederas w31 5080 70 1000 45% -~ 1 5%

There should bé -compulsory
licensing of patents if
the patent holder is-using:i:-
the patent to suppress _ _
5 ‘technology. = - Lo CURD T T P T
] - lst Mailing - . : 49 49% 31 31% - 20 20%
: -2nd Mailing = 0 oo o028 - 59% . 11 . 22% 10 - 20%
Total Small o 77 = 52% 42 28% 30 20%
Large ' ' S Blo24% 0 012 0 67%0 020 10%
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. Percent of Patents Maintained =~ '~ - Any Realistic :
o -.for 17 Years -+ Impact on Business

et s P S T

. Number of  Number of
: Companies : : Companies

15 4 : - _ 15

10 + - 7 © 10+ i

=

0-30% 30-60% 60~90%- 90+% ... ...  No ' Not - Yes'
Sure__ "

Figure 7.10 Tdtal ;:Maintenancé Fees at $3000: Large Companies

R PR
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Percent of Patents Maintained _ Any Realistic
for 17 Years Impact on Business

- Number. of . - . .. .. .  Number of
Companies . . . - Companies

- 0-30% 30-60% 60-90% 90+ % o " No Not
E L S - S Sure

| 7.6  Total Maintenance Fees at $500: Large Companies

Nmber of B
. Companies NuComubepanies

10+ I . ‘ . 10 1 -

M |
0-30% 30-60% 60-90% 90+ % No Not
, : Sure,

7.7 Total Maintenance Fees at $1000: Large Companies
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Percent of Patents Maintained ... Any Realistic
for 17 Years ... Impact on Business

Number of o Number of
Companies  Companies

30 4

30 -

204 -

ZOW

01 | 11 I 104

0-308 30-60% 60-90% 90+ % 7 No Not.  Yes
Sure

Figure 7.3 -Total ‘Maintenance Fees at $§1500:  Small Companies.

Number of L ' Mumber of .
Companies = L ~ Companies

30+ . IR ' 304

201 — 201 .

L]

10; { : | _;' : : i 3101

0-308  30-608 60-%08 %+%  No Not Yes
R : _ Sure

Figure 7.4 Total Maintenance Fees at $2000: Small Companies
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7 could not afford to keep a patent alive that long-before
belng able to test its market value.

One 1arge company patent counsel w1th whom 1 recently spoke

1nd1cated that he is 1ook1ng more carefully at what is patented

~and is recommendlng fewer flllngs. He reasons that 1n hlS

company a 1arge portlon of the 1ega1 fees are pald to in- house

'permanent staff, but malntenance fees are out of pocket. Hence a

sharp escalatlon in those costs makes hlm th1nk tw1ce about a new

patent f111ng.'

_ Whlle there were many negatlve comments made about ‘any

_1ncrease 1n fees, many also agreed w1th one small company

respondent who sald, "We would welcome much hlgher fees if the

'fees could buy us a substantlally more rellable patent system.":

Companles were asked to assume a cost for malntalnlng-a
patent for the full seventeen years from $500 to $3000 At each
1eve1 of costs they were asked what percent of patents they would
malntarn and whether there would be any IEallsth 1mpact on the1r

bus1ness. The answers to the flrst quesron are summarlzed in the

_charts and graphs on the followrng pages. The percent of
-companles that felt maintenance fees would have an impact'on
their business ranged from 11% at fees of $500 to 39% at fees of

-$3000. Over 30% of small companies and over 20%‘of large

companles 1nd1cated that the 1mp051t10n of malntenance fees would

make then less 11ke1y to apply for a patent in the future.'

- In the following graphs, assume that the dollar.value in:
each is the total cost to maintain a patent for the full
. seventeen years. - Please then estimate the percentage of
.your current patents you. would maintain and whether
. there is llkely to. be. any reallstlc 1mpact on your
Ibus1ness. . S _




Has such a deferred decision ever delayed or pPrevented
you from developing technology for commerc1al

applications? =
_ Yes ' No
l1st Mailing 7 o 43
2nd Mailing 0 7
Total Small 7 50.
Large 1 4.

VII. HBINTENiNCE iFEES

Recently enacted 1eglslatron 1nc1udes the 1ntroduct10n of
malntenance fees 1nto the u.s. system for the flrSt tlme. Many
European countrles already have such fees. Under the-new U.s.
law, malntenance fees must be paid 3 1/2 years, 7 1/2 years and
11 1/2 years - ~after- the patent 1ssues to keep the patent in
effect. btherw1se, the patented technology goes into the public
domain. It is unclear at what 1eve1 they w111 be set, but the
legislation also requires a gradual increase in maintenance fees
untll they pay for at least 25% of the cost of running the patent
office. Hence, the eventual fees will be. substantlal._;'“'

At:the tine the guestionnaire was constructed, a maintenance
fee schedule of graduated payments of $200, $400 and $800 was
being discussed. Those numbers imply a total cost of $1400 to
maintain a patent for the full seventeen years. Since this was
still a very early discnééion, various fee levels were used that
placed the %1400 near the middle of the range chosen.

The introduction of maintenance fees means that inventors
and companies.will have'to make a series of decisions related to
- any given 1nvent10n rather than one 31ngle dec151on whether or
not to patent. The cost of ‘the malntenance fees w111 need to be

added into the_other.costs_alrean asgocrated with a new patent
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Has past government patent policy inhibited or
prevented the application of your most advanced private
technology to government sponsored work?

_ A . Yes : No
1st Mailing .25 65
2nd Mailing 8 31
Total Small .o 33 _ 96
Large 6 10

One observation indicates an inequity in the way the

government has dealt with'patent-rights decisions. Significant
numbers of small companies have undertaken government contract
work with patent rights decisions deferred until contrect
completion.' This rarely-happens to 1arge companies. A company
.'that cannot be assured of patent rlghts is he51tant to invest
large amounts in flllng patent appllcatlons._ In the words of one
respondent.-'“Nelther we -nor a 11censee w111 infest'in
commercialization unt11 we know who owns the patent rlghts. 1t

is analogous to the 51tuatlon where a person. won't invest 1n

bu11d1ng a house unt11 they know they have clear tltle to the

land.” _ o

One difficulty for the small company is that there is on-:l-:y_'é
‘short time after public disclosure.(such_as a quarterly report}
to file for a patent. 1In a situation'describeazby.one of the
respondents: “Decision for grantiné'greater rights to_oontraCtor
on one invention was never made by the agency-—as’a result, najor
aspect of technology reverted to the public because of
publlcatlon more than one year prlor to flllng. 'No further
'incentive for us: to pursue it commercially." This is‘indicetive
of the governnent's insensitivity to the needs offsnaller

organizations.
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Yl. RELATING TO  CONTRACT R&D FOR THE GOVERNHENT

Unt11 the passage of PL 96-517 last December, there was no
uniform patent rrghts policy for.companles that performed
contract research and development for the government. féach
agency had its own rules.‘ The new leglslatlon mandates that
small bu81ness and unlver31t1es (w1th some restrlctlons) are

entitled to such patent rlghts.' However,'some background

1nformat10n on the effects of the prlor patent pollcy may be‘

useful in asses31ng the 1mpact of the new regulatlons. R

:.. Most companzes that do R&D under government contract work in
thelr prlmary fleld of technology. The majorlty of the companles
that have recelved commerc1a1 patent rlghts for technology
developed under such contracts were d01ng work for one of the
defense agenc1es. These agenc1es have a general pOlle of glVlng
companles commerclal rlghts for Work performed under contract to
them. A 51gn1f1cant number of compan1es 1nd1cated that past

government patent pOllCY 1nh1b1ted or prevented the appllcatlon

_of thelr most advanced prlvate technology to government sponsored

work.
Has your company ever performed contract R&D for the
'government° SR co :
o Gt Yes'.b : o No°~‘

Smalil 81 71

- Large - .- ﬁ'*}” : 11 -5&-7; 12

| 7 n, Was R&D performed for the government done malnly in
_your prlmary technlcal f1eld° ‘

Small | S5 | 4

Large - : -8 - S 2
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-1st'Maiiing 15

Approximately how much did you spend on this matter?

0-510,000 $10-20,000. $20-100,000 over $100,000

-3 Sl .0

2nd Mailing 7 1 6 1
Total Small 22 4 7 S 1

- Large ' 4 3 7 o 7.

Of those large companies that spent over $100 (000, four

$1 000 000, and two spent over one mllllon dollars.

In those cases where companles 1nd1cated they con31dered the

71 resolutlon of the conflict unfair, any comments were analyzed.

Number of Number of thoée Reasons:iffCited
: Companies ‘Citing  Cases Where S .
‘Unfair: Resolution - Other Company

_ . ‘ r _ ~Larger P
© Small ; . 12 S 8 4 cost factors, .
o ' : - : 2 still unresolved,
1l patent office in-
flexible (interference).
1 long court and defen-
X : dant related delays
Large 1 1

‘It was expected that small companies would_freéuentlydfeei

at a disadvantage when the other company is large, but.it seems

'the teverse is'also true. Large companles often feel at a

dlsadvantage when deallng w1th smaller ones.

Have jou ever felt at a disadvantage when involved in
a. patent confllct because the. other company was larger?

Yes”"n' o No

small.. = . Cooo34 o 12

Large - Sy : EE -3 ;;. : o "18

_Have you ever; felt at a dlsadvantage when 1nvolved in a
patent conflict because the other company was smaller°

: o Yes ' " No
. Small . 1 . _ : 33

Large _ ' 13 _ 9

'spent less than $500,000, one spent between $500 000 and |-




Has your company ever been involved in any type of
conflict situation related to patented technology \
- (@+g.s interference, infringement) whether or not any

action was taken?

Yes : ' " No

1st Mailing . - . 28 31% - 62 64%
2nd Mailing 22 48% 24 52%
Total Small - - = 50 , . 37% e <86 .. 63% .
Large _ 23 100% 0 0%

Has your company ever dec1ded not to take actlon in a
case where you felt you were right? _

: PR - Yes: o mo pL e ooNo o
" 1st Mailing 24 52% 22 483
2nd Mailing- .~ ... 18 . --64% . . - 10 .. 363%
Total Small 42 57% 32 43%
Large. = - - 20 .9l 2 9%

If so, rank- the following factors in order of
importance (#1 most important) during the decision
making process in most recent case: C

~.Ranking

3 4 5 6 7 8
‘Estimated cost of the actzon S . -
1st Mailing : R oo 150
2nd Mailing 9
Total Small - - C 22
_‘.Large s . . B :

h@mP )
W bt
‘_Hpéu'
ok

:Estimated tlme needed to
- complete the actlon

-Ist Mailing:

. 2nd Mailing:

- Total Small

Large

{Hpa;
 ¢mdb'J.
vawn
L1~ W»
FWwoWw

| ¥)

.Amount of company personnel o
time that would be needed

1st Mailing '

2nd Mailing

Total Small

Large

A
[
=
(N
fns

LT
9

.Value (monetary or other) to
company of positive outcome
‘1st Mailing

2nd Mailing

Total Small

Large

Mo aN
Lok W =
vvown
N W W

T RTRCN
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V. RELIABILITY OF PATENTS AND RELATED COSTS

| - There has .been general concern that‘small.companies'with
‘more 11m1ted f1nanc1a1 resources may. be at a distinct
dlsadvantage 1n defendlng themselves in: a confllct 1nvolv1ng

'patented.technology. Several questlons were asked to try to

determine the extent to which size plays a role in a company's

ab111ty to use the patent system fully. While the vast majority

of - companles estlmate patent related expenses as less than two

percent of overall expenses, several companles, including two'

large companies, estimate patent related expenses in excess of

'tenfpercent.of~a11,costs. There are two.distinctly different

questlons to be dec1ded by a company in relatlon to the patent

system.t The flrst 1s whether or not to apply for a patent at
all; -As was seen in an earller-sectlonuof this report, certaln
fields of technology use the patent system more than others. The
costs assoc1ated w1th patentlng new. technology must be balanced
' w1th ‘the degree of protectlon 1t is llkely to prov1de.- Companies
carefully welgh the 11ke11hood of hav1ng to. defend the patent,
" the probability the patent may be ruled invalid, and the ease
‘with which another company can use the information in the patent
and 1nvent around 1t. | | |

_" The other dec151on companles frequently face relates to
ch0051ng a course of actlon when involved in a confllct related
to-patented technology. About a third of the small companles and
alijof the 1arge ones have been in such a 51tuatlon,."No
dlstinctions nere nade inﬁthe‘qnestionnaire as to who held'the
patent in question. Some specific questions characterized what

happened in terms of types of steps taken, length of time and
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How often are major amounts of capital expenses
necessary for introduction of product improvement or

modification?
Always Sometimes Seldom '~ Never
- 1st Mailing 28 33% 40 47% 11 13% 6 7%
2nd Mailing 7 15% 24 52% - 11 24% 4 9%
Total Small. 35 27% 64 49% 22 17% 10 8%

- Large .5 25% 12 60% 2 10% 1 5%

How often are major amounts of capital expenses
necessary for a new product introduction? o

Always - . Sometimes Seldom Never
‘lst Mailing - 37 44% ;33 40% 8 10% 6 7%
2nd Mailing 13 29% 22 49% ‘ 7 16% 3 7%
Total Small 50 39%: 55 43% .15 12% 9 7%

Large . ... .. 8 44% .9 ..508 1. - 6%

"He Role of Pétente.in Obtnining.Outside Funding

Several questions were asked to deternine the extent to
"which patents play a role in the decision to deveiop new
technology. 'As was described earlier, patent protectiqnfis not
.the main consideration when business strategy is fdrmnlated.
However, when significant amounts of capital need to be invested,
most companies view patents as a vitally important or significant
factor :in the ability to attract outside funding. This seems to
be'particularly true for thefvery small companies who are:not yet
in a manufacturlng mode. :Eence, the existence of patent
protectxon is frequently a v1ta1 11nk in connectlng technology

with the funds necessary to achleve successful commerc1a11zat10n.
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' "Figure 4.4c Average Length of Time For Product Improvement
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If you also use patents, please estimate the relative .

value of these alternate modes of protection in your
primary field of technology (check one): :

" ‘A, More useful than patents
B. As useful as patents
C. Not as useful as patents
B. Of little or no use compared to patents'

A - B : o D
1st Mailing 25 ' - 22 : 16 3
2nd Mailing 15 11 5 1
Total Small 40 33 21 4
Large . - N ¢ R I : 6 3

G. Time and Cqsﬁs to New Pioduct:iﬁtrdductioh

SéVeral questions explored the length of time involved and
the extént to which capital is needed fcf the develoéﬁéﬁﬁggna
‘market introduction of new aﬁd improved products. The smailer
manufacturing oriented companies are the faéfeét-to'get new or
improved'prdddcts'into the mafketplace. They are followed by the
smallest, more R&D oriented companies. In general, it takes
small companies less than 12 months to bring a product
iﬁprdvenent'6rﬁmOdificatioﬁfto'ﬁhe‘market:place and less than two
years for a new product. By contrast, the large ‘companies
indicate_ofer a Year'fbr.most product modifications and over two
yqats'for.ngé product introductions.__For“the:mgjbrity of
companies, significant amounts of capital need to bé invested
before such an introduction. o

Thé'obvious‘difficulty for the smallhcompanies 15 £hé nged
to obtaiih ‘outside funding when ""the costs are too great i:o financé
the development and marketing from current reserves and income.
It is not surprising that the smallest companies are in most need

of this type of outside funding.
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technology. For small companies, cost related matters, either
obtaining the patent in the first instance or possibly defending

it, wvere impbrtant reasons. Also identified by a number of the

' small companies was the belief that patents were not sufficiently

_reliable'and could be ruled invalid too easily;

If you have technical areas where you have not applled
‘for patents, which reasons are applicable?

1st 2nd TOTAL ' LARGE
MAILINGS SMALL

Not involved in developing new technology 7 5 12 3
Depend on trade secrets and proprietary - S
technology 43 29 72 17
New technology not patentable 39 8 47 0 13
‘Patent rights would belong to other y _ N
organization or 'government E 28 1 29 1
Patent requires public disclosure ' 27 17 - 44 6
Patent protection unnecessary or ‘ '
irrelevant -+ R - 17 -9 26 5
Obtalnlng patent protectlon 1s too A
expensive R 44 18 62 2
Defending a patent is too expensive- .32 025 57 0

‘Patent protection is too unreliable,

too easy to get it ruIed invalid - 7f 33 20 53 2

E. Patent Off1ce as an Informat1on Resource Rt

The patent offlce 1s a great storehouse of technlcal
info;matlpn. In explorlng the extent to wh1ch companles take
advantage Of_the'avallablllty of such 1nformat10n,“q;fterences
related. to compan§ siée'emerged. ‘Among the smallest  companies,
1ess.than half use information from the patent office_tgzﬁollow

either_the technology or their-competitioh, ‘A small majority of

~the slightly larger companies do use the patent office for

information, while almost‘alliof the large:companies take

advantage of this information source.. .
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Type of Protectlon Utlllzed

- : Proprietary Brand Name
Type of Market ~ Patents’ . Technology - No Legal Protection
fS£ab1e. "-*_'42%'*- . 42%. - 0 ?25% |
. Growth -~ . ”:  .=71%-_ i . 59% e 12%
CNew - 75% . . - 63% . . 13%

Figure 4.3b =~ Percent ‘of Products for Type of - Protectlon in ..
- : ' leferent Types of Markets
_Large Company - Products

Type of Protectlon Utlllzed

T Proprletary Brand Name -
Type of Market - -”Patenps_-,.- ‘Technology - No Legal Protection
'=Stab1efj? S35 Co42% 0 oa o 27%
_.Growth . ;f  . 39% L BA% : e 18%
New o 47% . a1% - 118
Figure 4.3c '. Percent ‘of Products for Type of Protection in

Different Types of Markets
ALL PRODUCTS -

-Type of-Protectxon:Utilized

C o e e o proprietary ¢ Brand Name
Type of Product ~ Patents = Technology No Legal Protection .
~Same as other'pro- ._ : :- _ _
. ducts available‘ _0% B 50% cL20%
Sllghtly 1mproved |
version of pro-- - - . ‘ :
ducts available 17% - 38 - - 31%
Substantlally im- |
proved version of - B . S
products available 41% 46% 22%
Radically new and/or |
fundamentally dif-
ferent from products _ N
available - 55% 47% - 13%
Figure 4;36"15’Pé;Céqt90f Products for Type of Protection - = .-

by ‘Type of Product .
v ALl Products




To what extent do:you rely on patents to protect your

products'p
. L _ . Never/Does
. : Always S Frequently -Seldom . Not Apply
Small: : _ 12 11 - 35 33% 37 35% - 23 22%
Large 1. 4 - 17 T4%. . 4 17% 1 43

B. Factors 1n Pro-otion of Technology
Companles were asked to rate the 1mportance of the follOW1ng
factors in ‘the declslon to promote new technology: - patent

protection, proprletary 1nformat10n and know how, market

: potentlal, amount of 1nvestment requlred, and. t1me to reach the

marketplace. There was marked unanlmlty between both large and

small companles on the ratlng of factors in the dec151on to'

promote neW~technologyr Harket potentlal and amount of

: 1nvestnent were far and away the uost coamon choices for the

frrst and second factors. Patent protectlon was only a thlrd,

fourth or flfth rated 1tem.

Rate the 1mportance of the follow1ng factors in the
~decision to promote new technology (#1 most important):

_ _ 1 2 3 4 5
- Patent Protection - - oo oo S LT
- Small o 9 9 15 22 41
Large o e T g B 10 20

‘Proprietary Information —
" Know How

| Large L o 4 6 3. &
: Market Potent1a1 ' _
Smail o720 140 10 el o -2
Large -~ 20 1 o6 0o 0
- Amount of Investment
"Required SCLE T T e L
- Small _ 8 . 46 26 11 5
Large e 2 12 1 5 e el
"Time Required:to?Reach
Marketplace .
Small 3 12 25 24 26

Large 0 1 9 1 - 10
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IV. USEFULNESS OF THE PATENT SYSTEM VS. ALTERHATIVE HODES OF
PROTECTION

A. Extent of Patent Use and Its Value
fhe second mailing, sent to the more manufacturing oriented
companies, produced more involvement with theﬁuse Ofspatents by
the respondents than_the first mailing. Thisjmay simply be an
' indication of the hias of those who actually filled"out the
o questionnaire and returned it‘, It 1s also evident that most
small companles do not hold a large number of patents. Although
ptwo-thlrds of the small companles ‘hold patents, the vast majority
'_hold fewer than 15.' In-addltlon, many of the smallzcompanles
only use a small percentage of thelr patents. By’contrast the
large companles seem to use a greater proportlon of their
‘patents. In 1ook1ng at the use: of patents by fleld of technology,

it is clear that small electronlcs and computer oriented

pcompanies_use patents less than any other technical fields.

Has your company ever - applled for a patent°
(all of the large companles use patents)

Yes | No

- lst Ma111ng . SELL ‘68 - 66% 35 - 34% .
2nd Mailing. S e 34 71% LoTl4 0 29%
Total Small ™ _ o 102 - 68% 49 32%

- Primary Fleld of Technology o : ‘
Chemistry ° 16 6 4% cor g 0 36%
Electronics & Computers '_ 9 43% 12 57%
Physics = - : S 19T T3 s F o ST
Medical & Blologlcal 6 - 86% 1 148
Engineering & Design - 27 - g4 B ng%“'”“

5 %

Unknown . .25 63% 15

.
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‘Level of Different Company Activities
(as percent'of company expenses)
: Researchf&ﬁDeVelopment . o
: P R S No level
_ : ' C. 0-24% 0 25-49% 50-74%  75-100% indicated
-1st Mailing . :40 38% - 11 10% 11 10% 22 21% 21 20%
2nd Mailing - 36 73% 1 2% 1 2% 0 0% 11  23%
Tota; Small - 76 49%% . 12 7% 12 7% 22 14% 32 21%
Prqductién
- 1st Mailing 12 11 13 12¢ 15 14% 5 5% 60 57%
'2nd Mailing 4 8% 10 20% 15 31% 6 12% 14 29%
Total Small 16 10% 23 15% 30 19% 11 7% 74 48%
o Sales S
1st Mailing 45 43% 11  10% 1 1% 0. .0% 48 44%
2nd Mailing 29 59% 7  15% 1 28 0 0% 11 23%
Total Small 74 48% 18 12% 2 1% 0 0% 60 39%
5 Service |

1st Mailing 24 23% 11 108 3 3% 10 10% 57 54%
2nd Mailing - 21 '43% 1 2% - 0 0% 1. - 2% 26 53%
3 2% 11 7% 83 54%

Total small - 45 29% 12 7%
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and thus our choices 1nsured that none of our companles were

31mp1y dlstrlbutors.

031ng the four major product groups as a base, ten'specific

cla551f1catlons were extrapolated.

1. Electronlc Computlng Equlpment SIC 3573
2. ~Electronic Assemblies SIC -3679-
3. Electronic Components and Accessories SIC 3671—3679
4. Instruments--Laboratory, Scientific, and Research
- SIC 3671-3679
:5.‘iInstruments—TMeasurlng and Controlling -
SIC 3822~3825
<6« Instruments--Optical and Opthammic Goods
- 8IC 3832, 3851
7. Instruments and Supplies--Surgical, Medical and -
Dental SIC 3841-3843
8. Medical Apparatus—--Electronic SIC 3693
9. 1Industrial Inorganic Chemicals SIC 2813
10. Plastics, Polymers, and Materials SIC.3823

- Approximately. 40 companies with ‘between 0 and 200-employees -

were -randomly:  drawn from each of the ten classifications; hence

the :total mailing figure of 400 companies. An effort was made. to

avoid ‘any deographical biases within the sample. “All

guestionnaires were sent with a letter personally addressed to a
corporate officer and hand signed. |

In order to compare the attitudes .and experiences of small
companies with those of large firms it was necessary to also
survey a small group of large corporations.f-Questionnaires"were
sent to a senior management person or a senior member of the
corporate patent staff. Personal-contacts.were used whenever
possible, and thiszseemed‘to’markedly'imPIOVe~the response rate.

‘The cover letter included the request that in diversifiéd firms,

in ‘order to narrow the field of technology, the response should

refer to a single division or other integral business unit, not

the whole company. Since; in most cases, the questionnaire was
: N

filled out by a corporate patent attorney, there may be some
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of ‘an opinion' survey of -a number of recommendations for changing

patent policy. -

1. _ns'rsononoor
'lA, Questionnaire Construction _

_ ; l. The questionnaires uSed to try to evaluate the role of
the patent system con51sted of six sections. The first section
asked general background information about the nature and 51ze of
the husrness. The second section explored the extent to Whlch
the company uses patents, how important patents are, what_are_the
barriers_to using.the patent system, and the value of alternate
modes of-protection._ There were also a series of questions to
1dent1fy the characteristics of two of the most valuable company
products .or processes. These questions_vere aimed at seeing if
there is any 1ink.hetween certain types of?prOducts and markets
and the: relative 1mportance of patent protectlon..l_ | | i |

The third section contalned questions on the magnitude of
patent related expenses. _ The frequencyf of confllcts over
patented technology; the cost of anyrdisputes, the time until
resolution, and the_sige_oﬁ the other organization involved in
the dlspute were con51dered. | ._ _i

. The fourth section explored the companies 1nvolvement (1f
any) 1n contract R&D for the government and the effect of
governmentJcontract_conditions_on_company strategy and_product
commercialization, ” B o “

. The last two sections related directly to new and proposed
patent legislation.,.The fifth section explored the likely impact

of various levels of patent maintenance fees on company strategy




' I. Imonuc'non

The hlstory of the patent system goes back to the U S.

.Constltutlon, whlch empowers Congress’

- To promote the progress of science and useful arts, by '
securing for limited times to authors and inventors, the

~exclusive right to thelr respectlve wrltlngs and dls— :

coveries. _ .

" The framers of the Constitution recognized the-need to
'éﬁcautage ahd reward'inventors by granting them”theﬁright to the

1n1t1a1 ‘profits from their own 1nvent10ns.' Thellaék of such

guarantees provrdes a 'severe dlscentlve for'?the_large

:expendltures in time and capltal,so-often required forfsuccessfuif

innovation. The social value of patents is enhanced by their

time limitations and status as public documents, which provide a
process for the eventual diffusion of new technology into'the
public domain nhere"it'can"lead to additional technological
development. = | o
" over the years, as the structires of our economy,
'_technology and:legal‘systemlhaVe'eVOlved, the role of patents has
‘undergone ‘a gfadual'butxeXtensive change. Among the factdrsathat
'_have contrlbuted to thlS change ares increases in'time'and
dlfflcultles of obtaining a patent, 1ncrease5'in'the”Cost'and

time of defending patents, frequency with Which'patents'are

declared invalid, and attltudes and pollcres of the government_ |

: towards its contractors and their- patent rlghts.
'Without the protectlon of a rellable patent system, many of

the earliest innovations in new fields of technology from small

companies would never have progressed beyond the invention stage.
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contract research and development for  the government. ' Each
agency had 1ts own rules. The congress 1n PL 96 517 has mandated
that small bus1nesses and un1vers1t1es (w1th some restrlctlons)
are to recelve t1t1e to patents resultlng from government

fundlng. A S1gn1f1cant number of compan1es 1ndlcated that past

-government pol1cy 1nh1b1ted or prevented the appllcatlon of thelr

most advanced prlvate technology to govern-ent sponsored work.
Thus thlS new 1eg;slat10n should contr1bute 1mportant technology

for natlonal objectlves.
Maintenance Fees

PL 96 517 wh1ch amended the patent and trademark laws,
1ncludes the 1ntroduct10n of malntenance fees 1nto the U S.
system for the first time. Many European countr1es already have
such fees. Under the new U.S._law, maintenance fees must paid
3 1/2 years, 7 1/2 years and 11 1/2 years after 1ssue to keep a

patent in effect. Wlthout payment, the patented technology goes

into the publlc domaln. It is unclear what the level of these'

fees w111 be, but the leglslatlon also requlres a gradual
1ncrease in malntenance fees untll they pay for at least 25% of
the cost of runn1ng the patent OfflCE- Hence, the eventual fees
w111 be substantlal. ’d |

In our survey,-companles were asked to evaluate the
consequences of a cost for malntalnlng a patent for the full

seventeen years from $500 to' $3000. At ‘each cost level they were

asked what percent of patents they would malntaln and whether.

there would be any significant 1mpact on thelr bu51ness. Our

survey findings indicate that by the time total malntenance fees

10




than 12 months to bring a product.improvement-or modifiéation'to

the marketplace, and less than two years for a new product. By

.contrast, the-lerge.companies indicate that over a year is.
required for most product modifications and over-two-years.ﬁor'

'new.product?introductions.'.For.the*majorityrof companies,

significant: amounts of capital must be invested to make such an
introduction possible. '

The obvious difficulty faced by the'small.companieS“is the
need to obtain outside funding when the costs are too great for
development and marketlng to be flnanced from current reserves
and income. It«lsrmn:surpr191ng.that the‘smallest:compan1es are

moSt‘dependent on outside sources of capital.
Role of Patents in'Obtaining Outside Funding

Severaliquestions-Were'esked*to'determine the extent to
which patents:play a role in‘the decision to develop ‘new
' technology. ~ ‘As was described earlier, patent protection is not

the main consideration when business strategy ‘is formulated.

However, when significant amounts of capital need to be invested,

most companies view patents as a vitally important or at least a
significant factor in the ability to‘attract outside fundine;
Ehis.seemshtq be:pargiqulquyﬁtrue“fqr the very smell'compaﬁies
who are not yet in a manufacturlng mode. Hence, the ex1stence of
patent protectlon is frequently a V1ta1 11nk in connectlng
-technology wuth the funds necessary to achleve successful

‘commercialization.
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oriented companies-use”patents”leés_than'any other technical

fields.
Eactqrs_inﬁPromotiqn_of.Technolqu

'¢:Companies-weré'asked to rate the importance”df the foIlowing
factors in the decision to promote new technology: ‘patent
Vprotectibn, proprietary information and know-how, market
pdfential,'amdunf'of investment required, and time to reach the
‘_ﬁarkétplace.f Thére was marked unanimity among large and small
_C6mpanies on theSé'rétiﬁ§éfi'Méfket potential and amount of
investment were far andfﬁwéy most often the first and second
factor in order of importance. Patent protection was rated only
as a third, fourth or fifth-factor.
Relationship Between Type of Market and Type of Protection
Otilized ' _ ' S o : i
The large company respondents use both patents and
'proprietary:technplogy,protection.to a greater extent-than'the
small ones. As might be expected, patents are.h$ed.more for
products in high grpwth and new markets than in older, more
stable markets. 'It.is also true that the méibfify‘df proddéﬁs
that are radically new or. fundamentally different from available
products use patent protection,  as do those products that

require a substantial or outstanding level of R&D to devgldp,_
Barriers to Use of Patent'Systéms

In order to. explore barriers-to the use of the patent

system, companies were asked to identify factors that play a role




It has been demonstrated repeatedly that the smgllrbusiness
sector. -is .a major producer of innovation, especially when

radica}ly.new,1high-risk;technology is involved. = However,. these

companies are rarely in. a position td completely fund - the

'.development énd market introduction of their technology by
~themselves. In-opﬂer.td attract the necessafy capital from
outside investors, small companies must demonstrate that a
protected market niche exists .that assures an adequatefreturn on
capital invested. Traditionally an important source of that
protection has been the patent system. However, a patent system
limited ‘more and more to large-combaniesjand thﬁt affords
protection.perceivedcas uncertain at best; leaves the small
company :in an inc¢reasingly difficult position. Substantial .costs
lead them to seek alternatives to patents such as trade secrets,
'whichlin,turn“reduces‘their-protection in. the: marketplace,
making outside capital investment more difficult. to obtain.:g~

This: chain of events-has c1ear1yﬁbeen'accelerated-bygthe

“introduction of maintenance fees into . the - patent system, further

weakening the contribution of the: patent system to the economic .

growth ‘and development of the United States. ' The danger signals
and trends:are all present in- the details of this study.:

- ‘Perhaps the time has come to.reexamine the basis ‘for the

existance of a'patent system. - Do we need a patent system at- all? 7

If we do, what should be its functions and goals? -How should it

be structured to effectively and reliably fulfill those goals? A

__broad'public debate on these issues is a necessary first step.

In the last few years, the concern over the decreased rate of

innovation in the United States has led to a significant increase
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included as a comparison and to reveal any disparities in the
ways in which the two groups perceive and use patents. Also
examined is the extent to which current policies tend to
enoourage the use of trade secrets and proprietary know~how, as
opposed to patents, and thereby keep new technical knowledge out
of the public domain. The impact of patent maintenance fees on
corporate strategy is also explored. An analysis of the present
situation is followed by the results of an opinion survey on a

number of recommendations £6r changing patent policy.
General.Cpnclusions

In the early days of the patent system, it was customary for

the individual inventor to apply directly to the Patent Office

for a patént; The pfocess'reéuiréd a minimum.of'time andfexpense.
6ver”theryears, as the system grew and-the use “of technology
-broadened, the patent system grew more c0mp1ex ‘and expen51ve to
use. It is rare today for an 1nventor to write a patent
appllcatlon w1thout at 1east consultlng ‘a patent attorney. The
process of conductlng a patent search for prlor relevant
'technology is expen51ve, and frequently the strength of the
._patent depends on the ‘extent of the search. Gradually there has
been a movement toward patent system use belng limited to those
'more able to afford 1t. | | “ o .

o Coupled w1th thlS Shlft in who uses the patent system ‘has
_been the 1nf1uence of publlc oplnlon. The general publlc is

uneasy about patents and seems to look on them as a glveaway to

._buslness. There is 11tt1e understandlng or recognltlon of the

importance of patent protection to the nurturing and development
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