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to patents being held on January 2k,
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DRAFT REPORT

1

ON

PATENT POLICY

A Draft Report of the Advisory Subcommittee on
Patent and Information Policy of the Advisory
Committee on Industrial Innovation established
as part of the Domestic Policy Review

December 20, 1978

Notice:' This report represents the views of the
Subcommittee on Patent and Information Policy of
the Advisory Committee on Industrial Innovation,
an advisory committee convened by and reporting to
the Secretary of Commerce. The views of the Sub-
committee do not necessarily represent those of
the Department of Commerce or any other agency of
the Federal Government.
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; FOREWORD

A darestic policy review of industrial innovation is being
conducted as a result of President Carter's concern for the
status of industrial innovation in the United States. This
review is being directed by the Industrial Innovation Coor-
dlnatlng Camittee, chalred by Secretary of Commerce Juanlta

M. Kreps.

An Advisory Conmittee on Industrial Immovation has been es-
tablished that will bring to bear the views of business and-
industry, organized labor, the public interest, and the aca-
demic commnity expert on the subject. The subcamittees
created under this Advisory Caunittee are examining a wide

-array of federal programs arnd policies that impact upon in-

dustrlal imovation.

'I‘hls Draft Report on Patent Pollcy was prepared by the
Advisory Subcamittee on Patent ard Information Policy
under Co-Chairman-Information Policy Herbert R. Brinberg,
President, Aspen Systems Corporation, and Co-Chairman—
Patent Policy, Robert B. Benson, Director, Patent Iaw
Department, Allis~Chalmers Corporation. The subcamittee,
composed of representatives of the business and industrial
cammmity, has focused on econamic and trade issues and
theJ.r Jmpact on industrial innovation. 5

The: publlc portlon of the damestic policy review will crul—
‘minate in a serjes of seven public symposia to be held.in
January 1979. This report, together with those of the ‘other .
advisory subcamittees, will form the basis for presentat::.ons
and discussions at the symposia. The moderator for these
symposid will ke Dr. Jordan J. Baruch, Assistant Secretary

of Ccmnerce for Science and Technology.

Followmg is the membership of the Subcommittee on Patent
ard Information Policy, as well as the symposia schedule..
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DOMESTIC POLICY REVIEW OF INDUSTRIAL TNNOVATION

Public Symposia Schedule

Subcormittee on ~ _ Date (1979)
Procurement ) | ' January 15
Direct Support of Research January 16

and pe_velopnent - o

Envi_;fonment, Health, and - January 17
Safety Regulations - -
Regulation of Industryé. January 19
Structure and Competition :

Economic and Trade ; ' Jaruary 22
Policy R
Patents January 24 v
mfof::naai:ion January 25

Iocation: All symposia will be held in the U. S. Departmwent
+ of Cammerce Auditorium on the first floor of the
Main Commerce Department building (entrance on 14th
Street between Constitution and Pennsylvania Avenues,

N. W.)




ADVISORY SUBCOMMITTEE ON PATENTS AND INFORMATION
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* Member of the Working Grbup on Patent Policy.




- Summary

In general, the patent system has served the country well. Major
overhaul of the patent system is not recommended. MNevertheless,
some modification to the system could have a beneficial effect on
innovation. The most serious problems with the patent system are
the uncertainty about the reliability of patents and the long time
and high costs associated with resolv1ng such uncertainty through
litigation. When proper consideration is given to these problems,

o
as they relate to those independent inventors and small businesses To

azt
whose success--and indeed very existence--depends upon the ‘innovation Cor’
process, it becomes clear some changes must occur. These problems of
deter investment of the money required to commercialize an invention cor
(a necessary and expensive step in the innovative process) It is. .
here that modifications to the patent system can have their most To
beneficial impact. Steps should be taken to increase the assurance . ‘1a
“that a patent is a valuable piece of property, somethlng that offers 1a
protectlon to subsequent Ainvestment. th
ma
The commlttee has 1dent1f1ed four major goals to Uhlch attention must to
be addressed to enhance the innovation process through 1mprovement sh
.0f the present patent system: ir
1. Enhancement of the rellablllty of the patent grant to B 3 Tt
. the inventor and those investing in the commercialization of his - o
invention; . : . B : £
f : : o ‘ . L
2. Reduction in the cost~-both in time and money--of judicial : i
enforcement of the rights derived from the patent; ; ‘
' i : o H T
3. Extension of the availability of cowmercial exclusivity e
derived from patents to technological advances presently denied ‘ I
patentablllty, and _ v
4, Developnent of systems transferring the commerc1a1 rights

to government supported inventioms to those in the private sector
" capable of/thelrvlnnovatlon

We have three majoxr recommendatlons to improve the rellablllty of
the patent grant ‘

1) Upgrade the Patent Offlce by :

a.

Prov1d1ng an adequate examining staff to assure ;
a rigorous high quality examination. This would :
increase confidence in the patents that are issued. :
b. :

Providing modern search tools that increase the
~probability of finding the relevant prior art.
This would be a cost-effective investment by
reducing search time per examiner, as well as

. . reducing the frequency of subsequent Droceedlngs
to argue the prior art.
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2} Provide a rcexamination process -- available to all
interested parties -- in order to ensure that the
patentability of the invention described in the patent
has been considered by the Patent Office in the light

of all relevant - prlor printed publications.

- 3) PrOV1de a central court to-hear patent appeals. This
would provide greater consistency in judicial decisions,

thus reduc1ng uncertalntv

To reduce the present cost of judicial enforcement of the patent grant
a request should be directed to the Supreme Court, and the Judicial
Conference, to require each federal court to exercise a high degree

of control over the conduct of patent litigation, with particular
concern for the time and expense of discovery.

To foster.commerc1allzat10n of inventions made in governmental
laboratories, under government research cortracts and in university
laboratories supported with federal funds, the subcommittee recommends
that the commercial rights in such inventions be structured in a ‘
manner capable of being transferred to industry -- small or large --
to insure capital investment in their development. Such transfers
should be subject to a license right reserved to the government to
_1nsure no further payment for governmental use of the invention.

The subcommittee also recommends clarifying the statutory standard

of patentability and permitting licensees to agree not to attack

the validity of licensed patents. An adequate extension of the patent
term should be provided when commercialization of patented inventions

is delayed due to federal regulations.

The subcommlttee recommends establishment of foreign policy which
encourages other countries to provide United States innovators the
right to obtain enforceable patent rlghts, thus extending the incentive
to commerCLallze United States innovations in international markets.

Further, study should begin of the appropriate extension of patent
rlghts to presently unpatentable technologlcal_advance§amkﬁgb
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PROPOSAL v

Transfer éommercial Rights to Government—Supportéda
_ _Research to Private- Sector

The United States patent system is designed to stimulate
the progress of the useful arts by encouraging the public
disclosure of new technology and making available to the .
public new products and processes utllizing this tech-
nology. It is not necessary to go through the expensive,
time-consuming procedure of obtaining a patent to fulfill
the function of disclosing information to the public.
.This can be accomplished by a simple publication. On the
other hand, the patent grant has played an important part
in commercializing inventions, making new products avail-
able to the public. The Federal Government does not normally
part1c1pate in this function.

The theory Qf the patent grant is to give the inventor or his
assignee the exclusiveé rights to his invention for a period
of time so that he can invest the time and money necessary,
commercialize the invention and develop a market for the
product or process incorporating the invention. Since the
government is not in the business of developing ilnventions
for commercial use, it has no need to own patents. On the
other hand, the government is a substantial user of products
and services and in that context needs, or at 1east can
benefit from, a 1lcense to use patents.

Experience has shown that the government, as-a purchaser or
consumer of goods.and services, is not in a position to take
advantage of its ownership of patents to promote enterorise.
Private companies, on the other hand, who are in a position
to utilize the patent grant are ordinarily unwilling to take a
nonexclusive license under a.government-owned patent and
commit the necessary funds to develop the invention, since it
has no protection from competition. This is a major reason
that over 90 percent of all government patents are not used.
Another important reason is that the government obtains
patents on technology which, in the opinion of the private
sector, ‘does not provide an attractive business opportunity.

" Several years ago, the Federal Council for Science and
Technology supported the most thorough study ever conducted
on the issue of government patents, commonly referred to as
the Harbridge House Report. The following findings were
included in the report:.

12/19/78




- - .
SRR 5—!-:-';‘-| T e T L W N E ) PN P R AL Y
. P

=) . = g R U e S . R .
B I R - K - EES e i iem .
o : - R TR R R A AR I DU NS NI vy S W . e e

Proposal A
Page 2

"Government ownership of patents y
with an offer of free public use does
not alone result in commercialization

of research results.

, "A low, overall commercial utili-
zation rate of government-generated
rinventions has been achieved; that rate
doubled, however, when contractors with
‘commercial background positions were
allowed to keep exclusive commercial
rights to the inventions. '
: "'"Windfall profits' do not result
from contractors retaining title to such
inventions.

. MLittle or no anti-competitive
effect resulted from contractor ownership
of inventions because contractors normally
licensed such technologzy, and where they
'did not, alternative technologies were
‘available."

The idea ﬁhat what the government pays for belongs to the

people is not only appealing, it is true. The question is:
What instrumentalities can be brought to bear to maximize

- the p0351b11t1es that the people will indeed have available

the fruits of their government's expenditures? Nonexclusive
licenses to undeveloped inventions, offered by the govern-
ment or anyone, have few takers, whereas patent ownership or
exclusive licenses of sufficient duration are much more.
likely to. attrac* the money and talent needed to make and
market real products te meet consumer needs.

If the results of federally sponsored R&D do not reach the
consumer in the form of tangible benefits, the government

has not completed its job and has not been a good steward of
the taxpayers'® money. The right to exclude others conferred
by a patent, or an exclusive license under a patent, may be
the only incentive great enough to induce the investment
needed for development and marketing of products. Such
commercial utilization of the results of government-sponsored
research would insure that the public would receive its
benefits in the way of products and services, more jobs, more
income, etec. The cost of government funding will be recovered
from the taxes paid by the workers and their companies.

12/14/78
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Proposal V
Page 3

Therefore, &1 the members of this subconmittee recommend
transferring the patent rights on the results of government-
sponsored research to the private sector for commercializa-
tion. In the case of university or private contractor work
sponsored by the government, the members of this subcommittee
recommend that title to the patents should go to the university
or private contractor, but some members feel the government
should have "march-in-rights" (i.e., when the invention is

not being used and it appears that there is a public .need to
use the invention, the government would have the right to
transfer patent rights to those in the private sector willing
to use ‘the invention). With respect to inventions made by
government employees at government expense, the subcommittee
members are divided about egually between those who feel

that the government employee should have title to the invention,
and those who feel that such inventions should be transferred
to an independent, non-governmental organization, perhaps
modeled after the Connecticut Product Development Corporation¥,
or auctioned to the private sector or transferred to the private
sector in some other manner. In all cases, the government
would retain a nonexclusive license to use and have made for
its use inventions founded in whole or in part bv governmental
expense : _

At the present Time, the government has a portfollo of 25, OOO
to 30,000 unexpired patents. These include patents arising
as a result of research and development work in government
laboratories by government employees, and also from work done
by non-government employees wherein the government retained*
title because it funded the work. 'In fiscal 1976,- 2,646
patents issued to the government, of which 1,824 were for
inventions by government employees.

Considerable sums of money are involved in government patent
ownership, the patent budgets of the various government
agencies including funding for patent attorneys, supporting
staff‘and equipment being in the millions of dollars.

OQur 1nformation indicates that the United States government
has been filing in excess of 3,000 United States patent
applications per year, which amounts to approximately 3
percent of the total workload in the United States Patent

£ 111 Lafayette Street, Hartford, Connecticut 06106.
See Appendix F.

12/}9/78
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Proposal V
Fage 4

and Trademark Office. A decision not to file patent appli-
cations on behalf of the government would result in the PTO
having available 3 percent of its total capability that

could be directed to reducing the backlog in the PTO and
handling special problems that have been created by the new
reissue program and the anticipated reexamination procedures.
In addition, this decision would save the time of government
patent attorneys who normally prepare and prosecute the
patent applications and the cost of having patent applica-
tions prepared by attorneys in private practice. Time and
money thus saved could be utilized to provide needed services
in other areas of the government.

Accordlng to thlS subcommittee's proposals, the deeision to
file a patent application would be made by the university or
contractor; in the case of inventions made by government
employees at government expense,- the decision to file would
be made by the employee, if he were to retain title, or by
the independent non-governmental organization (suggested
above), which would obtain title to the patent.

The subcommittee recognizes the argument that the government
applies for patents to preserve its right to institute an
interference with patent applications from the private sector.
However, such interferences are a very rare occurrence under
present practices. Furthermore, establishment of prior
invention by the government would generally constitute a
defense in an infringement suit on the basis of prior inven-
tion. Prior invention may not be an adequate defense in
~instances where the government has not reduced the invention
to practice, or has, for good reasons, kept the invention
secret; special legislation may be required to provide-
adequate protection to permlt royalty-~free government use

in such 1nstances.

) 12/18/78
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Monsanto

MONSANTO RESEARCH CORFORATION
101 17th Strest, N. W.

Washingtan, 0. C. 20036
Phone: (202) 452-8880

August 7, 1979

Norman; J. Latker, Esquire:

Office.of the General Counsel

Business and Administrative Law Division
Health, Education and Welfare
North:Building

330 Independence Avenue, S.W.
Washington, D.C. 20201

Dear Norm:

| just found out in my 3 August issue of S¢ience magazine (copy attached)
that you are ''back in the saddle." | am delighted to have you back,

Keep up the good work!

Sincerely,

Chartes J. Eby 5@/

Manager
ReD Marketlng

Attachment

a subsidiary of Monsanto Company






