
Dr. Robert C. Seamans, Jr.
Page Two

If TaSCa participates in a commercialization venture
supported by a federal loan guarantee, we have indicated our
willingness to allow our existing technology to be used without
royalty charge. Should the Government become operator of the
project through default, it would have the benefit of that
royalty-free license. However, we would not be willing to
enter into arrangements which would subject our proprietary
technology to pUblic disclosure or under which our background
technology could become subsumed in relatively minor improve­
ments which could fall within the broad definition of "inven­
tions" automatically vesting in the united States under Section
9 of the Nonnuclear Act.

We recognize that Section 9 of the Act gives the Adminis­
trator authority to waive the rights of Government and directs
the Administrator, in exercising this authority, to consider
the extent to which technology has been developed at private
expense and the extent to which a waiver is necessary to secure
participation by a particUlar party. Nevertheless, in the case
of commercial demonstrations, we see several provisions in
Section 9 which could prevent a co~oany with valuable existing
technology from obtaining acceptable terms of waiver from the
Administrator. In the first place, the reporting, pUblic
notice, and hearing requirements which must be included in each
waiver under Subsection 9(h) would almost certainly involve
public disclosure of existing background technology.

In addition, the paid~up license which apparently must be
reserved for the federal government under paragraph (2)~
Subsection 9(h) would be particularly unacceptable to a pro­
prietor of privately developed oil shale technology, since such
a reservation could effectively eliminate from the future
licensing market the vast oil shale reserves owned by the
United States, which constitute approximately 80 percent of the
domestic oil shale suitable for commercial development. More­
over, while we doubt it was the intent of Congress, Section 9
could be interpreted to·Hrequire that the right to sublicense
also be reserved for the United States, since paragraph (2)
refers to the right to sell the invention instead of referring
to the sale of products made with the invention.

For the reasons outlined above, TaSCa believes that ~e
effectiveness of the Synthetic Fuels Commercialization Program
could be jeopardized by the application of Section 9 of the
Nonnuclear Act, unless the requirements of Section 9 were sub­
stantially mOdified. Accordingly, we have recommended that the
pending loan guarantee legislation, or the Conference Report
on the legislation, should contain language specifically
confirming that Congress does not intend Section 9 to apply.
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Mr. Kenneth L. Cage
c/o Mrs. Rita Kidd
Energy Rese.arCh and Development

AClministra tion
Room B~206

Germantown, Maryland

Dear Mr. Cage:

On behalf of The Oil Shale Corporation ("TOSCO"l,
I enclose herewith three copies of comments in connection
with ERDA's hearing on patent policy to be held November
i s and 19, 1975.

Very truly yours,

/;~~Y~9-
Marcus W. Sisk, Jr.

Enclosures (3 )
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Mr. James E. Denny - 4 - December 22, 1975

With reference to the Background Patents provisions,
we are pleased to see that considerable effort has been taken
to minimize the applicability thereof. While the principles of
these provisions are guite satisfactory, we would strongly urge
one change ill language. Namely, the expression "subject of this
contract" as used in Paragraph (k) (2) and (k) (3) is not clear and
may lead to interpretations broader than would be equitable to
the Contractor. It is clear from §9-9.107.5(b) (3) that ERDA's
intention for requiring licensing of background patents is only
to permit the licensee freedom "to utilize the results .of the
contract work" without risk of infringing background patents.
Yet, the licensing requirements are said to be for the "pvrposes
of practicing a subject of tliis contract". In Paragraph (k) (2)
where "background patents" is in part defined, freedom is sought
to "practice...any specific process, method, macq.ine,
manufacture or composition of matter .••which is a subject of
the research, development or demonstration work performed under
this contract". Clearly considerable confusion could result
from the use of such three different phrases. Certainly, "subject
of this contract" would have a broader connotation than "results
of the contract work", and could include art which was not in
fact developed under the contract effort. Therefore, we would
strongly urge that Paragraphs (k) (2) and (k) (3) be amended to
delete "a subject of" and substitute lithe results of".

As was noted above, we were favorably impressed with
Subpart B, particularly the standard Technical Data Requirements
and Rights in Technical Data clauses. On the other hand, some
of the optional clauses and modifications will at times be
difficult to accept. We are particularly concerned with that
optional clause permitting the Government to disclose Contractor's
proprietary data to "other contractors participating in the
Government's program of which this contract is a part.. II

While such provisions may well be necessary to meet the Government's
objective in some situations, there are inadequate safeguards to
protect this proprietary data from misappropriation by such
"other contractors". Indeed, such disclosure could virtually
destroy the proprietary nature of the data. The restrictive
legend alone placed on such data does not provide any sanctions
against misappropriations by such lI o t he r c o nt r a c t o r s " . Accordingly,
we would propose that the sUbject optional clause would be
acceptable only if the Government would extract written agreements
from such other contractors that it will not disclose or utilize
such proprietary data in any effort other than the Government
contract under which it was received, and that the disclosing
contractor be given some recourse to enforce the restriction. The
usual exceptions should of course be included, i.e. that the
restriction is not applicable to data which (a) is already known
to the other contractor, (bl subsequently becomes known to the
other contractor through other sources without restriction and
without misappropriation from the contractor, (cl is already in
the public domain, and (d) subsequently falls into the public
domain.
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Mr. James E. Denny - 2 - December 22, 1975

apprehension, delay, paper work and of course added costs. Under
the present provisions practically every prospective contractor
will feel compelled to apply for an advance waiver. Should he
fail to obtain an advance waiver, he will apply for a waiver of
identified invention with practically every subject invention
reported. This will not only add a mountain of paper work to
burden both the contractor and ERDA, but the limited times avail­
able for reporting subject inventions and for applying for waivers
thereon will surely cause many additional problems.

In spite of the lengthy and complex patent provisions,
the contractor has no assurances whatsoever at the time of
contracting as to what his patent rights will be. While the
contractor is given a royalty-free license, this license is
revocable. While the contractor may request waivers, there are
no indications to suggest the conditions under which a waiver will
be granted, nor are there any guidelines to assure that ERDA will
follow a uniform policy in granting a waiver. Whether or not a
waiver is granted is entirely up to ERDA's discretion, with the
contractor having no recourse to what he considers an unfair
decision.

In view of ERDA's primary mission, we can understand
why ERDA has chosen a "title" patent policy, i.e. that of
generally taking title to subject inventions. We do appreciate
however, that ERDA has recognized the need for exceptions to this
general rule by inciud.i.Ilg waiver provisions. In addition to the
complicated, indefinite and arbitrary waiver provisions as
proposed, we strongly urge that there should be, at least on an
optional basis, some provisions for permitting the contractor to
retain irrevpcable title to certain classes of invention,
particularly those not directly aligned with ERDA's primary
mission. This, of course, would be subject to an 'irrevocable,
royalty-free license to the Government, for governmental purposes,
and if necessary, even public rights,throughERDA, for energy
related applications only.

What comes to mind in this regard are the old "Type C"
and "Modified Type C" patent rights clauses frequently used by the
ABC. These clauses permitted the contractor the sole right to
license or exploit certain defined "o utfield ll inventions. In view
of the even broader scope of ERDA's mission, as contrasted to
the AEC's, ERDA's need therefor would appear to be even greater.
Most certainly, many inventions will be made under ERDA contracts
which are not directly related to energy. Practically all of
these inventions will have useful applications in other than the
energy field. As long as ERDA gets rights to these inventions for
energy applications, with the right to convey these rights to
responsible applicants, ERDA's object would be fulfilled. It would
not be unreasonable on the other hand to permit the contractor to
exploit the non-energy applications without all the uncertainties
created by the proposed regulations.
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R. Tenney Johnson, Esq. -2- November. 13, 1975

enough and flexible enough to provide guidance in a wide
variety of situations. However, too many detailed provisions
in the implementing regulations can only result in difficult
and protracted negotiations. The proposed regulations include
many provisions which require negotiation, for example, possible
Government rights to background patents or technical information,
revocable or irrevocable licenses to United States and/or foreign
foreground patents, Government rights to sublicense foreign
governments, waivers as to identified or unidentified inventions,
and many of these involve the preparation of reports .and other
documents by both ERDA and the contractor. Both policy and
regulations should be made a.suncomplicated and straightforward
as possible on the basic issues of title to inventions, irrevoc­
able minimum rights to the contractor under foregroun4 patents,
and the maxiDPIID rights to be granted to the Government under
background patents and data.

(3) A tax problem. A potential problem for the contractor
is the possible adVerse effect of Government rights in back­
ground patents or technical data on certain Federal tax aspects
of the contractor' sfuture transfer or exclusive licensing of
such patents or data. Under the Internal Revenue Code, in order
for the contractor to transfer such patents or data in. a tax
free exchange or to obtain capital gains tax treatment on the
income from sale or exclusive.licensing,the contractor must be
able to transfer or sell.or Lf.ceriae "all substantial rights" in
the patents or data. In view of the various types of . rights
which the Government can obtain under the contractor' s U.S.
and/or foreign background patent rights and data, questions can
be expected to arise' as to which, if any, of such. Govermnent
rights preclude the contractor from transferring all substantial
rights. This potential problem under .any background patent or
data clauses could be eliminated by specific provision in policy
and/or implementing regulations that the maximum rights obtain­
able by the Government under background patents and data would
not prevent· a future transfer of all substantial rights therein.

We appreciate your providing this opportunity for Us to
bring our comments to your attention.

Very truly yours,

J:OOI:cnnn

cc Messrs. K. L•. Cage
T. I. O'Brien
C. E. Winters
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James E. Denny, Esq.
Page six
December 19, 1975

TRW would be pleased to go into these matters in detail at your
convenience. In general, we think the proposed regulations
represent progress toward a reasonable patent and data policy
but we also think that they can be improved along the lines
indicated above to facilitate greater cooperation between industry
and ERDA in the energy program.

Very truly Yours~

)\kJ - \.., I I.f!,
'. .:i~

Daniel T. Anderson
Patent Counsel
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James E. Denny, E<;g.
Page four
December 19, 1975

2. We also think that the regulations should lay greater
stress on the granting of advance waivers at the inception
of collaboration between industry and ERDA in a particular
area of technology. The regulations should call upon
ERDA's program administrators to specify in RFP's,
in as precise and specific a fashion as possible, ERDA's
position with respect to the allocation among ERDA, the
contractor and third parties of rights to patents and data
covered by the RFP. Under the regulations, contractors
should be encouraged and permitted in the great majority
of cases to negotiate advance waivers under which they would
reacquire primary control over patents and data which
are directly related to their demonstrated commercial
capabilities and markets.

In summary," we believe that ERDA is more likely to
obtain the requisite measure of technical cooperation
from private industry if the regulations contained a more
explicitly articulated commitment by ERDA to a liberal
advance waiver policy.

Proprietary Background Technology

Any requirement by ERDA that contractors license pre-existing
background patents and data to third parties will tend to diminish
the incentive of prospective contractors to participate in ERDA's
programs. The "chilling effect" of such requirements which
was commented on at the hearings is likely to be most pronounced
on those contractors who have the strongest background rights,
know-how and capability - I, e. those firms whose cooperation
ERDA needs most.

The proposed regulations dealing with background patents and data
represent a considerable liberalization over the AEC regulations
previously adopted by ERDA. Our comments relate largely to
how those regulations will be administered. We think it is vitally
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James E. Denny, Esq.
Page two
December 19, 1975

adopted by Congress and by ERDA in this area may prove to be
of crucial significance to the success or failure of ERDA I S efforts
to foster the rapid development and widespread commercial
utilization of improved ways of solving the nation's energy
problems.

Mandatory Licensing

We endorse the view which was repeatedly expressed at the
hearings by industry spokesmen and others that mandatory
licensing of energy-related patents is unnecessary and would
represent a major obstacle to participation by private industry
in the national energy program.

Ownership of Subject Inventions

Under its 1974 enabling legislation, ERDA will acquire title to
all energy-related inventions whichar e conceived or first reduced
to practice under ERDA contracts ("subject inventions"). Industry
spokesmen have repeatedly warned that acquisition by the government
of title to energy-related inventions will discourage invention under
government contracts and, more importantly, discourage thos e
contractors who posses s the most valuable proprietary technology
from participating in government programs which involve work in
areas relating to that technology.

We believe that ERDA must provide very powerful incentives for
private industry to develop and commercialize the technology
which will be the subject of governmental energy R&D projects.
Various statements which have been made by ERDA officials,
including the policies enunciated in the proposed regulations,
offer industry hope that ERDA will liberally grant waivers of rights
to subject inventions. Nevertheless, it is evident from the.
views which Were expressed by many of the participants in the
hearings that industry continues to harbor concerns regarding the
way in which ERDA's waiver policy will be administered.
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Kenneth L. Cage
~ 2 -

November 14, 1975

Eliminate to th~ extent possible the wide
differences in treatment of a particular
university doing similar work for different
agencies;

Create an incentive for prompt reporting;

Promote the expeditious commercial utiliza­
tion of the inventive results of university
research; and

Reduce the administrative burden on all the
parties involved.

However, the agency should reserve the right to exempt
specific grants and contracts at the time they are
awarded from the operation of the Agreement, since
there may be instances where exclusions from the normal
policy are warranted as being in the pUblic interest.
Examplesof this might include a contract for operating
a Government-owned facility or an award involving ex­
tensive develppment work on a specificprodl1ct or process
that could be of major economic significance. Such
reservation further supports the Subcommittee's conclu­
sion as reflected on pages 2 and 3, supra, that its
recommendation is consistent with sect~on lea) pf the
President's Statement on patent Policy.

Further, the Subcommittee recommends that the IPA's be
entered into for designated periods of time, at the end
of which the University will be required to report on
its progress. Renewal of the IPA by the Government for
additional periods should only be made if the Government
is satisfied with the university's performance. In addi­
tion, the length of such periods can be made dependent
on the capability of the university.

IPA's should be extended to universities only after
Government review of the adequacy of their technology
transfer capability. The Subcommittee concluded that
public interest is better served by a deferred alloca­
tion policy in situations where the university has not
initiated a technology transfer program."
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regard for t.omo r r ow -- I would have grave difficulty in unde r s t.anc ruq
how even the Loude s t; clamor for such an approach could enlist the
attention or support of such a group as this, or indeed of any
thoughtful citizen.

I think we can aU. agree that a public raid on a bake shop
might satisfy the immediate hunger of those directly involved.
But if that were the norm, and sanctioned by law, who wou Ld
become a baker? Who wouLd supply the bread we all will need
tornorrovl? 'l'h i.s is that kind of an issue.

No, I don't find in "consumerism" however the term is
used any reason to support or adopt compulsory licensing.

Other IlRemedies ll

Let it be remembered too -- as these questions of pUblic
interest. keep recurring, -- that we always have available other
means than compulsory licensing to protect the pUblic interest in
special cases, if the need should ever arise. The equity power
of the courts to withhold injunctive relief, for example, was
invoked in Milwaukee v. Activated Sludge. There is the right
of eminent domaI~And there is the powerful force of public
opinion.

Conclusion

As I have said, I believe our patent system is sound in
principle, and morally right. I believe that compulsory licensing
i::; unsound in p r i.ncLpLe 1 and YL10i:dlly wxu!'!·S.

I believe that our patent system promotes technological
progress, and that compulsory licensing would retard it.

I am, and have been, opposed to compulsory 'licensing. 'I'he
Department of Commerce is, and has been opposed 'to it, too.

Nowadays, as I have indicated, there seems to be mounting
pressure on the part of some -mostly outside our profession -
to change our law so as to embrace compulsory licel1sing~ There
seems also to be a growing disposition - on the part of some
within our profession - to make some concessions in that
direction -- not so much as a matter of principle, but on the
grounds of expediency. The gener"l thought seems to be that it's
better to be flexible and bend a little, than to 'be rigid and
br.eak r that by coming up ,,,ith some reasonable proposal of our
o~~, we can perhaps head off h~ving a worse one imposed upon US.

\
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Of courso , auppre s s i on is only one of tho argument-.s advanocd
in favor of compulsory liconsing. For tho most part, otherargu­
morrt s arc based, in one way or ano.t.ho r , on the genoral notion that
it would be in tho "public Lnt.c r o s t." -- wha t.cve r that may mean.

- "High Pricos"

I suspect that one of tho ideas this involves is that the
patentee's exclusive right permits him to chargo prices that aro
"too high." (Do you remember the recent American Photocopy d e o i.s ion
based on this concopt -- holding that "excessive" royalty rates
amounted to an anti-trust violation?) I must confess that I see
very little merit in this approach.

Who is to say "hat's too high a price, unless it be the
public? And if the asking price is in fact more than the traffic
will bear, who is hurt but the patentee who is so unwise as to
price himself out of the market?

In
market.
pay.

the first place; this is still a free country, \Vith a froB
No one is compelled to buy at a price he is unwilling to

What is more, it should not be overlooked, in all of this,
that this question a r i scs only in terms of who. tis new and
patented. Suppose vie did have compulsory licensing, and that as
a result of its negative influence, VIe did not have the invention
covered by a patent. We would certainly, then, have no problem"
of price to concern us at all! But that kind of solution has little
~ppeal. It seems rather like chopping off one r ? head to cure a
headache.

After all, it does require a strong profit incentive to
justify expensive. and risky research. If it is to continue, the
profit return on the inventions which are successful must carry
the losses on those that fail.

No, I don't think that talk about "profiteoring" can make
out a case for compulsory licensing.

- The "Special" Case of Drugs

HOVl about tho allegedly special needs and problems in the
field of pubLi,c health,· as another a spcc t; ot" the. "public intorest"
approach? Compulsory liconsing has often been vigorously proposed
with re~pectto drugs, for example, in the name of the "pUblic
interest. "
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product or a new process, his competitor is under pressure to
come up with another, and still better, invention. 'rhis is what
the late JUdge Evans ot the Seventh Circuit Court of Appeals has
called "the patent system working at its best."

With a broad system of compulsory licensing in force, that
compulsion would no longer obtain. If a man patented an invention
which his competitor wanted to use, that competitor wouldn't
have to invent something better; he would, instead merely apply
for a license. Competitive research would suffer; and technological
progress would suffer. For many would be content to simply sit
back and wait for others to make inventions, which they could then
use for thc asking. And in the end, of course, the pUblic would
suffer, if the philosophy and Lnt e nt, GO clearly set forth in our
Constitution Were frustrated in this way.

'rhe hopes and the ambitions stirred by the prospect of an
exclusive right are wha t vma ke the patent sys t em wo.rk . 'I'h i.s is
exactly what Abraham Lincoln meant when he said that our patent
system "added the fuel ofinter"st to the fire of genius." He r e
again, the insights of Dr. lVilson are right to the point:

"Whoever first conceived the notion of granting
an inventor a limited monopoly in return for
public disclosure of his invention had a br i Lf i.ant;
idea, because it takes advantage of the fact that
every inventor tends r.o over-value his OI'm inven­
tion; and no reasonable cash sum would encourage
him as much as the thought of being able to
cont.ro). his O'tTl1 i~vC?nti.O!1 for 17 ye a.r s ,

"Furthermore," he said, "it is difficult to think
of a fairer method of reward, because its magnitude
is largely dependent on how important his inven­
~ionturns out to be and on his intelligence in
handling his patent."

It seems clear beyond question, to me, that compulsory
licensillg would impair, and largely destroy, that kind of incentive.

Critical Fields of 'rechnology

Some have proposed that we have some form of compulsory
licensing in particular and selected fields of technology. If
we did, it would secm logical tome to apply it only to the
fields in which thc need for tcchnological, prOgress is least
critical -- and not to the fields where such progl:csS is mo s t;

important.
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On this basis it is sometimes argued that since they arc
seldom invoked, compulsory licensing laws· have little practical
effect. Their presence on the books is said to have an overall
effect which is not harmful, and perhaps even salutary.

Even where compulsory licensing laHs are seldom or never
invoked, however, it is reasonable to assume that their presence
nevertheless has some significant impact bn the patent system.
For undoubtedly, in many such cases, patent owners negotiate
licenses that they would otherwise refuse, since they have no
choice but to recognize the threat of a compulsory license hanging
over them. And this decreases the value of the patent.

Whatever the factors that may account; for the practices of
other nations, I think 'cle must consider the issue in terms of
our own situation in tl,'::- wor Ld economic community.

Despite the technological resurgence of Japan and Western
Europe, we still hold a position of leadership in science and
technology. And we obtain greater benefits from having a strong
patent system than countries which are largely dependent on
others for new technology -- for example, Canada, where most
patent applications are filed from abroad.

Even apare from this difference in our situation,however,
there is still no reason for us to believe that other countries
understand better than \'!C do the nature and effectiveness of the
piltent incentive. Their broad compul s ory licensing laws may be a
mistake. In fact, I have heard that there is some sentiment in
the Un i, t.ed Kingdom for ohanq.i.nq t!;.e compu Lsory licer..-sir..g s t c t.ut.c,

Clearly, we s hou Ld not simply imitate the practice of other
countries, but should consider how compulsory licensing would
affect the incentives provided by our own patent system.

Royalties

One of the greatest problems with compulsory licensing is
coming up with criteria for set-ting the amount of royal ties.
Conceivably, objections to compulsory licensing might not be so
great if some \"lay could pe found to guarantee to the patent OViner
the same financial benefit he \"lould have enjoyed on an exclusive
basis. It seems to me, however , that this approaches the
impgssible.

Dr. Robert E. \Vilson -- for many years Chairman of Standard
Oil Company (Indiana) and Lat.c r a member of the Atomic Energy
Commission -- once had this to say apout compulsory licensing:
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Importance of Patent Incentives

What do I think illJout compulsory Liocn s Lnq ? Simply this, in
brief: I ilm opposed to any type of compulsory licensing which_
would dilute the incentives for invention, innovation and investment
provided by the piltent system.

I take this view because, ilS I have said many times recently,
I think thilt our patent system, as it stilnCls, is sound in principle,
morally right and very important. It lies at the very foundation
of our entire economic and industriill structure. It is largely
responsible for the prosperity we have known in this country.

It is probably more important now t.han ever before -­
because we need todo.y, morc tha.n ever before, the incentives that
the patent system provides -- to speed up our technological pro­
gress, increase our productivity, strengthen our economy, ~nd

improve our world trade position and international competitive
muscle. And we need it to help us solve critical problems
affecting the health, safety and welfare of our people.

Importance of Exclusivity

The Constitution itself empowers Congress to.grant exclusive
rights "to promote the progress of the useful arts, by sec0ring
to inventors the exclusive right to their .•• discoveries."

What compulsory licensing amounts to, of course, is elimination
of the exclusiVity which the present patent grant affords.

It precludes the patentee's op-tion to practice his invention
on an exclusive basis. It not only permits its use by others;
it also sets the terms of license on a basis beyond the control
or consent of the patentee.

There is thus a substantial loss of the incentive to invent,
and to invest and risk the money and effort essential to the
commercialization of neVi ideas.

To bring about indusj::rial progress, such incentives are
needed -- they are in fact, indispensable for by definition,
incentive is what makes men want to work, to risk, and to do
whatever else is needed to get ahead.

Compulsory Licensing Abroad

Yet there are those who favor compulsory liconsing. One
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CONSTITUTIONAL CONSIDERATIONS

We also question the constitutional validity of compulsory licensing.
Although the Congress may limit the term of the patent grant, or decline to
exercise its powers to promote the progress of science and useful arts, it
may not dilute "the exclusive rights" during the pendency of the patent.
Further the Fifth Amendment provides that a person may not be deprived of
property without due process of law. Many compulsory licensing proposals
are based upon a forced taking for the benefit of private parties of vested
property rights. This taking for private enrichment cannot be equated to
a taking for eminent domain purposes. Finally, any compulsory licensing measure
restricted to certain industries would deprive those in that industry of equal
protection under the law in the taking of private property for private use.

CONCLUSION

For the reasons stated above, PMA recommends that ERDA, in its report
to the President, not support statutory compulsory licensing for energy related
patents. Statutory compulsory licensing is inappropriate in the United States
as either a general proposition or for specific areas of technology. In our
view one of the cOncerns of the legislature in enacting the 1974 Nonnuclear
Energy Research and Development Act was the possibility that a privately
developed major innovation in the energy field would be patented and restrict­
ed from optimum utilization by the patentee or his voluntary licensees to the
detriment of the public. If such a situation should arise, and we doubt that
it will, any abuses of the patent grant or any detriment to the public interest
can be promptly remedied through the judicial system. Certainly, the research
incentives provided by the United States patent system should not be eliminated
in order to guard against the possibility of later abuse. To do so could well
result in the failure to generate the innovative technology through private
research which is necessary to meet this nation's needs.

We appreciate the opportunity given to provide comments on this
very important subj ecr ,

Respectfully submitted,

Enclosure
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SuPPRESSION OF PATENTED TECHNOLOGY

The portion of the Conference Report discussing the study to be
prepared by ERDA for the President indicates that the ERDA report should
contain empirical data and should analyze the effect on research and develop­
ment activity of existing legislative and judicial mandatory licensing pro­
visions. One of the reasons proferred in support of the need for statutory
compulsory licensing is that the patent system has resulted in "suppression"
of great advances in the arts. Thus if compulsory licensing were provided
for in the United States,many patented inventions would be commercialized
to the benefit of the public. To our knowledge no empirical data exists to
demonstrate that "suppxessdon" has in fact occurred. It Ls extremely
improbable that there has been any such suppression since the teachings of
the patent are publicly known ar the time the patent is issued and any party
can commercialize the patented subject matter at the time of patent expiration.
Those who allege suppression should be required to offer some specific instances.
Compulsory licensing requirements can only result in a greater threat of suppres­
sion since, by eliminating the exclusive nature of the patent grant, innovators
would consider the possibility of trade secret protection rather than patent
protection.

FOREIGN EXPERIENCE

An additional argument offered by those favoring compulsory licen­
sing in the United States is that it is desirable to conform our patent laws
with those of the great majority of foreign countries. The patent laws of
many countries, both developed and developing,do include provisions for com­
pulsory licensing in identified instances. However, the United States is the
most productive and innovative country in the world and we should not model
our laws after those of less innovative countries. The best interests of
United States citizens would be ill served if our laws on the right of free
speech, privacy, labor-management relations, and many other areas, were modeled
after foreign laws. Revising our patent laws to conform to the laws of other
countries simply invites the stifling of technological progress. The only
predictable result would be that this country will recede to the innovate
levels of those we imitate.

Statutory compulsory licensing in foreign countries is designed
principally to minimize foreign exploitation of the domestic patent system.
Many foreign countries do provide that the patent must be licensed after a
certain number of years if the invention is being "abused" and is not being
practiced locally, that is in the event of non-working. It must· be noted,
however, that only in the United States and Japan are more patents granted to
nationals than to foreign interests. In Canada, 95% of the patents are grant­
ed to foreigners, in the United Kingdom, 75%. This contrasts to the United
States where fewer than 30% of the patents are granted to foreigners. For
this reason alone, the experience and statutory requirements for compulsory
licensing in foreign countries are simply not pertinent to the U.S. patent
system.
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patent owner to forego the injunctive remedy provided by Title 35 of U.S.
Code against the infringement acts of another." Compulsory patent licen-
sing in many instances is essentially a taking, by statute, of the vested
property rights of one private party to the enrichment of another private
party. In the past several years there have been federal bills introduced
to provide for the compulsory licensing of pharmaceutical patents. In this
Congress, S. 1312 (Senator Nelson), H.R. 855 (Representative Price),H.R. 1003
and H.R. 1004 (Representative Rosenthal) and H.R. 3988 (Representative Oberstar)
are directed toward compulsory licensing of pharmaceutical patents. These bills,
if enacted, would curtail patent protection for pharmaceuticals rather than
merely cause the foregoing of injunctive remedies. S. 814 (Senator Hart) is
a pending general compulsory licensing measure which would also severely· limit
effective patent protection in many areas of technology.

CURRENT FEDERAL LAW

To a very limited extent, mandatory licensing currently exists in
federal law. 42 U.S.C. 1857 (h) (6) provides for mandatory licensing of
patented technology coan applicant, if that applicant can establish an
inability to meet federal clean air standards without access, bya forced
license, to the patented subject matter. This provision was enacted without
the benefit of a Congressional hearing and was strongly opposed by the United
States Department of Commerce. It is extremely doubtful that this section of
the Clean Air Act will ever be invoked since a patent holder would undoubtly
recognize, whether or not there was a statute, that the federal courts would
not enjoin a party from utilizing essential patented techoology, upon payment
of a reasonable royalty, if in fact it has been clearly established that access
to that technology is necessary to meet federal pollution standards. The
statute is of no practical value in achieving a pollution free environment.
We urge that ERDA not recommend a similar measure in the energy field.

The 1954 Atomic Energy Act provides that a person may apply for a
non-exclusive patent license which may be granted by the AEC to the extent
that the use of an invention is of primary importance to the conduct of AEC­
authorized activities. The license applicant must sbow the extent to which
failure to obtain .such a license will prejudice the specifically approved
AEC activities. This is essentially an eminent domain provision which was
considered necessary at the time atomic energy was partially released to the
private sector from strict government monopoly. The compulsory licensing
provisions of the Atomic Energy Act are essentially the· taking 'of private
patent rights for government authorized use.

INCENTIVES OF THE U.S. PATENT SYSTEM

The study being undertaken by ERDA is to investigate the desirability
of mandatory licensing to carry out the purpose of the 1974 Energy Act, which
is the optimum commercial utilization of all efficient energy sources. It
is the PMA' s strong recommendation that the ERDA study not recommend compulsory
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7. Reporting of SUbcontractor Inventions .- As to subcon­
tracts, our meiilbers feel that there are two major problems:

(1) The contracting officer seeminqly may in his
discretion allow (or direct?) inventions ofa subcon­
tractor to be furnished to ERDA through a prime contractor.
This is not a wise policy and subcontractors can be ex­
pected to seriously oppose it.

(2) A requirement. that a prime contractor identify
and report t9 ERDA all subject inventions o~ a subcon­
tractor of which it acquires knowledge in the perfor­
mance of. a contract putS the contraotor. in an oft.en­
timesembarr;lssing position and opens up potential
for disagreement in an ;lreawhich demands good working
relationlihips.Misunderstandingsor disagreetll~nts as
to "hat constitutes asubjElct .. inv8fltion, .the extent of
material .to be inc,"uded 1-11 suoh a r19portandthe li,ke,
;!.r19.only two·of tbeareas which Ooull1.t;>e 19xpec1;ed to
contribute to dissatisf;lotion from this claus19. We
submit that it is far better to allow, and in fact
require, subcontraotors to reportllubject inventions
directly to the. contracting officer~ .

8. p'oreiqpRights .: The olal1se provid~s that EWA.lnay r.quire
licenlles to.be granted to "respon.sible appli(lants" (inclucUn<}
c()lllpetitors).inthose !nstances wherj! waiv.rsrnay have been
Obtained, if the Adrninistratoror his d19si<Jne. dete;11\ines
that "such foreign Patent ri<}hts. have. tl9nde.11 to supstan­
tia11y. lessen .c.OJ!Ipetition or to result in. \Ulciuei¥rket
concentratioJ'l .in any secti,onof ~e ~nite4i StlltesJ,n any
line of· cOl\llt\flX'ce towhichthe.tlitclu1ol09Y.relates."·. This
is .a serious determination in an. area. hfi!ret9fo.re. addressed
by the courts or the. Fed~al ';rnde Col\lll\lssion, -. an(1to rele­
qate1t to .one p~ more peop,"e in ERDA is undesirable.

9. Waivers - The waiver provislonstake up a c6nSic1e~ab1e
percentage of the total sU1l\ of the Patent Riqhts olause
and are considered to be exceedj,ngly C01IlPlex, diffiQPlt to
adminis.ter, $J1d stacked against contra(ltors.ltis diffi­
oult to .oonceive hq,r .anyGOve~t el1Iployee would interpret
these "dver critl9ria infavo~.of taking the. responsibility
and risk ofqrantin<}. a waiver .. to a col1~acto~.•.. The time .to
~are~equestsforWaiver,inclUdingall thed1ve~.e facts

t iiiICjJht persuade GovernJllent personnel of the lI\JIIrits of
a contraotor's position, togethe~ with the time to ¥roceu
aucharequest a<}a1nst the .tim.e p~essures whlchwou~ .
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the fact that ERDA is perpetuating the Government-talle-
Utle philosophy whioh industry has objeoted to so stren­
uously over the years. We believe that studies and ex­
perience have shown that specific inventions developed
under DoD contraots have not, because of their very nature,
enjoyed ready adaptability to the market place -- and thus
patent rights have been less than oritical. However, as
$RDA moves into supporting the development of inventions
in areas more directly related to Everyman's standard of
living, patent riqhts as incentives to draw forth creativity,
and to substantiate the investment of further money and
technoloqy to adapt and market the inventions, wil1!>e
severely restrained by the proposed regulations. '!'his of
course is contrary to the intent of the Gover1'lJll8nt and will
constitute a severe disincentive in both of these important
areas. It is appropriate to r~d ourselves that patent
rights support risk investments which result in jobs for
people, and taxes for the Gover1'lJll8nt. However, these
investments will not be made in large measure if the
GoVernment attempts to license the inventions since
supporting technoloqy antS enthusiasm of the inventor and
his colleagues will not be available as they would with
a private company's product Or :J.icenlli~g prO<JrUl. Histor­
ica],ly, the Government' 1I increaSin'1. portfOlio (now con­
sisting of thousands of patents) has not been qreatly
'!1tilized as a base for new products. AlSO,llllowing con­
tractors to retain title has not resulted in a concentration
of economic power. This will be ellpecially true with ERDA
contracts becaus. its. primes will be diveX'se and the sub­
contractors with whernthey must deal will be from a broad
base of industry. To those who would cry • subsidy· it the
Gover1'lJll8nt allows title to be re~ined by the inventing
company, we believe that the response is the Government
could not pick a more crucial and important area in which
to utilize subsidies as an incentive. We believe it: much
more important to subsidize creativity and product develop­
llIent than IlIllny other areas in which subsidies have pro­
liferated. It would seem impor1:ant to recoqn1l1e that
the .Government would receivepos"ibly 50 percent of profits
from industrial utilillation of invention. if title were
re1:ained by indu.try and would realize only around 2 to 3
percent of sales if it attempted to grant X'oyalty-bearing
licenses in spite of the above-mentioned obstacles.

:3. Background Patent RiG1:S - You are aware tha1: this
has Seen a sore point: w!~ Industry for years. We believe
it to be inequltablefor the GQvernll\tlnt to obqin, at no
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commitment and one whose direction is not easy to change. If Olin were
to involve its R&D group in an ERDA program, it would have to be
either one close to its present business or one where it could see a
long term growth opportunity.

In either case commercial development of the outcome of the research would
be the primary ,motivating force not a research grant. What ERDA funds
can do is reduce the potential penalty of undertaking work in areas with
low probability of success.

The real reward, derived from R&D, is not the knowledge or patents
gained, but a chance to commercialize a new product or process, or
improvements of existing ones. The diagram below shows a 'concept of the
financial commitment involved in various stages of development of a new
industrial product.

+

R&D

109876

Product,,
ization 1

:

5432

:
:Market
~eve1opm,,,,,,,,,

1oo
Cumulative
Investment
or income

It indicates that R&D is only a part of the commitment required if a product
is to reach the marketplace. Continued investment must be made in market
development, _construction of manufacturing facilities and building of a
customer service organization. .It may be more than ten years before such
expenditures are recovered, without allowance for~eturn on investment.
Judicious management practice dictates that before we undertake such a
commitment we obtain the protection offered by patents.

The reluctance to become involved in these efforts is increased by the
proposed policy on background patents. As suggested earlier, the areas
in which Olin would have most interest are those closest to its area of
expertise. Since it holds patents, which support its existing business,
in these areas, forced licensing of background patents could prohibit its
involvement in such activities.

For the same reason we view the concept of mandatory licensing with alarm.
The patents we hold were obtained by us at great expense and are the foun­
dation for a large investment. Further, we have an active licensing program
through which we obtain access to patents of others and permit limited use
of our patents. It is our opinion that there are few, if any, ideas of
couunercial value which are not being developed because of patent interference
There is, therefore, no need for mandatory licensing legislation.
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I am particularly concerned with part 9-9.107-5 (f), Pubti-.
cation, of the Proposed Policy and Procedures which were printed
in the Federal Register, October 15, 1975. This paragraph re­
quires that any publication of scientific or technological
achievement made under a contract or grant from ERDA would have
to receive prior approval by the ERDA patent counsel. To re­
strict a university faculty member from publishing his·scholarl.y
works is contrary to university policy of free and open dissemi­
nation of knowledge. I trust that a way will be found to
eliminate this restraint on the faculty member.

I enjoyed meeting with you last week and I look forward. to
a continued association with you.

S.i ncerely, ."

1l~9!l~
Rolin F. Barrett
Assistant Dean

RFB:mg
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Dr. Robert C. Searnens, Jr.
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U.S. Energy Research and

Development Administration
Washington, D. C. 20545
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Dear Dr. Seamens:
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ment Administration is to hold hearings on the
subject of the patent process on November 18
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Cities holds no official position on this
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hearing record the Milwaukee Common Council
resolution relative to mandatory licensing of
patent rights.

We would greatly appreciate your complying with
the City's request by including the enclosed
resolution in the record. We would also appre­
ciate receiving a copy of the record once it is
compiled in its final form. Thank you very
much for your attentiveness in this matter.

Sincerely,

1~;1 -:7
~/~
Alan Beals
Executive Vice President
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is stymied and the public suffers. Undoubtedly, an ERDA
mandatory licensing policy will'limit the number of companies
willing to make commitments in energy research and development.

A showing of the need for mandatory licensing does not exist.
Although several present Federal statutes have such provisions
in specific technical areas, mandatory licenses have seldom
been requested, presumably because there is no real need. On
the other hand, the mere presence of these laws on the books
has had a significant adverse impact on the incentives provided
by the patent system.

Protection of the public interest has been suggested as the
justification for mandatory licensing. Such concern is unneces­
sary. The judiciary has been active in protecting the public
welfare and interest in appropriate cases. Also, mandatory
licensing of patents has been ordered in antitrust cases where
it is necessary to reestablish competition. Rather than have
a mandatory licensing law to allay the intellectual fears and
fantasies of a few, reliance should be placed on the Federal
Judiciary to exercise its broad discretionary powers in those
few instances where it might be justified.

The proposed patent regulations of ERDA contain mandatory licens­
ing provisions of varying scope. For example, in paragraph
(c)(4)(iv) of the Patent Rights Clause, Sec. 9-9.107-5, the con­
tractor obtaining foreign patents at his own expense may have
to license others under certain conditions; in paragraph (k) of
the Patent Rights Clause, Sec. 9-9.107-5, the contractor must
agree to license the Government as well as any other responsible
parties under background patents of the contractor in certain
situations; in paragraphs (i)(9) and (11) of Sec. 9-9.109-6, a
contractor receiving patent rights under a waiver must agree to
license others in certain instances; and in paragraphs (e)(4)
and (5) of Sec. 9-9.202-3, the Government and other parties may
be granted rights to the background proprietary data of the
contractor.
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The massive Government-sponsored research conducted
under the Rubber Act of 1948 provides a lesson that we have
been too quick to forget. At the conclusion of that program,
Professor Robert A. Solo, among others, was commissioned by
the Subcommittee on Patents, Trademarks, and Copyrights of
the Senate Judiciary Committee to appraise the results of
the program. The report was published in 1959 under the
title, "Synthetic Rubber: A Case Study in Technological
Development Under Government Direction."

The Solo report concluded that the Government
funds expended had resulted in a net loss because it deterred
private incentive. He found that the only significant
research advances during the period of Government involvement
came from those companies which operated outside of the
program.

The point of these background statements is that
I believe the patent policy currently proposed by the ERDA
will work the same results in deterring private incentive
as did the Rubber Act of 1948. No reasonable person can
argue that the Government should not get full return for
every dollar it spends on research, but the proposed policy
goes far beyond that in securing rights "in the public
interest" of such broad, yet vague scope that in my opinion
anyone who has substantial background technology and who
intends to conduct private research concurrently with
Government-sponsored research in even remotely similar
fields is risking the loss of his private intellectual
property rights by accepting any Government research funds.
If I am right, then the Government ultimately will either
get the lesser qualified to conduct its research or those
qualified researchers who do accept Government funds will
avoid spending any private funds in the particular field,
leaving the Government with the burden of financing all
research conducted. Neither result is in the public interest.

The proposed provisions with respect to leaving
foreign or domestic rights with the contractor (which rights
can later be rescinded) and the provision with respect to
the licensing of background patents, trade secrets or
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with substantial experience in the field to participate in
a government-sponsored energy research project. In short,
those companies with the greatest capability to participate
in research sponsored by ERDA would be discouraged from
doing so.

No practical need has been shown for mandatory licensing
provisions. present government patent policy provides ample
safeguards to ensure that the product of government-sponsored
research becomes available to the pUblic without, at the same
time, jeopardizing the contractor's privately funded work
that qualified him as a desirable participant in the first
place.

Subsection 113(c) of S. 1283 (93rd Congress), as passed
by the Senate (but removed from the bill in conference),
would have authorized the ERDA Administrator to require
anyone, including a nonparticipant in joint government­
industry research products, to license his patents covering
energy-related technology. It is our view that such
confiscation of rights would defeat the intended purpose
of the constitutional provision for a patent system. It
would, we believe, deter private industry from investing
capital in energy research and be counter-productive to the
basic objectives of en~rgy research legislation.

We appreciate the opportunity to present these views
and request that'they be considered by the interagency
task force assigned to study the Federal patent policies
affecting ERDA's programs.

Sincerely,

~rY0Jj .
w.;p. D~
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in energy research. To this end, a patent policy which would
provide a flexible approach to the ownership of patents
developed under government research contracts would be highly
desirable. In like manner, this patent policy should permit
the Administrator to grant exclusive or partially exclusive
licenses in energy inventions to which title is vested in
the United States under reasonable conditions.

section 9(c) of the Federal Nonnuclear Energy Research
and Development Act of 1974 (P.L. 93-577) authorizes the
Administrator to waive "all or any part of the rights of the
United States with respect to any invention or class of
inventions made or which may be made by any person or class
of persons in the course of or under any contract of the
Administration if he determines that the interests of the
united States and the general pUblic will best be served by
such waiver." We wholeheartedly support this provision as
an example of the type of incentive that is necessary to
attract the participation of companies with substantial
qualifications to perform energy research work.

In order to permit more flexibility with respect to the
ownership of patents growing out of government-sponsored
research and the licensing of government patents, we belieVe
that certain changes in section 9 of the Federal Nonnuclear
Energy Research and Development Act<of 1974 are desirable.

Subsection 9(d) (10) requires the Administrator to consider,
in determining whether a waiver to the contractor at .the time
of contracting will best serve the interests of the United
States and the general public, "the likely effect of the waiver
on competition and market concentration."

Subsection 9(g) (2), which permits the Administrator to
grant exclusive or partially exclusive licenses in an invention
to which title is vested in the united Stat:.es, provides that "the
Administrator shall not grant sUch exclusive or partially exclusive
license if he determines that the grant of such license will
tend substantially to lessen competition or result in undue
concentration in any section of the country in any line of
commerce to which the technology to be licensed relates."

In our opinion these determinations under subsections
9(d) (10) and 9(g) (2) would be difficult to arrive at, would
be burdensome and time-consuming to the Administrator, and
would complicate and delay the waiver of patent rights or
the granting of licenses.
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Mr. Kenneth L. Cage
Office of the General Counsel
U.S. Energy Research and Development

Administration

November 11, 1975

not be commercialized. It is therefore urged that legislation
requiring mandatory licensing of energy-related patents is not
needed to carry out the purposes of the Federal Nonnuclear Energy
Research and Development Act of 1974.

Sincerely yours,

e-~ -r:·'I~

Edwin T. Yates, Ph.D.
Patent Management Officer

ETY:py
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Debate over Mandatory Licensing

Mandatory licensing was a major item of debate. at Committee

hearings. 7 One .of the major objections to mandatory licensing

\laS that it would undermine the patent system and .the incentive

for research. In a statement before a Congressional subcommittee,

Betsy Ancker-Johnson, Ph. D., Assistant Secretary for Science.

and Technology, Department of Conunerce, felt that mandatory

licensing would be anticompetitive,
>

"with the possibility that a firm wishing to
participate in the energy field can merely wait
and take advantage of its competitors' success­
ful research and development activities, fewer
firms are going to' unde~take an active R&D
program ~i~h the risk and uncertainties involved.
Without compulsory licensing, firms would
recogriize.not only the desirability of being
first with the development and marketing of new
~nergy sources, they would also be encouraged
to invent alternatives to compete with energy
sources developed and patented by their compe,..
titors.,,8 .

Proponents, however, did not feel this was necessarily

so. Thomas E. Kauper,. Assistant Attorney General, Antitrust

Division, Department of Justice, in a statement before the same

subcommittee hearing, cited a letter from the Environmental

Protection Agency in which the EPA found "no cutback in air

pollution control research" as a result of section 308. Testi-

fying on behalf of the Justice Department, Mr. Kauper further

stated that a mandatory licensing provision similar to those

in H.R. 11856 and H.R.· 11857 is neces~ary, and without them

"A private patent holder could ·inte.rfere with the purposes and

objectives of these proposed energy bills--which are the

112.
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this Act, as with other f eder-a.L'Ly sponsored research and develop­

ment efforts, is to stimulate private industry r-e s ear-ch in an

area which is vital to the public interest. The need for govern-

ment stimulation of private research is especially important in

the area of energy conservation technology. Such technology only

becomes useful vlhen it can be manufactured at a cost whLch the

general public can afford.

Section 9 of the Act deals with two types of patents.

The first involves inventions arising from government sponsored

research. Through federal contracts the Federal Nonnuclear

Energy Research and Development Act of 197~'provides for the

awarding of government contracts for the research and development

of energy technology. While the rights to an invention, developed

with the aid of funds from this Act,are considered United States

property, the Administrator is per·.ni tted to waive all or part of

the rights of th¢ United States to such an invention. The

Administrator's determination to waive such rights, thereby per-

mitting the private research company to hold all or part of the

patent rights, must be based on several objectives; two of which

are 1) promoting commercial utilization of such inventions; and

2) fostering. competition and preventing undue market concentra­

tion inconsistent with the antitrust Laws,

The second type of patents dealt ,<ith' are those arising

from non-government sponsored rese~rch. Section 9(n) directs

that a study be made of mandatory licensing:

"\'li thin hlelve months after the date of the
enactment of this Act [December 197~J, the
Administrator with the participation of the

-
110.
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court that: 1) use of the patent 'is necessary to meet auto

emission standards .set by the pr-ovisions of the Act; 2) the

patent' is not otherw.i s e available to potential licensees; 3)

no reasonable alter-native means of achieving these reduced levels

exist; and 4) to deny such licensing would promote a lessening

of competition. u 2 If these conditions existed the court could

require mandatory licensing on reasone.ble terms. However-, .to

date, it has not been necessary to resort to this mandatory

licensing provision in the Clean Air Act due to the absence of

complaints.

·Rece~t. Legislation Affecting Patents and Energy Conservation

Due to the complicated nature of patents, gover-nmerrt policy

is equally complex and designed to give federal officials the

necessary discretion in dealing with

Both Presidential patent policy3 and

individual circumstances.
, ,4

patent clauses ~n govern-

ment contracts allow federal officials discretion in negotiating

what patent rights the contr-actingagencyhas and what patent

rights the recipient of the contr-act may retain. Ther-e is no one

specific patent pOlicy of the federal government; it varies from

department to department. Howeve~, since January 19, 1975, a

new federal agency, the Energy Research Development Administration,

has attempted to coordinate policy relative to energy technology

development.

The United. States recently under-took a major reorganiza­

tion of govez-nmerrta l agencies to pnomote rener-gy research arid

coordinate energy ,policy. The Energy Reorganization Act of 1974

108.
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injunction due to the possible adverse effect upon the public

welfare if the injunction were granted. Two cases will serve

as examples here. First, in City of Milwaukee v. Activated

Sludge, Inc., 69 F.2d 577, (7th cir. 19311) the City infringed

on particular patent rights for sew",ge purification (specifically

the treatment of sewage by aeration). The Circuit Court of

Appeals held that monetary relief should be granted but injunc-

tive relief should not be granted. In the opinion of the court,

If ••• if, however, the .injuhction or-der-ed by the
trial court is made permanent in this case, it
would close the sewage'plant, leaving the entire
community without any means for the disposal of
raw sewage other than running it into Lake
.Michigan, thereby pOlluting its waters and
endangering the health and lives of that and
other adjoining communities •••• "

A second case, Vitamin Technologists v. Wisconsin Alumni Research

Foundation 1116 F.2d 9111, (9th cir. lS411) involved a patented

process for prOducing Vitamin D in dietary substances by expos­

ing them to the ultra violet rays of the spectrum. Vitamin D·

is very important in reducing rickets in mammals and, in parti­

cular, human beings. Irradiation of oleomargarine is therefore

highly desirable in that a large number of consumers of oleo-

margarine are "poor" and it is they I~ho usually suffer from

.rickets. The court held that. a license to use this irradiation

process should not be denied to a manufacturer of oleomargarine.
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On the average, 22 months are required to grant a patent.

Patents relating to energy conservation require only 6-8 months

to gain approval. During this period of application the patent

office reviews previous patents to make certain that the applicant's

invention is novel. While the application is being considered the

information contained in it is held confidential. If the appli­

catlon is approved and a patent is granted, then the process

necessary to manufacture the invention becomes public information

and can be purchased from the patent office for fifty cents. The

patent specification must provide a description of the invention

sufficient to teach a person skilled in the field of the invention

to make and use it. However,' know-how, trade secrets, or short-

cuts necessary to produce an invention efficiently and at a com-

petitive price can remain secret and do not necessarily have to

be included in the patent application.
I

The patent office may refuse to grant a patent-if the public

disclosure of the invention might be detrimental to the national

security. This determination is based on reports from the Atomic

Energy Commission <which has now been abolished), the Defense

Department, and any other department or agency designated by the

President as a defense agency.

Patent Rights Versus "Public Interest"·

The federal government has the means to prevent gross

misuse of patent rights in instances where the rights granted to

a paten~ Lolder would do great harm to the public welfare. Four

means of governmental action are: 1) emiment domain; 2) refusing
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mandatory licensing provision was included in Section 308 of

the Clean Air Act of 1970 (Public Law 91-604). This Section

provides that a patent holder could be required to license

other responsible parties if the Attorney General certified

to a United States District Court that the use of a particular

patent is the only means available to meet auto emission

standards set by the Act, and that to deny such licensing

would lessen competition in this vital area. Upon certifi­

cation that such conditions exist, the court could require

mandatory licensing on reasonable terms. This mandatory

licensing provision has not been used, however.

The City of Milwaukee recognizes that patents are an

important part of this country's economy in that patent

rights provide an inventor with an incentive to engage in

research and development. However, due to the energy crisis

and the consequent need for energy conserving invent.ions,

the Common Council of the City of Milwaukee has gone on

record (by means of resolution file number 74-2114) in

support of mandatory licensing of patent rights as one

option for making energy conservation technOlogy available

to the general public.

DU:gm
12/5/75
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SCIENCE AND TECHNOLOGY
CALLS FOR ACTlON ­
PROJECT INDEPENDENCE 1980*

Like damming a river
~Which threatens to overflow
Our energy problem growing bigger
Beeds all efforts, all we know!

We muSt "pass the sand bags"
In jointly operated lines
We can't tolerate big lags
Por these.are unusual times!

We should take a global· view ~

To meet head on our needs
To save U.S.A.~ for me and you-­
Then get back to· our greeds!

I say "let us have legislation"
To clear away the barriers
To cooperation withiriour nation
~o free for action our knowledge carriers •.

;Po L.Gomory
12/16/74 .

P.S.
.~ . .,.

*Seamans said even if we do all these things
at 4% increase/yr. 18,000,000 bb1s/day gap
by 1985!

INDUSTRY COLLABORATION IN
ENERGY R&D

Perspectives on the
Regulatory Setting

•WRITTEN DURING MEETING.
Dec8inber 16, 1974

•

I
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We
Can Be
Helpf"l,

B. KATZEN: A little over two year" ago I was
asked 'by a 'chemical engineer, whoIs-amember
of AIChE, and who heads up the Cincinnati Air
Pollution Board, to become a member .of the Air
Pollution Advisory Board of our city. I advisedbim
that if I did I would certainly be accused eventu­
ally ofconflict of interest, because J would, be, (or
the most part, industry's advocate. '.

Well, he went back to the mayor andthe.City
Council, and nevertheless, I' was invited to serve.
I've been on the Board two years out of a ;seven ­
year term, and they haven't firednieyet.

The open and direct approach is theanswerv be­
cause I have been in an adversary position with ,8
lawyer on the Board, which also has a chemist and,
a public member on it. Through open discussion I
believe I was influential in keeping the. City Coun­
cil from passing an ordinance that went far beyond
the federal, and state regulations and, in turn, our
efforts convinced the state not to go overboard.

So we can be helpful, we can be in an adversary
position in a constructive way, butwe must iden­
tify ourselves openly. Also, we must not be one­
sided. We must be fair.

Dept. In the conference, the House conferees were
split four to four- as to whether there should be
mandatory licensing of patents. The Senate con;'
ferees agreed to a provision which would establish
a 12~month study period. Yea or nay, will we have
compulsory licensing of patents? Anybody's pat­
ents? Your patents?

You can go commit your funds to research and
development and come up with a patent only to
find that your competitor who has a contract with
the government, or who is about to demonstrate
something, or make it commercial needs a right
under your patent. And then you are relegated to
the courts to fight for what the court will say, after
five or ten years of litigation, is a reasonable roy­
alty. Now this is avery specific problem, because
all of what we would like to do, in terms of in­
vention and innovation with respect to energy,
hinges on the patent policy provision, wherever

-R&D, or invention and innovation are concerned,

Patent
Policy Provisions

Are Critical

·.v'"·~""~~.~"'·~~'-E_w~a__ _ __ ~ .." _ __ ...
~~i~ "',,_u_ u'-

nality and technology can do the job, in the pursuit
of our own, let's say worthwhile and idealistic, ven­
tures.

PAUL GOMORY: I have worked on a series of
patent law revision bills with people in the Admin­
istration and on the Hill, none of which, so far, has
been signed into law. Still more recently, I worked
on the energy bills-S.1283, introduced by Senator
Jackson, which passed the Senate last December
7th, and HR 13565, sponsored by Representative
Udall, which has passed the House. These two bills,
have just been finished in conference.

The patent policy provision is in two sections,
one of which determines what shall be the policy
affecting a contractor's right to obtain an exclusive
or partially exclusive license.

Nowwe've talked about politics here and we've
talked about capital intensive industry, and we've
talked about R&D. If I were an R&D director, I
would want to know just what! would get out of it
for my company and my stockholders before I
wouldinvest capital in R&D, only to, see my' com­
petitor put into business. The patent policy that
wasadopted~asa Senate version, which was a
modification of a Hart/Long amendment to the
Jackson bill, 8;1283. In my opinion, the provision
which was adopted was extremely poor in terms of
incentive to a would-be contractor to come forth
to take a government 'contract, particularly .where
he would have to .invest his own .knowhow __andhis
own trade secrets.

The House- version which was offered was quite
good, quite acceptable. Howeverv in the. Office of
Management and Budget (OMB) we do not have
people who understand what goes on inside the cor­
porate structure when a contract isto be bid, OD.

SO in terms of what has been said here, which I
have found most interesting, I offer a very specific
comment;' Find out about ,the patent policy provi­
sions, arid take action accordingly, and anyone who
wants information on this can have it from me.

Now there is another thing that happened. There
was a move, again OD the part of the Senate, from
SenatorHart's office, to introduce compulsory li­
censing 'of patents, .technology including trade se­
crets, and so forth. The technology/ trade secret
part was defeated in the negotiations that went on
among staff and at OMB and in the Commerce

34 June 1975 CHEMICAL ENGINEERING PROGRESS (VoI.71.No.6)
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'PAUL LOUIS GOMORY

5609 OGDEN ROAD. WASHINGTON. D.C. 20016

January 22,1974

.;.;;,

, "".},h~ enclosing a copy of a letter and attachment which I h<lvetoday'ad­
,."dressed to each member of the Senate Finance Committee and the House Interior
'c' Committee.

,1-!r>Kenneth R. Cole
,Director, Domestic Council
White House

'. ~Iashington, D. C. 20500

HE: ENE R G Y

[. ,''',

:,: ",5.1283 - 'Jackson,as you know, was passed by the Senate' 82 to Don December'"
:7. :'S.2806 - Gravel will have hearings beginning January 23 - January 25 and
"January 28, January 29 before the Energy Subcommittee of the Senate Finance Corn-,
;mittee.

," ,';Ther~ are fu both of these bills, unf~rtunately, Patent Policy andl.landatory
'L1.censing provisions which work to defeat the purposes of 'the bill<, however-

, laudable. ' , ' ,;>

T"rt has been the stated pOlicy of the White House as expressed by¥Jr. Richard..'."
son, when he was head of HEW and dealing with the National Clean Air Amendments '
Act, of 1970, and also as in cor-respondence with your Mr. John Whittaker,that

,;compulsory patent lic,ensingprovisions are ,inimical to invention and innoyation -'
so sorely needed at this time! <,

",',; ',:l;' ~ enclosed'letter and the articie exp~in the viewpoint which I1o'~'
"'~tes with that of the White House.

'" ,.);! suggest steps be taken immediately to make known theWhi.te~ouse'~t~wsto;
'the'proper persons in the Congress •....

. ""

compliment 'you" end You!'
Nixon to carry on as I

'~5.•; ,

i~tter would be grossly incomplete if, I did not
on the tremendous job you are doing helping Hr.
should dol

PtG:mni '
P.S. This
associates
believe he

" .,' No doubt you are aware that even government patents hadbee~ offered;·for· .•.• ,
"exclusive license because inventions open to all of the public do not attract in":"
'vestment capital, i.e., time, funds and energy, for their commercialization or ,

:,production. I am aware that there is a recent court decision holding that such
::' licenses have been granted as a result of an improper procedure. However-, I am
"sure that this is a temporary setback only. .

,', Th8.nk yOu' for your kind attention' to this
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Congressman Olin Teague -8;' November 22, 1974

" •••we consider that the six months'study
and report provision of section 7 of B.R.
13565, as amended, presents a reasonable,
intelligent and forward looking solution.
the provisiori of six months' study by the
Administrator of ERDA of the patent policy
problem policy for ERDA without such study
and report would be most unwise."

Finally, I would urge the conferees to adopt the study
provision of B.R. 13565, sect~on 7, which was passed by the
Bouse with a strong vote.

As an alternative provision which provides immediate
guidance and which also .provides for public hearings favored
by the Bar.' I suggest that the provision endorsed by former
Commissioner· of Patents, .Edward J. Brenner. It reads,

"INTELLECTUAL PROPERTY"

"'Subject to the President's Memorandum of
August 23, 1971, the. Administrator shall hold
on-the-record public'hearings to receive
suggestions or proposals for regulations
applicable to intellectual property rights
affected by his operation. Upon considera­
tion of such suggestions or proposals the
Administrator shall then publish finalregula~

tiona .• II

On page "LYNX-2J't would insert after provisio~ "B" the
following subparagraph:

---(c) The level of experience of the contractor and the
:lnv~ntor or inventors---

because· it is an important measure of value.
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Congressman Olin Teague -6- November 22, 1974

Such words as "extent", p~ge 3 in (d), 1-4 and 8, and
"results" in (d) (8) introduce manifold difficulties which

-cannot be readily negotiated, nor determined, yet would be
binding on the administrator.

I say let's get on with the project! Let us work
under the rather successfullNASA type patent (intellec-
tual property) type of policy, if _ I must make a choice.

In conclusion I invi.te attention to the fact that the
American Patent Law Association, in its letter to September
26, 1974, to Congressman Udall by its then President,
John Kelton, copy enclosed, indicated approval of the study
provision. It also indicated strong disapproval ~f section
113 of S. 1283. Speaking of the provisions of the section
which includes compulsory licensing., even as herein discussed,
he stated ~n part,

"Indeed, we believe they would be destructive
of the purposes of the Act in that they would
furnish strong disincent'ives for .qua1ified
individuals and organizations to enter the
program, c ondu c t r es e a r ch and accomplish the
development that is required if the aims of
the Act are tobe obtained."

The Bar Association of the District of Columbia, in
its letter of October 3, 1974, by its President, Lawrence
E. Carr, Jr., to Mr. Udall stated in part,

"The Association is in favor of having the
ERDA Administrator conduct, on the record,
public hearings in order to establish truly
effective patent regulations which will aid
in achieving the object.ives of the Act.
(underscoring supplied)
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Congressman Olin Xeague

-4-

November 22, 1974

The Congress had before it in legislating the Clean
Air Amendment Act of 1970 a provision permitting the admin­
istrator to effect compulsory licensing of any patent,
trade secret, or other intellectual property. The Congress
did not go along. There was opposition to the provision
(originally section 309) and it was removed in the confer­
ence. However;:nopublic hearings were held on the provision
which Senator McClellan offered by letter to quickly con­
sider in his subcommittee on patents, but to no avail •.
Present section 308 of the Clean Air Amendment Act of 1970
was put in at the last moment, also without public hearing.
It is limited to patents only.

There is ample Congressional precedent to refuse at
this late date, with the emergency upon us, to enact any
kind of compulsory licensing of intellectual property of
any k.ind .of non-contracting persons or organizations. Our
courts h av e' always f oun d. ways to refuse to e.nforce patents
when the public welfare demanded this result. City of
Hilwauke.e v • Activated Sludge, Inc. 69F (2d) 577, 21 USPQ 69
(7 Cir •• 1934) and other cases.

Present lawpermi ts use or manufacture b.y or for the
U.S.A. of a patented invention. The patent .owner's remedy
is by suit in the Court o.f Claims. 28 USC 1498. The statute
does not extend to divulging of trade secrets. Our govern­
ment has never expressed in legislation the compulsory taking
of privately developed trade secrets, as far as I know. There
is no need for a sweeping provision as in "B".

The complexity of ,iBn when viewed in r.elation to "A"
militates against the involvment of any persons or.organi­
zations to make a contract with the government under the
provisions of "B". The truly competent would-be contractor
.will shy away from such involved proceedings as being too
costly to him or it and as involving a high d e gr ee of risk
of capital and time.:
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Congressman Olin Teague -2- November 22, 1974

On the basis of everything I know and have experienced,
'I can categorically assert that any compulsory licensing of
a patent of a non-contracting patent holder will work as an
urgent ~incentive to all would-be patent holders in the en­
ergy and closely related fields to conduct R&D to make and
to develop inventions in those fields, including inventions
of any device, material, process, or composition which may
find application or utility in said fields.

Our country is now faced abroad with a large energy
monopoly! The OPEC countries which have the largest proven
reserves of oil have quadrupled the price of oil only recent­
ly. I will not dwell on this matter of which you know. I will
on1ysay'that such a "carteli~ation" or "conspiracy" would be
illegal in the U.S.A. and the armed might of the U.S.A. would
enforce, if necessary, a final court decree in such a situation.
The U.S.A.'way to alleviate the energy problem is to proceed
by peaceful 'means. This is the raison d'etre of ERDA.

Intellectual Property policy of ERDA must be such as
to encourage invention and innovation. Please refer to the

'enclosed copies of letters to Representative Udall, January
30, and September 9, 1974, and to Senator Jackson, November
11 and lS, 1974, from the Executive Director of the Associa­
tion for the Advancement of Invention and Innovation (AAII)
former Commissioner of Patents, Edward J. Brenner, 'who as you
know was a member of the President's Commission on the Patent
System.

The U.S.A. government " •.• shou1d get what it pays for!"
Yes, it should get the best, most competent persons andorgani­
zations to bid on government contracts to be made by the
Administrator of ERDA.

Such would-be contrac tors, even as said by Rept'esen ta tive
McCormack, are " ••• frightened to death ••• " ~f provisions under
which "They say they cannot work." (Congressional Record,
August ~2, 1974, HS91S.)
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I do not believe that our President at this late date will
contradict the Congress on a patent policy provision, especially
since, according to II\Y infonnation, it has had GlB approval. HCM­
ever, there is always the possibility that the pOlicy provision can
be~, especially if the bills are held over to the next Cong-
ress.

It has been II\Y experience in connection with patent legislation
that as a rule GlB is not sufficiently tmderstanding of patent matters.

It is for this reason that the GlB-refereed Administration Patent Law
llefonn bill (teured "Deform Bill" by fonner Ccmnissioner of Patents
Edward J~ Brenner, a ChEmical Engineer) was defeated in this Congress
after tremendous push given it by its principal authors-e-one or tw:>
persons in the Antitrust Division of our Justice Depart:mant and one or
blo staff persons in the Senate.

I should add to II\Y enclosed letter, respecting the required de­
teDninations to be made by the Administrator, when he considers licens­
ing, that he IlUlSt also detennine that the grant of a license will not

• ...tendsubstantially to lessen CCIIlpetition or result in
undue concentration in any section of the country in any line
of oarmerce to which the technology to be licensed relates. "

Under such provision the 1\drnini.strator and the would-be licensee might
\Ilell find themselves codefendants in a law suit brought by a competitor.
In the law suit there could be interrogatories, depositions, and all
kinds of excursions into the business secrets and practices of the
would-be licensee. This might \rell discourage a CCIIlpetent would-be
contractor.

As noted by Mr. A. L. Conn, of the Thursday norning's pai1el,following
II\Y zemarks fran the. floor, patent policy provisions in the Office of
Coalllesearch were considered by authority there to have severely limited
the number of would-be contractors to only three. Accordingly, heM a
would-be contractor will view any patent policy provisions--and whether
it will be a disincentive to negotiate for a contract-should be made
known to those establishing such policies, often without public hearing.
A similar situation Ls related in the Congressional Record by Senators
Byrd and Jackson, January 31, 1972, page S733, regarding the .disin-
centive of §6 (d) of the Saline Water Conversion Act of 1971. Though the
mal and water provisions are admittedly different fran "B" they illus­
trate that patent policy IlUlSt provide the necessary incentives accept-
able to the would-be contractor who has the CCIIlpetence to give to the
government that for which it has paid.
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c.. U.S.A. should "receive" what it pays for. Our country, i.e.,
our government should receive the fullest quid pro quo. Any provision of
the law which discourages the best or most competent to become contractors
will surely spend public funds without the U.S.A. receiving what it has
paid for.

Viewing the nature of the human animal, the emphasis should be
laid upon obtaining the best contractors rather than upon fear-induced
provisions which will discourage the best to come forwar~ to contract.
The President's Memorandum as above-noted asserts applicability of the
anti-trust laws. The administrator will know. this when he makes his
findings under the act. Providing statutorily that he must make an
anti-trust finding opens a pandora's box. Alsq, the would-be contractor
will know this! The statutory provision puts an undue emphasis where
no emphasis should be placed.

* * *

I enclose a paper prepared by me while attending "Industry
Collaboration In Energy R&D" of December 16, 1974, which is further
evidence of my personal interest in this matter. Also enclosed is a copy
of my comments at the Chemical Engineer's Annual Plenary Meeting in
Washington, D.C., in 1974.

I have been interested in the welfare of our country through
its patent,anti-t~ust and rela~ed laws for a great many years and was
involved very actively in the elimination of Section 309 of the Clean
Air Amendments Act of 1970 -- replaced by Section 308.

attach.

PLG:dp

80.



try to invent something similar and better, or different and better. Also,
the knowledge disclosed helps inventors and researchers to carryon to the
next step.

1- A patent is granted on an invention which heretofore has not
existed -- hence the phrase "patentable invention" -­
meaning something definitely not in the public domain or
within the skill of the routineer.

2- A patent secures the exclusive right to the invention
originally or inherent in the inventor or in his transferee.

3- The anti-trust laws govern the misuse of the patent secured
rights, i.e., the doing of something not reasonably within
the rights secured by the grant.

4- Patents have been granted in this country for about 200 years.

5- The anti-trust laws were enacted to preserve open, free
competition in the market place for goods in the public
domain. And, also, there has been no intent to prevent the
patent holder from doing as he saw fit with his patent grant,
i.e., with his right to exclude others. Motion Picture Co.
v. Universal Film Co., 243 U.S. 502. The Constitution
recognized the inherent "exclusive" right.

6- Again, a patent takes nothing from the public domain. The
price for use of the patented invention should be whatever
r'ewardn the inventor providing him. with the incentive to do more.

7- The government patent policy in the President's Memorandum of
August 23, 1971 at "Basic Considerations-- D" includes the
following sentence

"Where exclusive rights are acquired by the contractor,
he remains subject to the provisions of the anti-trust
laws."

I MANDATORY LICENSING

A. Providing for mandatory licensing of any right diminishes the
value of that right. The·diminished right is less worth seeking to
produce. Thus, ~ contractor 'facing mandatory licensing of any kind is
less likely to put his competency know-how or background information into
play if along the line an exclusive right for which he has contracted
will be taken away from him. The many problems encountered to define
background information need not be elaborated here.

Reasonable consideration shows that in virtually all cases where
there is a marketable invention it will be marketed directly or by imitation
if not precise duplication. A balanced view requires that the services
of the most competent contractor be obtained. The most competent will
have· the most know-how and the least likely tpwant to risk it into a
mandatory licensing distribution system.
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I therefore strongly urge ERDA to consider revising its
patent regulations to establish an Institutional Patent Agree­
ment program for qualified non-profit educational institutions,
at least as regards research not falling within the Atomic
Energy Act of 1954, as amended. I believe it is especially
important that ERDA, as a major supporter of urrive r s ity
research take this opportunity to adopt the recommendation
of the FCST Committee on Government Patent Policy concerning
university inventions.

In line with the above" I would also like to take this opportunity
to urge ERDA to iriclude recommendations in the report it is
now preparing'in response tqthe requirements of section 9(n) of the
Federal Nonnuclear Energy R&D Act to make clear its authority to
follow the policy recommended by the Committee on Government
Patent Policy as regards research under the Atomic Energy Act of
1954, as amended. Further, I gather that there may be some
differences of opinion concerning ERDA's authority to adopt
the recommendation in question with respect to nonnuclear
research. If you believe that the present language of section 9 of the
Federal Nonnuclear Energy R&D Act is not sufficiently flexible
to allow ERDA to follow the recommendation as to nonnuclear energy
research, then I would urge you to recommend clarifying
amendments.

~:;~'"
/G:Yf.,d Steve r

Director

cc:
Mr. James Denny
Mr. Kenneth Cage
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R. Tenney Johnson, Esq. -4- November 26, 1975

the use of its patents, then ERDA can step in and use 28 U. S. C. 1498 and
authorize other parties to utilize the patent or patents in question.

Many companies, including Fairchild, freely license their patents
on a reasonable royalty basis, and the same is true in appropriate circum­
stances with respect to proprietary technical data. Unfortunately, it appears
that an unjustified fear of patents and how they are used by industry has
resulted in proposed rules which are unnecessary and very likely to be
detrimental to ERDA's efforts. It is appreciated that some arguments
have been advanced that the public needs to be protected when public funds
are concerned. However, insofar as ERDA is concerned, it is far more
important that the public receive the maximum benefit from ERDA's
efforts by encouraging rather than discouraging the development of useful
energy.l'elated inventions.

Very truly yours,

"'....-._.::/ .~ / V~~. /"
~//~"z(

Michael W. York
Patent Counsel and
Assistant General Counsel

MWY:jg
cc: James E. Denny, Esq.

Assistant General Counsel for Patents
U. S. Energy Research and
Development Administration
Washington, D. C. 20545
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R. Tenney Johnson, Esq. -2- November 26, 1975

3. It would appear that patent applications, etc. of the contractor
would be available to the public under the Freedom of Information
Act, 5 U.S.C. 552, although the U. S. Patent and Trademark
Office by law, 35 U. S. C. 122, must maintain these applications
in confidence. Moreover, this would appear to possibly extend
to inventions which the contractor contended were not "Subject
Inventions. t t

4. The contractor must secure acceptance of the various proposed
provisions from its. subcontractors and it is expected it will be
very difficult to get such acceptance.

5. The mere possibility that ERDA could obtain rights to
unidentifiable contractor background patents would automatically
decrease the value or potential value of the contractor's entire
portfolio of energy related patents and it would appear that by
entering into an ERDA contract the contractor could be required
to maintain this portfolio of energy related patents in trust for
ERDA and hence could not transfer or grant certain license
rights to these patents to others. Moreover, it does not appear
that a time limit is placed upon this requirement.

6. Although a request for a waiver is possible, the contractor
is discouraged from doing so since all material submitted will
be made available to the public. Moreover, even if this expression
of public availability were to be deleted, the public probably
could obtain the information under the Freedom of Information
Act. In addition, this waiver can subsequently be terminated or
modified, which seriously detracts from its value.

7. In order for data to be "Proprietary Data" it must reach the
level of being a trade secret, whereas there are many data items
of a proprietary nature which do not meet the requirements of
being a trade secret. This could be very damaging to a contractor,
particularly in light of the Freedom of Information Act. .

3. Trade secrets may be very valuable to a contractor in a variety
of c<mir:-a:c;ts"Iii"various fields and granting rights to the Government
to privately funded background trade secrets could result in
substantial damage to a contractor.
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This proposed revision is incorporated in the National Aeronautics
and Space Act of 1958 as statutory patent policy and Section 9.(a) (1) and (2)
of ERDA's Patent Policy closely follows the NASA Act. Therefore, we believe
the proposed revision should be recommended to Congress to eliminate the uncer­
tainty created by the phrase "in the course of or under."

We trust you will find our comments constructive and useful.

Very truly yours,
/

t: ,:1. //'-'P'.-· _,.L ,~~
~. ?" (1

E.' J. Gornowski
EJG:ll
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Summary

While we have discussed several troublesome or critical aspects of

the ERDA pat~nt policy regarding Nonnuclear energy research we would

stress that in most of our comments the· thought is expressed that in the

early developmental stages of the ERDA program, great weight must be given

to assuring that patent policy will not create major disincentives to the

participation by the most qualified high technology firms. As a corollary,

we are aware of the activities within the Government Patent Policy Committee

to implement recpmmendations of the Government Procurement Commission seeking

a uniform Federal patent policy. We suggest that the final ERDA patent

policy also be considered in the light of these cOmmittee activities.

68.



-4-

As to the ability to sublicense after contracting, such a policy would

be completely consonant with the ERDA philosophy of widest possible dissemina­

tion of energy R&D.

With respect to the provision for the granting of exclusive licenses

within Subsection 9(g) of the statute, we urge that the ERDA personnel

strictly apply the provisions of this ~ection to prevent any abuse of the

exclusive license concept. As a general proposition, it appears unfair ·at an

early stage following an invention to tie up technology through an exclusive

license in a third party and thereby penalize the innovative contras~or. He

may well intend to commercialize and spread technology but simply has not yet

reached the point of commercialization.

Foreign Filings

As to foreign filings, we strongly favor the language in the enabling

statute which provides that the contractor shall be afforded the right to

obtain foreig9 patent ,rights. We were surprised in reading, the recent regu­

lations published by ERDA that the implementation of the enabling statute

has changed this right to one only where. he qualifies. for a waiver at .the

time of contracting. We, of course y-uxge that t.hes e regulations be changed

to be consistent with the enabling statute.

Foreground Data

We urge that the contractor IS right to use data generated under the

contract be preserved. A contractor generating technical data should clearly

be able to use it for his own purposes. Allowing a contractor to use such

data is consistent with the basic principles of. the energy pr9gram;. e.g.,

assuring the widest possible: d~ssemination of energy products ami technology.
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We urge that the basic ERDA statutes be restructured to· meet these

disincentives by allowing for the contractor to retain title to inventions.

We noted, for instance, that the Government Procurement Commission in its

alternate recommendation opted for title to be placed in the contractor

with certain stipulations to assure commercialization. We comme~d that

study to your attention.

Revocability of Licenses

Turning now to licenses in the contractor it is only reasonable and

desirable that any license the contractor retains under the Subject Invention

should be irrevocable. As a matter of interest, it would appear that the

only reason for ERDA establishing a policy of revoking licenses to the con­

tractor is to provide Government with the right to grant an exclusive license_

to others. We believe that experience has shown that it is only in the most.

rare of cases that the granting of, an exclusive license to someone other than·

the contractor is necessary to force commercialization ~f an invention -- so

rare in fact that to us it appears unreasonable to premise a policy of giving

the contractor a revocable license on such rare instances. It appears

illogical to think that if the contractor, with all of his background and

understanding of the invention is unable to commercialize it, that the

Government by revoking the contractor1s license, and giving,a third party an

exclusive license can generate a successful commercialization of the invention.

Here again, we submit that the ERDA policy, while perhaps well-intended in

terms of spread of technology, when viewed in the actual ~ealities of the

marketplace is both unreasonable and counter-productive. We urge that in

every case the contractor be granted irrevocable licenses.
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any questions about our comments or if we can further assist
you in any way.

Robert C. Kline
Chief Patent Counsel

CC: Kenneth L. Cage, Esquire
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1. ~fuat patent policy should ERDA follow in order
to carry out the purposes of the Atomic Energy
Act and the Federal Non-Nuclear Energy Research
& Development Act of 1974?

We suggest that ERDA's patent policy be formulated
to

• stimulate the development of inventions related to
new and underdeveloped energy sources as well as
more efficient energy use, and

• encourage the commercialization of such inventions.

We believe this would be best accomplished by a policy which
would provide the historical incentives of the present patent
system. This would encourage participation by companies which
likely could contribute most to ERDA's programs due to their
already being heavily involved in R&D in these technologies.

2. What modifications should ERDA propose to Congress
regarding the patent policy in these Acts and why
are such modifications needed?

We support the existing patent provisions of the
Non-Nuclear Energy Act and recommend that no changes be made
to it. They provide ERDA with the authority to negotiate with
contractors regarding rights to patents and technical informa­
tion resulting from cooperative research efforts, and authority
to waive such rights if a waiver is found to be in the best
interests of the United States and the public. Such authority
is needed to encourage wide industry participation in ERDA
projects and to give ERDA flexibility to deal effectively with
situations which cannot be anticipated. A rigid policy requir­
ing ERDA to take title to patents resulting from cooperative
research or otherwise denying a private party a reasonable
reward for its background rights or its efforts to discover
improved technologies would seriously discourage industry
participation.

3. Is legislation requiring mandatory licensing of
energy related patents needed to carry out the
purposes of the Federal Non-Nuclear Energy
Research & Development Act of 1974?

The U. S. patent system offers inventors and industry
a reasonable incentive to spend the time and money necessary for
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is information concerning: "the extent to which the
field of technology to be funded under the contract
has been developed at the contractor's private expense."

Subpart B - Technical Data and Copyrights

Section 9-9.201. Definitions. It is noted that "proprietary
data" must itself fulfill the requirement for a trade secret.

Comment: Obviously if the contractor is to rely upon
data withhold under the technical data requirements of
the contract, as later spelled out in Section 9-9.202-3
(c), he must be in a position to establish his data as
a trade secret. Is this really practical?

(c) Technical data requirements clause. It is here required
that the contractor at any time during the contract performance
or within one year after final payment furnish, at the written
request of the Contracting Officer, "a set of engineering
drawings sufficient to enable manufacture of items or equip­
ment furnished under the contract, with the exception of
components or items of standard commercial design or prior
fabricated items, for competitive manufacture by a firm skilled
therein. " The technical data required must be of the type
" customarily retained in the normal course of business,

"

Comment: Query: Does this provision require that the
contractor or subcontractor hold himself ready to generate
detailed drawings of a type not customarily generated
in the type ot contract work undertaken? ~he mat~er of
customary retention appears considerably different than
that of data generation, particularly when data must
extend to the depth of enabling manufacture by another-­
in the case of complex equipment a frequently difficult
task. Many contractors will not be in a position to
generate such engineering drawings without a substantial
additional work force and substantially increased costs.
It will be extremely important to the contractor that
the cost provision in paragraph (d) which treats such
additional data generation during the contract as a
matter for Changes coverage, provide for all costs en­
tailed by the contractor in any such effort.

(d) (5) Optional clause -- third party licensing. This clause
is complemental to the background patents clause in requiring
limited license rights in and to contractor proprietary data
to permit practice of the related technology.
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prime or upper-tier contractor, as by waiver or retention of
background rights, do not automatically flow downward to sub­
contractors. Hence, the latter must operate in a difficult
position through the prime contractor to adequately assert
their position and obtain an equitable disposition of inven­
tion rights. The subcontractor, like the prime contractor,
is further faced with G~e nebulous policy statement contained
at Section 9-9.107-3 (a) which states that: "Whenever any in­
vention is made or conceived in the course of or under any
contract of ERDA, title to such invention shall vest in the
United States unless the administrator or his designee waives
all or any part of the rights of the United States."

Comment: The subcontractor faces an uncertain prospect
of negotiation with regard to a progressively declining
share of the procurement dollar, depending upon his
particUlar tier, and in many instances a greater vul­
nerability by reason of lesser diversity of product line
and more jugular exposure to government incursion into
his proprietary position. Faced with the Christenson
decision, what is the subcontractor to think of the
pOlicy statement set forth in Section 9-9.107-3? Query:
What is anyone to think?

(k) Background patents. It is indeed regretable that the
Agency has seen fit to enter this territory which is one of
the prime assets the contractor has over his competition in
the marketplace. The contractor is here faced with granting
a royalty-free nonexclusive license to the government for its
purposes of research, development and demonstration work and
also granting to responsible parties a nonexclusive license
under: n • terms that are reasonable under the circum-
stances. n Again the contractor is typically faced with the
prospect of unilateral determination by the Administrator or
his designee concerning the propriety of any particular dis­
position of background rights and although this section would
appear to be somewhat palatable to the contractor in view of
4(ii) (which would appear to preclude the necessity for licen­
sing background patent rights if the contractor is supplying
the subject matter of the background patent in sufficient
quantity and at reasonable prices to satisfy market require­
ments), this provision is subject to deletion by Section 9-9.
107-5(b) (6).

Comment: How can industry profitably undertake privately
funded development of a background position, only to be
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(c) Minimum Rights to the Contractor. Under the clause the
contractor reserves a revocable, nonexclusive, paid-up license
in each patent application filed in any country on a subject
invention. Query as to the incentive toward innovation and
generation of patentable inventions if the contractor must
be faced with the possibility that his license may be revoked
by the very act of inventing! The right of appeal under 10
CFR 781 gives him little comfort.

(4) Foreign patent rights. Throughout the clause, but par­
ticularly in this Subsection, there are provisions for uni­
lateral determinations by the Administrator or his designee,
e.g., to terminate foreground patent rights granted by the
clause; require the granting of nonexclusive or partially
exclusive licenses; determine the relevancy of information
presented bearing upon the grant of foreign patent rights
under the contract and even determine whether: ..... such
foreign patent rights have tended substantially to lessen
competition or to result in undue market concentration in
any section of the United States in any line of commerce to
which the technology relates; . . ."

Comment: Foreign patent rights are on an extremely
shaky basis if unilateral administrative determinations
are to govern the exclusivity of the contractor's foreign
patent position. The guidelines appear particularly
deficient. Query: the right of contractor appeal.

It is noted that the employee-inventor may request,
with the authorization of the subcontractor, greater
rights determinations. As elsewhere in the proposed
rules, does the ascribing of rights tu the ernployee­
inventor carry with it duties of performance? What
is ERDA's position concerning enforcement of obligations
against the employee per se?

9-9.107-5 (a)

(e) Invention identification, disclosures, and reports.
Under this section the contractor is required to furnish:
.. (i) a written report containing full and complete technical
information concerning each subject invention. ..

Comment: This appears to be a heavy obligation to levy
upon a contractor for each subject invention, even
though the invention may not have been reduced to
practice and there may be no intent to file for patent
coverage.
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(c) It is here stated: U •• the government may have to
acquire the right to direct licensing of background patent
rights to insure reasonable public availability and access­
ability necessary to practice results of the contract work
in the field of technology specifically contemplated in the
contract effort. U

Comment: This provision apparently stands for the
proposition that the acquisition by the government
of licensing rights in "a contractor's background
patents is an effective avenue to insuring reasonable
public availability and accessability. It is respect­
fUlly submitted that quite the opposite is the case;
and that, in fact, the contractors who have worthwhile
background positions of potential benefit to ERDA pro­
grams will be discouraged from participating where
faced with the uncertainties of negotiating an equit­
able position with respect to background patent rights.
This will be particularly true in contracts where the
effort funded by ERDA will be small in proportion to
the value of the prior privately funded efforts of the
contractor. Quite probably this will be the case in
many demonstration situations.

Suggestion: Leave background rights with the contractor
and open them to licensing only if the contractor is
Q~able to fulfill market needs, thus with items in rea­
sonable quantity and at reasonable price. With this
assurance, contractors will be encouraged to privately
fund and build background positions of real potential
benefit to the public, looking to the legitimate ob­
jective of a profit in the marketplace. Given a good
potential market, it may be anticipated that competitive
solutions will be offered by a plurality of contractors,
with the open marketplace determining acceptability of
each. ERDA is thereby relieved of funding developments
already potentially available via normal profit incen­
tives.

9-9.l07-(4) Procedures

(a) (4) This provision takes us from the premise of Section
9-9.l07-(3) (c) that the government may have to acquire right
to direct licensing of background patent rights to a require­
ment that: U... the patent rights clause in contracts over
$250,000 shall normally include provisions obtaining rights
of.the type specified in Section 9-9.107-5 to such background
patents. U
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"Where, for example, the contractor is required to
provide third party licensing of background patents,
consideration should be given to securing co-extensive
license rights to third parties at reasonable royal­
ties, and under appropriate restrictions, for contractor
proprietary data in order to practice the technology
resulting from the contract."

The Contracting Officer is given rights of inspection of con­
tractor technical data at contractor's facility to determine
that the data requirements of the contract are met.

It is evident that the proposed rules can be pretty much a
One way street for extracting patent, data and other intel­
lectual property rights from the contractor in such degree as
to destroy contractor proprietary incentives. These rules
have real potential for discouraging industrial participation
in ERDA programs by firms having the most to offer, namely
those possessing valuable background capabilities or new prod~

ucts and processes of potential use to ERDA, but not yet fully
proven. If this technology must be exposed to an uncertain
fate of conveyance or licensing to the public instituted by
ERDA, with the prospect, at best, of royalties--not profits-­
industry will utilize its own funds in alternative ventures
where L~ere are prospects for a reasonable profit, commensurate
with management talent and technological capability. At the
very time we need the best talent in ERDA programs, we're
discouraging its participation!

It is recommended that guidelines for accomplishing waiver of
Government rights either at the time of contracting or of
identification of the invention, be added which call for the
contractor normally to retain title to inventions made under
the contract, thereby to encourage their development in their
spawning environment and better assuring real availability to
the public through the marketplace rather than through a mere
undeveloped paper patent ineffectually held by the Government.
Then through appropriate terms of waiver, if the contractor
cannot supply market need in sufficient quantities, at reason­
able prices--and where commercial alternatives are not avail­
able--licensing to qualified third parties may be specified
to the extent necessary in meeting such need. Licensing of
Background patent rights is presently called for on this same
basis in the long form patent rights caluse Section 9-9.107-5.
Procedures should be established to safeguard the rights of
the contractor and the interests of the public in assuring
that licensing is effective in meeting ERDA objectives.
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Since ERDA does not offer an R&D contractor the prospect of
significant follow-on hardware procurement by the Government
and accompanying potential for reasonable profit, the incen­
tive for the contractor must stem from participation per se
in ERDA's research, development and demonstration programs.
Typically, however, monetary profits from performance of
Government research and development contracts are not large
and the accompanying administrative burden is very heavy,
particularly for those organizations not typically engaged
in Government contracting and unfamiliar with its many demand­
ing requirements.

What then, is the potential benefit to the prime or lower tier
contractor contemplating business with ERDA? It must largely
be found in the early acquisition of know-how and the possi­
bility of moving up the developmental learning curve through
ERDA contract funding. But what must the contractor give up
with respect to intellectual property rights, both prospec­
tively under the contract and by way of his independently
developed background rights?

In the area of foreground inventions or those conceived or
first actually reduced to practice under the contract, the
contractor conveys title to the Government, reserving to it­
self a license to practice the invention. Even this right
in the contractor is subject to revocation by the Government
upon certain conditions. Thus the contractor faces the un­
certain prospect of not being able to practice his own inven­
tions! Section 9-9.l07-3(b) states,

"(b) In contracts calling research, development
or demonstration work and in other special contracts,
the Government shall normally acquire title in and to
any invention or discovery conceived or first actually
reduced to practice in the course of or under the con­
tract, allowing the contractor to retain a non-exclusive,
revocable, paid-up license in the invention and the
right to file, upon written request to ERDA, and retain
title in any foreign country in which the Government
does not elect to secure patent rights. The contractor's
non-exclusive license retained in the invention may be
revoked or modified by ERDA only to the extent necessary
to achieve expeditious practical application of the
invention pursuant to an application for and the grant
of an exclusive license in the invention."

Note that the above requirement extends not only to the prime
contractor but to lower tier subcontractors as well. Further,
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(having myself been in the Army JAG from 1950 to 1967, includ­
ing seven years in the Patent Division) and from Jim Denny's
background that this flexibility will be visible at the top.
This is important and can help to assure the success of ERDA's
research effort.

Again, thanks for your consideration in this matter and for
providing a forum for industry.

Sincerely,

Sidney J. Walker
Government Affairs
Patent Counsel

Enclosure a/s
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