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MR, GOODWIN: How do you reconcile that with the
situation of the employee of a corporation who doesn't get
any data rights to make it big as a result of being employed
on a research and development corporation?

. DR. KAYTON: Well, this is a free country and he
opted to be kept rather than to be promiscuous, And there
are advantages. in being kept. Some inventors genuinely
function more effectively and more creatively by having a
good, large, steady salary, And they are with the large
corporations, and that is the 50 percent with which we
have no problem,

It is the others that I am talklng about
MR. GOODWIN-- Thank you.,

CHATRMAN JOHNSON: Thank you very much, Professor
Kayton,

I think that concludes our 33351on for the day,

, Whlle 1t is true we have heard many of these
arguments before, it is still desirable to hear them again -
in order that we get as many possible views in order to
come up with good, solid recommendatlons.

We w111 start tomarrow at 9: 15 here in this
building with presentations from General Electric Company.

(Whereupon, at 5:15 the hearing in the above-
entitled matter adjourned to reconvene at 9:15 a.m.,
Wednesday, November 19, 1975,)
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That completes my unprepared remarks.

CHATRMAN JOHNSON: Dr, Kayton,.you_have certainly
measured up to your past performance.

Joking aside, what you have to say is very clear,
Let me ask you if you have considered the alternative patent
policy set forth in the report of the Commission on Govern-
ment Procurement. Recognizing that ERDA's patent policy is
based on statute and the regulations have to issue to carry
out the statute, the burden of your remarks is that ERDA
should consider recommending changing the statute,

~One possible suggested change is this alternative
number two. Are you aware of this?

DR. KAYTON: I don't know the specifics of
alternative number two; I am sorry. But I would like to
say one thing about what you have just said. ‘A part of
my comments are clearly antititle policy, Waiver provisions
and title policy just mean that everybody has to pay a lot
of money for no good reason at the front end.

H0wever, the rest of my comments had to do with:
compulaory 11censing which probably at this stage of the
game is a greater danger than anything else.

That question number three to be- con51dered by
the report ~- I don't want to look for it -- is it desirable
to have mandatory licensing to carry out ERDA's -- the way
that is phrased is an outrage because the answer is yes, or
no. - '

Both of those are totally incorrect. The answer
is mandatory 11censing will destroy the objeetive of ERDA's
function.

CHAIRMAN JOHNSON: So your answer is it is not
desirable? ' S R

Are there other questlons?

Mr. Goodwin,

MR, GOODWIN: I am just wondering, Professor,
whether you have any hard data and statistics to support -
vour judgments as to what motivates small or large contract-
ors.

292
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The Court regretted having to preclude the
issuance of an injunction ‘because of the merits of the
patentee, but said the question of pure water for the
.City of Milwaukee is paramount,

Not that the City of Milwaukee had not obtained

pure water before uszng chemicals. ‘They had and they could

Nonetheless, the Judge felt it was essential
to have this improvement available., No injunction.

In a recent case in the Second Circuit,
Foster versus -~ I have forgotten the other party -- AMF,
I suppese, the Court because of very peculiar circumstances
in that case refused to grant an 1njunction agalnst the '
infringer,

In an aggravated situation in this country,
were mandatory licensing not allowed, and one of the ERDA
contractors had this breakthrough and could not supply . the
country as needed, but nevertheless refused to grant
licenses, the likelihood is very ‘great that a Federal Judge -
would refuse to grant an 1n3unction agalnst the - 1nfr1nger.

And even if that Judge did grant the 1n3unction,‘
if this contribution was such-a breakthrough and was so
magnificent and embarrassed the ‘activities: of our country,
wa could take it by eminent domain,

Consequently, we have nothing to fear except
the incredible front-end admlnistratlve burden of these
regulations,

If we let the law take its course and keep the
incentive to invent available to all institutions of all
persuasions and interests, and look to the remedies that
are available to us later on should anyone refuse to act
in a socially acceptable manner, we would be so far ahead
of the game than having to have -all of you sit herxe,
listen to this testimony, draft these regulations, have
hearings with each contractor on waiver proposals, manda-
tory licensing, incredible bureaucratic front-end load and
an incredible load on the . contractor.

All at the front end before you even know
whethexr anything is going to be produced, :

. — B
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payment of dollars for bodies in labgoratories is not a
sufficient justification for the allocation of their re-
sources to ERDA's interests.

What, after all, looking at the beginning
clauges, where mandatory licensing is statéed -- Consider
. the clauses,

The achievement of ERDA's objectives would be
frustrated if the government at the time of contracting
did not obtain on behalf of third parties limited license-
rights in and to contractor proprietary data.

That is alleged.

Well, my friends, what are the objectives that
you have? ' . ‘ o :

The objective that you have, the reason you are
sitting here, the reason the Legislature put this whole
thing together, is because we are paying $12 a barrel for
¢il from the OPEC countries.

The objective, therefore, is to provide energy
at something less than $12 a barrel.

When the OPEC countries  impose an embargo, the
objective is to have an alternative to oil aven at $12 or
more a barrel here in the United States.

This is the obhjective.

Now, ‘I could imagine legislation saying that for
any institution that comes up with an OPEC oil conserving -
invention we will pay $12 or whatever OPEC's price is, X
minus a small amount delta for every barrel of oil the
invention eliminates from our import requirements.

. We don't have anything like that.

What we are doing here with this legislation
and proposed rules is to say, "We are going to give you
money because we want you to do thig research." ‘

We want to provide some incentive.

But money just provides bodies. And unless

you are paying your money to an exclusive military con=
tractor which is a straight body shop and a cost-plus

y,
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Mg, Hill, thank you very much for your appearance
here today. ‘ . . _

Our last participant today is Dr., Irving Kayton,
Professor of Law at the George Washington University. ‘

DR. KAYTON: Mr. Johnson, thank you,

I have no objection to saying something drama-
tically if I feel that the. truth of the statement will be
further promulgated,

I might point out that in the discussion that
.you are concerned with today two items caught my attention,
One announcing. the hearings and the other, the introductory
clauses in the optional mandatory licensing proposal.

The notice of hearlng sald,the objective of
-the ERDA Patent Policy is to provide an incentive function
to stimulate commercial’ industrlal ‘development in energy
fields and so on,

It should be over-abundantly clear to everyone
here after hearing the speakers today that the people and
inatitutions lnvolved in energy development are not a '
homogeneous group.

For example, the preceding speaker's statement
is most appropriate and understandable for a giant oil
corporation which has to conduct research in order to stay
alive, :

CHAIRMAN JOHNSON: Excuse me just a minute.

Could Mr, John Wilson come forward? I have a
message for him of an urgent character. a

“Thank you,

DR, KAYTON: The category of the previous -
representative naturally comes to the issue of research
and development from the point of view of the functxonxng
of his institution,

Larga corporations such as his appropriately and
necessarily will continue with research and development as
a matter of life and death if there were no patent system
"whatscever,
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MR, BEILL: By that, do you mean research aimed
at patent protection to give us freedom to operate?

MR, RITZMANN: Yes,'and to be sure you don't get
blocked from bheing able to work in an area,

Mr, HILL: We certainly try to protect the processes,

procedures, in which we have a commercial interest., We will
do this by attempting to continually improve these. We will.
be obtaining early in a development what we consider to be
relatively basic patent protection., This will be followed
in ensuing years with a number of, say, lmprovement type
patents,

The idea of something as a blocking patent as such
doesn't really enter our thinking particularly. If you want
to look upon anything that is licensable as blocking, then
certainly we would have some. But it is our feeling that
wherever we have been successful in our own commercial '
development, then patents that relate to those items are
the ones that you can successfully license to others.

‘ The prospective licensee always likes to see
first a plant in operation.

. MR, RITZMAN: Standard Cil does contract with
others to do research for Standard 0il, (Indiana), doesn't
it?

MR, HILL: We do some work with various research
institutes, that is correct, : :

MR, RITZMANN: BHow do you treat patent rights in
your contracts with those interests?

MR, HILL: In instances of that sort, where we have
been providing the major or exclusive funding, we will take
title to the patent assets that may arise from those projects,

MR, RITZMANN: Together with background rights?

MR, HILL: There wouldn't be background rights in
an instance of that sort. Work that is done, let's say, by
a third party research institute on our behalf would assign
the patent rights to us, But we would not take any rights in
other assets of theirs, anyway.
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MR. PHILIP HILL: I don't have an exact figure in
mind on that, sir; but we have done extensive licensing in
both areas,

The figure is probably, oh, perhaps 46 to 50
percent may be in the foreign field.

MR, JEFFERSON HILL: Fine. Thank you,
CHAIRMAN JOHNSON: Mr, Eden,

MR, EDEN: Do you license for royalties or do you
simply exchange licenses with other firms? '

MR, HILL: We license for royalty income:primarily,

MR, EDEN: What would be the approxXimate income
from those 100 licenses?

MR, HILL: The approximate income from those
licenses, I think, falls under the category of proprietary
information not trade secret, if T could amplify on one of
the questions asked earlier this. mornlng of a young lady who
didn't think of that one,

CHAIRMAN JOHNSON: Dr. White,

DR, WHITE: Mr. Hill, I was interested in your
favorable reaction to ERDA policy, . If it isn't an unfair -
question, as the company is locking at the possibility of
participating in fossil energy development, talking about
shale or possibly coal, do you feel this will be conditioned
on the waiver provisions?

If it isn't, will you sit back, or has that been
formulatad at all yet?

MR, HILL: We haven't gone into it too deeply:
however, I think you are pretty close to the situation. The
waiver provisions, guidelines for waiver, set forth a number
of circumstances under which we feel that we could participate,

We also, being, az you know, deeply involved in
the energy business in a number of ways, feel it is very
necessary. that means be found for, say, cooperation wharever
_possible between Government and 1ndustrial people and projects,
because industry has much expertise,

romrrmn
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A minor portion of Standard's research and development effort
has been conducted under contract with various Federal agencies,
although certainly most of the funding has been provided from
corporate sources,

I have stated this to try to make clear that
Standard and its affiliates possess extensive expertise which
can be applied to the development of new energy sources. But
‘this expertise is an asset; it ls a proprietary interest whose
application to new energy . developments conceivably may
accelerate progress toward designated goals in a variety of |
projects. The avallability of this expertise must be. subject
to the presence of adequate means for protection of such
proprietary interests, S

Accordingly, our companies have a very real 1nterest
in the resolution of existing questions relating to patents
and licensing matters in a manner that will permit and en-
courage the broadest application of petroleum expertise to
expedite the desired development of new energy sources., With
.an ERDA patent policy liberal in the sense of providing -
flexibility, we believe that. greater. partlcipation by our
_companies and certainly by others will result, We therefore
commend the patent policy proposed by ERDA, o

Gentlemen, we strongly reccmmend its adoption,
Thank you. o _ :

CHAIRMAN JOHNSON: Thank you, Mz, Hill,

Do you have any comments with regard to the back-
.ground licensing provisions that have been criticized by
other speakers?

MR, HILL: Tt is our feeling that you have built
into it provisions as I read them here. that will provide
enough flexibility to permit us to live with them, not
extremely comfortably, but enough. so,

A careful reading of your background patent
provisions does indicate that, as I read it, at least. . Under
most circumstances a rather considerable amount. of, let's
say the patent rights, may be not withheld, but made avall—
able in a very limited manner. In other words, only where
there is an absolute need to do 50, .

- CHAIRMAN JOHNSON: Only.in extraordinary circum-
stances? ) o _ _ _

1
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Gf'that, we, as the inventors say, "rip off" 15
percent off the top to go for the administration of the
program. Then we subtract direct patent expenses. For the
last univeraity fiscal year, there was $90,000 worth of
patent expenses.

The amount remaining aftexr that is divided into
equal thirds, representing three entrepreneur1a1 ‘centers.
Clearly, the most important one is the individual. Second
is the individual's department. (Each department only gets
so much money from the general fund to operate, and they have
to serve as an entrepreneur1a1 center.) Third is the general
fund itself,

We have d;ffarent experlences from different
departments,

From the medlcal schocl, we licensed about one
in three. In the basic science areas, our rate of success
is much lower,

MR, JEFFERSON HILL: Thank you very much.

private companies? : : R

MR, REIMERS: Very little, We do about $50 million
to $60 million, Overall and of that had only about $100,000
worth of industry research, We typically don't do industry
research, because we are not very good at it. We are best
at basic research and usually; industry wants a product,

‘MR, GOODWIN: Thank you,

CHATRMAN JOHNSON: - Thank you very much, Mr, Reimers.

Our next participant -- We have two more today, _
and with your permission I will pursue right on to the conclu-
sion -- is Pr., Irving Kayton, Professor of Law at George
- Washington University.

If he is here, he may proceed

Is Mr. Philip Hill present? Let's proceed w1th
you, air,

Our next pariicipant, then, will be Philip Hill,
Director of Petroleum and Corporate Patents and Licensing,
Standard 0il Company of Indiana,
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with the present energy oligopoly. If required to license
competitors by ERDA, even with "reasonable royalties,” it
~would appear this hypothetical company nc longer would he
able to compete, absent a proprietary position, -Are there
actual, documented situations where the absence of mandatory
licensing provisions has prevented another government agency
from carrying out its program? Or is it paranoia?’

The argument we heard this morning of the Corporate
Accountability Research Group could have been made by
advocates for oligopolies. Who else stands to benefit from
the absence of patent incentlves for results of government
research? _

Let me interject from the point of view of a
university trying to license undeveloped techmology, it is
very difficult to license "large corporations,™ primarily
because of the lack of entrepreneurial desire. Most of our
licenses are with small companies, ' o '

Let us consider the scenario where ERDA does retain
title, thus removing the invention from the inventor. The:
first thing that happens is nothing., Who has incentive? It
has become a piece of paper, the patent application. The
patent issues and gets added to the government's 26,000-plus
pile. ERDA is now advertising I believe 8,000 patents for
.license, Was that accumulation in the public interest? 0Of
course not,

Experience has shown that with the great majority
of undeveloped inventions, if you are not well along the road
to a license long before the patent issues, it's too late,
Progress of technology doesn't wait., The public benefits
from utilization, not from the negatlvism vwhich prevents a
contractor from “"profiting” or, it should be noted, "losing"
on an inventlon and also prevent its avallablllty to the
public,

 CHAIRMAN JOHNSON: .Thank you, Mr. Reimers.

You recognize, of course, that ERDA's-patent
policy is based on statute and has to proceed from statu-
tory foundations. But I take it you are recommending that
we seek modification of that statute. '

MR. REIMERS: Yes, I am,
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As a policy consistent with Section 9(c) of the
ERDA Act, it is strongly recommended that ERDA adopt the
recommendations of the University Patent Policy A4 Hoc Sub-
committee of the Executive Subcommittee of the Committee on
Government Patent Polxcy, Federal Council for Science and
Teohnolo&y, dated July 17, 1975, as an approprlate policy
in regard to inventions der1v1ng from government-sponsored
research at universities, It is a positive policy directed
to obtaining utilization of results of research and extends
the tested Instztutional Patent Agreement (IPA) approach
" pioneered by the Department of Health, Education, and Wélfare,
which has shown excellent results in the years it has been
used.

Taking the reasonable assumption that the
exXperience at this university can be extrapolated to other
unlver91t1es, the bureaucratlcally cumbersome petltlon—andy .
waiver process of some government agencies operates to delay,
if not impede completely, the development of research results
to products and processes available to the public. - That the
"IPA" has been superior to an after-the-fact waiver procedure
(or no-waiver procedure} in achieving siuch development should
be capable of easy veriflcatlon by v1ewing invention utili-
zation results of the various agencies. : s

Insofar as a patent policy which would work for
both industry and universities, your consideration of the
‘recommendation of the Licensing Executives Society just .
presented by Mr. Jacobs, is recommended, This is the. result
of daliberations by an LES committee 1nc1uding industry and
univer31ty partiCLPation.

BY'any standard'of measurement, the utilization
of inventions which has been derived as a result of govern-—
ment-funded research has been poor. This has heen particu-
laxly evident where the government has retained title to
inventions of contractors, whether industry or university,
on. the basis of one or more negative arguments such as the
following: .- ‘ L

7 (1) "The government has paid for it - The
government should keep it;"  (2) "if the governmment doesn't
retain title, then the publlc will be forced to pay a mono— :
polistic surcharge for an invention that their tax dollars
paid for in the first place,"‘ (3) . "the contractor will be
getting windfall profits if we let him keep title to hls
inventlon," atc.




272

G. Intervention

All interested parties, including any agency of the U,S.
Government, shall have the right to intervene in any proceeding
before the Board.

MR. JACOBS: Thank you,

I will be happy to ahswer any questions,

CHAIRMAN JOHNSON: Thank you very much, Mr, Jacobs.
Aré there any questions from members of the panel?

4 Mr, Goodwin of the Office of Federal Procurement
Policy,

MR, GOODWIN: Mr, Jacobs, do you.think companies
should be prepared to negotiate a lower profit in consideration
of any additional patent rights that they may obtain under
.~ contract?

MR. JACOBS: Speaking personally, I think that is
not an unreasonable request. We have, in fact, in my company
done just that when we negotiated contracts with the Depart-
ment of Health, Education, and Welfare,

CHAIRMAN JOHNSON: Mr. Denny.

MR, DENNY: I find myself wanting to give talks,
Mr, Johnson, rather than ask questions, But there were
several questions, or statements made that I would like to
respond to.

The concern that we will not give waivers, We
have and we will.

I hope past policies of any agency will not serve
as a deterrent to give us a try, particularly in regard to
small businesses.. If you have a contract with the Small
Buginess community, I wish you would tell them to come try,

We have given small business waivers; we have
given individual inventors waivers, If you are scared of
the red tape, try the telephone. ' o
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(6) At any time after the period set for utilization by an
agency has explred the Boaxd may require the granting of non-
exclusive licenses under U. S. patents or patent applications

with terms it deems approprlatelon the basis of:

(a) The failure of the contractor to show cause why such
license should not be granted; or,

{b) The factors contained in paragraph 5.B below.
B. Board Review of Refusal to Grant Licenses

The Boaxrd shall take into consideration, in addition to the
arguments of the parties, at least the following factors in
making its determination to require licensing of an 1nvent10n
'made in performance of a government contract.

(1} Achieving the earliest practicable utilization of
government-assisted inventions in commercial practice;

{2} Encouraging, through the normal incentives of the
patent system, private investment in the commercial reallzatlon
of government ~assisted inventions;

(3) Fostering effective competition in the commercial develop-
nent and exploitation of government-assisted inventiocns:

(4)  Assuring against non-utilization of government-assisted
inventions and excessive charges for use of such inventions
stemming from private ownership of patents on such inventions:

(5} Balancing the relative equities of the public, the
inventor and the patent owner or developer in the specific
government-assisted invention, measured by the investment
necessary to bring the invention to the point of commercial
application. This would include the following:

(a) The relative contribution of the government and the
contractor in bringing the invention to the marketplace:

{b) The mission of the program funﬂing the contract
from which the inverntion arose:

(e} The type of invention and the magnitude of the
problem it solves;

270
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C. Reports

The contractor shall promptly advise the agency upon _
issuance of any U. S. patent covering an invention to which
he acquired exclusive commercial rights. During the three
year period after issuance of a patent the contractor will
submit, upon the agency's request reports setting forth
progress made toward commercial utilization. If after
three years from patent issuance utilization has not been
achieved, the agency may take steps to revoke the exclusive
‘commercial rights unless satisfactory evidence is presented
that the time for utilization shall be extended.

3. CONTINUING RIGHTS

Whenever utilization has been achieved by the contractor
within the time agreed upon by the agency, the exclusive commercial
rights will continue in the contractor for the-life of any patent(s)
claiming the invention, subject to the prov151ons set forth in
paragraphs 4 and 5 below.

CONTRACTOR LICENSING

A, {Three years after issuance of a patent claiming an invention in
which a'contractor has elected to acquire exclusive commercial rlghts]
After the ends of the periods specified in waraaraph 2A hereof, the
contractor may be required to grant non-exclusive licenses under
such patent by the Government Patent Rev1ew Board under conditions
set forth in paragraph 5 below,

B. Contractor shall have the right to sublicense others on
an exclusive or non-exclusive basis under any terms he deems |
appropriate, subject only to existing laws and the requlrements
of the Government Patent Review Board.

C. If the contractor permits utilization to cease, the
agency may reguire the contractor to grant an exclusive or non-
exclusive license to responsible applicants on terms that are
—~aasonable under the circumstances.

T

e
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PROPOSED POLICY FOR THE ALIOCATION.
OF RIGHTS TO INVENTIONS MADE UNDER
GOVERNMENT R&D CONTRACTS

Ciginal Source: Report by Task Force #l of Study Group #6
’ - -+~ ‘commission on Government Procurement
Allocation of Rights to Inventions Made
in the Performance of Government Research
and Development Contracts and- Grants
November ll 1971 '

Modification: ‘Report of Committee_on Government Relations to
- Intellectual Property Adopted by Board of Trustees,
Licensing Executives Society (U.S.A.}, Inc,
OCtOber 16, 1975 '

1. POLICY

A. With the exception set forth in 5{(A){3) below, contractors
shall be guaranteed at the time of contracting a first optiecn to the
clusive commercmal rights in-all inventions made in’ perfozmance'

. government-funded contracts, (The term "exclusive’ commercial
rtight " should be understood to include ‘either title to the
invention or am’ exclusive license thereto with the ‘exception that

as the term relates to forelgn patents or patent appllcatlons 1t
means tltle)

B.' Any statutory prov1smons ‘which are lncon51s+ent w1th such
guarantee gr the prmnCLPlee of, hls polmcy shall be repealed

C. The_guaranteeof exclu51ve commercxal llghts w*ll be
extended to universities and other honproflt organizations only
after government review of the adeouacy of those crganizations'
patent management capabilities. : C

D. The government may later revoke. such rights in a coentractor
after failure ‘of the contractor to meet conditions as hereinafter
rrovided.

E. Ewxclusive commercial rights in a contractor will be
subject to a world-wide, royalty-free, nonexclusive license in
the government for Federal Government purposes.

B
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contractor exclusive rights reeommended by the Task Force:
for the fellowing reasons: . : :

1., Practical experience by contractors with
other government agencies suggests that the likelihood of
a contract administrator granting a waiver will be slim,. -
Where the "normal policy” is for ERDA to retain ownership, -
it will be an unusual administrator who will take the time, .
effort, and personal risk te study and then recommend that
ERDA grant these extra“ rights to the contractor.

2, Many bidders for ERDA contracts may be
inhibited from pressing their case for a walver for fear
of jeopardizing their chances to win.the contract. 1In
fact, while the regulations encourage requests for waivers
as part of the contract proposal, they do not specify what
the effect will be when there are two equally qualified
proposals, one requesting a waiver, and the other not.

3. The need to formally request a waxver, and
to provide thirteen categories of supporting evidance, will.
undoubtedly inhibit smaller companies from making those -
requests, The required boiler-plate will be easy for a-
large government contractor to prepare, but an impossible
task for smaller companies. Once again,: the small entre-
preneur, who is most likely to have the courage and the - .
determination to. invest his time, effort and money in novel: ..:
and difficult technology, will be denied the incentives which
the patent system is supposed to provxde. ‘

As I am apparently one of the few reprasentatxvos
of smaller companies here. today, I would like to add-a few =
parsonal. comments. : , s ‘ o

: My company in Lexington plonoered the development
of a new type membrane filtration system about ten years. ago.-
We have built two entirely new businesses supplying these
membrane systems to the medical research community and toé
food and pharmaceutical producers. Although we had on our .
staff some of the most creative membrane and ploymer. chemists -
around in the mid-1960s when we were doing our work, we :
specifically refused to accept any membrane research contracts
from the Office of Saline Water, which was the agency that -
at that time was sponsoring millions of dollars of resaarch
on desalination membranes. :

We simply decided we could not afford to Jeopardize
our proprietary position in membrane technoliogy even: though we.
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the public benefit. Any private organization with such a -
low "success ratio" in commercializing its developments
would have leng since closed its doors.

While this low commercial use can be explained
in part by the fact that the government does finance a
high proportion of qulte basic research as well as research
aimed at defense or aerospace needs having inherently low
potential for commercializatlon, these are not the only
raasons, :

Bringing a government invention to commercial
use requires private investment; private investment is
being deterred rather than encouraged by the present govern-
ment patent policy. The need to encourage private investment
to experiment with and to exploit new technology is especially
urgent in the search for new energy sources and conversion
processes, Without active part1c1pation and risk taking by
the private sector, the m1531on of ERDA can never be e
accomplished. '

In formulating a patent policy for ERDA, we
should recognize that many scientific advances resulting from
ERDA programs will still be in the embryocnic stage at the:
conclusion of the research contract. Although ERDA may be
able to finance pllot ‘and demonstration plants for a few
promising processges, the high cost of these plants dlctates
that 99 percent of the technology developed under ERDA con-
tracts will nevexr reach this stage.

What happens to those_scientific advances, whether
they ever have a chance to receive the next critical idea:
that might turn failure into success, whether they are ever '
seriously evaluated for use in applications other than the
one originally intended -- All of this depends in large
measure upon ‘the ERDA patent policies and the degree of
incentive they provide for private investment,

Our Society strongly urges . that ERDA adopt as its
patent policy the recommendations made in 1971 by Task Force
Numbez 1 of Study Group Number 6 of the Commission on Govern-
ment Progurement, with minor modifications, This Task Force,
composed of patent counsel from government agencies and
private industry (including Mr, Johnson, who is now General
Counsel of ERDA), strongly urged that exclusive commercial :
rights in contract inventions be granted to the contractor
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with industry, to pull in the risk capital that is going to
be needed and to develop new- technolegy competitlve to what
may already be on the market. s

In many of-the_comments, it sounds to me like we
are expecting one piece of technolodgy to come out for solar
energy, one for fossil fuels, one for nuclear. Gentlemen,
the patent system is designed to develop competitive tech-
nologies. That is why I don't really worry too much about
having mandatory licensing. I think the situation will take .-
care of itself and perhaps we are creating more of a straw
man than we need to, . S :

' Let me poxnt out, also, that there are two segments :
in industry: those who live by doing government contract work -

and those who live outside of that sphere, who manufacture -
goods and provide services for the private sector. It is to
this latter group of companies that the university must relate
and transfer technology to get it used. This also is -the.
group that, in my opinion, ERDA needs to. .accomplish the energy .

goals it set forth and that the Congress has mandated. : Those:{."

are the people that we need. to.work with and that you need to
work w1th o . o

In conclusion, we feel ERDA should have a patent
policy with respect to universities with:the technology
trangfer capabillty that leaves princlpal rlghts with the
university. -

There -is equity in this, since there is no way
for the univergity to use the nonexclusive license given to
the industrial contractor.  You have. made. good provision for
that, and I think it is right. But I would point out that
the university gets no advantage from that at all, I would
also suggest that patent rights resting in the university
is the best way to meet the goals in a mannerxr that protects
the public interest and particularly reduces administrative
burden. We have been hit very strongly by that in univer--
sities in many programs, each of which are good, but the. .. -
total impact is almost overwhelming. The patent area is.
one I fael very strongly about. We need to have a patent
policy that is cohesive: relatlve to most. federal-agengies.
that we can live with and administer without having to spend
all our time reading regulations._.' - ,

I would further suggest that the ;mplementation
©f such a patent policy he through the mechanism of an
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You have my prepared statemgnt. The gist of that
statement goes along the lines several other university
representatives have made here today, It ends up asking that
you consider giving prlnclpal rights of inventions arising
. out of ERDA funded grants and contracts at universities that
have a technology transfer capability to those univer51ties
subject to certain 1imitatlone and safeguards.

How, rather than reading that statement, I would
like your permission if I might, to make some extemporaneous
remarks relative to the position we heve.taken.

‘The Iowa State University Research Foundation acts
as an agent and provides other services to Iowa State Univer-
sity. 1ISU is not a "biggie” in government research funding,
I believe we ara 53rd in the United States, per NSF
statistlcs. Therefore, I ‘think we are somewhere more
representative of the top 100 research universitles than
perhaps the larger schools,

At the present time, ve ‘have 174 current Unlted
States patents and 8. royalty*bearing licenses. The royalty
income is $80,000 to $100,000 per year. In past years, that
has peaked about a qguarter of a million per year, We do
have active patent licensing or, 1f you choose to call it,
technology transfer program.

I heard questions this morning relative to dis-
position of royalty income. We were founded in 1938, and
have had thls policy (to the best of my knowledge) ever since
that time: ' When we receive royalty income, 15 percent of
that gross income goes to pay our administrative costs. Then
we deduct our expenses for patent prosecution, which,
incidentally, we have done outside,

The remainder is net royalties. 15 percent of
those net royalties go to the inventor and 85 percent go
back to.the university to fund research, education, and
service projects,

Since 1938, we have funded $2.7 million worth of
research and educational pro;ects, w1th 51 5 million just
in the last ten years.

Our research effort at Iowa State University is
about $18 million a year, only one-third of that from
government grants and contracts., The balance of research
funding comes from state funds and industrial sponsors.
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In that area, I find that nearly all of these

require an enormous amount of additional -development, either'rl’

by the company or scmebody before it is ready to go on the’
market.

The question is, who is going to spend this money
and under what terms?

I suppose if there wera a case where something
deliberately was being suppressed, there ought to be a way
for the government to step in and ﬁo_something.

But I have never heard of such a case. From what
I listened to today, nobody else has either. o

CHAIRMAN JOHNSON: Does the fact that no case
exists mean we shouldn't try to protect against the
possibility?

MR, SNYDER: I think you are creatlng a bogeyman
that just doesn't exist, and then: you are trying to flgure

out how to destroy this bogeyman. I am really more concerned o

with how the act is going to be administered.

When the President came out with this policy
stating it was not necessarily in the publlc lnterest to
take title to 1nventions -

in new paper._
(Pause )
CHAIRMAN JOHNSON;'-Goeahead.“ -

MR, SNYDER: I was interested-in*finding out just
what the attitude of the different agencies that sponsor
work at the universities was going to be following this
statement of the President's policy.

_ I checked with both AEC and RASA. They were
already welded into a fixed policy. The Department of
Agriculture sald it didn't apply to them. :

As near as Y can tell, the Department of Interior
said that -- Well, they more or less ignored it.

The Department of Defense, at least as to inventions
relating to the public health area, became tougher than they
were before.

CHATRMAN 'JOHNSON: *Hqid'up while the reporter puts
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I was asked to comment on this matter of mandatory
licensing. T have mixed feelings about that,

I belong to the Licensing Executives Society and
I understand Mr, Jacobs is going to address you on that
subject. I was one of the founding members of that organi-
zation. I understand LES conducted a poll of its members on
this point. Some thought it was all right and some didn't.

Personally, I haﬁe trouble with it., The
Constitution says these rights shall be exclusive, If they
are not exclusive, are we in effect revoking the COnstltutlon?

Alsc, I resent the presumption that appears to
be present that a patentee is not exploiting an invention to
the fullest,

I Just don't believe that is so, Even if he isn't,
how does ERDA of ‘anybedy else within the government know how
to do it better? But most importantly, T just don't know _
what is going to be the effect in the future on private R and D
if the government is going to step in and require mandatory
licensing or claim title to these things.

In prior testimony, there was allusion to the
fact that some companies did suppress patents or perhaps daid
not exploit them to the fullest.

I recall talking to a friend of mine who was with
Standard 0il of Indiana. He reported going through some old
correaspondence dating back to World War 1T, One of our
Senators had written to Standard 0il and said that in view
of the gasoline shortage and all, wouldn't it be good if
Standard 0il were to release the patents that they had on
fuel saving devices, Well, of course, it was pointed out
that this was purely a myth “But it is a little dlsturbing
to think that that idea is still around.

The only suppression of patents that I know of is
that which has been done by the government. '

On . ‘the question of background rights, at first
blush, I didn't quite know how to take that. In a way it
sounded like the Indians trying to recover Manhattan Island,
or the Russiang tryrng to take back Alaska.

Personally, 1 £ind it troublesome because I don't
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of our electricity is generated by nuclear power, This, after
all the hulabaloo over the benefits we were going to realize
from nuclear energy

The first NASA act carried pateat. restrictions
similar to those of the AEC, There was a real howl over
this, too, because the contractors dealing with NASA had
become used to the DOD policy.

These brief reflections are not without a purpose.
The current energy bill before Congress purportedly carries
some of the same restriotive and regressive patent prOVisions
of the past.

If you and I are to see any long-range relief
from the energy c¢risis, why adopt policies tailored to
discourage innovation and private investment?

Lest I sound totally anti-government on invention
matters, let me say that government supported inventions in
the past have been productive. Morse's first telegraph line _
was built with government support. The Wright Brothers' air-
plane received considerable support. Even the railroads were
built on land granted by the government.

I have tried to'piace in persoective the effects
of governmental policy on the workings of the patent system
as applicable to univers:l.ties.= '

The universities really are in an awkward position
with regard to patents, Thay do an enormous amount of
scientific research -- in excess of $1 billion annually, But
no university is in a position to cepitalrze directly on the
inventions that evolve from such research, That is, no
university is going into the. business of manufacturing and
selling products.

The only real outlet for the ‘results of their
creative work is by way of a license to a ‘company. This _
raquires some attention to patent matters if anything viable '
is to bhe transferred. ‘

: _ As a closing point -~ (this is to the letter, now) --
I wish to say that we as taxpayers have a great national
resource in the talents of the university research investi-
gators and in their faoilities. '
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one, The copyright law forbids it. " The Constitution gives
the federal gove:nment the power to grant patents -~ but to
itself?

When the government does take title to a patent
that is a little like you or I writing checks to ourselves
on our own account., There may be a reason for doing so, but
it's a little silly to think that anything really tangible
is created in the process,

The patent only gives the patentee one right.
-That is the right to exclude others from making, using or
selling the invention. To my knowledge, the government has
never excludaed anycne, or at least did not until it started
to grant exclusive 1icensas.

If the government is going to continue to do’
that, sooner or later it ig going to have to be prepared
to take the next step; that is, to sue infringers, Beyond
that, any suit for infringement is going to have to prove
damages, How is the government damaged by such infringement?
The ultimate conclusions become absurd. '

The real heart of much of the furor surrounding
govexrnment sponsored inventions is this: The fundamental
notion prevails throughout many federal agencies, university
communities and with gome members of Congress that because
any government money at all was spent on an invention, it
should be freely available to all, ' It 1s this notion that
should be subjected to close scrutiny to see if it really -
saxrves the public interest,

Firstly, the idea that everything should be
pooled into a communal storehouse where it is freely avail-
‘able to all was tried by the Pilgrims. It did not work then,
and it will not work now, and for precisely the same reasons,

- Secondly, assume the invention is a new computer,

a new nuclear reactor, a new drug or some such, and is properly

patented, Now you and I and the milkman and your barber all:
have the right, presumably, to a royvalty free license under
that patent. But now that we have that right, what do we do
with 1t? The fact is that such a right is meaningless to us
as individuals, and such an invention may benefit enly a few -
companias. '

_ If they want it, why not let them pay for it? Why
should we? - SR ' '

A
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When I first entered the patent. busxness about
20 years ago, I went to work for Borg-Warner Corporation.
Borg-Warner, basically, was a supplier of parts and
components to the auto industry. Without patents to protect
what they made and sold, they would have been skinned alive.
So I had the benefit of having ground into me a very clear
concept of just where patents fit in the picture.

But then in 1965 I joined a company called
University Patents to work with the University of Illinois
and a few other universities on the development of inventions
that came out of their research. I have to confess, and I
used to tsach at the University, that this was gquite a change
in environment for me.

But nonetheless, we are-all products of our own
experience. While I have no particular brief for industry
here, in my capacity, I have to deal with industry all the
time. I think we have to give some concern to the way:
industry looks at these things,

One of the questions I have ias just how this
proposed policy is going to work in light of past experience,
We have quite a wealth of exparience to draw on, although I
didn't come loaded with statistics, for which I apoligize.

To give an example, about a year ago there was
an article in the Wall Street Journal by Edward E. David,
entitled, "Moon Technology Five Years Later." Now, I am not
a compulsive writer of letters to the editor, but I couldn't
resist this one. 8So I took it upon myself to respond.

As I said, this is over a year old, so you can
take it for what it's worth, I wrote to Mr., Robert L. Bartley,
the editorial page editor. I said , Dear Mr. Bartley: This :
is in regard to an article by Edward E, David that appeared in
your editrial page Friday, August 2nd, entitled: "Moon
Tachnology Five Years Later.” This was an excellent article
and did point out some of the problems in transferring tech-
nology from federally-sponsored research into the channels of
commerce. Mr, David was correct in his observation that for
all of the billions of dollars that have been spent, there is
darn little to show that is of tangibla benefit to the tax—
payers,

Many companies want and need new products and
processes that might aid them in their business, and many
would like to take advantage of the wealth of technology that
has been generated by this type of research., The real problem
is, hew to do it,
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A further argument against gevernment ownership
‘and then granting exclusive licenses through a licensing-
progran: "The proposed Faderal Inventions Administration
 would certainly cost the taxpayer a great deal of money =~
probably much more 'than returns from commercially utilized
- inventiens would evar hopé to return in license fees and
royalties, Costs of policing patent rights on the part of
the Government involving court actions would be tremendous,
Raturns from nonexclusive licenses, even assuming a willing-
" ness to pay a fair royalty (not more than one percent of
manufacturer's gross selling price) would be very low. If
exclusive licenses are to be granted, disposal by public.
bid would be the only way to avoid favoritism and corruption
in the Administration., Most of the patents would probably -
still end up in the hands of the original developer with -
oenly nominal returns over costs of administration.” (P. 725,)

The strongest equity argument, at p, 742, against
competing licenses: "It would clearly be xnequitable to
deprive the inventor-contractor of an invention on the basis
" that it falls within one of the ca;egories of Saction 4(&)
and that he has insufficient equities to retain an interest
therein, and then grant the rights to another person with
even less eqnity.

The best statement that I really feel is
applicable hera, ralating to monetary rewards to an inventor -

CHAIRMAN JORNSON: s this near the end of your.
presentation? .

MR, LUKASIK. I can summarize it then, It's
taken from a publication, Protection of Industrial Property
in the USSR: "The Soviet ‘system pays much heed to the nature
of the work and interest of the inventor, A patent means
the inventor would only obtain a return when he begins
commercial exploitation of the patent, As a result, inventors,
scientists, engineers, are obliged to spend much time and
affort on matters not in their line, Experience has shown
such attempts often end in failure and dampened enthusiasm.

On the other hand, issuance of a certificate of
authorship eliminates such a waste of time, enabling the
inventor to devote himself wholly to creative work., "

In spite of that policy, particularly in Govern-
mant employee matters, the inventor in the Soviet Union can,

%
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the invention to his employer and (2) insist that the employer
take the required steps to protect his interest; i.e., file a
patent app:.:.bd’l‘i:.ou au. ““ps‘.‘v t it as a subject invention to the

government.

Another great advantage to the public provided
by the proposed Technology Transfer program will be early
‘publication of the invention in an Abstract of New Technology
to be submitted by the contractor. Thus, while the
contractor's patent department is evaluating the invention for
patentability, the public will be made aware of the new
. technology which may or may not be protected by a patent

If a patent appllcatlon is never filed, the
invention described in the published abstract will be
dedicated to the public through publication. The public .
also benefits from early publication of an abstract. through
advanced knowledge of new devalopments.

- As soon as competitlon becomes aware of a new:
invention which may or may not be patented, they must either
design around the invention to avoid future patent infringe-
ment or they must approach the potential exclusive licensee
for a license. One advantage of publication is the
stimulation of innovation through competition. The other
advantage is the reduction of duplication of R and D through
early visibility of the technology -~ There is no need to
invent the wheel again.,

The Commission on Government Procurement also
recognized the problems of routinely taking principal rights
and reliance on deferred determinations and after the fact
disposition of patent rights. These shortcomings include
deferred utilization, increased administrative costs, and
a lessening in the willingness of some firms to participate
in government research work. The proposed revision is similar
to the "Alternate Approach" (Attachment 8) recommended by the
Cormmission and strikes "a reasonable balance between the
public and private equities involved and recogni zes the
multiple values in the public interest. The public will
benefit from a patent policy which not only promotes -
commercial applications of the patents, but also insures
‘maximum public benefits from the expenditure of" publlc funds "
(Attachment 8.} ' -

Foxr the above stated reasons, I submit the
attached model patent section for your consideration.

TR e
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(6) A system whereby federal R and D property
sought by private companies for commercial development could
be sold or licensed to them for an amount equivalent to fair
market value, and the same property sought by other public
institutions for dedication to public purposes could be sold
or licensed for half of the fair market value wherever

practicable.”

‘The statement goes on to support a "title" policy
in most respects. In spite of its general support of a
government "title" policy, Senator Morse's statement contains
what I believe to be the gist of the proposed patent section:

"However, even if the subcommittee remains in
doubt on this point, and believes that additional incentives
are needed, Mr., Chairman, I ask the subconmittee whether the
writing of incentive provisions is not a simple matter?

Isn't it possible for a bill to provide, with great ease,
for furnishing contractors with incentives, and also protect-
ion, by means of exclusive licenses to identified patents?
Could not these licenses extend for three to five years,
subject to renewal if the contractor shows he is making an

effort to develop the patent? ‘I submit ‘that formulatlng such S

a system would be Chlld's play for thls ‘committee,” '

"May I ask further -~ would not such an approach
have the 'advantage of retaining our successful ‘title'
provisions of the past, and the additional advantage of almost
unlimited flexibility in the future, as to the terms and
conditlons of 11censes to be granted’" ‘ :

“In V1ew“of-the statement above, perhaps the
section should be entitled "Patent Incentives Provision".
rather than patent rlghts. I mention this because there are
several other, very 1mportant anentives contained in the
proposed section. S : :

For example, making a monetary award to the
inventor would provide a residual interest in the invention
in the inventor's name which he cannot dispose of, ' The
Congress thus re-asserts its Constitutional responsibility
to dispose of and make all needful rules and regulations
respecting the territory or other proPerty belonging to the
United States.

- :8imilar Congressional action may be illustrated
by the Homestead Act: and the Morrill Land Grant College Act.
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compiled a comprehensive report entitled "The Prospects for
Technology Transfer.”

I respectfully submit the attached amendment to
Section 9, as my proposal to accomplish the wishes of the
majority of each of the committees which I have mentioned,

The suggested policy provides:

a. Clear guidelines for Department action with
sufficient discretion remaining in the agency making the
day-to~day decisions. Initiative in determining practices
and procedures remains in the operating agency who is most
familiar with the problems and needs of their individual
spheres of activity.

b, HNeed for exclusive rights -- Witnesses at the
hearings placed great emphasis on the role that exclusive

rights can play and have played, in stimulating private invest-

ment in developing and marketing inventions resulting from
government R and D contracts.

c. Allocation of exclusive rigpts at the time of
coentracting is a great incentive, since it assures in advance
that commercial exclusivity is available; can spur acceptance
of government contracts in the first place -- applications to
‘work of the best commercial expertise available to the
contractor; and conscientious effort to accomplish the all-
important step of identifying and reporting inventions.

d.. Pre-contract review is not required because of
the proposed deferred determination procedure.

Without going into the deteile of Technology
Transfer, I will now list the recommendations made by the
Selact Committee on Small Business in their report:

"l, all federal agencies which support research
and development should:

(a) include a new technology reporting clause in
contracts;

(b) assure that intramural 1aboratories follow
a proper identification and reporting procedure.

(c) separate, where necessary, the technology from
a security classified context, so it may be furnished to all
potential users;
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I am very concerned that you have been getting
some false information about licensing program.

AEC and ERDA have only granted one exclusive
license, exclusively in the United States. That was just
a few months ago.

We didn't grant any exclusive llcenses to any
foreign companies in the United States.

I just don't know what . information this was.
predicated on, but I would really like to have it. .

MR. ADAMS: I would be glad to communicate with
you on the subject. T will have Sparky follow up. '

CHRIRMAN JOHNSON: Well, Mr, Adams, thank you
very much and .thank the members of the Council for taking
their time to follow the subject and give us the beneflt of
their thoughts. -

CHAIRMAN JOHNSON: Our next participant is
Frank Lukasik, a patent attorney. He had a number of
experiences in the Department of Interior working on problems.
He is now a patent attorney with the Air Force. I gather
he is appearing in his prlvate capaczty here today.

MR. LUKASIK: Thank you. These comments were
actually prepared several years ago. This isn't the first
_time I have tried to convince a body that this is the proper.
‘way to handle inventions made under ERDA programs. My views
are contained in my papers.

First I would 1ike to read from the paper, then
go to a compilation of statements taken from some of the
hearings on the Pederal Invention Act of 1966. In trying
to think of a name ‘for this proposed patent program, my-
first thought would be the "Patent Incentive Program." The
second possibility would be the "First Option Plan," and the
thirxd, as a government employee, would be a "Use It or lose
It Plan.™ :

Mr. Chairman, in my opinion, the patent provisions
promulgated by ERDA in compliance: with the Act will not serve
their intended purpose. The major difficulty which I found
was that on the one hand they are attempting to attract the
highly skilled, innovative, reseaxch community to invest its
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James E. Denny, Esquire -3 - November 10, 1975

However, there is a need to utilize ERDA plants and laboratories
to conduct work for others and the objectives stated in Section
9-9.100, including the recognition that the patent poliey is an
important -incentive in getting inventions to commercial utiliza-
tion, should be taken into account when ERDA is the seller rather
than the buyer. It is difficult for a private buyer to give up
rights to control and own inventions resulting from work he has
paid for; nor is there a good justification for a buyer doing so
merely because the Govermment is the seller.

Since ERDA recognizes that it must work in cocoperation
with industry to obtain '"commercial utilization of all efficient
sources of energy," I suggest that ERDA must also accommodatc
the realities and permit private sponsors to retain the basic
rights to inventions and discoveries that they pay fox.

In closing I would like also to note that so long as a
more liberal policy exists for privately sponsored work performed
in ERDA's Richland facilities than for such work conducted in
ERDA's Oak Ridge facilities, private sponsors will be maturally
inclined to choose the former. My client's inferest is in getting
more private development in the Oak Ridge area. While we do not
object to fair competition by our counterparts interested in
Richland, we would like to compete on an equal basis.

Sincerely,

-

0. S/ Hiestand

0SH/dxb
ce: Mr. Thomas A. Hill
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November 10, 1975

James E. Denny, Esquire -
Assistant General Counsel
for Patents S
Energy Research and Development
Administration
Washington, D. C. . 20545

Dear Jim:

I am writing on behalf of the Roane-Anderson Economic
Council (R-AEC) in response to the proposed ERDA patent policies
published in the Federal Register of October 15, 1975.

As you may know R-ALC is an organization of businessmen
that has been active for a number of years in seeking more private
industrial development in the Oak Ridge area. One of the Council's
long-standing projects has been to obtain a relaxation of the AEC
(now ERDA) patent policy with regard to privately sponsored work
perfecrmed at ERDA facilities in Oak Ridge. Apart from the general
impetus for industrial development and economic benefits to the
local area, the Council has been particularly concerned that the
patent policy enforced at 0ak Ridge is more restrictive than that
permitted in the ERDA facilities at Richland, Washington.

From discussions with Len Rawicz 1 formed the impression
that the proposed new patent policy would recognize privately
sponsored work and provide for appropriate guidance on granting
waivers. However, in reading the published regulations 1 do not
find that this subject is addressed specifically and do not be-
lieve the guidance is sufficient to eliminate the restrictions
and inconsistencies that now exist.

Section 9-9.109-6(a) sets forth the general policy for
walver of patent vights under contracts with ERDA and section
9-9.109-6(h) states some examples of situations where a waiver
might be appropriate. Included in the examples is a situation

234




232

The fact is, if granted an exclusive license, a

corporation doesn't really have a lot because we do not know
-

of a single instance where AEC-~-ERDA has backed up -an exclusive

license when the company that had it felt that there was an
infringement.

If such licenses are granted, it is generally
felt that it is much easier to get an exclusive license if
you are a foreign corporation than if you are a domestic one.

Finally, we can't help but think that there is
somewhat of a conflict set forth in Section 9-9109-6e headed
"Content of Waiver Requests."”

Part of this section states as follows: I quote,
"A full and detailed statement of facts to the extent known
by or available to the requester...

Then it goes on to set £Orth the information that
is needad and it stresses that a full and detailed statement
of facts must be included. :

Then at the'Very end of this section it further
states, "All material submitted in requests for a waiver or
in support therecf will be made available to the public after
a determination on the waiver or request has been made,
ragardless of whether a waiver is granted. Accordingly,
requests for waiver should not contain information or data
that the requester is not willing to have made public."

This really seems to present a problem. If they
want the waiver, they must submit total, complete information.
At the same time, whatever they submit is going to be made
public regardless of the determination.

To me this is a real Catch-22 -- a Hobson's choice.

Damned if you do -- Damned if you don't.

When a new, effective patent policy is finalized,
we suggest that a gocd step toward involving the private
sector would be to conduct a conference for the leaders of
industry to discuss with them commercialization and how they
can best participate in ERDA's research and development
program.

Naturally, the best possible site for such a
conference would be Oak Ridge, Tennessee, with the large and
capable Oak Ridge National Laboratory, its ¥-12 Plant, plus
the Oak Ridge Gaseous Diffusion Plant and the fact that it

&
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What do I mean by different types of relation-
ships?

Let's loek at three categories.

1. There is the case where a private corporation
simply wants to spend its money to sponsor certain types of
research in the national laboratory. This is allowed where
the capabilities don't exist elsewhere.

If a company wants to spend its money to 60'this
research, then it ought to be able to get a waiver without
much trouble, _ _ . .

I know there are'those who will say you must
protect the government's investment., They have all that
money invested in previocus work, in personnel and buildings
which are depreciating daily; and.you have to figure and
weigh that against what the prlvate sponsors paylng.;-

Carried to the extreme, though, you can prove
that nobody has a right to a waiver.

‘On the other-nand, we come back to thé Questions
"Do you want to encourage participation, or don't you?”

We think that if you do want to encourage it, then |
it should be a simple matter to grant a waiver to someone
when they are spending their money to sponsor research,

We have asked our attorney to study these concerns.
and have included his letter to Mr. James Denny, which
suggests a solution for one portion of this problem as part
of our testimony. :

In this letter we suggest it would be appropriate.
to include a separate section in the regulations entitled
"Patent Policies Applicable to Privately-Sponsored Work -
Performed by ERDA at the Sponsor's Expense,” and that such
section provide for a full governmental waiver of patent
rights in such situations.

Where the privately sponsored work raquires or
benefits from work performed by.an operating contractor for
ERDA, it might be appropriate to reserve a non-exclusive.
license to the government if the ERDA paid-for work contributes
significantly to the invention or discovery. :
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Our next participants are Leslie S. Dale and
Ben Adams. '

MR. ADAMS: Mr, Dale could not make it,

Statement on behalf of the Roane-Anderson Economic

Council, by Ben Adams, Secretary, before the Public Hearing
on ERDA Patent Policy, Germantown, Maryland November 18, 1975.

My name is Benlﬁdams. I am a citizen of Oak Ridge,
Tennessee; and I am here today representing the Roane-
Anderson Economic Council,

This organization is made up of private businessmen
in Roane and Anderson Counties.

- Our organization was formed early in 1973 w1th
encouragement from the Atomic Energy Comm1381on._

One of the main purposes of our organization is
to try to broaden the tax base with increased private industry
in our two counties,

This would ﬁend to_fﬁrther the goals and aims of
ERDA by making the Oak Ridge area less dependent upon the
government —-- ERDA,

While our two counties have now and have had for
many years a good industrial development effort —- the fact
is that private industry ‘has never come into our area in any
great numbers.

One of the principal reasons is that many induétries
have been frightened away by the dominance of the single
. industry, government-owned complex at Oak Ridge.

We have tried to apéeal to industries who will
benefit by being near energy research and development such
as we have at 0Oak Ridge. :

Through our initial contacts we found there was
~ a large corporation interested in financing research at Oak
Ridge National Laboratory. They were holding up, however,
baecause if a patent developed they would not get it.

As we made additional industrial contacts_over
. the next months and years, we continually ran into keen
interest in the patent subject.

Vi
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We have a lot of that, I don't know, I think it is
just human nature. If there is a patent, then that part of
human nature which makes them want to discover things for them-

selves has some theoretical commercial value.

I don't know what great advantage patents give
people, in practice. Infringement seems to be very easy, and
the recourse against it is almost nonexistent,

CHAIRMAN JOHNSON: So from that standpoint, patents
would not have the blookzng effect you feel.

DR. DICKS: Well, I think they do have a blocking
effect. I would agree with you, but it is a complex phe-
nomena. It is not a simple, straightforward thlng that one
can easily analyze. ,

CHAIRMAN JOHNSON: Mr, Gdodwin?

MR. GOODWIN: Do your objections go to the point of
saying the government should abandon all efforts to ‘get back-
ground patents? -

DR. DICKS: No, but I think it should be nego-
tiable. Highly negotiable. I think that negotiations should
be well understood by the procurement people in the govern-
ment. There is no reason to say that government should
abandon seeking background data because you can sometlmes get
it easily.

CHAIRMAN JOHNSON: Mr. Eden?

MR. EDEN: Should those negotiations leading to
the taking of background rights include discussions as to
what royalty should be paid?

DR. DICKS: This is an objection, that the royalty
is usually left to be determined later by the governwent, by
some unknown process.

It would probably make it easier if you could
determine a royalty to begin with, but I don't really know
how you do that, on what basis one decides upon the royalty
on something that is probably not go;ng to be applied any
time soon.

So I can see the difficulty that the goveranment
would be in in deciding what the royalty should be at the
time of contract award. But I think it would be helpful.
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But are yoﬁ disﬁinguishing at all, Dr. Dicks,
between background data and background patent rights, or do
you lump them togethex? .

DR. DICKS: The patents are easier than the data.
CHAIRMAN JOHNSON: I see.

‘DR, DICKS: I think we do not have a solution to
the data problem. There is some possiblllty that you can get
a solution in any negotiation, to the patent problem.

CHATRMAN JOHNSON: Are there other questions?

MR, RITZMANN: Dr. Dicks, you have been talking
about the situation where the University of Tennessee Space
Institute has been contracting with ERDA. BAnd you have been
subcontracting w1th subcontractors? _ ' o

DR. DICKS: Yes.

MR. RITZMANN: Do you do any work with Private
'industry in energy research? o

DR. DICKS: Do we?
MR, RITZMANN: Right

DR. DICKS: No. It tends to be the other way
around. They are doing work for us.

MR, RITZMANN: So you don't know how private
industry would treat you in a similar situation?

DR. DICKS: Well, I have had other experience in
contracting to private industry. It depends on the industry.
It differs drastically from company to company.

MR. RITZMANN: Do they in general require back-
ground rights to practice patents that may come out of con-
tract research you are doing for them?

DR. DICKS: No. As a matter of fact, we -—- That
issue essentially has never come up. There have been agree-
ments made on who shall ‘ocwn what portion of what patent
rights that are generated in work, but the questlon of back-
ground data has not come up.

CHATRMAN JOHNSON: George Kimball,
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DR. DICKS: Well, we have to have Government
approval. Of course, in the process we would negotiate with
industry, come up with —- The University was just simply a
go—-between., We had no interest in patents or partxcular
proprietary rights in this.

MR. DENNY: If you would come up against a problem
you would go back to ERDA?

DR. DICKS: Yes, we would go back to ERDA. At
unusual times we would have some three-way discussions.

As you know, in the contract procedure it is our
responsibility to negotiate the subcontracts., We are held
responsible by the Government if we make a mistake in -~ .
negotiating the subcontract and do not have access to back-
ground data or patent rights because of thls contract. The
Government can hold us responsible., '

I think this never . comes to llght but that is the
legal situation.

MR. DENNY: So if you modify the OCR clauses, you
must go back to ERDA for approval?

DR. DICKS: We must go back to ERDA for approval,
but approval by ERDA does not constitute responsibility.
In this situation you get from the Government, you ask them,
"Well, may we issue this contract?" And they, the Government,
will write you a letter and say, "Yes, you can issue this
contract, but it does not absolve you from any respon51bllitles
that you have under your contract with us.,"

MR. DENNY: I mean specifically, if you ‘have
trouble with patent prov1szons, do you go to an ERDA patent .
attorney?

DR. DICKS: Yes, we will call in ERDA patent
attorneys at appropriate times,

MR. DENNY: \That is one advantage, then, I should
say, for new patent clauses, because ERDA does take the
responsibility if waivers are granted and you are off the hook,

All you have tq do is pass them on.

‘ DR. DICKS: That makes us very happy, but it does
not help us with getting the final negotiation through.
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just recently been published --

DR. DICKS: We were told that if we asked for
these provisions that we could get them, In other words, we
could have had a contract change instituted had we agreed,
and it appeared that the Government was ready to agree. So
we did review these new provisions and decided not to use them
in conjunction with the people that we were trying to negoti-
ate with. .

MR. DENNY: You mentioned a 9-month delay.
DR. DICKS: fThis is typical.
MR, DENNY: This is not all patents, I assume?

DR. DICKS: No, it is not; but I would say a sub-
stantial portion of it was patents.

Of course, a part of it is just in the Government
approval cycle. But probably about two months of that in-
volved patents, seriously.

MR. DENNY: At the tail end, or have you had other
problems? _

DR. DICKS: Those were the most important things
we had to negotiate, so they persisted to the end.

MR, DENNY: I don't know how you all do it, but 1
know sometimes the Atomic¢ Energy Commission put the patents
off to last and then started to work those over; and patents
took a lot more blame than if they were negotiated parallel.

DR. DICKS: We started negotiating the patent
provisions in May, and just finished in November., We started
negotiation on the patents. There were other things being
negotiated. As it turns out, there were no problems in cost,
for example, in this negotiation.

MR. DENNY: Did that persist to the end?

_ DR. DICKS: I sgay there was no problem at all with
costs. It was just in the general provisions, and the most
difficult thing was the patents.

MR, DENNY: The OCR patents clauses?

DR. DICKS:  Yes, bhut we could have used these.
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going te know anything about it, it is going to be John,
because he has been dealing with us in the 0ffice of Coal
Research for years.

: I wag always under the impression that the OCR
regstrictions were much stronger than the provisions of this
contemplated pelicy, particularly as far as background is
concerned.

I agree it was much easier to negotiate because
in effect the Department of Interior at that time said, "Well,
either you take it or- that is it." There was no negotiating
there whatsoever. ST :

Possibly, with this new situation being more
flexlble than this, there might be a longer time interval.:
On the other hand, I thlnk you have a better situatlon in
Slght. : . : : , :

" Po:-you have‘anyAspecifics,-particularly‘insofar-as
background? OCR requirements were much more rigid and I.
thought based on a much wider scope than these narrowly drawn
regulations we are talking about here today.

, DR. DICKs: I am “talking about practice, not
philosophy. : ' S S ey RS

In the case of an OCR negotiation, the negotiation
in general ‘was much easier and much more rapidly accomplished.
I don't think I can think of a case in OCR -- and, of course,
your experieénce is the widest -~ remember any case where you
did go in and forecibly remove background patents from any
1ndustry. I-don't thxnk 1t ever happened.

What we have now is the threat that that will hap—
pen, based on the national need, of course, in the present
emergency situation. What I am saying is that in operation -
in the past this has just never been implemented, but it
looks as if you expect to implement it now.

‘Our reading of this is that it is -- You know, we
were told that it represents an easier patent policy, but
that is not our interpretation. I think you will probably
have other people here today -

DR. FUMICH: I think 1t is a problem of communica-~
tiocns. )
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survive in the engineering field without R and b support from
the government. They just do not have the internal resources
to mount programs of their own more than twenty or thirty or
fifry million dollars a year,

As we all know, it is going to cost a lot more than
that to develop fossil fuel energy. So the point I would like
to make is that we are interested in the actual operation of
the system. Although the philosophy of the government acguir-
ing all background patents might sound fine, certainly you
can get a lot of public support  for that, the- 1mplementatlon
will damage the fOSSll fuel program. '

There is one further point I would like to make.
Procurement is an unfortunately very lengthy process at the
present time. We are finding from- the time that we make a
technical breakthrough to the time when we can begin getting
experimental data on ‘the next stage, that this time may be
now as long as five years. : : :

About'half of that is simply paperwork delay. It
takes us under government supervision, is taking us currently
about nine months to negotiate a contract for anything over
a million dollars. This is just typical of what we observe
happening in the energy field. Part of the negotiation delay
involves-: detailed negotiations concerning patents and what
tiiz company keeps of that background data and what it will
have to surrender under what terms. So I believe this con~
cludes the points that we would like to make at this time.

CHAIRMAN JOHNSON: Thank you very much, Dr. Dicks.

I would like to ask you if your remarks are drawn
to the policy of Government acquiring background rights, as
you said, all baciiground rights, as opposed to the clause
that actually appears in the proposed regulation, which is
a very narrowly drawn clause.

It really deesn't have the Government acqiuire
ovnership or even a Jicense for anything but the demonstra-
tion plant purposas, and it provides only that under certain
specified circumstances, namely, perhaps, of a theoretical
nature, but still' there, that a firm is not meeting the needs -~
in other words, is acting as a dog in the manger and sitting
on those rights and preventing the technology from being
exploited by anybody but that one company -- that only in
those circumstancés_wouldfthe Government exercise the right to
request licenses to be made available to other parties.
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AFTERNOON SESSION

(2 p.m.)

CHAIRMAN JOHNSON: If we can begin with our after-
noon session, we will be running through until about 5:40 this
‘evening.

Qur first participant this afternoon is
Dr. John B. Dicks of the University of Tennessee Space
Institute,

Dr. Dicks, we will be glad to have your presenta-
tion at this time,

DR. DICKS: I am Director of the Energy Conversion
Division at the University of Tennessee. We have what I
believe is the largest fossil fuel development contract at any
University in the country. We have $8 million to do magneto-
hydrodynami¢ power generation research and development.

I would like to speak today about the relation
between fossil fuel technology and patent policy. We are
involved in attempting to implement Congressional and OMB
policy of negotiating contracts with industry which inveive
various kinds of cost-sharing or participation. We intend
going to larger stations in this development process where
we are seeking some $20-0dd million currently for matching
funds, and beyond that, in demonstration plant scale tech-
nology.

If we follow OMB and White House policy, we will
be looking for something on the order of $40C million or $500
million. We are having some difficulty in negotiating con-
tracts because of current patent policy; and as we read the
proposed new patent policy, it would make life considerably
more difficult.

Now, I do not think anyone objects to the govern-
ment's rights to patents that are generated under government-
funded R and D programs. I think there probably is not always
objection to the government having patent rights even where
there are large amounts of contributing participation. But
what one finds very difficult to negotiate is the government's
rights to background data and patents that the government did
not pay for, and in many cases, that are the basis of ongoing
industrial profit-making enterprises, We are currently in
negotiations with subcontractors that are essentially super-
vised by the government or certainly must réﬁuire government
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I don t know of any situation where patents have
been put on the’ shelf, for example,- not used, because of
someone ‘s desire to "suppress an invention.," The Inventors'
Council investigated many such stories, We never found a
single case where a large corporation put- patents on a.
shelf" beacause of some large monopoly position..

I think I have said enough. I would hope there
will be questions so I will remember some of the other
things I meant to say. When I hear talk about the Patent
System, like that of Ms, Till, I feel like Mark Anthony
who came to the funeral of Caesar,

. Thank you very much.
CHAIRMAN JOHNSON: Thank you very much.
. Are there any questions at this time?

You completed your remarks within the half hour
allocated. We do have the benefit of other statements
made in other forums. We are glad you were able to come,

May I aék ydu,'how'are you finding the inven-
tions comlng in for evaluation and recommendatlon to ERDA?

MR. RABINOW. We have gone through quxte a few
we didn't like, but we found two we like, They come from o
basement-type inventors who are,. generally speaklng, tech-.
nically untrained. They invent perpetual motion. machines;
they invent wave-energy machines that cost $60,000 per
horsepower to install., They invent a great many things
that are trivial. We-try not to hurt their feelings.

. But. there were two that were pretty good. I
sincerely hope ERDA supports them to whatever extent. it
can, hopefully with money. There is some 90351h111ty
that ERDA will support the inventions in other ways.

I certainly think that Aif this program is suc—
cessful, several things we hope will happen -- We will get
inventions from universities and professionals so.that we
shall get a better grade of invention and hopefully this
will carry over to other fields besides energy.

Most of the world supports‘inventiogé; Sweden,

U. K., Denmark, Canada, Japan; they all support inventions
with ongoing programs. This is the first time, I think,

/
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, I read the energy bill,  Nothing must violate
the antitrust laws. Here is a set of new laws which are
quite unclear, rather nebulous in their extent, which auto-
matically take precedence over the basic law of the Consti-
tution. _

There was raised today the question about
expediency versus public good. NTIS has this problem,
This National Information Dessimination Group now has
the right to file for foreign patents, They find they
must become "self-supporting.,” So must the Patent Office.
It is expedient to say you are self-supporting.

The fact is that the Patent Office creates
royalties on which we pay taxes and they they amount
to some 20 times the total cost of the system; neverthe-
less, the Patent_Office must become "self-supporting,”
The new bills introduced say that after a few years, we
‘have to pay two ox three thousand dollars more in
meintenance“ fees.

The justification for the maintenance fees is
partly to make the Patent Office self-supporting and
partly to make patentsnot being used go into the. public
.domain so that more pecple will use them, This last is
pure unadul terated. hogwash, : . TR ST

‘ I know what happens in Europe. X ofgen-havesto
pay maintenance fees, What happens is that as .scon as I -
can't sell a patent (they don't have to whip me with. extra
fees; I try hard enough} and when the hill +o pay comes
idue, I drop the patent. :

' I .assure you that not one has been picked up
after that, God knows that if it is not attractive on
an exclusive basis, it will never be picked up.’

- .It has never been a question of roya_lties-, If
I can't sell a patent on an exclusive basis, I can't sell .
it at. all. This nonsense of making a patent. free 80 that
'everyhody will grab it just doesn't happen, It did not
happen thh 15,000 German patents. it is not happenlng
with 26, 000 U, S, patents.-

My ‘watch reguletcr took 9 years to sell : If
there were a fee- system in - effect, I would have dropped .
it. My headlight dimmer patent has expired,. I never sold
it, even though General Motors sa_d it was the best thing :
they had ever seen; Chrysler put it in their specs; Ford




music composers, too.” He can get practically life-time
protection. _

But if T make something completely new and daif-
ferent, X own it for 17 years. The more new and different
it is, the harder it is to sell precisely because it is
new and different and the human race is a low-pass filter.
They like to "think through" about new things. By the
time they filter it out, 10 years go by. :

Industry is not likely to use very new things,
either., 'The government supports a great deal of R and D.
I think this is proper. The government should support
R and D. . o

It is obvious that the Arabs have learned eco-
nomics particularly since they can also send their kids
to Harvard Business School. -

- One of the economic facts of life is that the
people who ‘sell oil will see to it that the cost of oil
remains under the competltlve cost of other energy. That.
is easy to do even at $20 a bharrel.

So the government has to spend the money because
wind, wave, solar, geothermal energies are too risky. I
can bet that you (ERDA} can't make a profit in the next
5 or 10 years, but you should support R and D because you .
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know that in 20 or 30 or 50 years there will be no oil in -

the world.

Whethex in the history of the world, 2¢ or 30
or 50 years are different numbers, I don't know. It is
a silly guestion. In the history of a nation, a hundred
years is nothing. Therefore, the government has to do
it, knowing that industry cannot, should not, can't afford
it. ERDA has to.

When people talk that somebody may get a
monopoly in the energy field, they are talking nonsense.
Nobody is going to make much money on this. Certainly
not big money.  0il will always be competitive for at
least the life of any patent granted in the near future.
In other words, if I had a wonderful invention on solar
energy or wind power, I can be sure the Arabs will read
about this patent and make sure their price is more than
competitive with my wonderful invention.

Yty A S A i P e e e
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A free patent may be used if it is useful in -
agriculture. That point was raised by Ms, Till, -when
she :ﬁaiq that Department of HBL.LLUJ.EUJ.E found they Son't

need to grant exclusive 11censes.

But you can’t expand the experiences of agri-: -
cu;ture=to the experiences of machine manufacturers, If
- I am a grower of wheat and@ I have a hundred acres and the .
Department of Agriculture develops a better wheat, which -
they did, a wheat free of some particular pest, I cannot -
monopolize the business, I can only grow so much of this

wheat; and I want to because it makes my wheat crop ‘more
certain. :

'But I certainly cannot have a time-limited -
monopoly posit;on, and I use that work not in a deroga-
tory sense. Again, I do not have an econonmicadvantage .
with my hundred acres, I couldn't produce enough wheat
even for the local communlty. So I am glad to use the
patent of the Department of Agriculture. -

This is not true, for example, if I make phono—
graphs, There, if I have a patent and can make a better
phonograph than anyone else, as'I can, I start a company
and I lose money but I eventually sell the’ thing to-
Harman-Kardon. Now, instead of one company producing .
good'phonographs, there is one in Denmark with-a llcense
to build such machines and a Japanese company coming out:
with one and an English company, and eventually many others.

_ When my basic patent expires next year, thera-
will be four companies making these fancy. record players.
How the market will react to all this, I do not know; but .
it is a better record player.. It cost me $730,000 to put
it on the market. I would not have spent $730,000 of my
own money -if I didn't have an absolutely impregnable '
patent position. '

Then I hear storles about: patents being invalided
by the courts. You have to get some statlstxcs straight.
Of my 209, not one was held invalid

You may say th;s is ]ust luck. But the fact is .
that less than one percent of patents get into court. Of
those, a few get invalided because -there: ‘are judges in some
districts that say: that all patents are no good. If you
have ¢razy judges, you get crazy decigions. : :
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I sold the foreign rights after some eight years
of covering foreign countries with patents and the device
went into four foreign automobiles.

In the United States, that clutch, outgide of
the fact it started a new class in the Patent Office because
of the flood of improvement patents, was used very little.
It was used by a few companies; but, basically, it "died
on the vine" because nobody wanted to put up the needed
tremendous money -- and I mean millions of dollars -~ to
develop the technology,

People who talk about the cost of a patent seem
to forget that perhaps 5 or 10 percent is the invention and
the rest is the sweat and blood to develop the secondary
things that make the patent work, the ten, twelve years
of development work, large monies, big staff, the “1ittle
problems"” that must be licked, the "minor details."

How do you seal the powder that makes the clutch
work? How do you 61551pate the heat? How do you keep it
from settling out? How do you do all the things a clutch
‘has to do before it becomes a commercial item? :

The-governmant didn't do it, Industry didn't
want to bother, . .

I was told if I could get my rights back by
getting a special bill passed by Congress, then the finan-
cial people would raise several million dollars 80 we can
start a suitable corpcration. :

For many reasons, I didn't want to do this,

I didn't think such a bill would have been
passed by Congress. '

Besides, I was very happy at the Bureau of
Standards during my first reincarnation there. So I left
the problem alone, and ths inventlon sort of dled.

People ask’ about othex statistics. What happens
to the patents which are made “free to everyone"?

I have a statistic not brought up this morning.
During World War Two, we confiscated all the patents
belonging to enemy people. There were 15,000 of these.
These were not developed for weaponry; they were industrial -
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is involved in developing an invention, and I don t expect
to teach them today.,

Some of our large corporations have a very
curiogus interest in. the patent system,

I can quote three vice presidents of three of
the largest corporations in the U, 8. who told me pri-
- vately that if there were no patent system they would be
delighted-

One was a very large computer company, not the
one I worked for.

Another was an automobile company, and the third
wag a very large electrical company._

Their point was simple. If there were no patents,
their marketing powers would become even more dominant.
They do not make money on royalties and patent exchanges.
They would not have to do defensive research to protect -
themselves against some p0581b111ty that may arise in the
future, Their marketing is so strong that if there were
no patents they would not have to worry about anyone else
entering their fields, and they would not have to support
several hundred patent attorneys all over the world.: They -
now have to cover at least 20 or 30 countrles each time
they get a valuable inventlon.

These 1arge corporatlons do- not. depend upon
their patent positlon at all.

So if patents wore"abolighed or made free to
everybody, it would mean that there would be no patent
in a commercial sense. It would, perhaps, have some value
in defining the inventor or perhaps some historical museuwn
value so that we could learn 1ater "who dlﬁ it," but other-
wise it would mean nothing.

It means that the large corporation would auto-
matically win all compet;tiona.

Mr, Land of Polaroid could not start up a com-
pany if he had. no patent position. ‘

I started two companies because of my patent
positions, One became part of Control Data. The other
is part of Harman-Kardon. o . -

/
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of my life in countries where everything was done by hand.
When I was lecturing at Berkeley about this subject some.

years age, one of thae gtudentsg q.-.nr‘l "Wa have annnn‘h matarial

A L e b Ry S

wealth; we should concentrate on the beautiful thlngs of l L fe,’

I said, “Before you argue with me about the
beautiful things of life, I suggest you try an outside
toilet in Siberia at minus 50 and then talk to me about
material things vs. the beautiful things."

Anyway, since we have to improve the standard
of living, the guestion is who does it, how it is done.
We must understand the mechanism; otherwise, you get the
kind of nonsense we heard today.

The great inventions of our time are not made
by large corporations. Large corporations invent improve-
ments which are very necessary and very important. But
the great. inventions of our century, that is, of my day,.
your day, are not done by the basement inventor nor the
employee of a large corporation.

I would like to read a list published by the -
Ministry of State Science and Technology of Canada which
lists the great inventions of the twentieth century and
which were made outside of large-companies.

I also had compiled such a list and have com-
bined them. It is a long list,

Atomic energy, computers, vacuum tubes, xero-
graphy, FM radies, lasers, microwave technology, penicillin,
radar, insulin, catalytic cracking of petroleum, jet engines,
mechanized wiring, fiber optics, magnetic recording, holo-.
graphy, oxygen steel making, heterodyne radio, DDT, strepto-
mycin, gyrocompass, rockets, titanium, cotton picker, Pacron,
shrinkproof knitted wear, zipper, automatic transmissions
for automobiles, self-winding wristwatches, continuous hot
strip rolling of steel, helicopter, mercury dry. cell, power
steering, color photography (which is particulariy interesting
because it wasn't done by Eastman Kodak but by two v1olin;sts),
air conditioning, Polaroid cameras, ballpoint pens, cello-
pMm,Mmmmﬂ,wumlmwmgmmMM,hmwmﬂw
records, magnetic core memories, TV tape recording, foam
rubber, and some others,

These were all done by highly trained people in
universities, government laboratories, and small compapies,




CHAIRMAN JOHNSON: Our next guest is
Mr. Jacob Rabinow.

MR, RABINOW: I had what I thought was a
coherent outline of what I was going to say this morning;
but particularly after the attack on the patent system by
the last speaker, I am afraid the subject w111 change
slightly.

I am very concerned about the patent system,
not only as it concerns ERDA and your particular problems
but as it concexns the general welfare of our nation.
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I am'concerned thdt it,isn't,doing_wellg:Partly"

because I think the Department of Justice, with all due
respect to the member here, doesn't like patent systems
as a whole. Then there are the misinformed ideas I have

heard here today about making "all government-owned patents -

free because that is somehow good for the .public. One
could extend that to . say that all patents should be free.

0f course, a free patent is not a pateht. _It"'
is just a beautiful piece of wallpaper,

If you make them all free, _i:hen_ you have_- no
patent systen, T

I have heard a great many questions-on-statis~_
tics, I am a walking statistic. I have lots of facts.

What happens if you have mandatory licensing?

'Is mandatory licensing in the United States the
same as it is, for example, in Germany or Israel?

I will try to follow my cutline on what I thought

wag a coherent talk.. I will have to stray, and I hope you
will forgive me if I exceed my tlme.,

There are three ways in which a country as a
whole can improve its standard of living,

I am talking about the total pie.

One is to rob somebody else. That is . a good,
classic way that has been done for many, many centuries --
either politically, or by an army, or by economic means
by which poor people work for you and supply you with
goods.
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6. Travenol a 5t advantage
incorporating the zirconium phosphate sorbent system 1nto its
existing coil kidney system. Rather, . they suggest the design
of a new generation of miniature, parallel flow dialysis units
to be utilized with the sorbent system. Travenol is correct in
noting that Marquard:t intends to employ existing components in -
order to utilize the Marantz/Greenbaum sorbent system in an arti-
ficial kidney device., We see this to be a significant advantage
in that it will make available to the public the Marantz/Greenbaum
sorbent system at an early date not dependent on the later develop-
ment of components which Travenol feels might be more compatible
with the sorbent system. As previously noted, Travenol is not
precluded from developing an artificial kidney which incorporates
the Marantz/Greenbaum sorbent system which the public may ultimately

deem a better device than Marquardt's.,

Recommendations

It is the belief of the Patent Branch and the grantor Institute

that Marquardt's request and arguments for an exclusive license . .
are well taken. (See NIAMD comments enclosed herewith as. Exhibit H)
It is our opinion that the position established by Marquardt
Corporation through its initiative in funding further development

of the invention after Government funding ended-should be weighted
heavily in favor of granting Marquardt's request. It is clear

from the facts before us that no other commercial concern.was willing
to utilize the information available from the NIAMD contract to further
develop the invention. It can be argued that ‘Marquardt -

acted as a volunteer, and their request therefore should be denied.
However, we believe that the ramifications of such denial would
affect the public interest not only in this case, but also in .
administering our exclusive licensing program as it relates to future
cases, Lt seems clear that there is a strong possibility that
Marquardt would discontinue the further development that they

propose without the guarantee of exclusivity; but possibly of more
importance is the fact that we will discourage future applicants.

for exclusive licenses from continuing development with their own -
funds of DHEW inventions until an exclusive license is granted.

We further believe that the granting of an exclusive license is

a necessary incentive to providing the funding for additional
development required to bring the invention to the marketplace.
Assuming the $4,000,000 estimate for further development to be
approximately accurate, the request for a period of market exc1u51vity
cannot be deemed unreasonable. -

/



194

Page 12 - Dr., Roger O. Egeberg

accurate, commercial introduction of a device which might infringe
the Marantz/Greenbaum patent or patent application would not

be forthcoming until four yvears and nine months from the issuance
of a nonexclusive license to Travenol Laboratories. Since it is
suggested that the exclusive license to Marquardt be for a period
of five years from their first commercial introductién of the
Marantz /Greenbaum invention, it appears that there would be only

a short period of time, if any at all, during which Marquardt had
an exclusive license, and Travenol would not be able to sell the result
of its research and development program. In light of the above,

we view Travenol's contention that the granting of an exclusive
license to Marquardt would substantially deter research in the area
to be without merit.

Additional Travenol arguments against the granting of an exc1u31ve
license to Marquardt are discussed as follows: : :

1. Travenol's contention that Marquardt might discontinue their
development program because other circumstances may end any exclusi-
vity granted by DHEW, i.e., failure of the Marantz/Greenbaum
patent application to issue as a patent, is not considered to be
relevant. It is clear that Marquardt is willing to continue
development, 1f the license requested is granted, notwithstanding
the possibility that the circumstances mentioned by Travencl might
arise. Marquardt's concern at this point seems to be establlshing as
much protection as p0551b1e for investing thelr r1sk cap1ta1

2. Travenol contends that the passage of medical device
legislation may significantly delay Marquardt's development program
due to the requirement for additional clinical data. - It would
seem that if Marquardt's program were to be delayed by such legis-
lation, all other manufacturers would be similarly delayed,; and
Travenol's argument is therefore not relevant. If relevant at all,
the argument lends support to Marquardt's request for an exclusive
license, since the estimate for the costs of clinical testing would
recessarily have to be revised upward.

3. Travenol suggests that the distribution and servicing
arrangements which Marquardt will have to make with a company in
the medical supply field should be firm prior to our granting of
an exclusive license. Although it is agreed that a commitment from
a company to provide these services would make Marquardt's proposal
to bring the invention to the marketplace more convincing, it is
felt that obtaining a commitment for such aid prior to the granting
of the license is unnecessary and possibly undesirable, The main
purpose in granting an exclusive license is to create an incentive
in the licensee to seek whatever additional help it might need

e
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Analysis
It is important to first note that the Patent Branch has made

no detailed investigation as to the relative capabilities of Marquardt
Corporation and Travenol Laboratories to bring the Marantz/Greenbaum
sorbent system to the marketplace. WNeither NIAMD nor the two
corporations has raised the issue of capability. Accordingly, it
has been presumed, and past performance of these corporations
indicates, that either corporation, if it chose to do so, could

bring the invention to commercial usage. 1Indeed, as already noted,
Marquardt is in the process of testing protytypes of the invention.

‘We view Marquardt's basic argument in support of their request
for an exclusive license as follows:

Marquardt has taken a basic discovery made through Government
funding, which the Government and others in the medical device
field refused to further invest in and develop to the point of
practical application, and invested their risk capital to bring

it to the point where it can now be identified as having definite
commercial potential. Marquardt's desire for an exclusive position
appears best explained by the fact that a great deal of additional
funding is necessary to complete development and achieve commercial
distribution of the invention. Without the exclusivity requested
by Marquardt, they have no guarantee of recouping this investment
and making a profit if other concerns can now capitalize on Marquardt s
demonstrated success and enter the marketplace with a competing
device.

In addition to the above, Marquardt raises the interesting argument
that Travenol dominates the artificial kidney device market, and
that granting of an exclusive license to Marquardt would actually
bring competition into the marketplace, while the granting of a
nonexclusive license to Travenol would only enhance Travenol's
already dominant position.

We view Travenol's basic argument in support of their fequest for
a nonexclusive license and denial of Marquardt's request for an
exclusive license as follows:

The availability of nonexclusive licenses to all investigators
will encourage research, while the granting of an exclusive license
to Marquardt will substantially deter research in the area.

There has always been some doubt whether nonexclusive licensing
or dedication by publication of the results of basic research
would guarantee the necessary development to bring such results
to the marketplace, This skepticism was reflected in a change

in Paragraph 6.3 of Department Patent Regulations, permitting the
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2. Travenol has estimated a development time of about four
vears. A comparison of schedules shows that Marquardt will have a
significant lead time -« approximately three years -- to effectively
enter the market and establish a firm position before Travenol has
an opportunity to introduce a competing product. In view of this
long lead time, it is expected that Marquardt would reconsider their
threat to discontinue their development work if they do not receive
an exclusive license,

[Briefer's Note: At another point in the Travenol reply brief,
Travenol states that Travenol and any other licensed organization
will, of course, attempt to shorten their development programs

to minimize the impact of Marquardt's lead and to more effectively
compete with Marquardt. It would seem that this statement obviates
the argument made above and lends support to Marquardt's need for
exclusivity to protect their investment.]

3. Travenol contends that a granting of a nonexclusive license
to all requesters will encourage research. It is submitted that
the granting of an exclusive license to Marquardt will substantially
deter research in the area. 1If nonexclusive licenses are issued,
one c¢an assume that Marquardt will make the best of it by either
continuing its development, or by selling its proprietary rights
to another manufacturer. It is reasonable to expect that the results
of their effort to date will not be thrown away by Marquardt,
in view of the admitted potential value of their work, but will
reach the public in one way or another.

4. It has been argued by Marquardt that no other firm has
shown interest in the project, and because Marquardt has proceeded
with the program, they should be granted an exclusive license
from the Government. However, Travenol could argue that if it
and other firms had the full benefit of information gained from
the Government-funded program, as did Marquardt, it is probable
that Travenol and possibly others would have proceeded with the
development of the zirconium phosphate system at a much earlier
date, :

3. Travenol indicates that if medical device legislation
is passed in the near future, Marquardt's development program
may be significantly delayed due to the requlrement for additional
clinical data not now ant1cipated.
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"Project Period and Cost

Phase II1

Column design and test 5. - 19.5 moé. $107,000 |

System design and test 13 = 23.5 mos. 40,000

Final design and prototype N 23.5 - 25.5 mos. 21,500

fabrication : :

Toxicity tests : 11,200

Phase TIT1E

In Vitro test 25.5 - 26.5 mos. - 3,200

Acute and sub-acute In 26 - 38 mos. 66,000
Vivo tests

Phase IV

IND preparation 32 - 33 mos. 2,400

Clinical trials 34 - 46 mos, 200,000

NDA preparation 40 -~ 48 mos. 10,000

Marquardt Covperation's Brief in Reply tE,Travenol'S'Bﬁiﬂf‘Requesﬁing
a Nonexclusive Licénse - —

Marquérdt‘s reply brief is enclosed as Exhibit F. Ia addition to
the arguments presented in its initial brief the folleowing peints
are raised by Marquardt in its reply brief:

1. Marquardt contends that Travenel's brief is merely a
technical proposal {(not accompanied by supperting evidence),
which suggests a means of reproducing the research and develop—
ment effort Marquardt has substantially completed. It is contended
that Travenol could do this preliminary work in its propesal
even if Marquardt were granted an exclusive license. - Travenol
makes no commitment to bring the Marantz invention to the market-
place and therefore could abandon the effort at any point of time
for whatever reason 1t chose.

2. Travenol has indicated that it would not initdiate its
development program until nine meonths after recedipt of a nonexclusive
license from the Department. Furthermore, Marguardt contends
that by proposing a four-~year schedule to reach the stage of develop-
ment which Marquardt had reached in two years, Travenol indicates
that it does not intend an all-out effort.
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d. Establish production facilities‘and tooling to produce
the sorbent material, the sorbent cartridge, and the kidney machine
itself with the several mechanical_components.

e@. Provide for distribution and service facilities.

f. Establish a program to train technicians in the
operation of the Marquardt equipment. Marquardt anticipates
that with a prompt decision on the license, prototype machines
can be on the market by the end of 1971.

6. There is no assurance that any other company will succeed
in developing an effective sorbent at all. The award of a limited,
exclusive patent license to enable Marquardt to continue develop-
ment would provide the highest degree of assurance of early
availability to the public of a proven device.

7. If it had not been for Marquardt expenditures, there
would be no commercial device in current production. Furthermore,
had Marquardt not been willing to expend:these funds, there
would have been at least two years' delay in bringing the product
to the public. The original absorption idea produced under the
research contract was only an initial step and was useless without
the addition of other chemical treatment processes which Marquardt
has accomplished in its self-financed development effort.

8. Marquardt estimates that by the time a machine is ready
to be marketed, the Government funding will have been no more
“than 3/4% of the total amount expended in the development of
the machine, with the remaining 96 or 97% coming from Marquardt
or its associates. Furthermore, the Government will be compen-—
sated for its investment by the royalty under the propcsed exclusive
license agreement. '

9. The granting of an exclusive license in this instance
will encourage private investment in the development of other
DHEW inventions.

10. Marquardt contends that the granting of an exclusive
license to Marquardt will promote competition, while the granting
of a nonexclusive license to Travenol Laboratories would enhance
the dominent market position of that company in artificial kidney
equipment. Marquardt indicates that the artificial kidney machine
market is dominated by Travenol, with over half of the overall
market, and with most of the coil machine and replacement coil
markets. Marquardt's advent as a manufacturer of artificial
kidney devices should bring the usual incentives of competition
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On the basis of Travenol Laboratories' objection, it was agreed by
DHEW, Marquardt Corporation, and Travenol Laboratories at a meeting
on October 8, 1970, that briefs supporting the requests for licenses
would be prepared by both parties and submitted to the Department by
November 6, 1970. Tt was further agreed that, after review by each
party of the other party's initial brief, reply briefs would be
submitted to DHEW by November 30, 1970. Both parties have provided
the materials deemed necessary, and it now becomes incumbent upon
the Department to determine which request it wishes to grant.

Synopsis of Marquardt Brief Requesting Exclusive License

The Marquardt brief, enclosed as Exhibit C, is 40 pages long. -
Accordingly, for tlie sake of brevity, only the more salient arguments
supporting their request for an exclusive license are syqopsized below:

1. Upon completion of the work funded by NIAMD, the details of
the basic invention were made avallable to industry through Marquardt s
July 1968 final report to the Government and through technical
literature by the company's consultlng medlcal authorities. At
the first Annual Contractors' Conference for the Artificial ‘Kidney
Program on January 23-24, 1968,Marquardt disclosed the Marantz/
Greenbaum invention to the ten other participating contractors. .
(Travenol did not have a contract from NIAMD at that time or since
that time.)  See abstract of Marquardt's presentation, enclosed as
Exhibit D.  Further, at Marquardt's invitation, representatives of
major producers and ‘distributors of kidney dialysis machines and
artificial kidneys, inc¢luding Travenol Laboratories, visited
Marquardt to feview the company's development program. To Marguardt's
knowledge, no one other than themselves elected to undertake the
development of a workable system based on Marquardt's discovery.

2. At the end of the NIAMD contract, the only real achieve-
ment was the determination that zirconium phosphate could effectively
‘bind the ammoniym ion derived from urea by application of urease.
Although this discovery showed great promise for the development
of an improved artificial kidney system, Marquardt and the Govern-
ment knew that it was still quite uncertain that it could be
sucessfully developed, using the invention.

3. Marquardt decided to continue the development of the invention
after discontinuance of NIAMD funding in 1968 for two reasons:

a. The company was confident that a workable system based
on the sorbent principle could be developed to meet a eritical need.

b. There were continued indications by the Government of the
possibility of awarding Marquardt a limited, exclusive license to provide
some degree of assurance of recovery of the company's investment.
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In retrospect, it now appears that its decision was proper, since
we have no knowledge that Travenol used the period of exclusivity
to Marquardt to develop a competing item since Travenol has not
approached us for an nonexclusive license to enable them to enter
into competition with Marquardt after the period of exclusivity
ended. Travenol's continued lack of interest in this invention
andAMarquardt s marketing within the approximate time specified

in their development plan would appear to justify the Depart-
ment's original dec151on

Sincerely yours,

Nbrman J. Latker
Patent Counsel

2 Attachments

cc: Mr. Dayid Eden
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WASHINOCTON, D -w-ku
Tuis I

OFFICE OF THE -
GENERAL COUNSEL

~December 5, 1975

Mr. James E. Denny
Assistant General Counsel for .
Patents
U. S. Energy Research § Develonment
Administration .
- Washington, D. C.. 20545

DBear Mr. Denny

It is my understandlncr that Ms. Irene Till te::tlfled before the Inter-,
agency panel formed in accord with the Enmergy Research and De avelopment
Act of 1974 for the purpose of hearing public testimony on ERDA's '
practices under the patent provisions of the Act. In her testimocny,
Ms. Till made reference to the grant by the Department of Health,
Education, and Welfare of an e:;clusnfe license to a Departneqt
contractor notwithstanding a request frem a third party for a non- .
exclusive license. I understand that the example was c1ted to 1llus-
trate an abuse of the discreticnary powers left to the head of au
agency under the President's Statement -on Patent Policy.

As you will note Irowm ine attached February 2z, 1974 letter to Congress-
man Udall, Ms. Till cited this case during the hearings on the Energy
~Research and Development Act. It is my understanding that Ms. Till
-also cited this case¢ in arguments presented to a number of Congress-

men in order to persuade them to join with Public Citizens Inc.

in two cases ultimately brought against GSA to onj oin Govermment

‘use of two sets of patent remationg. As yos know, eleven Congress--
men 301ned in the first suit and seven 1n the second. :

In order to..preclme Me., Till's further traff:_-c:l{mg on a distorted
interpretion of the facts, I am attaching a copv of the original
fiftcen page briefing memorandum, supporting tie 'g1‘ant -of ‘the

. exclusive license. This document Was in-Ms. Till's hands prior to
her testimony before both the Udall Subcommittee dhd ycur Inter-
agency panel, :

As will be apparcnt from the reading of the briefing memorandum,

the Department of !ealth, Fducation, and Welfare made every © ffort

to gather facts prior to its detewminaticn, including gnmo the

public notice of its intentions and the- right to object.. The deter-
mination was prmaz ily Dased on: two br:cfs Lrom each of the petltloners. '

S
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We conclude this section by quoting the comﬁon-sense
observations of J. G. Chognard in a commentary entitled
"Patent Litigation and Validity”ls which had been engendered
by previous Congressional concern over. the '"high" rate of
invalidity of patents in federal courts. The observations

are as valid today as they were 15 years -ago:

PATENT LITIGATION AND VALIDITY

The statistical study prepared by Mr. P. J.
Federico and presented at the hearings before
the Senate Committee on Patents, Trademarks,
and Copyrights, 84th Congress, lst Session
(1955) shows that in the 7-year period from.
1948 to 1954, 53 percent of all patents which

“were contested before the district courts were -
held invalid. This perfectly normal ouicome

of litigation has been analyzed by eminent
writers who have ascribed it to various causes
ranging from an ‘anti-patent attitude on the

part of the judges to sheer incompetence on the
part of the Patent Office. Mr. Arthur M. Smith's
recent article adds the thought that patent
solicitors are also at fault,

Patent litigation 18 not something veopZe engage
in as a hobby. The validity of a patent is not
generally adjudicated unless it is doubtful
enough for competent counsel on either side to
reach opposite conclusions. We can therefore
expect that 50 percent of the patents be held
invalid in the distriet courts. The fact that
the actual percentage is 53 percent instead of
50 percent does not justify the flood of criti-.
cism and self-criticism that has followed.

15 published in 41 JPOS 291 (1959).
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11 -
may be

the Courts of Appeal in the_pgriod”1940-1971,
" adequate for determining the'characféristics of.the popula-
tion or universe of péténts as a whble within statiStically
accepfable confidence limits,12 depending on the ﬁature of
that population. We emphasize, hbweter, that that.sample |

‘must be unbiased, perferdbly randomly drawn across the

entire po?ulation.

It is precisely here that we feel the statistical process
involved in the present analysis breaks down. There is no.
Basis for concluding that the 1080 or 2149 patents adjudicated
(about 0.1-0.2% of fhe pétent universe) WOuld.have.tﬁe Saﬁe

-distribution of validity as those théf'are'not adfudicaté&:
{(about 99.8-99.9% of the péteht univéfﬁe)'because thére is
no evidence or reason to believe that the selectidn'piocess
by which the 1080 or 2149 patents reaﬁhed the Courts

of Appeal is random or unbiased in a statistical sense. No

11 During which time (1940-1971), we have earlier concluded 60-
70% of those patents were held invalid.

12 Experience indicates the validity of this statement. We make
reference to the Nielsen, Harris, or Gallup Polls wherein 1000-1500 of
the population is interviewed, from which conclusions are extrapolated
as to the thoughts, opinions or other characteristics of the entire U.S. -
population. On the other hand, pollsters are sometimes wrong, often
because they fail to take into account that the question being asked
of the sample is capable of evoking a widespread range of answers, not
a simple "yes'" or ''mo" answer. The pollster should increase his sample
size accordingly in such a situation to reduce possiblity of error in
extrapolating the sampled conclusions to the entire population.
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. Gatting back to the staticgtics

TN
=5y LILE L T L e & A b ke L

themselve
I hope T don't shock you too much by say
the statistics don't shock me. There are
a lot of good reasons for this, but in any
event, it appcars that the trend has been
-reversed, so perhaps the shock question

is a moot one:

ng

»-r- tn

The sample is too small;
Many patents aqre invalid;

The case on behalf of the patentee may not
have been properly presented;

The accused infringer may have found and
presented evidence of invalidity not consid-
ered by the Patent Office;

The patents héld-iﬁ?alid-téll nothihg about
the patents not litigated, but licensed or
otherwise respected;

Changes in economic conditions and business
practices undoubtedly influence decisions as.
to whether to litigate or license; :

Most of the statistics are drawn from reported.
dpinions, while it is recognized that unreported
decisions show a considerably lower percentage of
invalidity, and there seem to be no_statistics

" on cases settled by stipulation;llo] . :

and

Finally -~ and this may be the most important
factor of all --

The Declaratory Judgment Act was passed in 1934 --
prior to that time only the patentee could bring
the patent before a court for adjudication,

10 The two Patent Office studies, fn. 4 supra, €onfirm
that unreported decisions show a considerably lower percentage
of validity (see fn. to the summary of the August 31 study,
reproduced earlier herein), and provide some statistics on
consent judgments. See also Federico, fn. 2, supra.

e,

w0
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can be calculated from the data presented in Table 11 of
Federico, appendix 1, that 3,240.patents were adjudicated
in Courts of Appeal during 1925-1952. From the additional
data that some 1,110,000 reissue and utility patents issued
between 1925 and 19523 it can further be calculated that

the patents adjﬁdicated in the 1925-1952 period represent
‘about 0.3% of the utility and reissue patents actually
issued during that period. Over the entire period 1925-1971,
about 0.2% of the utility and reissue patents issued in

those years were adjudicated in the Courts of Appeal.

It is in the 2bove context that the comments of several
authors, on the question presented in the heading of this

section should be considered. C. Marshall Dann? has stated:

" "Meaning of Statistics ' -
"Can it be inferred from these statistics
[such as those presented in section one of
this report] that as of 1961 approximately
35 percent of the patents in force would
be upheld if 1itigated [or conversely, that
. 65% would be invalidated if litigated]?
The best answer would seem to be that the
evidence is too meager to justify such
an inference. It has been argued that
the proportion of all patents which are
valid is considerably higher than in the
case of the adjudicated patents, since
strong patents are respected and only
the weak or borderline patents are con-
tested by infringers. On the other hand,

7‘"Adjudication of Patents Under the 1952 Act," Encyclopedia of

Patent Practice and Invention Management,' R. Calvert Ed. (1964), pp. 20-22,
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The above table shows that, of the total 190 patents
held invalid by the Courts of Appeal, 30 represented a
reversal of an earlier District Court judgment of validity.
The Courts of Appeal affirmed the District Court judgment
of invalidity with reSpect to 160 patents, thus agreeing
with the District Court judgment in 84% of the total of
190 patents ultimately held invalid. Similarly, of the
total of 81 patents held valid by the Coﬁrté of Appeal, 24
represented a reversal of an earlier District Court judgment
of invalidity. The Courts of Appeal affirmed the District
Court judgment of validity with respéct tb 57 patents, thus
agreeing with the District Court judgmenf in 70% of the total
of 81 patents ultimately held valid. Evident on its face
from the above table (and‘the préceding table taken from
the August 31, 1973, Patent Office study) is the fact
that more District Court judgments of Zmvalidity than
judgments of validity were appealed to the Courts of Appeal.
That fact further supports the view that the mere statistic
of 70% invalidity of patents in the Courts of Appeal is not
representative of results to be expected in validity

litigation in general..
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‘In summarizing,the results of its study, which invoelved
examination of notices received from clerks of courts under
35 U.S.C. 290 as well as reported deciSions, the Patent

Office concluded:

.The Patent Office views this study as far more
.comprehensive and accurate -- particularly for
“the time span considered -- than any studies
heretofore undertaken which have examined merely,
- for the most part, reported decisions of the
.Courts of Appeals. Those previous studies are.
“included as a blbllography to this study.

- [The same studies appear in fn. 2 and 3, supra. ]

It is to be noted that the percentage of iti-
~gated patents held invalid by the Courts of
“Appeals (70%) in the five-year period 1968-

1972 covered by this study corresponds closely

. to the invalidity percentages found by the other
~authors mentioned in the bibliography for the
period 1940-1972. However, the inclusion in

- this study of unappealed and unreported judg-
ments of the District Courts* to cobtain 2 resul-
“tant total rate of patent validity of approxi-
mately 50% places the entire litigated patent
,va11d1ty/1nva11d1ty picture in proper perspective.

- * The Patent Office received no §290 notice of a Court
of Appeals or Court of Claims decision that was not
reported. It was found, however, that of the 368 patents

" held valid, about 181 (approximately 50%) were the subject
of unreported District Court decisions. Similarly, of
the 357 patents held invalid, 28 (approximately 8%) were
the subject of unreported District Court decisions.

The following table appearing in the "Further Studies
on Patent Validity/Invalidity on a Circuit-by-Circuit Basis,
1968-1972" (published February 14, 1974, in the BNA Pafent,
Trademark and Copyright Journal) is also of interest with

respect to the question posed in the heading of this section:

- R

e
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IT. Is the figure of about 70% invalidity

representative of results of patent litigation

in the federal court system in general?

At this‘juncture, it seems appropfiate to aSk whether
the 70% invalidity figure derived solely from examination
of reported decisions‘reiéting to patent litigation in
the Coﬁrts of Appeal is faifly representative of resultsl
in inter partes patent litigation in.therentire judicial
system. The results of the two reéent Fatent Office étudies
earlier noted, fn. 4 supra, indicate that the 70% invalidity
statistic is not representative of final judgments of validity.
or invalidity rendered by the judicial system as a whole.
Illustrative is the following table\appearing as part of the
Patent Office study dated August 31, 1973, and reprinted

in the BNA Patent, Trademark and Copyfight Journal of Septem-
ber 13, 1973:

R
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period 1953 to 1972. It should be noted that the 1line graphs
of % invalidity change erratically from ?ear to year no
doubt due to the relatively small number of adjudications
each year. Nevertheless, the graphs do follow rather similar:
patterns. All studies, w1th the exceptlon of Gausewltz,
indicate that the holdings of 1nva11d1ty by the c1rcu1t
courts appear to fall generally within the 60-70% range.
Tegtmeyer, for example, reports an average invalidity of 66%
for 864 patents over the period 1953-1968, Dearborn reports
an average invalidity of 57.4% for 734 patents over the period
1953-1963. Moxon reports an average invalidity of 67-68%
for 284 patents during the period 1967—1972;4 Horn ét al.
report an average invalidity o£:64% for 579 patents ofef.the
period 1961-1970. Xoenig reports an average 70% invalidity
over 1953-1957; 58% over 1958-1962;'68% over 1963-196?;'

and a 15-year average of 65.4% for 854 patents.

Two conclusions emerge from the sum total of the above

- studies, 1nc1ud1ng that of Federico.

(1) Patents have not been invalidated by the Courts.of

Appeal at any substantially greater rate in recent years

4 The recent,comprehen51ve Patent Office studies of court
determinations of valldlty/lnvalldlty, published on September 13,
1973, and February 14, 1874, in the BNA Patent, Trademark and
Copyright Journal, confirm that 70% of patents Iitigated in

the Courts of Appeal were held invalid during 1968-1972,
inclusive, _
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Several questions are presented by the premises advanced
by the Supreme Court and respective legislators:
I. 1Is the ubiquitous figure of 72% patent invalidity
in Federal Courts of Appeal accurate?
IT. 1If so, is that statistic representative of results |

of patent litigation in the federal court system in general?

"III. Can the statistic of 72% patent invalidity in
Federal Courts of Appeal (or whatever statistic is accﬁrate)
be extrapolated to, or be regarded as representative of, the
patent universe as a whole? |

IV. On what bases are patents being héld invalid;in
the federal courts?

V. What evidence exists to support the conclusion of
the Supreme Court in Graham that there exists "a notorious
difference between the standards applied by the Patent

Office and by the courts" in determining patentability?

I. Are patents being held invalid at a

rate of 72% in the Federal Courts

of Appeal?

Turning first to question I, the source of the 72%

invalidity statistic appears'to be Gausewitz, "Brief in




156 -
-2-

As recently reported,1 certain members of Congress,
proceeding under the assumption Zinter alia that 72% of
the patents litigated in Federal Courts of Appeal are held

invalid, have introduced legislation designed in part to

overcome that situation.

1 1 introducing S, 1321, Patent Reform Act of
1973, on March 22, 1973, Senator Hart made the following

remarks (reprinted in PTC Journal, Bureau of National
Affairs, March 22, 1973):

"Given its intended purpose, the

U. S. patent operation cannot be
described as a success.

x £ . & * *

"Worse, patents are being handled
by this creaky system in such a way
that 72 per cent of those litigated
in the Federal Courts of Appeals -
are held invalid, and fewer than

20 per cent of the litigated patents
are upheld as valid and infringed."”

Congressman Owens, in introducing a similar bill in
the House on April 17, 1973, stated in even stronger terms

his thoughts on the system (Congressional Record - House,
p. 2866, April 17, 1973):

“"The patent system is very sick and

perhaps failing, and the results are
clear to see. Fully 72 per cent of
~the patents litigated in the Federal
courts of appeals are held invalid,

and fewer than 20 per cent of the
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Patent Office

Address Only: COMMISSIONER OF PATENTS
Washington, D.C. 20231

April 3, 1974

Commissioner C. Marshall Dann
Gerald Bjorge and William Beha
Patent Validity/Invalidity Study

Attached is the final report for Policy Planning
Staff Project 73-2, "Patent Invalidity Study.”
The authors stand ready to answer any questionr

you way have concerning its contents.
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I believe that the mission of ERDA in promoting the commercializa-
tion of alternate energy sources is best served when technology

EE =P}

developed at Government expense is available for use by the
public, and not reserved for the sole use of those contractors
holding ERDA contracts. Congress, in the Atomic Energy Act

and in the Federal Non-Nuclear Energy Research and Development
Act, has properly mandated that inventions developed at public
expense should belong to the Government. In my considered opinion
the purpose of the Government taking title to such inventions

is defeated if ERDA adopts a liberal waiver policy.

1[?("(3 .}E’Rigﬁ/ef'i«“”‘*

Encl:
As stated

Copy to: '
Dr. Richard Roberts,
Assistant Administrator for Nuclear Energy

\E@z
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The Federal Non-Nuclear Energy Act did not revise the patent
requirements of the Atomic Energy Act.

As a result of the Non-Nuclear Energy Act, ERDA issued new
Patent Regulations which include the following policy statement,
applicable to both the nuclear and non-nuclear fields:

"While waivers are to be granted only in conformity
with the specific minimum considerations and under
the carefully delineated conditions set forth in
9-9.109-6, it is recognized that walvers comprise a
necessary part of the commerclalization 1ncentives
available to ERDA. Tt is intended, therefore, that
walvers will be provided in appropriate situations
to encourage industrial participation and foster .
rapid commerclal utilization in the overall best
interest of the United States and the general public."
(emphasis added)

This policy statement and subsequent explanations of the new
ERDA patent policy by ERDA staff would appear to encourage a
more liberal approach toward the granting of waivers as a

method of carrying out ERDA's mission to promote the develop-
ment of improved energy sources.

In my opinion, ERDA should not encourage walvers of Government
patent rights. Waiver authority should be exercised sparingly
so that technology developed at Government expense can be made

available to all segments of the public and not monopolized by
individual contractors.

Some contractors--especially large contractors--and the patent
lobby traditionally advocate that contractors should retain
exclusive rights to technology developed at Government expense,
They argue that without such rights, contractors will not accept
Government coantracts or be willing to invest the necessary
personnel and other resources to do Government work. They

contend that few Government-owned inventions are used in comparison
to privately-owned inventions, and that granting exclusive

rights to contractors will encourage private investment, speed

up commercialization, enhance competition, and encourage maximum
industrial participation.

I believe these arguments are invalid for the following reasons:
a. The opportunity to make a profit, and to develop at

Government expense additional technological capabilities that
will better enable them to obtain future contracts should be

#



As a result of the license NIH or HEW gave, it
increased competition in that particular item 100 percent,

by the fact that there are now two suppliers for that
instead of one.

I think it is extremely important to be clearly
set forth in the record for this group.

(Documents from the DHEW pertaining to this
license are included at the end of Ms, Till's testimony.)

CHAIRMAN JOENSON:

Are there any other questions
at this time?

We appreciate very much your coming and giving
us your views.

Thank you wery much.
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Would you argue that we have a duty to follow
everv one of those ideas and develop them? One of our
problems -~ we have many -- is what to do about by-product
inventions that are made that private firms may wish to

develop.

What should be our practice with regard to that?

MS, TILL: I guess most of my experience has been

with the inventions that have come out of the Department of
Agriculture and HEW.

In the field of energy research the problem 1s,
of course, complicated by the fact that giant corporations
already sit astride this industry; and it geems to me it
will be very difficult to develop any policy granting exclu-
sive rights which won't further strengthen and enhance their
position.

CHAIRMAN JOHNSON: Take the developing industry
of solar heating ard cooling where a large proportion of .
the firms now competing for business from ERDA are small.
What should be our patent approach to those firms?

MS,. TILL: ' You mean small firms are given sub-
stantial research contracts; is that what you are saying?

CHAIRMAN JOHNSON:  Yes, they are going to be
given funds to develop their ideas in the field of .solar
heating and cooling in a competitive mode, Different
ideas are going to be financed at the same time.

What should be our position with regard to patent
rights in those. com.}gan:l.es'> _

Agaln,-should we'distinguish.between large«com—'
panies and small companies, and how would we do that?

MS. TILL: It seems to me that the particular
problem you pose is rather unlikely, because our history
has been, when you look at the figures on DOD research,
that R and D contracts in terms of dollar expenditures --

99 percent, something like that -~ go to large corporat;ons,

I suspect ERDA will have something of the same
- experience, I hope I am wrong, .

. CHAIRMAN JOHNSON.' I am talking about a program
currently underway in which half the money is going to be

146
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MR, EDEN: = Is it not true that in the case to
which you have made reference the company which applied
for the nonexclusive license was the dominant company in
the industry?

MS, TILL: X have the impression it is an
industry in which there are large and small companies
and that the small ones are prospering.

-MR. EDEN: Perhaps we can add for the record what
the facts were in that case.

(Documentsg from: the DHEW pertaining to this
license are included at the end of Ms, Till's testimony.)

But I don't think I have yet gotten a satisfactory
answer to my proposal that government-owned patents, which
have been available for nonexclusive licensing for a period
of two years with no takers, be offered for exclusive
licensing on the theory that they are probably useless?

Would you have any objection to an arrangement .
along those lines?

MS, TILL: Well, I see a problem, really, in
such a goverament R and D policy, particularly where such
vagt amounts, say, $20 billion, and this will rise to God
knows what level -- I see a problem. It means that the
government will expend very substantial sums for the initial
research and thén will turn it over almost invariably to a
large corporation for commercial development and exploita-~
tion. All of the exclusive licenses that have been asked
for in the Department of Agriculture were by very large
firms, Upjohn, and so on.

The net effect of that policy is really a kind
of subgidization of the research of very large firms, because
they become the inheritors. And this is a very bad policy,
it seems to me, if we do wish to maintain a competitive
economy in this country.

MR. EDEN: Let me try rephrasing the question.

We have a situation presently where there exist
26,000 government-~owned patents. 95 percent of them are
not being used, to the best of our information.

But that is the policy wiich you_aré advocating
across the board. for ERDA and other agencies?
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MS. TILL: You say he will be here this afternoon?

MR, EDEN: No, I say I hope he will, I have the
game problem with the guotations you have taken from
Senator McClellan and Professor Barber,

Have you done any investigation on your own to
verify the statement that about 72 percent of the challenged
patents are ultimately declared invalid by the courts?

M8, TILL: Well, Senator McClellan, whom we can
presume is a reasonably honest man, said. that his staff
had made such an examination.

MR, EDEN: I believe that Senator McClellan was
referring solely to cases which reached the Courts of Appeals.
If one examines the totality of litigated cases, including
those which terminate in the lower courts, one finds that
approximately 50 percent of challenged patents are held
valid and 50 percent invalid. Under the circumstances, it
may be preferable if I undertake to supply copies of the
source materials which I have in mind for inclusion in
the record of these proceedings.

(Patent Office -Patent Validity/Invalidity Study
is included at the end of Ms. Till's testimony.)

You have expressed a personal preference that
the government license its patents on a nonexclusive basis.

What percentage of the patents presently available
for licensing on that basis are actually being utilized by
industry?

MS, TILL: I am SOrry.

I would expect Mr. Denny might be able to answer
that., _

MR, EDEN: I'm sure he would, also.

The dlfficulty may reside in your not appreciating -
how low the. percentage really is.

MS: TILL: The previous speaker from M.I. T., I
think, said that there are many suggested inventions which
actually do not turn out to be commercially successful,




position and has he put in a lot of money .in advance, or is
it an entirely virgin field? Does it involve, say, the
health of the general public?

There are all kinds of aspects to be taken into
account.

S0 to answer quickly and to the point, I think,
‘would ba very difficult.

CHAIRMAN JOHNSON: Mr. Denny.

MR, DENNY: I am glad to hear you make those
statements because those are some of the considerations

that are-in our Act that we have been asked to 1ook'at in
such situations,

You have quoted Admiral Rickover'here.

I have noticed the inclusion of such statements
"where the government money is wused to develop"; "where the
government is fully paying for the invention"; leaving the
question perhaps open to whether there is cost-sharing.

I would,like to ask you to comment on something

that is quite frequently stated in the compulsory licensing
area.

It has been stated that if you eliminate the
patent system altogether, or if you regquire compulsory
licensing across the board, that your larger firms would
be in a much preferable posgition in order to commercialize
technology because of their superior marketing power,

Would you comment on that, please?

MS, TILL: Well, it seems cbvious to me that if
a development is going to be made available on an exclusive
basis only to those who can afford to put the money into it
(and as was pointed out this morning, in some cases that may
be a rather substantial amount), then it seems to me again
that what our government policy. amounts to ‘is financlng
the initial work, perhaps scme of the hard, dirty, innova-
tive work, and then turning over that as a gift to large

corporations, strengthening their private position in the
marketplace.

It seems to me this policy has a very devastating
effect upon our whole notion of a competitive economy,
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in the hands of private companies—the Anthori’fy's task would be
to stimulate exploitation through all manner of alfirmative actions.

Since 1948 an agency of this type has existed in Great Dritain—

whcr& it bears the title of the Natianal Research Development Cor-
poration and has as its chief statutory function “the dwelcpment or
exploitation of inventions resuiting from public research.” It has had
‘its greatest success in respect to the computer industry, which 1t ae-
tually brought into being. Dut it has also played a significant role
in the eommereial development of drugs’ ourvmﬁxtuw in the Brit-
1gh universities, nof to mention a number “of mundane products. The
corporation continmes to support development work on a new type
of eathode tube for color T\T and on the Hovercraft. A portion of
its operating budget has been covered through the royalties it has
collected for the hcensnw of several patents “under its jurisdietion.

Besides accomplishing qmcher nd fuller development of our now

largely unused but taxpayer-sponsored inventions, an Inventions De-
Velopment Authority could charge reyalties for hcensmor its patents
(only, of course, if the United bt'ltes were to talke title to such in-
ventloncs as I believe it shot uld}. This might well generate u sizable
amount of revenue , sufficient to, at least, in part defra,y some of the
heavy cost of our Sﬂa billion a year research effort. The British
Government, for ox‘tmme, made a very substantial gain on the royal-
ties it coilected from the licensing of the Viscount patenta The pos-
sible Amorican parallels are obvious.

More smportantiy, by d:ﬁ"usmg widely the knowledge now Jocked up

in the vaults of a relatively few corporations an Tnventions ] Develop-
ment Authority could tend to mitigate the trend to concentration now
discernible in Government research. By involving more payticipants
in the exploitation of the most revolutionary tvpe.; of selentific infor-
mation we cenld broaden our base of Governnent contracting and
open up the markets of tomorrow to large numbers of business firms,
big and small, situated throughout, the\‘thon rather than permif the
to be dominated by the few Favored giants x\ho presently do most of
our research and development.

By taking title to patents where its resources represent the pri mfsry
contribution and by establishing a new 1‘1dependent ageney to exploit
the technical information and inventions generated by {;f;derﬂ‘ly fi-
nanced scientific programs the Government, meaning essentially the
Congress since legislation will be necessary, could insure that the
fruits of our $15 hillion a year in researci expen(htmes inure to the
benefit of the general public.

_O'

138




PROBLEMS. OF GOVERNMENT PATENT POLICIES 19

the inventions made with Government rescarch funds are lying dor-
mant. If this situation is to be corrected, two steps must be taken:
- (1) the Government must retain title to all inventions which arise out
of research it has financed; and (2) a new agency must be created-—
an Inventions Development Authority—and charged with developing:
these inventions and the related information as promptly and as com-
prehensively as possible, ) L

A few data will suggest the extent to which new inventions, origi-
nating in Federal research programs, are presently simply collecting
dust.. Between 1946.and 1959, according to the 196/ patent founda-
tion Study, about'82,000 patents were issued on inventions originating:
in federally financed research, largely through expenditures of the
Department of Defense. Title to 23,000 of these patents was assigned
to their private developers; the AEC acquired an estimated 2,500 of
the patents; most of the remaining patents were obtained by Govern-
ment agencies (including DOD, which, as of 1958, owned some 5,500-

atents).

P Yet, of the sizable number of inventions that have been made as a.
result of Government research since the end of World War IT, a dis-
appointing proportion has actually been put to use. Of privately
owned patents pertaining to inventions falling in this category only
13 percent have even been licensed. The AFC, which has more than
2,500 patents in its inventory, has done somewhat better—issuing
licenses on more than half (still, though, thisis beneath the 55-65 por-
cent utilization rate which is applicable in the case of privately de-
veloped and owned inventions). As for patents held by the Defense
Department the rate of licensing is unknrown, but presumably it is
also low, well beneath 50 percent. Data of this sort, of course, are
subject to various distortions: for one thing DOIVs patent portfolio,
.at least as it respects inventions made by private contractors, is likely

_to be of poor quality or otherwise the companies concerned would have
taken out the patents themselves; for another, many Government-.
owned patents are used with impunity and without license application
since the Government has a policy of.not suing for infringement; as.
well, many of the produets and discoveries made in the performance
of space and defense related research are not easily put to use in com-
mercial markets—they may require additional research and modifica-
tion before they can be adapted to civilian pursuits. Nevertheless,
these statistics are suggestive and support the conclusion that most of
the inventions stemming from Government research’ remain un-
utilized—they represent hittle more than ideas which are filed away in
the recesses of private concerns and Government agencies.

If this steady flow of sclentific information and inventions is to
be put to use, it will require an entirely new institutional arrangement.
Af the present time there is simply no organization, in or out of Gov-
ernment, whose principal job it is to collect, analyze, disseminate, and
exploit the multitude of discoveries emanating from the Govern-
menf’s truly massive and unprecedented research effort. * Those agen-
cies spending most of the research money, namely the Dafense Depart-
ment and NASA, are entirely concerned with accomplishing their
primary missions of - national security and spaee exploration.
Whether one agrees with their point of view or not is unimportant—
the fact is that neither of these organizations has or will devote any
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are obvious: The Government pays the costs, so there is no significant
rigk of loss, and, if a discovery is made—if a new product or process is-
perfected, the firm will have an “inside track” for follow-on produc-
tion awards in the military areas and for later commercial exploitation..
Indeed, most firms are so anxious to obtain rescarch work that they
originate a large portion of all experimentz] projects; they, not the
Government, submit proposals. This, I think, is an index of their
intense interest in R. & D. contracts—something wwhich a shift from
a license to a title policy is very unlikely to moderate and which will:-
exert a powerfn] constraint against cost increases. '

Yet even if there were some increase in R. & D. costs as a conse-
quence of adopting the title policy, it would be worth it. We are
now paying a heavy price through the waste inherent in not makin
full ‘use of the scientific' information that has been accumulate:
through past Government-financed R, & D. projects. Besides, by per-
mitting gevelopment to take place under menopolistic conditions a
higher total cost results. Finally, if it were to hold the title to
patents, the Governmment would be in a position to seek royalties in.
certain cases and recover some portion of our heavy research out-
lays. The United Kingdom, as an instance, recovered several times
over its initial investment in the construction of a prototype for the-
Viscount plane. , _ : .

In the last analysis, taking into account all factors, any attempt to:
calculate, let alone predict, whether a uniform palent title policy
would reduce or increage costs is fraught with the utmost difficulty.
Certainly, though, the evidence is not such as to warrant deciding
against such a change in policy on this basis. And since on other
grounds a title approach seems to have considerable advantages, the:
change properly should be made. : :

CONCLUSION

The case for the Government’s retention of the title to inventions:
- arising in the course of taxpayer-financed research is overwhelmingly
persuasive. By keeping the title to these inventions (and note that
my emphasis here is on keeping the rights which the law says the
Government possesses, absent a giveaway contract provision to the-
contrary) the Government would be putting itself in a position where-
the pertinent discoveries and related technical knowledge could be-
expeditiously put to the good of the society at large. Giving the title
away, aside from cases where the contractor has made the primary
contribution, impedes the diffusion of knowledge, hampers develop-
ment, and permits the titleholder to levy a toll on the public for using
an invention which they have already financed, Retention of title is
not in itself enough, as 1 point out in the next section, but it does.
permit the Government to go about the job of development and patent
exploitation in & manner consistent with its obligation to the public.

n the face of this conclusion, I am naturally disturbed and shocked
at NASA’s announcement that it will shift over to DOIYs patent
giveaway. Such a change in policy is, in my judgment, unwise, in-
consistent with the apparent legislative intent, and contrary to the-
public interest. : : : .

In adopting the National Aeronautics and Space Act of 1958 Con--
gress seemingly wished to create a presumption in favor of the Gov--
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‘The history of inventions is replete with instances where competi-
tion has stimulated the development of inventions. Take the case of
tho catalytic cracking of petroleum. Here the major pioneering work
was accomplished during the 1520’ by a Frenchman, Bugene Houdry,
who solved the critical problem of regenerating the catalyst as well
as discovering new and better catalytic agents. Tloudry offered to
gell his process to the Anglo-Tranian Oil Co., but they were not
interested. Fortunately, however, other concerns were willing to make
investments with a view to development——a fine demonstration of the
advantages of having 4 number of participants. In 1930 the Vacuum
Qil Co. organized, with Houdry, the Houdry Process Corp. But
Vacuum (later Socony-Vacuuwm) decided finally that the technigue
had no commercial future. Then the Sun Qil Ce. agreed to finance
further development and after 2 years and additional experiment at
a cost of over $2 mitlion Houdry’s inethod of vegenerating the catalyst
was perfected. This spwrred on other oil companies, most notably
Standard of New Jersey and Phillips, to produce still better catalytic
cracking methods.

TFluorescent lighting provides another example. In this case Gen-
eral Electric scientists had made important advances in the art n
the late 1920%, but the company did not develop them-—until, that is,

some smaller Kuropean corporations had entered the commercial mar-

ket with fiuorescent lamps for general lighting. One could readily
cite other similar case instances attesting to the role which competition
has played as a gond to the development of new discoveries—to men-
tion a few: Synthetic detergents, insulin, the cottonpicker, magnetic
recording, shellmolding, xerography, and titanium (with details as
to their development available in Jewkes’ valuable study, “The Sources
of Tuvention”). ' . .
Compulsory licensing decrees in patent antitrust cases in the United

States also demonstrate the contribution which competitive rather

than monopolistic development affords. In 1952, for instance, Du
Pont and Imperial Chemical Industries were required by court order
to license a key patent.in the polythene field. By 1939 Du Pont had
issued some 264 licenses. The result has been substantial entry into
the polythene and related markets, In the PResser case the defend-
ants were found to have conspired to restrain and monopolize trade
in the sale of concrete-blockmaking machines. The court required
them to license the periinent patents. Other firms promptly entered
the field and an officer of one has made this comment :

With our innovations in the manufacturing of block machines and our method
of operating, it iz possible for us to deliver this machine to the bléckmaking
industry for $32,000 with many improved features, as compared to Besser’s
price, before the suit, of $53,000. Our cost of this machine i3 approximately
$22,000, which gives ug ample profit.

Similar, though perhaps less striking, results have emanated from
the licensing decrees in the Phillips Sorew, Technicolor, and Eastman
Kodak color film processing cases. The lessen is obvious: To gain the
fastest, broadest based, and lowest cost development of new discov-
eries, competition, not monopoly, is the answer. It forces develop-
ment. By contrast, the menopolist is free to proceed at his own pace
(which frequently is lethargic) and on his own terms; he is in a posi-
tion to levy a tolfsince he 13 not subject to the rivalry of other firms,
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ANALOGY 'TO THE ASSIGNMENT OF EMPLOYEE PATENT RIGHTS

In view of the fact that the element of risk in Government research
work is absent, there is no compelling reason for permitting private

P
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i to taxe title to patenis on their discoverles—unless, of course,

they show that they have actually provided the major contribution.
Nor in any other sense would it be “unfuir” or “inequitable” if the
Government were to take title to these discoveries. Aciually, if it were
to do so, the Government would only be following the same policies
that employers already invoke in the cass of their own employess. It
is a common practice for a business which is engaged in research to
requare its scientists to assign to the firm the patents on new inven-
tions which they make or reduce to practice 1n the course of their
employment. Naturally, this makes good sense, from the employer’s
point of view., o
Dut what is true of the relationship between a private employee
and his employer is also true of the Government and its contractors.
Thers Is no sound basis for distinguishing between them on the speci-
ous though frequently urged ground that a contractor has no assur-
ance of continued work with the Government, whereas an employes
is certain of employment with his company. 1In«:ileed, I would argne
that those research contractors doing the bulk of the Government’s
exploratory work have an even greater sense of security than do their
sclentific employees. ' ' .
Even where there is no contract which explicitly delineates the
relative rights of employer and employee in inventions by the latter,
‘the courts over the years have evolved a doctrine that would have the
effect of g}ilving the Government the right to patents on inventions
made in the performance of research contracts. If one is hired to
perform specifically identified research and in the process makes an
mvention, the Supreme Court has ruled that the inventor may be
compelled to turn over his rights to the one for whom he did the work.

Standard Parts Company v. Peck, 264 U.S. 52 (1923). Likewise, in

its Dubilier decision in 1933, the Court recognized that an employer,
Government or otherwise, is entitled to the entire interest, not just a
license or right to -uss without royalty, in any invention made Ly an
employes (which by inference. should include a contractor) in ful-
fillment of a specific research assignment. United Siates v. Dubilier
Condenser Corporation, 289 U.S. 178 (1932). Suffice it here to say
~ that virtually all Government research contracts mark out clearly the
nature of the project; this is essential, for otherwise neither party
would know what costs are pertinent to the grant and hence to bere-
imbursed by the Government. Since the work is thus well defined and
one of the goals is to invent, the Government would, under existing
judicial precedents, normally be entitled to the patents and. other
rights in any inventions made during the performance of the contract
if it wished to assert its claim. - Accordingly, it is a misnomer to
speak of the contractor’s patent “rights” in inventions which he
makes—he has no “rights” absent a contract in which the respective
Government agency gives him title to the patent.

The widespread use of contracis by employers requiring their scien-
tists to assipn any patents they obtain on inventions made in the
courss of their work has important implications from the standpoint
of creativity. Although corporations are awarded about two-thirds
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PROBLEMS OF GOVERNMENT PATENT POLICTES 11

Government rescarch, even where the immediate purposs of the m-
quiry is directed to defense or shace purposes. - i

The eflects of military and space research hence spill over in all
sorts of ways into more traditioual commercial areas and 1t 1s thuss
of the greatest importance whether the contractor or the Government:
holds the title to any investions which are discovered. If the Gov--
ernment permits the private concern which has done the relevant work:
at Government expense {o take title to the patent, it is just as if we
were publicly to finance the eveation of monopelies-—something
which would certainly run connter to our many efforts to promote and
preserve competition ag the best instrument of economic and social
progress. Only if the Government, as trustee for the public, possesses
title to the patent will it be in a position to assure that the exploita-
tion of the invention and the velated scientific information will take
place on terms consistent with the overriding social interests. To the
contrary, if title is given to the contractors our eflorts to disseminate
and exploit the scientific discoveries and inventions emanating from
Government research programs will be seriously hampered and the
prevailing distribution malapportionment perpetuated.

JII. Tar Case ror GovernmeExT ReEmsviion or Pamext Trmie: A
Revicw or 1EE AReUMENTS

The main thrust of my argument to this point has been that all
agencies of the Government, including the Defense Department and
NASA, should take title to the patenis on inventions which are con-
ceived or first reduced to practice in {he course of federally financed
research (unless the contractor is able to show that he made the pri-
mary contribution}. As I look at the evidence this approach cifers
substantial net benefits. Specifically it would puf the Government in
a position where it could fully and expeditiously exploit the inven-
tions which its funds have produced. However, I feel it is necessary
to examine briefly the major arguments of those who woukl oppose this
recommendation and insist that for the Government to take title would
dull creativity, be inequitable, impede development, and complicate
procurement generally.

STR ELEMENT OF “Risx”

In its usual form those who favor conferring title on the con-
tractor—that is, those who support present DOD policy-—rest their
case in the traditicnal arguments employed in support of the patent
system generally. Yet close analysis reveals little actual relationship
betiveen Government-supported research and unsubsidized scientifie
exploration, :

In theory a patent is conferred on an inventor as a sort of guid pro
quo. ‘The process of invention is said to be risky and hence there will
be underinvestnient unless a special incentive is provided. Tradi-
tionally (though this need not be the only form it could assume) this
reward hastaken the form of the patent, which provides a legal monop-
oly (for 17 years in the case of product and process inventions, up to
14 years for designs) in return for disclosure of the invention. The
hope is that the patent, though admnittedly it confers on the grantes a
monopoly and thus carries with it the power to make the invention
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PROBLEMS OF GOVERNMENT PATENT POLICIES G

1 see it, our patent policy muost, therefore, bo so structured zs to de-
emphasize rather than accenfuate the probable conssguences of this
useven apportionment. - At the moment a smaell nwnber of giant
firmsg in o few defense and space-related areas, with their fueilities
loented principally in three States, and engaged almost exclusively
in the application of existing engineering und physical knowledge vo
the creation of new produets and processes, receive the overwlelining
preponderance of the Govermment’s wultibillion-dollay vesearch
awards.  Clearky, if the vesulting technien! dizcoveries are permitiod
‘to Yemain within these parrow confines radher than bs disseminated
widely through the society, & disproportionate amount of the henefits
will be channcled into the hands of the few and further economic
concentration will fake place. A Republican Attorncy General,
Herbert Brownell, recognized this risk in 19566 when he declare
that we must bo deeply concerned-—

with the fuiure of compulitive enterprise, and it is important that its sharve

of this [reseateh] activity be administered to promote competition * * % .

[Wlhat indications that are available warn that the Govermnent expenditures
may not rius eourter to the industrial trend teward concentratiom, buf in some
degree may actoally enforce it * * # T'he digproportionate share of {otal industrial
research and Jdevelopieent I the largest firins may foreshadew a greater
concentration of econonic pouwer in the future. * * #  [A] prezent concen-
“tration ¢f such manpower and progress means that in the future an inereasing
share of anticipated Lmproved technologies and mew production lines will be
infroduced by the indusirial giants. .

Mr. Brownell’s concern is well founded.. In fiseal 1962, as an
instance, 3 firms—General Dynamies, Lockheed, and Boeing—were
awarded 25 percent of Defense Department rescarch grants: and the
top 10 firms received 56 parcent of the toial. Not surprisingly, these
same firms are found at the top of the list for defénse procurcment

- generally (production contracts follow research awards like night
follows day). NASA expenditures show the same sort of pattern: in
fiscal 1962, 3 companies ('}id 32 percent of its procurement work, the
top 10, 54 percent. The following table shows some of the more im-
portant relationships between research and procurement activity as it
18 performed on behalf of DOD and NASA:

Mavik b.—Rank of principal contractors in research and procurcrment for DOD
. and NASA4A, fiscal 1962

Bank smong

Ranl; ameong | Rank smong [ Rank among ; Fortune’s 500

Company ! DoOD Do NABA lereest U.B,

research prime prime indunstriat
contractors | contractors | contraciors ? | corperationa
for 1942

General Dynamics.. ... . 1 2 7 13
Yockheed.._.._. 2 1 21 2
Boeing . 3 3 13 1%
Nerth Atnerican 4 ] 1 n
£Ieveral Electr: b 5 10 L]
Martin Marietts g i1 4 32
YWestern Electric 7 g 19 13
Aerojet-General - 8 I2 4 55
Yrounutas. 9 13 3 o6
Bperry Randae oo _____ f - 10 g 41 34

I Top 10 DOD research contractors listed in rank order.
1 Includes research awards, which constitnie the bulk of NASA procurement,
8 Included with American 'Telepbone & Telegraph Co.

t;.l ;:ank given is for Western Electric slone. Vestern Electrie is a subsidiary of AT, & T., the lsrgest
utility. .
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PROBLEMS OF GOVERNMENT PATENT YOLICIES 7

more effectively mef. The economic and social problems of the society
have been shortehanged in our nafional research efiort.

Fifth, in the fow mdustries that have received the largest chunk of
I*u]ela,l R. & D. mone\. the biggest companics have r‘ot the lion’s
share, While the largest corpomuops generally tend to do most of
the rescarch (for very olsvious reasons: they ave the best able to do
so from & financial standpeint) actmuiv—-—‘vm this is surprising to
some—the Federn! Government has tended to accentuate this paitern.
In 1959, for insiancs, the four largest chemieal producers wers given
87 percent of the Fedepal res oh money up(allt in that m*hmhy
although together tliey: d]d only 45 percent of t* e inilusity’s privacely
fina nced researcl; and in 19 )E) 80 percent of all Federal rosearch
funds went to firms with 5,000 or move eraployees,  (See table 4 for
turther details,) Small businose gets oven & slimmer share of rescarch,
money than it does of Government prime coniract awards—which
means it gets practically nothing. In fiscal 1962 Jess than 3 percent of
dofense research awards went to small business,

TARIE d-—Percentage of totel R, & D. performance funds and total federally
Jinanced rescarch and development accounted for by ire § ond 8 compandics
with the largest dollar volume of B. & . performance, by industry, 1558

Precent of R, & D, FPercent of foderally
peiformancs finaneed B, & D,
Indusiry
Ist 4 Ist B ist 4 Ist 8
comnpauies | eompanios companies compunies
Food snd kindred prodocts. ... 37 &3 Q] [}
Teaxiiles and apPurel e comacmcmcnes 53 70 U] 1060
Lumber, weod products, snd nrad 42 RS 0] (6]
Paper and allied producis,.. 44 [ (0] )
Chemicals and allled product 45 50 88 91
Industrial elemnieals - 83 79 87 02
Druogs and medlelnes, 45 oF w 94
Cther chienicals..._. 28 45, 0] 87
Potrolewin refining and extra iy 7 2 65
Bubber prodacts oo - 85 [+ 1 28 5]
Btone, ciay and alass product 5t 7 45 71
anary metals. - oo 44 58 42 73
Primary ferrous proﬂuch ......... 59 i 53] (1)
Nonferrous aid other mieinl preduets, it} 7 (O] . 83
Fabricated metal producis.._. 43 65 G2 0
Machinery ... . 43 58 84 7
Electrical ernipment aud comeueicstion ... 63 7T &4 K1
Comuntdeation equipmeant nnd el setronie
components . a0 7 €3 B
Other clectricsl equlpmnnt ________ BQ 1 'k €3
Moter wvehicles snd  other rtation
equipnent. - 90 94 23 o3
Alreraflt and PArkS o e e ———— 50 71 &1 71
Professional and sclentifle mstruments..__... 62 70 71 81
Beienidfic and  mechanieal  measuring
IBStrINOTES . et e n o camaam K{:] B3 -92 25
Qptical, surgical, photographic and other
instruments. U 64 7 a3 81
Other manufaetiring dndustries. .. én 66 57 a4
Nonmanufaciuring e 33 40 84 ¢ 5
L

z Not available.

Bource: National Sclence Foundatton (NIF 62-3). Funds for Research and Development in Indusiry,
1059, spp. A, table A-11, p. €

Sixth, there is another sort of serious imbalance that should fﬂso
bo noted—and that concerns the ureven geographic distribution of
research awards. A few sections of the country receive most of the
Government’s research funds, as is well documented in a special report
issued in 1962 by the Department of Defense based on fiscal 1961
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Within the Federal sector, two agencies, DOD and NASA, together
account for nearly 80 pereent of the Governmont's research eiiort.
Tha 1964 budget projects research expenditures by the Defense De-
partment of $7.7 hillion (the Departiment is seeking new obligational
authority of $8 hillion, with most of this to be spent in future years)
and hy NASA of $4.2 billion (it is asking new authority to-obligate
$5.7 ballion). Unguestionably, of these two ageneies NASA is grow-

‘ing the fastest: In Bacxl 1961, for instance, it spent only abent $744

muliien for research, but in. 1964 it wili spend $4.2 billion—which

means that within only 4 yearsits research operstions Linve increased

sixfold. In fiseal 1864 K ASA expenditures will amount to more than,

& quarter of total Federal research outlays, as the following table
hoWws !

TanLy 2.—Federal vesearch eapenditurcs: Iole of DOD and NASA

[Dollar amovnts In millions}

Total
Tiscal year Foederal NASA ex- | NASA per- | DOD ex- | DOD pex-
' I, & T3, ex~ | perdituves § cend of totel | pondisures | cent of tolal
penditires
1661 actual $9. 281 744 8 36, 5a2 71
1362 setual 10,348 1,257 12 8,731 €5
1963 estini 12,940 2,400 ] 2,089 58
1964 estimated, 14,833 4, 200 28 7,653 .51

Thus, the administration of NASA. patent policies is of large and
increasing public coneern.

Several other characteristies of our Federal ressurch prograns
however, must be kept in mind in any enlightened appraigal of their
aggregate effects, What they add up to is a case of extremely uneven
distribution, threatening to bring about a substantial readjustment of
our economie and social order. Let me briefly note a fev of the chief

-features; _ : .
First,in its reseavch undertakings the Govertiment relies on authori-
 tative decision and negoctiation rather than the usual market process
- to determine the extent and manner of allocation. This is reflected
Jn the fact that in fiscal 1962, 97 percent of DOD research awards were
made on a nonprice, honcompetitive basis. Here, as in the case gen-
erally of defense procurement, we depart from the kind of antomatic
allocative mechanism that we otherwise depend on to fulfill our eco-
nomie goals. This means that we must make ourselves aware of the
character of cur research operations, constantly appraise the probable
effects, and make appropriate adjustinents In policy. We cannot
expect desirable results if in the research area we follow (he dictaies
of laissez-faire. '
" Second, the great bulk of the Government’s attention is concen-
trated on applied research and on development, with very litle inter-
est displayed in basic research. And siirce in private industry there
is also no significant attention given.to the acquisition of basic scien-
tific knowledge (in 1961-62 only about 7 pevcent of indastry research
expenditures went for basic research, and only about 10 percent if all
sources are included), this crucial facet of technological inquiry re-
ceives disturbingly little study. :

122

T e

K4




PROBLEMS OF GOVERNMDNT PATENT POLICIES. 3

To corvect this imbalance the President outlined several new ap-
proaclies woriliy of earciul legislative consideration. Among other
things, he would cstablish regional centers for the dissemination of
sclentific infomration, madeled along the Hines of the Agricnlture De-
partmient’s highly suecessinl Extension Service. This is a highly
laudabie proposal, though it doesn’t go uearly far enongh, as lster
discussion here indicates. But even if the President’s new programs
for diffusing the tons of technieal knowledge that are flowing from the
Government’s billion-dollav .research agsanit were largely effective,
these benefits, I suggest, would be far more than counteracted by the
adverse results of NASA’s plan to joiti in the Defense Department’s
patent giveaway. AsI seeit, the Defense Departmant and NASA are
working at cross-purposes with the Chief Executive.

In my copinion two steps should promptly be taken te insure that
our $15 billion a year in federally endowed research programs func-
tion in a manner fully consistent with the public interest:

(1) All agencies and departments of the Federal Government
should be requived to take title to the patents on all inventions which
arise out of or are first reduced to practice in the course of Govern-
ment-financed R, & ., unless the contractor can establish that he
made the primary contribution te the patentable invention. To me
this makes just plain-good sense: the public should get whit it pays
for, and normally this will incorporate taking title to patents stem-
ming from Government research. Indeed, most companies require
their scientists to assign over the patent rights to any inventions
which they make during their employment-—-a procedure which they
reject when the Government is paying the bill. Based on the avail-
able evidence, & changs to the title policy, though it would be grected
with strident shouts of protest from those who have s strong vested
interest in perpetuation of the existing bonanza, would have few, if
any, unfavorable effects, Dut it wounld stimulate use of new scientific
discoveries, making them available more quickly and at lower cost
than if the contractor is allowed to seize the exelusive right fo sup-
ply the product in commercial markets. It should net be overlooked
that & patent confers 2 monopoly—and generally this means that
where developroent and exploitation of the pertinent invention oc-
curs it is likely to be slower, more limited, and result in higher prices
than would prevail if deveiopment were to occur under less restricted
{nonmonopolistic) circumstances.

{2) To exploit the vast hordes of technical information which our
gargantuan R. & D. effort is generating, a new independent Govern-
ment agency should be created—an Inventions Development Author-
ity—to have as its major funetions the collection of scientific informa-
tion, its analysis, and its development, including the collection of
royalties on Government-owned patents where appropriate. Without
such an agency the locus of the title to patents will only have met
one aspect of the overali-problem. All too often now the question is
simply whether a patent collects dust in the file drawers of the con-
tractor or the pertinent Government agency (one recent study found
that only about 13 percent of privately owned patents stemuning from
federally financed R. & D. had ever been licensed for use). To use this
information for the good of the public demands the creation of an
agency swhich is charged specifically with the task of exploiting
patented ideas fathered by Government research.
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ECONOMIC AND LEGAL PROBLERIS OF GOVERRMENT PATENT
POLICIES

Prepired by Prof. Richard ). Barler

Each year the Federal Government now gpends more for research
and development (R. & 2.} than it did in all the years from the time
of the Revolution through the end of World War I, Indeed we now
spend more for this purpose in & single day—a daily average of $35
million in fiscal 1963, %41 million in fiseal 1964—than we did in any
one year before the World War IT military buildup commenced.

But never, I submit, has so much meney been spent by the Govern-
moent with so little consideration for its ultimate social and economic
consequences. We have launched a truly massive research effort that
literally has grown like Topsy. In the fiscal year 1964 it will consume
$15 billion. We have taken long strides in our $20 billion effort fo
reach the moon and we have recorded many distinet scientifie accom-
plishments. Yet our institutional arrangements for processing and
exploiting the resulting flows of techpical information are still of 15th
century vintage. Billions of dollars go for research but mere frac-
tions of mills for putting the product of this large scale inquiry to
the good of thesociety at large. '

Most of the scientific knowledge being generated through the Gov-
ernment’s research effort is being locked up in the hands of the few—
benefiting almost exclusively the giant. corporations that receive the
bulk of the funds and the relatively limited geographic areas in which
they have their principal facilities. Other companies—usuaily the
smaller ones—and other industries which might put this new knowl-
edge to good use, perhaps in unforeseeable as well as entirely expected
ways, arve effectively denied the requisite information. Ewven worse,
many of the discoveries that are Deing made each day—the major as
well as the minor—are not being exploited by anyone, including their
corporate and governmental parents. Through sheer lack of attention
we have permitted key Government departments to adopt patent pol-
icies that permit corporate recipients to scize control of inventions
that have been made with public funds. And we have failed {o set
up an effective institutional arrangement that could efliciently diffuse
the product of the Government’s $15 billion a year research effort
i:hrougll.lout. the society—to all companies, in all industries, wherever
ocated :

Thke Department of Defense (DOD) and the National Aeronautics
and Space Administration (NASA) have kept their large eyes fixed
firmly on what really are short-run, albeit important, targets con-
nected with national security and the exploitation of outer space.
But their gaze—and they account for about 80 percent of Federal
R. & D. expenditures—has been exceedingly myopic: in their all-out
efforts they have manifested little regard for the total implications of
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FOREWORD

The following study prepared by Richard J. Barber, assistant pro-
fessor of law at Southern Methodist University, deals with some of t.}le
economic, politicil, and legal implications of the patent policies of the
Federal Government. ]

Before World War IT, research and development expenditures were
small, and originated chiefly in the private sector of the cconomy. Al-
though the Federal Government sponsored and conducted research, its
contribution, which was not. very significant, was confined to Iabora-
tories in the Departments of Agriculture, War, and Navy.

The Federal Government obligated about $14.5 billion on research
and development for 1863, which will constitute from 65 to T0 percent
of all funds spent in the Nation on these activities. JFn addition, the
trend toward a higher Gevernment ratio is expected to continue.

During the thirties, most of the Government’s research was per-
formed in its own laboratories; today over 80 percent of Government
research is performed by private laboratories. During the past two
decades, then, funding by the private sector has been increasingly dis-
placed by the public sector, while performance with public funds hag
shifted from the public sector to the private sector.

A large proportion of these funds are being used fo creafe and sup-
port firms and industries, which thus owe their very existence and
survival to the Government. In 1960 Government reseavch funds

~acconnted for 89 percent of the research and development in the air-
“eraft and missiles industry, 67 percent in the electrical and communi-
cations industry, 51 percant in the scientific instriments industry, and
significant percentages in machinery, rubber produets, and other in-
dustries. Considerabie know-how and technical backgrounds have
been acquired at public expense. It is not surprising that a high de-
gree-of correlation exists between those industries heavily dependent
upon Government research and the amount of scientific personnel cm-
ployed in the industries. This is in conflict with our view that indus-
iries will risk venture capital, and, if successful, move ahead in a
competitive marketplace.

Having been created and sustained by the Government, many
pseundoprivate firms, without taking the risks of truly piivate enter-
prise, want to be considered as genuine components of the free, com-
petitive enferprise system, and they invoke the philosophy of the
patent system to justify their objeciives of securing for themselves
the future control of the new science and technology. Nothing less
than the future of our free, competitive enterprise system is at stake.

. . Russern B. Love,
Chairman, Subcommitiee on Monopoly, Select Commitiee on
Small Business, U.S. Senate. -
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10 PATENT POLICIES OF DEPARTMENTS AND AGENCIES 112

patent which stops the taxpayer himself from using his own resources.
Such a situation should not be permitted to occur. It may have been
an oversight in the particular contract you mention.

Senator Loxe. How can public policy permit any such private

cndant® A oo Adminal Rialrawar wvaonmr asohinaveomonts in dowoalonine
Pﬁ.u\,u(.-: ANOW, Adiiidl DuCnUyYal, yUUD alenoVonitiive i UV

the atomie submarine are vather well known., Have you found that
the inability to accord private patent rights to individual contractors:
has impeded the development of the atomic.submarine?

Admirsl Ricxover. Categorically, 1 say “No.” 1t is the same as
the case of the psyehiatrists in submarines. Having never heard
about this sttuation, T Hidi't knolv therd was a problem.

Senator Loxa. Where you have a lirge nuinber of centractors work-
ing on parallel projects, would you personally feel that progress would
be impeded if each one had the right to take out patent rights and
have property rights in the secrets they developed?

Admiral Rrckovir, Yes, sir; I believe there would be. With the
system in use in the Atoinic Energy Commission all of this information
ig shared. _ '

Senator Loxe. Aund you have no difficulty in persuading anyone tc
-share what he develops as fast as he finds it? .

Admiral Rickover. I didn’t know until this morning there was any
diffienity.

_ Senator Loxg. Do you have any knowledge of problems that exist
in any other field outside of your own, where private ecutractors do
not have the right to keep patenis?

Admiral Rickover. I have heard there ave cases in other fields, but
to the best of my knowledge, when one attempts to substantiate these
cases, they seem to evaporate. In faect, our problem in the atomic

“energy. field is we have toe many contractors who want to do work
under our patent conditions, and not the other way around.

Senator Loxe. So, as far as you are concerned, you have no knowi-
edge of any difficulty in persnading contractors to do the work for you.

Admiral Ricxoves. Ne, sir. 1 have difficulty keeping contractors
awsay who are frying to persuade me to give them more work.,

Senator Loxa. Do you have any questions, Ben?

Mr. Gorpox. Senator, I have a question, but I think that you cov--

ered it already. But this, perhaps, looks at it in a more general way
and I wonder if I could ask i1t. We have received complaints that the
poliey of giving away patent monopolies to contractors has a tendency
of hampering the dissemination of new scientific and technical knowl-
edge, at least until it can be patented or exploited. What do you think.
of this? Does the AEC policy prevent this kind of a situation?

Admiral Ricrover. There 15 a definite possibility that such a poliey-

ean hamper dissemination of scientific and engineering information..
The present AEC and NASA policies tend to encourage rapid dissemi-
nation of information. This is of great help in developing a new
“technology. Mind you, we are talking about new technology which
it is incumbent on us to develop as rapidly as possible from a nationsl
standpoint. We are not discussing the patent situation per se. Youw
and I are not now talking about doing away with our patent system.
We are merely discussing whether the Government owns the patents.
it has paid for. We are only talling about a partieular aspect of the
patent problem.
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standpoint of whether they are aiding or impeding our national progress.
Today, there s no essentinl difference betsween military and eivilian
techuology. So anything that holds up ene, also hurts the other.
As I said m(‘wousl\ the patent problem ihat faces us foday was not
envisioned by the founders. They lived in a preindustrial society——
a society where a patent resulted from tho cﬂouq of an individual,
not of a large organization.

Senator Loxa. Do you have any ides or any 3udoment as to what,

you believe the people at the working lvvel the aetual scientists and

enginecrs, who are doiug the ('('11111 and developing work, think
about«his matter and this ssue?

Admiral Rickaver. The men working on a Government project.

- surely know it is the Government that is ‘tcttmll\' paying their salary.

I have never found a lack of desive to do good work, just because it

was being done in a Government laboratory instead of a private

laboratory, or becasse Lhe work was being paid {or by the Government.
When a company hires a man, they pay him for all his talents, includ-
ing his ability to invent.,

“Mind you, sir, we must stick to the point; we are not now discussing'

our patent system; we are onlv discussing whethier the Government
should retain rights to patents for which it pays. To the individual
scientist or engineer who makes the invention or contribites to it,
there is no financial difference anvway.,  The company gets the patent
rights; not he. If he is o good man, if he makes an invention or

- ‘otherwise makes himself of greater value, he will be promoted and his
pay increased whether the company is paying his salary direetly,
or the Government indirectlv,

Senator Loxa. As T understond your position, from your last
- statement, if the Government hired 2 contractor to develop something
for the Government, the coniractor, scientists, and englneers are
actually working for the Government, notwithstandmg the fact that
the contractor is inrterposed between them and their Government.

Admiral Rickover. Yes, siv.  As far as they are concerned, they
do the same in either case, and get the same treatment. '

Benator Loxe. In other words, if I were a dcientist working either
for the AEC or a contractor of the AEC, I would be smart enough to
know that T am actually working to develop atomic energy im the
1.5, Government.

Admiral Rickover. Yes, sir. There is an analogy between this
situation and the one that obtains in education—one of my favorite
subjects, as vou know. The National Education Association, a
self-admitted lobbying or ganization, assumes o speak for the teachers.
The NEA is constantly sa¥ing what thev suppose the teachers to be
thinking. The teachers rarely speak for themselves. However, I
receive many letters from teachers who say: “Please don’t quote
me; T thoroughly disagree with the NEA, but I am afraid to talk.”
Tn the case of patents, evervbody is mllxmrr for the scientists and

“engincers except they themselves. The patent lawyers arc always
tellmg us what the scientists and engineers think. "Now, T happen
to deal directly with many scientists and engineers; I have not Leard
them express the thoughts on patents as espoused by the patent
lawyers.

“Senator Loxa. Would you eare to elaborate further on what you do

_ detect the at’mtude of scientists and engineers to be?
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go to a medical society meeting and explain their new procedure so
that other doctors might find it advantageous jor humanity?

Admiral Ricvovir., Yes, sir.  As I said, the medieal profession is
the most noble and ethical profession, . Nearly every doctor is dedi-
cated to improving the health and happiness of all humanity, T
believe wé could well adopt that same principle in many other fields,
We would dé well to have our scientists, our engineers, owr industrial
iieaders, our Government servants, and our educationists emtlate our
doclors. :

Furthermore, you must bear in mind we are not ealking ahout the
ability of industry to obtain patents when they use their own money.
‘Even in the atomic energy field or.in the space field, if you spend your
own money you take title to the patent, except for weapons. Last
year more than half the patent applications in the atomie encrgy field
were filed by private industry. We should urge industry to spend
more of their own money for research and development—in which
case the patents will belong to them and they will build up a position
of their own.

1t may interest you to know that 90 percent of patents for peaceful
-applications in the atomic energy field are developed by 10 to 11 of

the AEC contractors. There have been only three cases where con-
tractors have objected to the AEC patent provisions. These objee-
tions were based on the fact that the language of the contract was too
:all-inelusive; that the language took in more than was required for
the actual performance of the contract. These three cases were not
important ones. The ARC, I understand, intends to recommend
changing the language.

No one has suggested in any instance I know of that industry can’t
have patents. Ve nust sharpen the problem and point out that the
resl issue is whether patents, the development of which is paid for by
the Government, belong to the people or belong to industry. That
is the real issue. e are not discussing the patent system per se.

Furthermore, there is here involved a matter of broad national
policy.. At present, instead of Congress examining the patent situa-
tion, we are permitiing each agency to decide for itsclf. I do not
believe Congress should abdicate its constitutional rights and duties
and permit any individual agency in the executiva branch to set up its
own rules which by perpetuation over a period of many years finally
assume the force of law and then are used as precedents. The tend-
ency of Government agencies is to let things continue as they are. It
is easier for them this way; they don’t have to think or to hurt any-
one’s feclings. It is also easier to have'a simple rule such as the
Department of Defense has, rather than to judge items on a’case basis.
I believe the application of our patent Iaw should be considered as a
“general policy matter for the entire Federal Government; and that
Congress should not permit each ageney to set up its owvn rules.  That,
in 1a:ﬁ"ec’c-, is like having several different Federal laws to cover the same
subject.

I]believe it is in accordance with the intent of the patent law that
the Government should own patents resulting from work it has fi-
manced. In other words, the Atomic Energy Commission and the
National Aeronautics and Space Administration patent rules are in
wonsonance with the law, and not otherwise, as some would suggest.




' 106
4 PATENT POLICIES OF DEPARTMENTS AND AGENCIES

trained and schooled at Government expense.  These are very valu-
able assets, and the reason so mauny large corperations vie to obiain
these research and development contracts. Now, I c¢an only con-
sider this problem in the light of wmy own experience. I have never
had a single case where the patent provision of the Atomic Energy
Aect influenced a company not to undertake Government R. & 1.
work, In facl, many of the very same compauics who operate under
the Department of Defense patent provisions, which are far’ more
liberal to themn than the AEC rules, not only accept research and
development, work under the Agomic Energy Commission patent
rules, but even urge s to give them more such work. '

SBenator Loxe. Do vou have aany indication that the companies
charge you more to do rescarch and development if thev are not
permitted to keep proprietary or commercial patent rights?

Admiral Ricxover. No, siv; I know of no such éases. Thev are
nearly all cost-plus type contracis and the fees are about the same
~throughout the Government. Nor do I agree with the statemnment
frequently made that unless there is such a patent provision, their
employees will not work asstduously. 1 have never seen anything
of the sert. A man who has an idea in his mind, il he is worth his

salt, will want to get it out. He will fight all obstacles to got it
out; it really makes no difference to the scientist or engineer one way
or another because the company gets to own the patent righis anyway.

Now, the companies apparently. take a different stand toward the
.Government than they do to their own employees. Thelr own em-
plovees must sign an agreement providing that the company takes
title to the patents they develop.  Apparently, the companies desive
better treatment from the U.S. Government than they accord (heir
own cmplovees, . _ . o
_ Benator Loxg. I was talking to a young man who worked for an
oil ecompany about its research program. He told me that when ke
went to work for the company, he was required to sign a coniract

_that said that anything he developed would be turned over to the
. company. Now, he said -that he didn’t have to sign that contiaeet,
but he felt that if he was going to take the job, the company had
every right-fo ask him to sign it.  And yet lus attitude was that if
the company, in turn, was going to work for.the U.5. Government on
_a project to be wholly paid {or by the Govermnent, it was no more
immoras! for the company to be asked to let the Government keep
the patent rights than it was for him to be asked to let the company
keep the patent rights if he went to work for that oil company. . -
Admiral RickovEr. That is tantamount to what T said.. T agree
with you that companies in the employ of the Governwent shonid
receive the same treatment from the Government as they give to
their own employees. In Great Britain, as you know, there is &
different system. - There, the patent rights for work financed by the
Government belong entirely to the Government; the Government
licenses industry and even shares in the royalties industry receives
from non-Governmient applications. In Russia, the Government,
of course, owns all patents. . So here we have three diflerent.patent
~ systems working side by side. I know of no evidence indicating that
the British or the Russians are being held back because they have nog
copied our patent system. { One of the reasons the Russtans have been
~able to make rapid progress is because ithey disseminate technical
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-tools it has, how it uses these tools, and so on. Where the facilitics
are owned by the company itself, and where the know-how is its own,
the Government shouldn’t publish that information. When these
conditions obtain, it is possible we have gone too fur in making the
information public.

Up to the advent of the Atomic Energy Commission in 1946 and
the Space Agency in 1958 most research and development consisted
essentially of adaptations to existing technology. That is, an indus-
trial organization would be called upon by the Government to take
an item it ‘had slready developed over a period of many years and
change it to a new or improved item for military application. On
that basis there was counsiderable justification for the entreprencur to
maintain his background patent rights; he was merely adding a small
novelty to an already existing item. But with!the coming of atomic
and space science, we have an entirely different situation; we are now
dealing with equipment that has never before been used. In fact,
most of it was never even conceived of. Consequently, nearly all the
money for developing the complete item comes from the Government.
I believe in the atomic energy fiold about 92 percent of the money
being spent on research and development is supplied by the Govern-

ment. It is for this reason I consider the existing patent provisions.

in the Atomic Energy Act and in the Space Agency Act {air and valid.
“Where the Government bears all or nearly all of the cost, where the
{acilities belong to the Government, and where the Government bears
all the risk, the people should own the patents. The American people
are spending their money for the research and development; therefore,
the patents should belong to them.
Senator Lowe. Would that 92 percent be a conservative figure?
Admiral Ricrover. 1t probably is. We are dealing with projects
and with items that are novel, that have never before been developed.
Furthermore, in nearly all cases the patents are being. developed in
facilities wholly or almost wholly owned by the Government; this is
another compelling reason for rights to these patents o inhere in the
U.S. Governiment.
‘B Senator Loxa. Admiral, I would like to read to you an excerpt from
g speech delivered by a patent attorney: '

* * * mgy I remind you in the words of our Founding
Fathers in the Declaration of Independence that I consider
“these truths to be self evident: the American patent system
'is as old as our country, it is the best in the world, it is a
fundamental part of our free competitive economy, it has
contributed t6 the highest standard of living in the world,
it has heiped make America the strongest nation on earth,
it will be as vital to our way of life in the age of space as it
has been during our first 185 years as a nation, and any
proposal which departs from the basic fundamentals of our
patent system, no matter how gilded, must be stamped out
as & thistle'in a wheatfield,

What do you think of this statement?

Admiral Rickover. It's a good, ringing Fourth of July speech,
Senator Long. It reminds me of an ineident that occurred in one of
the German States about 150 years ago. As part of a thoroughgoing
reform of the judicial system, it was proposed to abolish torture as a
means of obtaining confessions from persons accused of crime. A
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FOREWORD

For almost 2 vears the Subcemmittee on '\10110})01\' of the Senate
Committee on Small Business has been studying the patent policies
of the departments and agencies of the Federal Government and the
effect of these policies on our Nation’s scientific and cconomie progress
and on the competitive, free enterprise system. OQur study culminated
in 3 full days of hemmrvs on Decomber 8, 9, and 10, 1959.

Our efforts have revealed that the pr csent p&tent policies of many
of our Government departinents and sgencies, especmlly the Depart-
ment of Defeuse, have the following effects:

1. The policy ‘of giving away to private firmms the patent rights to
Government-financed inventions and discoveries tends to erect walls
between scientists and to prevent a free interchange of mformation,

This tends to retard our scientific advance and undermines the very
security of our country. The reason rests on the fundamental Tack
that the diffusion of scientific knowledge throughout our society is a
prerequisite for scientific and economic progress and & rise in-general

-productivity.

2. With the present dlstrlbutmn of research facilities in industries,
the granting of exclusive commereial rights to private firms dmnc
Government-financed research is giving a major advantage to the
larger firms, thus accelerating the pace of economic concentl ation.

One of the chief argumcnis advanced for the policy of giving away

patent monopolics on publicly financed inventions and discoveries is

that if exclusive commercial rights are not given to ‘the contractor,
firms would be reluctant to take contracts, scientists would have no
incentives to invent and the cost of the conLra.cts to the Government
would increase,

To seek further testimony on the validity of these arguments; Adm.
Hyman G. Rickover was invited to describe his contract experiences.
with the Defense and Navy Depdrtments, both of which allow the
contractors to retain patent rights, and with the Atomic Ener oy Com-
mission, which is required by law to take title to all inventions result-
ing from Government-financed research,

It would not be an overstatement to say that Admiral Rickover,
beecause of his unique and wide experience, has quietly and eﬂectwely
laid these arguments to rest.

Russzrn B. Loxg,
Chairman, Monopoly Subcommittce,
_ Select Committee on Small Business, U.S. Senate..
June 6, 1960. '
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about the specific language of these two bills., Generally,
we prefer the language of section 113 of H.R. 11,856 over
that of section 19 of H.ﬁ;rll,BST. The two provisions are
quite similar, with the exception of the rcference to the
general government-wide patent policy, but there are some
language differences we would like to highlight.

Section 113(a) (1), for example, cefines the word "iaforma-

tion"” specifically to include patented or unpat-nted technological
information:; it is thus more precise ﬁhan section 10. Section
113(a) (1) requires diggemination of sﬁch_information at the
aarliest "possible"” date, rather than the ~arliest "practicaile®
date as in section 17.

Second, although we support the intent of subsection
(a) (3) of both bills concerning background Patents and know-
how, we do feel it important that contracters who have in-
vested heavily in given backgrouncd technology and kn0w~how.
should not unresasonably be deprived of é fair profit based
thereon. If federal taxpayérs finance a. fundamental advance
in enerqgy technology, the general public shouléd not be de=
privéd of access to that advance because of the exis:ence

of blocking background technology. Any technological advance

of necessity builds upon background technology. On the othex

23
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1e principles of equity, it appears that the public

interest would not be served by such relief. It is true

that the right to seek an ihjunction is not inherent in the
Mmerican patent system; it was not until 1819 that Congress
first provided injunctive relief for patent infringement. 20/
It is further true that over the years the federal courts have
developed the principle that injunctive relief under the patent

code will not be granted when the injunction would inter<ecre

with the health, saf~oty, or welfare of the publlc. 21/

39/ Act of February 15, 1819, 3 Stat. 481. Cf. Livingston v.
Van Ingen, Fed. Cas. lo. 8,420 (C.C.D.@.Y. 1811).

21/ Thus, when a patentee soucht to enjoin the operation of

2 municipal sewage treatment plant, monetary relief was approvecd,
but injunctive relinf was denied. -  City of Milwaukee v.
" Activated Sludge, Inc., 69 F.24 577 (7th Cir, 1934). The courts
‘have also similarly considered patents for: the irrvadia-ion of
olacomargarine with ultra-violet light to produce Vitamin D to
prevent the disease of rickets (Vitamin Technologists, Inc. v.

Wisconsin Alumni Research Foundation, 146 F.2d 941 {9th Cir. 1944)y;

railroad car hand brakes (Nerney v. New York, N.7t. & H.R.R. Co.,
83 F.2d 409 (24 Cir. 1936)); firehose couplers (BllSS .
Brooklyn, (Fed. Cas. No. 1544 (C.C.E.D.N.Y. 1871)); and street
Tamps (Southwestern Brush Electric Light & Power Co. v. Loulslaqa
Electric Light Co., 45 F. 893 (B.D. La. 18%1)} -- as falling

into the categories of public health, safety, and welfare, thus
warranting denial of injunctive relief for patent infringement,

21
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Existing law already.attempts'to médify the natural
- incentive of some patentees to limit production in other areas
involving vatented tcchnology. 18/ O0f particular relevance
here 1s section 14973 of the Judicial Code (29 t.S.C. ® 1459),
which provides, in effect; for a'mandatory license whennver a
patentéd invention is used or manufactured by the‘United.Stateé,
or used or manufactured for thQ.United States by a contractor;
In other words, under existing law there is automatically a randa-
tory license running to the government, anc to itslcontractors;_
Under this provision, the government (or its contractors) may
not be enjoined from fréely using patented technology in private
hands if it pays a reasonable royalty or other fair compensation
to the private patentee.
This statute was initially enacted in 1910 to permit
the covernment to carry 6n worlk related to the public welfare,
including of course the national defense and'security-' Section

1498 is not limited to any specified purpose; it is instead

18/ E.g., 16 U.S.C. § 831r; 22 U.S.C. § 2356(a): 28 U.S.C. § 1498;

30 U.S5.C. & 666; 42 U.S.C. § 1953 (£f); 42 U.S.C. € 2183; 52 U.S.C.
§ 100(b); 50 U.S5.C. § 1¢7a{a){3); 50 U.S.C. 5§ 2473(h) {3).

19




recommended, in our Deccmber lectter to the Senate concerning
the counterpart bill, adoption of the mandatory licensing
provisiohs ekpressed in H.R. 11,856. 15/

To summarize the position we have aiready expresscd,
we do not believe that adoption of this mandatory'licensinq
provision will have serious adverse effect upon the patent
incentive for research, at least none that will exceed that
which is necessary to protect the public interest and to
achieve the purposes of these proposed enerqgy bills. The
Environmental Protection Agency has stated that it found "no
cutback in air pollution control research” as a result of
section 308. lﬁ/ Most major industrial countries in the
world, other chan the United States, have general provisions
requiring mandatory patent licensing, yet foreign technoloqy
{and foreign ownership of United Stateé batents} is qrowinq
rapidly. |

We also do not beliecve it will be necessary very often

to invoke the provisions of subsection (c¢). Developers of

15/ Letter of December 10, 1973, to Senator Henry M. Jackson,

Chairman, Senate Committee on Interior and Insular Affairs.

92

lﬁ/ Letter of June 4, 1971}, to Senator John Mc Clellan, Chairman,

Senate Subcommittee on Patents, Trademarks, and Copvricahts,
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