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This. is not a reasonable position to take.,. Com-
pulsory licensing will have.a harmful effact. on. pur patent
system. Further, if a. situation should arise. where the . .
government believes that it is necessary ‘for the public good .
to force the 1icensing of a speoifio invention, tha govern-
ment can exercise its right of eminent domain, to take over
the patent for such public use, conditioned, of course, upon
the payment to_the patentee of just. compensation.

There has also beon mention by griox spaakars of

tha fact that courts. racently have: refused to take injunctive -

action against an infringer when that. is considered in the
public good, We racognize that: these cases do exist,
Whether this is a constitutional act or not, I am not quite
sure at the momant. : _ .

At any rate, it is quite clear tnat companies,
themselves, are not arguing that point, and are acoepting
the decisions of the court.. o . ‘

Some mention was made sarlier in .connection with
the question of consent judgments, I. don't think consent
judgments are in the Same. class. I don -+ think this is a
judicial decision., I think it is an.agreement between. the .
company’ and ‘the Justice Department, and is not likely to
have been a decision which would havae bean provided by a
judgment, .

- A judgment might hold a patent unenforceable for
antitrust reasons, but a court would not require licensing of
a patent on that ground. : :

Our reason for ob]ectinq to compulsory licensing
is not just that it appears to be unnecessary, but also that
it would be a staep in the downgrading of our patent system,
It would have the effect of diluting the incentive for

invention and investmont provided hy our present patent system,-

Indead, it could prompt ‘a policy of tradd sacrecy rather than

patenting and publie disclosure, cbviously. to the public

detriment,

If a company makes the heavy inVEStmant presently
necessary to develop new tochnology, it should hava thae right
to utilize that invention. under the patent laws so as to . -

recoup itg investment and make a profit., ' One of our speakers.‘o

talked about a small investor making it big. I certainly
think he should be entitled to do so if he makes a signifi- .
cant contribution to the public good,
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; I think the waiver peolicy, while reasonable in
| principle, is scmewhat unwerkable in practice, I think it
! provides ‘a heavy, front-end burden on. contracting and it

| will cause delays. - I'm sure that there will be many
gircumstances where waivers will not be granted because of
the difficultzes involved,

I think tao. the extent possible, if the waivar
situation could be simplified in certain situations, it would
ba extremely helpful,

Wuclaar contractors who are commltted to the
development of advanqed systems should automatically be
entitled to irrewvocable 1icenses in all inventions devéloped.
by their émployees in the course of the performance of
government contracts, The lrrevocable licenses, being non~
exclugive, wxll not give any. preferential position to’ the
4 contractors, .

We. believe that the granting of such .an 1rrevo-
cable 1icanse is Justified bacause the company - involved in
; the development of .a new.power system generally has a large:
| personal commnitwent in the program and is the one entity most
| likely to develqp the system to commercial. practlcability.‘

. I thipk one has to think somewhat differently of
thase large systems and the investment that has to be put
in them in order to get them to go over the top and become
commercial. It xequires large anestment and a heavy risk.

For axample, a company 1ike General Atomic has
been working for 15 years on the HTGR system, If it is not
able to csmmarclalize that system, it is unlikely that other
companies will,

Independent of the government findlngs, it
incorporates the totality of its amployees' prior experience .
and knowladge on a program. Further, in the eventual under-
taking of a commercial plant it will probably incur large
private devaelopment cogts as well as a large financial risk.

One might ask,why the contracteor should obtain an
f irravocahle license in inventions which it does not imme-

4 diately develop. . Tha answer is that thisz is necessary hecause
T in the development of large systems one normally explores
various passzbzlitles for acuompl;shing the objectives sought,
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However, it will be dofeotive ynless in actual
practice, background righta acquisitions are limited to
situations where they are both justified and fairly neces-
sary, It has been our experience. that once regulations are
adoptad or standard clauses drawn, the government's contract>
ing officers attempt to acguire background rights in naarly
every R and D transaction.

That is not the stated polioy, and is not good

practica,. Thoughtlessly puxrsued, it can frustrate the

government's wish to find its R and D contractors among
those who are best gualified simply because those firms are
the most 11ke1y to have relevant background which they feel .

- they must protect.

In this connection it seems to me that ERDA's
method of contracting is to request background rights in
all situations, and then foree the ‘eontractor into an extended -
negotiation to prove. that such, background rights are not
needed, - I think this is putting these backwards. I think
that it is important that the government does not request
background rights in general in contracts, but that when
it is neaded, they should justify the use of a reasonahle
background patent clause,

Acquiring background rights is not always
justified and necessary, For example, if government finances.
an effort which tends to enhance a hackground patent, but
only a small sum of government money is spent, background
rights should be accorded to no more than the government;
but whan the government spends substantially more, certainly
when the very purpose of a contract is to @nhance the hack-
ground, domestic background rights should be extended under
reasonablae terms,. upon the gavarnment requast, to responsible
third parties,

Mere use of background inventionsg in the perform-

ance of a government contract doas not evidence a need for

background rights to third parties nor justify taking them,
We must awalt the impllmantation of the sgtated policy to see
whather it will be followad in pragtica.

We urge that background patent rights provisions be
left to negotiation between the government and contractors
rathar than relying on specific procurement clauses which
quickly begome frozen.

Another point on which we would like to talk
briefly is the quastion of rights which should be accorded
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I would like to say a few words about the implement-
tation of the propgsed patent policy. In the proposed pelicy
the government acquires title in any invention or discovery
conceived or first actually reduced to practice in the course
of or under a gevernment contract. Upon written ragquast to
ERDA a contractor may retain title in any foreign country in
which the govérnmsnt-daes not elect to secure patent rights.

Again, we have no quarrel with this general policy;
however, the proposed implementation thereof may cause diffi-
culties. It sets forth a certain time framework in which
inventions must be reported, foreign rights requested, and
inventions commercialized

This time framework is not consistent with the
practical situation in this field. As indicated, many
invantions particularly in the nuclear area take a long
gestation perjod, After conception, there is a large time
delay in the construction and testing, particularly in :
situations where nuclear irradiation and testing are required.

Further, it is important that various inventions
be maintained for backup purposes and not incorporated. in the
commercial system until first choices fail or become un-
economic., The government spends rather warily in the foreign
area since this constitutes a rather large risk with little .
benafits if the invention is not of importance and ultimately -
utilized. The government should not expact prlvate 1ndustry
to act differently,.

And I would hope that in the implementation of the
ERDA policy it would take these factors into recognition
baefore they revoke foreign patents which are taken out under
the present ERDA patent policy.

Bafore ending, I would like to make mention of one
area which we have not discussed here, It was discussed
quite ably a little earlier this morning by Mr,. Finger,
That is the data clauses, I would like to incorporate his
remarks along with mine because this is certainly as important
an area for a company as the patent area.

There have heen some thoughts given in this area,
and we assume this will be taken care of in due coursa.

Finally, I recommend that ERDA be cautious in
implementing its patent policy and aveid adopting unreasonable
provisions merely because theres were previously utilized by
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_ Nevarthelass, I think it is one of the xesources
we look forward to in our lifatimes, When current enexgy
sources diminish, we will have te look for new and better
energy sources,

I think nuclear esnergy is one of the prime sources
of the fuyture that we can look forward to hopefully, that
will keep this werld going for many'hundreds of vears,

I think it is an area that has to be fostered,
along with every other, the development of every other source
of energy,

Certainly, I think it has been the common objective
of government and industry. I do not see, in answer to your
question, that the patent policy has deterred us. It might
have made things a little difficult for contracting, but that
has not been the cause of the five percent utilization,

MR, DENNY: Thank you.

One other question, We are to look into the need
for compulsory licensing and its effect in accomplishing
ERDA's mission, As you know, the Atomic Energy Act, Section
153, has had compulsory licensing provisions for about 20
years now, With the experience you have had, would you be’
able to identify any effect that such a compulsory licensing
provision may have had on research in the nuclear field or
commercialization?

MR, TABIN: I would say the provision was un-
necaessary, I think it was just fear that caused it to be
included in the first place, I think there is no reason that,
because it was included and has not be utilized, that it
should now bhe broadened widely.

I certainly think it is contrary to the precepts
of the patent system. I can certainly see situations, depend-
on haw compulsory licensing is used, where it can be a
disincentive. It can deter people from working in specific
areas,

. It could lead people to go the trade secret,
‘confidentiality route, rather than patenting, I think it
is very hard to take a gpecific situation, as you point out,
and say now what harm has it done., I think by the time we
see the harm, it will be too late. I think that there is no
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DR. FUMICH: Thank you.

That is a little different than what we heard
before.

MR. EDEN: You made one comment which was similar
to the proposal raised by General Electric this morning: You
would like the inventor-contractor to receive an irrevocable
license on government~financed patents, The obvious purpose
of giving an irrevocable is to provide for the possibility
of giving an exclusive license later if the technology lies
dormant., ' ‘

You have suggested that we limit the original
irrevocable license to a particular field of use.

Bow would you handle the situation where a poten-
tial licensee wishes to exploit the same field of use for
which an irrevocable license has been retained by, say,
General Electric? How can he possibly hope to compete in
a situation like that? :

MR, TABIN: You have to remember that we are
talking about the nonexclusive licensing being granted .

MR. EDEN: Initially.

MR. TABIN: I was talking about an irrevocable
nonexclusive license, not an irrevocable exclusive license.
What I am saying is that, what we are talking about, we are
talking strictly from the point of view of a large company
such as General Atomic in a industry such as the development
of a large nuclear power reactor,

Now, if General Electric is given an irrevocable
nonexclusive license to develop a power reactor, this would
not deter Ganeral Atomic from also taking an irrevocable
nonexclugive license in the same area if it wanted, if it
also wanted to .develop that power reactor system.

I am saying the hig companies involved in building
big systems have millions of dollars involved, hundreds of
millions of dollars of investment involved, and tremendous
risk. They need the availability of the inventions in that
area which relate to the development of that system,

As long as any of the inventions in that area can
be of use, it ought to be made available to those companies.
They are the ones that are putting up their money; they are
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MR, EDEN: What I am suggesting is that the giving
of an irrevocable license to the contractor may itself be
an impediment, if that contractor chooses not to develop the
technology. He prevents us from giving an exclusive license
to some other party who might develop it.

MR. TABIN: As I say, I have no gquarrel with an
invention that is of no possible potential use, The con-~
tractor is not interested in that invention,

MR. EDEN: He has developed it; now he chooses to
do nothing while hedging his bet on some other technology.

MR, TABIN: I am saying any potential invention
that is useful potentially in this system. ought to be avail-
able to many for exploitation in the further development of
the systaem,

What I am saying is that right now if you develop

a fuel element, you may have five different fuel element

concepts., It may take you six years to work out a fuel elément
concept before you decide for some reason that is not the
way to go.

MR, EDEN: What if during that six-year period of
tima, another party steps in and says "We would like an

- exclusive license, and we are willing to put up money right

now; we think it is important,”

I gsay, "I can't give you an exclusive license
because there is already a nonexclusive license in existence.”
They say, "Well, since we are ready toc do right now, why
don't you simply revoke that license?"

MR. TABIN: Are you saying a company that has been
investing all this money, who is already going and on the
way, now probably has spent several hundred million dollars,
is not going ~-

MR, EDEN: You are speaking now of the second
potential licensee?

- TABIN: I am saying the first company who has
baen involved in the field has a tremendous investment in
the area and has a tremendous interest in providing the best
possible system he can develop --

MR, EDEN: He is holding it in his hip pocket
bacause there is some other technology he percaives as more
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technology make various licensing arrangements with foreign
entities. I think this is benefigial not only from a licens-
ing point of view bhut it is involved in further development
of that techn@legy which may help to bring that technology

to fruition much earlier,

There is much more going on ith the HTGR area,
almost as much outside of the United States as in the United
States, All of this 1nformat10n is going to further this
technology and bring it nearer the day when it becomes com-
mercially practicable.

MR. RITZMANN: If such patent rights of sub-
contractors would atomatically flow thrxough to the foreign
affiliates and licensees, how does the U, S. Government
get just compensation for money it has expended foy the
research and development?

MR. TABIN: I think you are perhaps misinterpreting
what we are requesting., If the subcontractor makes an inven-
tion he gots rights to that invention under the ERDA policy.
We are merely saying that he should be willing to sell the
product which has been developed, to the contractor's
licensees, ox llcense them. The subcontractor would be
suitably rewarded but we want to make the invention, which
has been mada in order to solve a particular problem, or to
provide a particular component for a system which is being
worked on, available to the contractor s licensees,

The licensor must see that that development is
available to the licensee so he will also have such a system.
1f the subcontractor refused to provide that to the licensee,
the licensee has to go through a tremendous expense in re-
developing it. *

All we are sayiﬁg is thét there should be some
recognition of the purpose of the development and it should
be provided in an agreement with subcontractors.

I am pleased to say that we have been able to
get such a provision in some of the subcontracts which we
have heen able to negotiate with the approval of ERDA,

MR. RITZMANN: So you are saying it should be
made available, but at a reasonable licensing fese or
reasonable royalty.

MR. TABIN: Right. We are saying, well, we were
able to do it in the past in certain situations which
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MR, TABIN; Thank you.

MR. DENNY: Our next speaker is Mr, Greg Barthold,
Manager of Technical Programs, Aluminuym Company of America,

MR, BARTHOLD: Thank you.

I am Greg Barthold with Alcoa, With me is
Robart Teeter, Patent Counsel, Our comments will be
brief,

Mainly, a summary of our position on the subjects
of patent policy regarding, one, mandatory licensing; two,
background information; three, title to patents; four,
waiver procedures; and 5, licensing,

Examples to fortify and justlfy our position can
be provided, but are not included in our statement,

We believe that the basic philosophy of the patent
system should apply in the issues presently being considered
by ERDA, We feel that proposals for mandatory licensing of
energy-related -- or any other -- patents are self-defeating.
We further believe that government control of patents, as a
matter of policy, would tend to stifle rather than stimulate
invention,

In our opinion, most business organizations con-
cerned with continuance of a strong, viable patent gyatem
in the United States, one which promotes industrial progress,
oppose the concept of mandatory licensing of energy-related
patents., Such a concept involves a form of compulsory
licensing, something which has been excluded from the U, 8,
patent system since its inception, It is hoped that it would
not appear necessary to ERDA to report any need for statu-
tory implementation of this concept., The consequences of a
mandatory licensing policy might call for a return to
industrial security instead of patent application,

The newly proposed patent regulations suggest

that ERDA is endeavoring to implement a patent policy _
which will be encouraging in most respects to the partici-
pation of business organizations in the research and develop-
ment programs of this government agency. They are much

more likely to be acceptable to mest contractors than some
of the earlier regulations of various agencies in the energy
field, However, it is important to note that ERDA regula-
tions have contained, and apparently are intended to continue
to contain, provisions for background patent rights in most



4

419

The proposed patent. regulations do provide for
waiver of the government's right to title at the discretion
of the administrater, However, chig is stated as the’
exgeption, We cannot be sure that the waiver provisions
will be used properly. When requests for proposals for
competitive procurements are issued, a request for a
waiver by the proposer may be regarded as a nonresponsive

proposal. The government in this instance uses its contract.

awarding ability as economic leverage to aoqulre txtle.

Alcoa, therefore, would. recommend that the
regulation, if not the legislation, be modified to provide
for title to go to corporate contractors,

In order to protect the public¢ interest, the
developments made with ERDA funds should be made available
to others in practice, but for an adequate consideration. .
Companies gaining title to inventions created partially by
government funds should license others to use these inven-.
tions. The mechanies that provide for licensing should
allow the title holder, the corporation, to prove the
invention in practice for a period of about three years
bafore being obliged to license others. Equikable _
royalties can then be determined. Forxmulas for government .
participation in the royalties have been devised.

Our purpose in responding to the notice of
hearing is served if we have expressed our concern in the
areas commented on above, _

There are. several other comments I would llke to
make. A major portion, or a portion of ERDA's funds will be
spent by others, by the national labs, by other government
agencies through memoranda of understanding with ERDA, For
example, NASA, Marshall Space Flight Center has cognizance
over a large sclar energy development program.

Now, when doing business with these other agencies
and laboratories, ERDA contract provisions plus contract
provisions of these other agencies are inserted in the
boilerplate, making business relationships extremely non-
uniform, It would geem that all programs pertaining to the
ERDA mission should have uniform terms and conditions,

So I think we are calling for uniformity among
ERDA-oriented programs, and also a rapid implementation
down to the field and te the government-owned/contractor-
operated type of installation of changes to ERDA provisions.
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situations in which ERDA and the contractor were arguing
over clauses until someone asked the contractor, "What
don't you want to give?" .

To which he,respondéd -= to which our program
paople responded, "We don't want it anyway."

So when you get it on the table and take a good
look at it, most of the problems go away, That is our
attempt at a balancing act. I would like to see these
hearings held a year from now to see whether or not poli-
cies and practiceés we would like to see happen have
actually occurred,

Are there any questions from the panel?
(No response.)
Thank you very much,

Our next contributors are Mr. Charles Haughey and
Dr, George Smith, Hughes Aircraft.

DR, SMITH: Mr. chairman, I am George Smith,
Director of the Research Laboratories of the Hughes
Aircraft Company. I would like to express my appreciation
and that of my company for the opportunity to present our
views., As I sat through today's session and listened to
the proceedings, I found that almost everything I have to
say has been said at least once and sometimtes more often
than that., I will skip a bit over the prepared presenta-
tion that we have provided for you in the interest of saving
time,

I should say at the outset that the Hughes Ajir-
craft Company has only modest interaction with the ERDA
organization at this peint. We have only a few million
dollars of research and development going on under ERDA
contracts. This work ranges over quite a number of tech-
nology areas, including high voltage switching, high power
lasers, laser optical systems and solar cells, For those
of you who don't know, Hughes Aircraft Company is a high
technology company that is mainly in the electronics busi-
ness, There are gquite a number of energy fields to which
our company could contribute; the degree to which we do so
will depend upon the way the incentives develop.
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business, Yet ERDA initially asked for very broad back-
ground rights, I am very happy to say that just last month
we did successfully negotlate a subcontract, and we are now '
under way. -

I also might say we managed nearly six months ago
to negotiate a very similar contract with an institute in
West Germany with a lot less bother, which I think is some -
kind of a commentaxy.

Let me conclude by saying that although we
recognlze that the final ERDA policy must provide some
access to background patents and data, we think the way it
has been administered in the past year or so has provided
too strong a negative incentive for the contractor.

Now let us turn to foreign patent rights. They
are very important to the Hughes Aircraft Company. ‘This
point has been made before by others here today. If we are
going to become a supplier in the foreign marketplace we
have to astablish a competitive position.

Current ERDA policy provides that foreign rights:
may be given to a contractor if ERDA chooses not to take
title, 1If ERDA dces take title, there may be a license
available, too, but there are lotsg of ifs, ands, and a fair
amount of negotiation required, We urge the policy be
changed to allow the contractor to get foreign rights as a
matter of course. The ideal arrangement would be for the
contractor to take domestic title with a license to the
gOVarnment, of course,

We are strongly opposed to mandatory licensing,
especially of our background patents, I should hasten to
add it has always been company policy to license our patent
property. Howaver, sometimes the injune¢tive remedy is the
only tool that can lead to suitable negotiation, We also
think it is right for us to have the first opportunity to
supply the marketplace. If it turng out we are not able or
willing to supply the marketplace, on a competitive basis,
we certainly will be willlng to llcense.

The final topic is the matter of time and energy
required to negotiate terms and conditions. I put it high
on the list of things that need attention for the reasons
we already have alluded to.
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Mr, Tabor initiated a c¢hance to improve that, I

‘hope we will, The regulations we put out will take a little

time. I hope we can eliminate those problems, You mentioned
specific negotiations in the involvement of background
rights. I assume that could not have been under the specifie
background provisions we have on these proposed regulations,
would that be correct?

MR. HAUGHEY: It was not done under them,

MR. DENNY: May I ask if we would reverse that
negotiation and first suggest to you the background provi-
sions that were set forth in these regulations, would you
anticipate that the delay would have been cut down some?

DR, SMITH: In the most recent negotiation, the one
we just concluded, Mr. Haughey tells me the delay wasn't
only because of rules. I am not sure whether the new rules
would improve that or not. It was just the course of time
with several alternate proposals going back and forth bhefore
we came to some mutual ground we could agree on. I am afraid
I have not answered your question specifically. ‘

MR, DENNY: Did you eventually wind up taking a
background clause in that contract?

DR. SMITH: Yes, we did, It's not altogether to
our liking, but we took it.

MR. DENNY: How does it compare to the one that is
in the clause we have proposed?

MR. HAUGHEY: 3It's quite close to the one actually
in the clause, az I understand it., I haven't had time to
study them with great care, but it appears to be close to
thosa actually in the clause, It does, howaver, give us the
problem that, in the event the background material becomes
needful for ligensing, we may have lost the opportunity to
get an injunction against a reluctant licensee.

By the time we would attempt to enforce it by
going into court, we would have spent so much on the '
enforcement that it is questionable whether we would ever
get reasonable terms and conditions, or reasonable compen-
sation, '

The right of injunction is an important tool to
us in negotiating reasonable terms, and if we have to rely
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DR. SMITH: There are a lot of factors here.

One of the factors has been that the patent and data
practice and poligy have been such as to discourage us

from investing our own resources.

Our scientiste do talk with the people at
Los Alamos and Livermore all the time and say, "Hey, we
have a great new idea.’' We would like to work on that."

We don't have all that much enthusiasm at the
management level, or we haven't in the past, because of the
disincentives of the kinds of provisions we have seen.

That is not to say we have refused to go after
any of this kind of business. E

We in fact do have a handful of contracts now.
I would like to see it develop into a larger thing,

Some years back. we even had a little activity
at our Research Laboratories that was addressing the
gquestion of fusion, but I personally shut it off because
I saw no way in which the Hughes Aircraft Company was going
to work from that base into a money-making business. :

There are a leot of reagons for that, not just
the issue of patent provisions, but that was one of them.,

There was also the time scale. We try to look
a few years ahead, but not that many, . :

I made that decision. It must have been over
tan years ago. '

ME. EDEN: I gather from your remarks that
you have a very liberal patent licensing policey, that
either all or virtually all of your patents are available
for licensing? :

DR. SMITH: I would say it is liberal.

Chuck?
MR, HAUGHEY: That is definitely true.

I am not aware of any patents we have refused
to license on what we considered reasonable terms. Our
top management has expressly so stated in very important
forums,

427
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In that particular competition the next round
is expected to be a $500 million contract limitation,

MR, EDEN: Xerox held the basic patent on
xerography., If they licensed that, they would have been
more vulnerable than GM would be if it held 1000 patents
and licensed them to 1000 different parties, That is what
I mean by vulnerable.

MR. HAUGHEY: We are widely spread in tech-
nology, yes. Very much so, This was not the case, though,

about fifteen years ago when we were extremely vulnerable; -

and in fact one government program cut off about two-thirds
of the backlog of our business. That is what drove us
into becoming a widely based technology company.

In fact, that was the time at which we
manufactured the first communications satellite and had
a unit ready before we accepted any contracts.

MR. EDEN: There is another reason for a
liberal licensing program bacause you want to maximize
your royalty 1ncome.

There is a third pOSSiblllty I would like to
explore with you:

the fear that if you were to refuse to give
licenses you might f£find yourselves involved in an anti-
trust actioen.

MR, HAUGHEY: I can speak to that.

To avoid any possibility of such a thing
happening we bend over backwards to make every license
we can nonexclusive.

We license everything that we have, We make .
it available. It is a conscious effort to avoid any
possible -- You know the story of Caesar's wife.

MR, EDEN: It is not the policy you would
normally follow in a free environment. You are con-
strained in some fashion by the antitrust laws or fear
of posaible prosecution under those laws?

MR. HAUGHEY: It is a little in the back of our
mind because we are big enough to be prominent,which was
not the case ten or fifteen years ago.

429
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In fact, I think to state it more precisely,
it has been our experience that in the first go~around,
ERDA aske for everything; and we say, "No, we can't do that,"

And we go around and finally end up with some
position which is acceptable, But it takes a long time,

I certainly would not stand here and claim that
there should be no access to background patents and data,
If that access is limited within reason to do the job at
hand and not carry it on forward indefinitely into the
future, with a wide scope, that is okay,

But some of the provisions that have come by
my desk for approval I just couldn't believe in, And they
don't, by any stretch of the imagination, limit themselves
Just to the application to a particular research job to be
done. o '

MR. POTEAT: ' You were commenting that current
ERDA policy required, and our current ERDA regulations
follow the R and D, '

I would like you to comment with regard to that,

DR, SMITH: We have been able to come to an
agreement with terms that are fairly reasonable. Even
those terms are broader than we would like to see, I
think it again depends upon what the investment of the
company has been as compared to what the magnitude of the
development of the contract might be, It depends on where
the business may eventually develop, and how much. of that
business might be encroached upon by the background patent
license,

In our judgment, there has been a tendency on
the part of the ERDA man across the table to ask for more
than we think is appropriate,

MR. DENNY: Thank you,

Our next speaker is Mr. Eric Schellin.

MR, SCHELLIN: My name ig Eric P. Schellin, and
I am deeply appreciative of the opportunity to testify before
this group.
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Politically, the struggle between big government
and big labor for control over the decision-making process
will certainly have a profound effect on the ultimate
status of small business sector with réspect to the poli-
tical sector in our still-mixed economy, grantism is indeed

here.

- If, uwnfortunately, small business is considered
to be of lesser economic significance than it used to be,
its economic role is still terribly important., The fact
that the future of the large corporation involves the future
of our private sector should not obscure the more basic
fact that small business preeminently is the private sector.

Economically, small business plays a critical
role in the process of innovation, so important to ERDA's
mandate for accomplishment. As reported in a recent article
in The Wall Street Journal, when one surveys the new products
and new processes of the past 25 years, it is extraordinary
how many of them were intreoduced by aggre551ve entrepreneurs
or gmall business flrms.

The Xerox copier, the Polaroid camera, the mini-
computer, high-fidelity recordings, frozen foods, wash-and-
dry ¢lothing, et cetera, the list is long and impressive,
Nor is it only product innovation that small business is so

good at.

It also rates high marks for conceptual innova-
tion, for developing a new way of organizing older services.
Containerization, the discount store, the motel, franchising
the sale of hamburgers, fried chicken, and other food
products: These, among other things, were ideas in the head
of an individual that proved fruitful and beneficial because
our economic system permitted them to compete with existing
ideas as to how things should be done.

Obviously, not all the innovations of entrepre-
neurs succeed. Indeed, most of them fail, as they are bound..
to, in a high-risk, high-payoff situation, But this willing-
ness to risk failure is itself one of the major merits of a
system of private enterprise.

The large corporation may be the end-product of
private enterprise, but it is not its quintessential repre-
gsentative, either in theory or practice. It is true that
in the U. 8., as compared with the Soviet Union, the large
corporation is relatively innovative, does preserve an
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On the other hand, government patent policy can
directly affect the degree to which the patent system
promotes the development of inventions, onge made, to the
point of commercial utilization, There is no question that
the exclusivity afforded by the patent plays an important
role in spurring the development of inventions.

It has been said that many of the large businesses
do not need patents, as new products are introduced succes-
sfully by a combination of the ability to saturate based on
marketing acumen, Therefore, there are cases concerning
big business where a particular invention was commercialized
just as quickly without any government-sanctioned exclusivity.

Certainly, no small businessman would dare to
compete against the formidable odds posed by big business or
big government. Nor could small bualness establish at least
a modicum of time for itself without the patent system,
Therefore, at least for small business, effective patent
policy must take advantage of the fact that development
will normally be promoted by exclusivity; at the same time,
it must provide for others to exploit an invention if _
exclusivity does not produce the desired results of utili-
zation on reasonable terms,

The well-known Harbridge House study for the U. S.
Federal Council for Science and Technology, Committee on
Government Patent Policy provides good documentation as to
the benefits of generally allowing exclusivity to promote
utilization.,

We believe that without exclusivity many governmen-
sponsoxed inventions would lis dormant, thus benefiting no
one. It has been said that which is owned by all is owned
by none., Entrepreneurs would be unwilling to invest in the
development of an invention if others could take advantage
of their efforts by producing the same product without the
initial expenses invoked in the research creation of markets
or developing and demonsirating that the item can be produced
economically.

In most cases the costs of making the invention may
be only a small proportion of the total cost of developing the
invention into a product useful to the general public. It has
been estimated that the cost of bringing the typical invention
to the marketplace is ten times the cost of making the inven-
tion.
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This special preference should be greater even
than that of the eontractor if the contractor is deemed to
be big business unless the contractor has demonstrated
expertigse by possessing background patents and/or revealed
trade secrets and the contractor has given evidence of an
intent to commercialize the invention or has in fact already
commercialized the invention.

2, While this hearing is not designed to consider
the permanent regulationa to be promulgated in Chapter 9 of -
Title 41, Code of Federal Regulations, we would recommend
that ERDA consider these only as interim regulations, In
its place we further recommend that all pertinent legislation
be repealed and rules thereunder be abrogated pertaining to
the allocation of patent rights among the government, its
contractors and third parties and a uniform and government
patent policy, applicable to all agencies and departments
should be enacted.

3., To administer governmental patent policy we
would recommend a government patent policy review board,
preferably located in the Patent and Trademark Office.

4., To avoid mandatory licensing per se, we
would recommend that 28 U.S.C., 1498(a) be amended to permit
suit against the government in the Court of Claims as usual,
but also in the Federal District Court. Furthermore, suit
may be brought against the contractor and against a third
party exclusive or non-exc¢lusive licensee of ERDA for relief
presently afforded under present 28 U.S.C., 1498(a).

However, in the case of a contractor already
having a dominating or background patent position necessary
to the practice of the invention, ERDA should attempt to
obtain rights thereunder for the benefit of itself and/or
an ERDA licensed third party.

Similarly, in the case of a non-contractor having
a dominating patent position necessary to the practice of the
invention, ERDA should attempt to obtain rights thereunder
for the benefit of itself and/or an ERDA licensed third
party. Furthermore, 28 U.S.C. 1498(a) should be amended to
provide injunctive relief to the owner-contractor against
a third party if he meets the test of use under the first
recommendation that was made, provided the third party is
not small business,

In the case of an owner of a dominating patent
who ig not a ¢contractor, injunctive relief against an ERDA
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8. Again, as in a previous recommendation, ERDA
should be given authority to use available funds to purchase
data rights and to settle claims for the misuse of background
data submitted to ERDA with restrictions as to its use or
disclosure. We alsc see no reason that such provisions
cannot be made for all of government,

e

That is the end of the specific recommendations,
We appreciate that some of the recommendations encompass a
radical departure from current thinking. But this shouldn't
be too surprising, for didn't we state in the foregoing that
small business is innovative? While some of the concepts
posed are new, they are not so radical that they do not fall
within the Congressional intent of ERDA,

We at NSB and NPC would be pleased to cooperate
with ERDA in association with the Small Business Administra-

tion to provide specific language for draft regulations or
legislation.

Thank you.

MR, DENNY: Thank you very much.
Some of those are very innovative,
Does the panel have any questions?

! MR. EDEN: I would like to know where the cutoff
would be between small and large business?

Is it the same SBA current uses?

MR, SCHELLIN: That is correct, vyes.

MR, EDEN: It could be quite large in the minds
of most people?

g

- MR, SCHELLIN: Excuse me?

5 MR, EDEN: I gather the cutoff definition on
small business is such that most people would consider it
as a large business, that which is considered as a small
business by the Small Business Administration.

%&5{;

i In other words, the number of firms excluded from
the set of small businesses is itself very small,
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the large business we are'dealing with is not in a position
and is giving no evidence of intent to commercialize. That
ig the time,

In other words, under Recommendation 1, the large
business could in fact still obtain rights and would have !
a preference if it met the c¢riteria of use,

If it doesn't meet the c¢riteria of use, then it
would go to small bhusiness.

In other words, if it is thrown open to anyone,
then a small business would be preferred, very much like
anyone getting a job in the government, There are certain
points of value on the civil service rating, that sort of
thing.

MR. HILL: Let me ask you, Mr. Schellin, I was
interested in your differentiation of the two tiexrs, the
small and the larger.

As Mr. Eden pointed out, it is a matter of
equalization, '

Do you £ind your so-called large companies often
do not utilize technology for whatever reasons; therefore, it
is in the nature of blocking technology? 1If so, can you cite

-some examples? Does it happen sometimes, or could you expand

on that problem?

MR, SCHELLIN: Are you talking about suppression
of patents?

MR. HILL: ©No, not suppression,

But you said, for example, at the beginning of
your statement, large companies, because of prior investment
in a given technology, may not be as fast to adopt marginal
or nonprofitable increases, whereas a smaller company looking
for a new edge might.

MR, SCHELLIN: WNo. What I said was that a large
corporation would be more interested in incrementally
in¢reasing productivity rather than going into an entirely
new market or coming out with a new product because it has
a large capital investment,

Small business, on the other hand, is willing to
throw the dice and put everything on it and go. This is what
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to present at a public hearing Westinghouse's views on
the patent policy contained in the Federal Non-Nuclear
Energy Research and Development Act of 1974,

Westinghouse Electric Corporation strongly
supports the Congressional view that a single patent policy
in both the nuclear and non-nuclear areas should be employed
for operating under the Atomic Energy Act of 1954 and the
Federal Non-Nucdlear Energy Research and Development Act of
1974,

Our comments will be directed to Section 9 of
the ERDA Act, however, to the extent policies have been
created by the proposed regulations recently issued by ERDA
in the Fedaral Register of October 15, 1975, these remarks
will be directed to such policies.

We find that, as a whole, the ERDA Act creates
a patent policy which provides a "middle of the road"
approach hetween two camps; i.e., the "title camp" and the
"license camp" which have been at loggerheads for the past
30 years, It is our opinion that the waiver policy adopted
by the ERDA Act is the most reasonable patent policy availa-
ble to assure public benefit through the availability of
new products and new energy sources to solve the present
enerdy crises, yet still: provide industry with assurances
that a patent position to protect risk capital investment
through exclusive rights waivers will be available to it.

The question has been raised as to whether or
not the ERDA Act should be modified to provide for "mandatory
licensing" of energy related patents. Alsc, the proposed
ERDA regulations of Octoher 15, 1975, require ERDA contract-
ors to license their background patents, under specified
conditions, to others on reasonable terms.

It is the position of the Westinghouse Electric
Corporation that compulsory licensing of background patents
by either statute or regulations is undesirable since risk
capital must be protected if we are to have growth in the
energy industry. - .

The govexrnment has conSLStently recognized the
value of exclusive rights, when discussing the licensing
of government-owned patents, It seems totally inconsistent
not to consider this factor when dealing with a contractor's
"background patents,
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In the atomic energy area we have found that a !
forelgn marketplace is normally satisfied by the purchase |
of only the first few power plants manufactured in the ‘
United States. Thereafter, there is normally a foreign
government requirement that a local industry be set up as i
soon as possible to satisfy future power plant needs as |
well as the repair and replacement market.

As a practical matter this is achieved through
patent and technology licensing,  For a United States
company to negotiate reasonable returns for its partici-
pation in setting up a foreign competitor, it must keep
intact its patent and technical data resources for licens-
ing those foreign designaes

For the United States government to require an
ERDA contractor to license its foreign patents to others
will substantially diminish a United States company's
bargaining position in foreign markets, It has been our
experience that for a foreign company to invest in a new
business wventure, it requires the ability to obtain at least
exclusive manufacturing rights for the product in its
mother country.

This need is recognlzea in the ERDA policy of
waiver of exclusive rights as an incentive for United States
contractors to invest risk capital in new business ventures,
There are sufficient incentives in.the private sector of
foreign marketplaces for licensing.

Preservation of United States industries'
bargaining position in the foreiagn marketplace, in our
opinion, substantially outweighs the small potential
benefit, if any, to the United States public created by
the proposed ERDA requirement for mandatory licensing of
privately owned background foreign patents.

It should be borne in mind that foreign
nanufacturers have direct access to the fruits of ERDA
funded technolegy through access to technical data under
the Freedom of Information Act, In fact, there are some
United States companies whose gole purpose is to acquire
United States technology and forward it to foreign clients
throughout the world, Let me assure you that the reverse
is not true, United States companies do not get ready and
free access to energy developments funded by foreign
governments, We feel that foreign competitors and foreign
governments receive sufficient access to United States



Views have been expressed by some lawyers in
government to the effect that even though a contract is
negotiated between ERDA and the contractor and executed
by authorized officers of both, the negotiated patent and

data terms and conditions of the contract are still subject

to judicial review pursuant to the language in the ERDA
Act or the Atomic Energy Act, It is urged that the ERDA
Act be amended, insofar as patents and technical data
provisions are concerned, to include language giving full-
‘force and effect to a negotiated resolutlon of issues as
embedied in the contract.

Turning now to technical data, the ERDA Act is
silent in this area. Regulations issued previously under
the Atomic Energy Act as well as the new proposed ERDA
regulations call for the delivery of the contractor's
background technical ‘data,

In the Atomic Energy area, substant;ally every
contract involving Westinghouse Electric Corporation entered
into with ERDA and its AEC predecessor within the past
decade has included a requirement that background technical
data be furnished. '

The parties have contractually stipulated that
there are twe classes of background proprietary data. One
class comprises background proprietary information that is
actually delivered to the government, while the second
class is a class of background proprietary technical data
which has been termed "excepted items." Excepted items
fall into two categories:

(1) proprietary analytical techniques of the
contractor including computer programs and;

(2) proprietary manufacturing information, .
proccesses and techniques of the contractor,

These excepted items are identified at the outset
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of the contract, to the extent possible, and are made available

to the government at the contractor's facilities for review
and evaluation of the work. Physical delivery to the
government of the excepted items does not occur. The
contractor and the government, however, have agreed that in
the event an excepted item is absolutely necessary, the
contractor will license the government and responsible
private parties on reasonable terms, the matter of "abgolute
nacessity” is determined by the following c¢riteria:
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A survey was conducted at a Westinghouse operated

faclllty to determine the time span between the date of
conception by the inventor and the date of submission of
the disclosure to the local patent representative. .In one
calendar year the latter time span averaged 7 months; in a
second year the time span was an average of 1l months.

This survey was taken at the laboratory operated
by Westinghcuse whic¢h had been operated in previous years
by another contractor. Since Westinghouse undertook the
operation of the laboratory, the quantity of invention
disclosures submitted has increased substantially.

It is our opinion that in order to comply with
the proposed regulations, a number of "excuse letters" will

be required = for more than half the invention dlsclosures'

submitted under ERDA contracts.

~As a solution to this problem, we strongly urge
that the six month period for reporting and decision-making

by the contractor should commence with the date an invention

ig identified to the contractor, rather than the date of
conceptlon.

If the Administration is concerned that such a
regulation would unduly delay the reporting of invention
disclosures because some contractors do not provide suf-
ficient incentive to its inventors, we feel ERDA can use
two standards; one for contractors who do not have an
approved invention disclosure system -- using the date of
conception as the starting point; and a second standard
for those contractors who have submitted its invention
disclosure system for review and ERDA has found the same
to be a reasonable system for ensuring prompt identification
of inventions,. For the latter group of contractors, the
starting point in the six month reporting cycle should be
the date of identification of the invention.

I should like to thank the panel for the
opportunity of presenting Westinghouse's positions and
shall be happy to answer any questions that may serve to
clarify these positions,

MR. DENNY: Thank you for those, relatively'

speakihg, kind words, I particularly appreciate the comment

on foreign patents and the background rights clause, I



we have got this specific statutory authorlty to finalize
negotiations, which are not challengable in a court as
Congress has ever given, Was that the point you were
making? '

MR, DERMER: I do agree that the ERDA Act does
put to rest the guestion of authority to grant waivers., I
was not. addressing myself to that specifically, however.

In the waiver area, we are merely concerned ~-
We support your position -~ the pdsition of ERDA and of
the Congress in instltutlng ERDA, It is a reasonable
position to satisfy all the diverse forces that affect
patent rights,

MR. DENNY: What was your comment, then, on the
possible court challenge of negotiated patent rights under

_contract?

MR. DERMER: I did not make a comment to my
knowledge about that. .

MR, DENNY: I thought that you had., Maybe we
can go to something else here and while I do, somebody can
loock that up, On your comments on our data and your
reference to past treatment of excepted data, I think I can
say for myself the intent of our data regulations was to
reenforce more directly in our regulations this kind of
approach to data. I would request that if you belleve that
intent does not show in our regulations, perhaps you could
get in touch with Mr, Poteat. I think that is our intent
and we certainly want to keep that possibility available.

MR. DERMER: It is our opinion that there are
no crieria set forth for the government to determine
whether it requires certain proprietary data with limited
rights, If the standards that we have used in the past
ABC contracts could be made a part of that determination,
everything would be satisfactory.

MR. DENNY: We have approached it really on &
three-tier level, I think it is that data which we don't

want at all., And there is that data which we believe that,

after identification in general, that from a programmatic

point of view we decide we have to have, either with limited

rights or to others, licensing rights to others is still
another possibility. As a matter of fact, I think in our .
nen-nuclear area there may be areas where we in the
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stricter standard for government contract inventions than
for ocur own, We find normally we get satlsfactory results
without a time limit, But the time span is normally more
than six months, Your six month period includes decision=-
making time as well, not just the identification, This I
feel would just result in too much paperwork once the
invention is identified. I think the first thing we would
have toc do is ask for a delay in the six month period in j
most of the cases, ‘

What was the second part of your question, sir?

. MR, BLASEY: The second part was, if your idea
was accepted to start the six month period from the time
that the invention was identified to the contractor, should
there also be then another time established for which the
invention would have to be identified to the contractor
from the time of its inception?

MR, DERMER: No. I would suggest that: 1f you
apprOVe of our system for encouraging invention submission,
that should be a sufficient standard for starting the time
period with the date the invention is identified to the
contragtor,

ME. DENNY: Mr. GOOdWin .

MR, GOODWIN: I .would like to focus on the
comparison of results you would expect to be obtained under .
the proposed ERDA patent policy as compared with the results
that were obtained both under the AEC patent policy and the
NASA patent policy. Do you expect that the practical '
results ultimately obtained would be substantially different
regardlaess of what system you were operating under?

MR. DERMER: I feel as a practical matter there
is no substantial difference in the results obtained, as
the AEC policy was administered and the NASA policy
administered.

MR, GOODWIN: Thank you.
MR. DENNY: Mr, Poteat,

MR, POTEAT: I believe you indicated that the
Act is silent as to data. Is it the Westinghouse position

‘that we would need a modification to our statute, or handle

it by the regulation?
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In response to your Notice of Huarlng on whether legis-
lation requiring mandatory licensing of: enc?uj“:QL tad patents isg
neaedad to carry out the purposes of the FNERDA of 1474, I enclose

an economic and legal analysis and conclusion on this subiect

_ I perconally feel that the snnjﬂc+ and issues. invelved
are top complex to swmwarize in any meaningful manner with an oral
presentation. However, if the interagency task force would like
to guesticn me on the attached statement or would like to have ne
make an oral presentation, I would be happy to attend the Hearing.

By way of information, I am_Counsel aqﬁ Officer of
Cavitron Corporation, New York City. I am alsc a Vice President and
Dlrnc tor of the Ultrasonic Industry Associaticn, Inc., an organi-~
tion representing the interests of hundreds of high technology
R&D firims vitally dependent upon the patent system for progress in

“the fiazlds of medicine; national defense and industry, 1nblud1ng

energy R&D.

I am the author of Intellectual Property Management:
Law - Business - Strategy, a 700 pace treatise published by Clark
Boardman, Lud., in whicih I have made a study of the relationship
between the patent incentive and venture capitalism needed for the
financing of new product ventures.

I have also served as committee, subcormlt Lea and aroaD
chairman on licensing, antitirust and patent legislation in the
American Patent Law Association, the Licensing Executives Society,
the New York State Bar Associaticn, the New Jersey State Bar Associ-
aticn and the New York Patent Law Association. :
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Competition in Arerica is normally nﬁnimizéd_ or at least controlled by the

" new pz:oducri.‘ venturer threugh the vse of a murber of well known t@c.'miqﬁés._s Most of
these techniques are culy availsble to the giant corporaticns that have well-financed and
| agressive P@:rarketmg and distribution capabilities. It 2.5 umnfortunate that entrepre—

- neux,s, sm-zg. busmesaas and xrwi.wm sz.zed ccz@am.es have less ept:.ons in dMg w:x.’c.n o=

pet:.tmn b;rac»usﬁ our nation must raly more heavn.ly on them than the gianks for our enexgy

- splutions. | It 3.5 a J.act: that more than 603 of the major imovations of the fmant_eth

century a.ré based cn imventions of individuals and swall bus.u*ess.é It tberefom be--

ccnes v:.ta,ﬂ. that sma.ll business in m:.u.a ke given other forms of pxcrtectmn ag,mst

. corr@et.,.tim if cux counw is to have an adequate supply of energy irmovators ax:ﬁ fm..nc_

backers m.g_b.n gamlﬂ on proﬁ..ts frem en.rgy techno}.ogy
'l‘h.. o fon:rs of prctectxm aga_msu. new prc:dus:*" c::«:'petltwn ava:s_.g.l:’le for
amall bm#hesm are trade secrets and patents., At the present time there is mch pres

sure on slfall busmess to keep mmmt::.cns as sec:et as pcss:.ble because of the. unbeaxb

' -ably h:r.gn cost of su.ng more establn.shed corporatmns that blat.rrtiy .mfm\.ge patent

protecmnq new procmc:ts c:zmetmg with thez.r cim. Furth_rrore'{ the high risk of patent
mval:.da.ty and the Mate publlcm‘:y and mdustry—w:.de xnowledge thereof a.'l.so r'a.l\es
trade sec:ret protect:.on favomblia. Even i.u the sitvation where the trade secret is

' cracked by a potent'z.al wnpeutorr the secmet micht only be expr*pr:.atsd by that one oomn-

petitor as opposed to the ent'....ra inﬂustxy {because of secrecy a.lso beang maintained by

"that cne 'cmpet:.t%:r} o

Fm:'mmatelﬁr for: thg nat:.m, the majon.ty of the important innovations are
not kept as trade secréts bedause patent protact:.m has certm.n inharent advantages.s -

“Thus, as long as mllﬂausmess has the ngtrl:to exclude car@etz.tors f:rmaccpymg its

patented| enexgy brealcﬂ;mughs technologlcal deﬁelopnents will be publ:.icly dlssamnatzi,

_ ﬁr&lermmngcurpmgrasmbuldmgonmepastwhastenmgymdependence.

: WHY MUISORY LICE".:.\SING" _
'IhewE‘NERDAo:E 1974 requm theﬁémmstratorof the Energy Researcha.ndne—

velczment Adm:.m.étrat:.m (ERIJA) to gJ.ve Cmgre_,s hs.s recc:me.ndatmms on nendatory lz.cens:_. |

in the nmmucelar éne.rgy f:.a'i.d .b Decemb& =TS 1975.
\f
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%v\ - Four years later in Hee v. Knan, the cpimion stawes ‘ch.at "mcL.r a patent which g..,tﬂs a"
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patent.ee a n‘onq:oly, he is bound ez.tlu o use th._ patent hims=lf, or allow othars to use

it, cn reascnzble tems. n12 In Blount ¥fg. Co. v. Yale § Towne MEg.'Co., the court stated

Pan atta'rpt o weke prou.t out of Letters Patent b}, sw.@pressz.ng the invention covered. there-

b_? is outside the patent grant... ™ nl3 In a more recent case; A’Llled Pesearch Pmc?-.ssa ’ ,Inc., '

. Heatbath Corp., the court: cmncluded that ":gubl:.c polz.cy requires liberal use of a pat-

ent. Ancmcfapatantcamwtassertmﬂghtsm&erthelawandmumonlfsuch

cuner refuses to mzke useof a patent, ortohcenseapatentsothat:.tmybeofu::ﬂ'

to the public, or refuses to license an appla.cant vhen it has already granted a hcense

w14

o the auph.cant‘s- cz:xmet:.tor... F:.nally, we ccme to the rac;.nt‘ case of Fnst@-. Ve

" Awerican Machmﬂ & I-"c*:nd:v Cc:., Tnc., wherein the court concludsd that an J.njurctz.on "15 '

not :.ntandad as a club to be wielded by a patentee to enhance his negotlatmg stance.... )

“in the assssswent oJ. rnlat:.ve eqv.u.t::.es, the court could properly conclude that to :..m;r::

:.J:z:eparable hardsh:.p on the infringer by m;;unct:.on, without any conccnmtant ban_f:.t o
she patenbee (because of mnuse) muld e mmtable. w5

‘ ﬂhu'd,therearethepuxlsisandtherauonalastswhoa&van the constitu~
t:.onal a.rgurrent for cc:rcpulsozy h.cens:mg. 8. Devalle Goldsmith has set forth thz.s po.ﬂ.tmn .

in deta.zl, ccnclud.mg that "the purpose of the patent. prov:.s:.on in the Constlmtlon is -

'_not Justto reward the nwentc:r, buttopmbe theprogress of science and the useful
: the
arts forthegeneralbenaf:.t of/cmmtr:ys ecorx::mr This canonlybeacccn'phshedbyuse
L ::ather than by sugpress:.on of pate.nted inventions. nl The. c@:stﬁ:utmp grants the exclu— .-

sivenghttonmtorstotbelrdlsccm&s, but, smcetheyalreadyamthe::d:.scov

',eriesandcankeepthansecretlftheydes:.re;theConst:.tutmnmstneantheexclusa.w

r:l.ghtlto usethe:.rd:.scovmes 'IheSuprareCourthe:-:anee stated that-. "the Fedaral

?Gwe:mentzswmmgtnpaythehlghprmeofuyeazsofexclus:.veusefor:.ts {tl:em— .

vmt:.,ﬁ:m s} dlsclosme...' -
}:-‘mally, there are those who advocate carpulsory llcensmg 1eg:.slai:.on in
smejhmﬂaﬁfmnmordartnehmateagrmgtarﬁenqbyﬂzeoourts malmsethepat-

_entnghtandtoheadoﬂ enactment ofanunreasonablelawwmchmuldpemn.tm.dspraad
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L the produc:t after the f:.rst comale of ‘years eme:::.ence w:.th :.t an the markst. vazth the

exception of the patem.. that aci:u.a...ly covers dze pmduct evenhm.‘ily selected for :::omuex:" :
c:;a].lzatmn, all the other invent:t.@ns a.nd patenable m?;;:ma-errents and the patents cover— . |
ing them w:.]l not be made, used or sold by the. mmvator.

| tnder ary of the proposad ccxr@ulsory llcepsmg statw.tes, these abanéoned
{on: supmsad, .‘.Lf you will). ...nvent:r.ms can be corrpul SOty llce.nsed after.a pericd of th::ee

years of nmr-explo:.tamm,lg J

Nacc:rgany:.sgomgtocomiuctmearchlfothexsmllbeabletocbtam -
a lz.cense on the secend best prcdmt developed by the innovater to compete with the mno— '
vator S number one cho:.ca product. Coopanies will either shy away frem energy RSD, at-
teupt to keep their energv soluticns secret rather than apply for patent appl:.ca ticns on -_
any but: the cne celected for ccmnarc:.al:.zat:.on, or m.ll no . longer develep seveml parallel
nnrentlms to sea vﬁnchw:..‘!l do best in a test market for fear that they w1ll be. e
pet:rg aga.mst the;r second or third best techm.cal aporoach_s TThis negat:.ve mcent.we

L

to pramturely cnoose and pred.z.ct the I:est tec_hm.cal solut:.ons to the ena::gy prob}.ezn and
: avo:.d patent protec‘u.cm will retard the goal of ensargy md._mndance, due tc:. res&:ucted

,r.esearch and industrial secracy.

. The om;:ulsory la.cans:.ng proponents may make tbe argumen that the patented
,_mverrticns of an mvator tbat are not selected for explo:.tat:.cm w:.ll not e ccng:lsozy
licensed :.f the innovater is fulfulling the market need for the ene:gy sol.l‘.:!,cn w:.th the -

_' patented invention he chose to c:zrmerc:.ahze. tnfortumately, different techmcal approac:na
’ evolvmg in different Jnvant_ons inherently sat:.sfy ds.fferent or at least overlappmg
mr}aet needs, theraby enabl:.ng the campulsory l:.censing apphcant to makea convmcmg
-appeal toﬂzecourtthatﬂuesmpressedenergy solution be introduced into commerce' for '~
‘the benef:.t of those not utilizing the irmcvator's muber/msiluum to the pzoblem. '

: 'ﬂ:eampleofthelargemnmanymaybetakenmestepfurthermth _
respecttoﬁzthermpmvmantsonanavpmductﬂmthasbeencmcmlued. Inacmr-
panysattarpttnextmdthepwcdmt l:.fe-cycle, qm.te frequ.entlynew:.d.asaregenerated B
and scmet:.mes an unexpected braakthmugh J.S disccvered, for whz.ch bloddmg patents and a

: .réspectively, -
pimee.rpatent/am applied for.. . S _ R



- Fzrst, t‘ne enezgy R&D ccn'pang will be forced to .;et a ce:r.“un mnmm‘;grsice |

per un.:.t m order to recmp iks total R&D, ma.rketmg research, and starbup mvesm_nt

'W:Ltlu.n a certa.m ma}:umm ntm‘ber of years based cn ant:.c::.pated sales voltme and prof:.t N
_margm after cperat::g expenses and taxes are dech.‘ctei frcm gross revenue rece:.vnd at th~
se.tpr:.ce Itcammtbeexpectedthat’che inltlalpr:.ceperumtsetmllbe atallm
t.he same baJJ. perk or rang= as the price per mit of the c...o.aes . substitate products which
presmnably are no lcmger as desixable as the patented mnovata.cn and whose gz:z.ce pe:r: uﬁt ﬁ

._has been dr:.ven dc.m by ca:petv.tlve forces as welJ. as mass produc:t:.on techmq'ees ox n‘eﬂ«:e‘-'
g sa.tu:::atmn. ‘

Second, not only does the :I.nitzal PI.'LCE hc.VE to be set high in ordex to
recoup the mvesr“f'e t in the new product bea.ng mt:oduced, but also to recoup cap:.tal in~
vested in des:.gns a.nd products pcssmly hav:mg no relatmn at aJ.l o the f:mal pmiuct o
develomt dr break‘dzrough tc be ccm:erc:.al:.zed 'Ihe reasc:n fcr this’ a.s that the statms-_
‘ﬁ.cs shcw that as ‘many as /r oue of every. /f products developed are e:.ther tecmuc:.l or marn'

.20
:*-ket fa.':_lures. Th:.s xeans that fo:: every mnovat:.on tnat :Ls ccmerca.ally successrul, the

prof:.ts that are derived theref::cm rmst be suff:.c:.ent to su.—....a.m the :.rmovator 's mves‘-»

ment 3.n developmg and mar’c..tmg /'f J.nncvaums, /‘f QL. Whld‘l a.ra abandoned at var:.m:s steges:
of develcr_:ment and ccrrmerc.al:.zaﬂm. Even a fm cCrrm:.ssz.czner of Patnts has recog-—

-_-'n:i.zed th:.s unfort:unetefact of life when he- stated that “(J.f) a strong prof:ﬁ: mcentr.ve s

;tojust:i.fyexpensweandr:.skyreseamh. .- -mtomntmue,ﬂ‘zeproﬁtretmmtne
:maat;msvﬁucharesuocessfulmstcar:ythelcssesofﬂmaethatfall.21? _
' 'rm:a thewellk:mnerketmgstrategyorpmceskxum.nglsmmanyap- ,

:pliedwhenanewpmductorservmelsmtrc&uwd misstretegylsbasedonthefact

thatthe:ewillalwaysbeacertaanpercentageoftremﬁce* thatm.llattazpbtofulﬁll
fthe\msetisfledneedw:.thanevly J.ntroducedproduc*:or serv:.ceregardless ofhcwhn.gh tb.e-_
pr:l.ce Smceamghpncew;ufreqimﬂypmduceagreaterdonarmbmeofsalesm '

_the ear.}.y stages of naJ|:ket development than a lowe.r pr:.ce po].:.cy which would not necessar—
iuycaphmealargermﬁcetsegmntduemﬂEusualskepﬂmmﬂmtpremls amngpo—
o '
"tent'xal custamrs, rely:ngm salesmansh:.p to sk:zmthe creamofﬂteneﬁcet at h:.ghpr:.ces

he.fa.re at!:enptmg to peneﬁ:ate the more price—sens:.twe sect.:.ons of the markét prcv:.d.s
: T .
-8 '
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Even if the comulsory licensing statu ite is not’ abl:!sesd a.nd iz mz'equenﬂv

used, tha venture capitalist m:antaiity'itself shows the fallacy of the basic premise that
businesses having no intenition to supress nesd not wm:fy abut c@ulsory licensing., The
£inanical backers and £op rraﬁ.ag;,.mt have %o worry because compulsory 1licensing beccn«e.,

an weontrolled factor that could pzevent the corpany f"'r:m reaping the fruits of- J.ts labor

" éne to ccpy:wg emd J.nmezl:.a.,e c:;rmeta.tncn by }.J.c:anseﬁs. ’I'he venture capital decision is -

a gamble at best, based upon certzin facts from which cbjective conclusions can be ‘reach~
ed, but in the end a subjective juigrent. A ﬁmlammtal faétor in the psychology of such
a r:x.sky decisicon is first considecing the critical var:.«bles, those that by tlwrme...ves
can s,_c-ell failure for the venture. Coapulsory licensing would be Just th:.s type of pay-
cholc:glcal or :..matmnal, if you will, factor ‘that would make: venture cap:.tallsts think -
tiice about pu 'C.'LI"Q‘ monsy mto basic and a‘cpl:.ed reaearch. Ehe average co:r@any/ﬁeasﬂi;im '
kmw and does nc‘- care that f.-ha perc._ntage of ccm-mlsory hc.enses granted ls vevy swall..

It cnly Gares about lta OWIL pa.t:t.:.c:ular cnrczmst:.nces, its mcvatmn, J.t’.b swaat, J.tS

_-x:..skﬂa_n{d_ 1:1:5 :rcney

If the caopany is astute enou"h to Iqm abou"' th l.nfr“”"l.&nt u,se of

-,_cc:rpulsozy l.lc:enszrg statutes, tban the cx:mpany manager'ent will also ba aware that the .
‘_conpulsory l:Lcans_ng laws would' gu.ve- ccrrspetlm cht:.at:.ng leveraga cvex: the J.nnovator
_.-.tog:c‘a.rrtl:x.censes tothan Inoﬂjawords aryc::trpany mta@cum mj:roduceapwfl‘.
“able irmovation to the marketplace w:.ll also expect to use the threat of injunction

aga:.nst ccxr@et:.tors that copy the imnovation. But:, w:.th cr.zrpulscry licensing locm:.rg over
the J.nncvator s bsad, hcw can he justlfy the g.reat expense of mﬁ'mgen.nt h@g’atlm w‘:cq
mtheend:.tcanbeassm@dthattheﬁm;et;tﬂmllaskfc:amulsoxy4cen;e’ |
Trus, the mers presence of a c:x:pulsory lz.censmg statute in the eneryy fiel
regardless of how infrequently used it may be, will becare the critical factor in the mind:

of many venture capitalists that will cause a high-risk venture to beccre an unjustified -

‘gamble having too many unknowns that could prevent nct merely a .retum on the investment,

but also @ retrn of the investment itself. Conversely, in the absence of cavpulsory
licensing, financial backers and top management will continue the cenfidence they have
exarcised in the past in the energy field because of their wmaltered a{péc"..atian of meet—
ing their goals once they have decided to take the risk of techmical, market or patent

-l N
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i@, o the c:c.:zl -J;.,,h cui ety f*u wing start-vp and mazket m*-vm gf_-_m v and mﬂ,M,..,M‘_

f.

The renegers of the aversge h;sms_::, are wﬁilzgumre that it is inpartan 'tr; be fivar in
thz rnerketnlace for ot Jesst the finst fe,w ya:::s; in onder o capbﬁe as oreet, 2 murket
‘m zre as posaible before competiticn enters. Eosine sses sinply Co net gambla with thelz
ness product investwent by intenticnally cmlcg)m neaket introducticn and re:'*‘?tﬁ‘l t loss
“

of valusble ‘cjm;“-: in ca_mx.r:arg a good mrket share, notwithetanding exd '*’c,mg prodnets mep
ka2 b._ri., for the fuwers is with the inuovations that sabisfy ‘the nmeﬁs of the marks
ﬁluC;@ more effectk vs:ly than that ‘heis £r fulf,.i._ai with existing p*oﬁuca.s (iich in mr.n\[
| inftances w:a.ll hﬁa alresdy saturated the market gl are headed tcwn:’?f* ‘c.he e:nd o€ t
nmh.*-ej. L.fe cy J.,e} .

mftant m_»;’n:cn_s of t.h &:*'?gy ,.zﬁus‘*} a_re:m _{ hava’ a 11*&1‘& licensing
pcﬂicy in f:., "*; cence of T dat::rv lwen.urq lef_n;.-latlcn. | For instance, ‘oll compa 5"
'havx.a» t ,.1: e m.]_ flGl-.-S £ one con &_IZ'J...L.OJ" inmovatas a new, rratnf‘d for e:»:t::ach..wg u:vr

or &lECOVEIS a ‘e c\_tciyst f:rf' ref:i.nzxng TR prc“:am g;c.solh-_, '_ ddl;, c.:.z-‘adat& ’ c:‘"

‘wax, fucm a czu.v en karrel of ml, tn m_aval,cﬂ- ha..,; ro*‘hﬂrg to lc:”'a and ﬁvc: vihing to cain

by cmls:ng 1‘==' competil tors. Wby’ Bef*_'nr" the I"%:I‘}’ﬂtn.-: o.. tl*a ovl cx::m«m:_es axe fl.u..%‘i

by tan. oil. J-l.Eld-'J th_‘:{ crn anct he;.pmg a ccrrﬂet: tor to mr= @Ff*? r4'i tly cmhve-_:: 01...

prcdu**‘ o tha =te .{ets wz.‘.'.l noL ne de _;u..:w.tal to tba mchawL s salas.. To th° con=
= trary, tl‘n cc:met:.tor, 13}_/ r\.:ans of th. cost s:.:.vmg’ umovatmn, w.ﬂ.l be abln o pay a
royal“y to th_ inrmaba.., Lhus bacst:...g tha i:rmomwr'c Bro-u..‘..,. ‘I’he.refore; the oa.-l cor-
panies have an mb,rw_n*- incentive in the free«-maﬂ.et enu.erprlge system to license as
5mny ot. exr ccxrnet:.tors as. possn.ble on extractmn and refmery tec‘mology m ccxrplete
- contrast to any sqm*essn.on mcent::x.ve. o

_ Cuger

The coal companies; oil refineries, utilities and energy /- industries
- {(transportation, housing, machinery, ete.) are in the public eye and are tightly regilated
Iy varicus govarmrént agencies such as the EPA, FPC, ICC, HUb, CSHA, .etc. The pressures
¢n each campetitor to meet standards and regulaticns and to increase its profit ﬁ*axgin
in the face of fixed rates will make even a conspiracy to suppress very wmlikely.

On the other hand, if the exclusivity of the patent incentive is tainted by
the possibility of campulsory licensing, there is great danger of suppressicn., This is

-} P
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concapt and a fovacast of & possiblie wsabtisficd need,
‘.‘s.m,::.d oz oo SR o gt strong Foothold in the mes

e caveful o estabiish a

et 850 I'."f?“t a raa&;.czm,i 2 maeket shoes Can ba

ticm, and this can normelly only Lo soooeplished by penetraticon pricing {i:x othay words

ak & reason wmely low prics ver wmit) escdumaging parchasers to switch frem the clovssis-

phetituba cox :zz:,.m.h}. racdvets,
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> newly :,',u o uc:;i p'r‘c:x?!_rm or uc,;.xm“‘f-‘ 1e:.v"e“‘-' fething o be ciééizfefi}

to tm h:gu n.:lc ;*1:’;‘-;"‘"‘1:; AL 5

thai, thn-., m;a?*_kf :?.E:l need is,- {’or: tb m:)&*t

&c:’t; N Ay ve*y wall zeﬂu

part, Jululled. . “'&.q can res u,.L J..n a \rez:v fots1al

-L"«t.:n““: -'1}( ur:d p’r'c:»‘*wcn" iy ag

soand _outragecausly Cu of 't

: t ;Ls ob\r:r_c:\:, te th& cus M‘sr tl"at “‘r:“- pmc:_ 15 “msleaal_;

7o) t\u.th thn c@* o+ mary a,_?cu

Lh, at anv ‘given t.ﬁ.u, + *?‘*'ﬁ i lly ara éeve.."’al"if nct‘m%.ny f.i_m;;-: apielel

cducting RED in & particular ;erﬂhle'-'a axea. Chances-are the Zirsh campany 0 m«*-»,. Fo-

fax:cb tr:» .z::at tha

lar ez*at’gy o oa xﬁd.ssra;.;‘. <=c:ale w_ll 08 ConD ..ei___g_,t::x o* th° n:aﬁr _

& c:cxmet.s.*'*vc* p*'oces.f-z ‘clw“ dcns rot ;Lr.J:rmcr& LIL, fJ....""St .1n- '

.

“entrant 1ntc. the rrnar}cet with

nova-.oz: 8 D&.te;... ba-c:—au_z_. of tha uge of a du:&mnu wclm;cal c.;: oroa "19 L_t's J.ac"-v it

tha age of ...he Ja're.:; J.nncvators

We arﬂ no lmge: in & en a pate.r;t_ cz; a soiax daw. e lit~ -

-erally meant a 1‘7 year zrw-wop@lv.zz Tcday, 't;he solar enargy prz:;o:c art would prévent any= -
cne from gﬁr@pol:.z:xﬂg this e.nexgy source wi‘du broad na.teﬁt claama

. .on tha oth..r haxﬁ tl'ze prescnce of cczr@uLory J.J.c:mlsl. g would er.cmurogﬂ
msmeqses to d, atfpha:ss.ze R&D G&Pébllltl&:r and ccnm.ntr:ate on large and aggressz.w man-~
ketmg nc.tw'or‘{s mmbl_ of camtumg largm shares of new markets created by tho..,a feow firo
that decide to minta.in their status as industry leaders in technolc:gy. Upcn introducticn
of the new product, tl‘ese mr&et—orn.ented coopetitors who have access to large amoimts of
capltal {which was not spent cn R&D} would jurmp on the bam:«'agcn and force the ReD firms
into cut-throat price camretiticn which would weed out all but the biggest ocrpcrati@"ls
frem the market. Thuvs, although there would initdally be low prices, in the end a few
canpanies would ré:rain in control of a new product innevaticn and prices wenld eventually

=14~
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! s‘ it is gssumed, wilil stimalate ideas and the eventual develogrent of further significent

s 10
] afvances o the ard.®™ Vet __g-., gig cquificent in this dictum is the a‘ar.,t‘s yocogitdon of

the sole resson undwr the Cc::rw.m_uc:n for granting a reward to the lnventor in the fizsh
H " -

place; disssuination to the general public and those skiiled in thn trade to 2dd to the

ganeral store of knowledwe for fother significant a&vmces,. In other words, the Suprews
e e)

¢ .c.ou::t:, as cu, last youxy in / sigErata cases, . hald thalb ths cnly corditions
fo;' the rewsrd of a patent grant is disclosure withoui the remains: »:“rl. of usae. There arc

sereee Who Inds c*I:'- confuse the i‘éx»mm“ dictum “that the 'Pedexal Covernment is 'willing' to pay |
“tha hich. p rice of 17 vearcs of exclusive use for :x.*-s dl&ﬂo“m:e" o pesn thabt e.xclz..s.z.ve use
:L.; a nfar'“m.c“_g 3. *::mfnt for the award of the patent grant. Vhat the m}or:;.qr opiz_z_mn‘

is. acwals.y ssyirg is that the Pedayal Covermment Is even willing to pay the price of a

cmrr"xarcz.c.l mrmoly in xetoch for éisulcsure to the public. Clearly, there iz no in‘—:.ent:, i
'thzs c:nmlon to nold thaf: +-‘1are rmst I:e an actua,l rmmopoly (excluzive mc...::_. use) ¢

‘mnt:aat to ’L:.im c:om*’-'" P= - Bag decision *t—:n..,e::ed /tPEu.hs earla.er.

Tt is interssting to note that prior to Foster, all the cases which inter-
preted the Constitution as requiring use by the patentee in additicn to the mandate of dis
closure never got beyend the District Court level. 3L It is a certainty that Foster will
| e : o ‘ . . fwo hundred
: be reversed by the Suprere Court because it is in direct oprosition to /  yesars of
32 ' -

decisicn n’ak::_ng by the high court. ; |
| In light of the: legislative. m;.ent cf ‘the frawers of the Ccns»:.‘cutm'l and
'the historic pcs:.tim. of the Supreme Court to this day, Foster and the other Lower court: -
‘decisions, that have ;-cmpened‘ licensing in the aksence of use in sitvations wieze there’
! owas ‘o serious risk of injury to the public health ar welfare represent bad law. . Bow-

ever,bad law is not an ancimaly in this country,and it is enly infrequently remedied by leg
‘ islation in the most sericus instances. BHere, we are confronted with enly a handful ‘of

two hundred .
cases over the past / yearg that have deviated fram the premise that a patent is a prop-

exty right owned by the patentee for a limited pericd of time, to use or not to use as he
wishes. Certainly, thers is no cxying nsed for legislation to make the law uniform, as to
the health and welfare exceptions that dictate mandatory licensing pursuant the nation's

police power: when the Supreme Court and the Judiciary, as a whole, have been doing such a

gocd jcbh on a case~by-case hasis.



