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- Thore is ample reason to belleve that the present 1eg1slat1ve

framework and admlnlstratlve pol1c1es governlng the d15p051t10n of

Government funded nventions mdy be 1nh1b1t1ng their- commerc1al develop—

'-;; " ment. leen the fact that the Government is respon51ble for more than

. half of “the total Un1ted SLatee investment in RqD it is essentlal
i 5éithat these dollars be made to produce more than defense and space
"}wbeneflts on the 1nternatlonal 51de policies that dlscourage
dnvestment by U. S. 1ndustry in Government sponsored 1nvent10ns meant
f;to resolve social problems. ]eaves the. door open for foreign 1noustry,
'{_espec1a11} if state-controlled or sub51alzed to capltallze on these |
| ;rl1nventlons to the detriment of American jobs and industry.
| Representatlve Thornton, joined by 13 Concressmen 1nc1u&lng the
*L-Chalrman of the Committee on SC1ence and Technology has 1ntroduced |
‘-H R. 8596 Whlch would establlsn a comprehensive Government-wide pOllCY
‘r‘regulatlng the allocatlon of rights to inventions made by Government
‘L granteee, conrractors, and‘employees,-having as one of its main
ff'objectives maximiz:inrI w+ilization of such inventions. The bill also
prov:des legal authorlty, now lqcklng in a number of Federal agenc1es

for the licensing of Government owned patcnts.

Summary of H.R. 8596 S .

' Bricfly,_the major'provisionsuof H.R. 8596 are:
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Title 1, whlch contalns a statmnent of fmd:mgs and purposes. i _ -

Title IT, which provides an institutional framework j«a}n"ough
- OSTP and its subcanmittees to assure uniform implementation
-~ of the Act's provisions. . .

Title 111, Chapter 1, which would allow grantees and contractors
“the right to retain title to inventions subiject to various

~ ‘limitations and conditions, including a case-by-case right

~ of deviation in individual agencies where, for example, the

* Government is fully funding the development of a product L

L or process to the.point of commercial application. - - -

* Title ITI, Chapter 2, which is an effort to codify the cr1ter1a |
of Executlve Order 10096 initially issued bv_President Truman =
- allocating rights in inventions made Dy Federal employees in
. performance of official duties, and which also includes authority
.. for such an incentive awards pronram covermg 1nvent10ns made
. by such employeas. ' , . :

Tltje IV, which provides all Federal agencies: authorlty to
- Jacense. Federa_llv owned inventions. It also provides the

Department of Conmerce with certain additional authorities,
i, S50 that a centralized Government licensing program could be
‘underta.ken, although participation in the Commerce program
~ is left ‘to agency discretion, and .

T:Ltle V, which contains aeflnltlons, amendments and repealers '
of ex15t1ng statutes. - :

In my opmlon ‘the bill, except :Eor Tltle III, Chapter 1, should
.not prove controversml since most of its prov151ons embody . precedents
ancl conclusions that have been to sone degree unlformly agreed upon.
Controversy over Title III Chapter 1, seems. inevitable, since -
it would supplant approx:mately 22 dlfferent statutory and admn.mstratlve
‘policies and procedures covering. alloc_:atlon of contractor a:r_ld grantee -
| ‘inventions. o | - o

Genesis of H.R. 8596

H.R. 8596 is the c:_uimimtion of years of discussion and agency

operating experiences starting from the increased influx of Government
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rescarch and develo;)ment funds after World War II to the present
22 billion dollar annual 1nvestment - The b111 in part is an adapt'xtion
of a draft bill that was prepared in 1976 by Interagency Comrmttee
on Goverrment Patent Policy 'who appear 'to have been partially'inspired
by the 1972 Report on the Ccmsnlssmn on Goverrment Procurement. The
Ccmnlssmn, composed of. publlc and prlvate sector members reccmmended '
that Government patent policy continue to be guxded by the Pre51dent"s
memorandmn on Govemment Patent Policy. However, the Comm15510n also
‘recommenaed 1eg151at10n similar to the H. R 8596 in the event of unsatls*
factory experience under the Pre51dent s Memorandum |
More obvious problems under the President's Memorandum became :
apparent soon after issuance of the Conm1551on Teport. Fll‘St a Justice
Department memorandwn mamtamlncf that d15p051t10n by the Executlve |
Department of 'future inventions at the . time of contractmw constitutes
disposition of property requlrmg statutory authorlty, and 1au*su1ts
filed by Publ:.ic Citizens, Inc., based. on .t'hat _thesis, directly challenged: '
the constitationality of parts of 'the ?resident's Memorandum. In |
addltlon, the Congress has since 1n5t1tuted a number of new research
and development programs through statutes havmg patent pollcy provisions
1ncon51stent with the President's Memorandum. Notwn.thstandlng the
withdrawal of the Justice memor andum and dismissal of. the..Pu‘blic: |
Citizens's soits on procedural grounds‘, the probability and actuality
of additional suits based on the same thesis and additional piecemeal |

legislation prompted the Committee on Goverrment Patent Policy to

develop the 1976 draft bill. L o



- Patent Policy Alterpatives ' S L | L

‘The most basic aspect of Govemment patent pohcy mvolvmg
' _grantees and contractors is the type of patent c:lause that is mcluded

\ m any given grant or contract. 3351ca11y there are three types of

clauses that might be used in any ‘given 51tuat10n

(a) A provision giving “the Govenment tltle to a11
contractor inventioms. L . : e

o)y A,provision providing for contractor retention of
L . title, subject to whatever licenses and other rights
'11: 15 agreed that the Goverrment will obtaln, or

©. {c) A provision that the Gcrverment will have the r:Lcrht
© . to determine the dispesition of rights in any
. inventions after they are identified (the "deferred
_ detemmatlon” approacn) . ' - -

o .Bebate over Government patent policy has centered oﬁ which and -
under what c1rcumstances these types of clauses should be used in
: Govermnent contracts and Grants. -

For the most part Govermment agencies now use only the last two

",types-of .clauses, since even most so-called "Title in the Gover:rment“_

- clauses provide to the contractor the ricrht to request greater Tights

L than a nonexcluswe license after an invention has been made [unless

g othemlse precluded by statute)

Notwithstanding the mumber of ocutstanding statutes, most agencies,

including major research and development agencies such as DOD and HEW,
have no statutory provisions regulating their policies and have been

guided by the Presidential Memorandum. In fact, many of the ageﬁcies

with statutes have gencrally followed that policy to the extent that
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) it is not incompatibie with Cleir statutes. Hoxvever,. the President's _
Memorandu;ﬁ- only establishes general. guidelirle_s as to-when title in the
.Gove'nment, .title in: the Contractor, or deferred clietemination cleﬁses ;

| should be used It has not prevented the development of a maze
of md1v1dua1 agency regulatlon.s and procedures and has prov:.ded no
guarantee that agenc1es would cons:Lder s:mllar contracts as TGC{Uleg
similar classes. H. R. 8596 has as one of 1ts ObjeCt'.LVES the ellmmatlon
. of thls current me‘b of statutes and regulatlons .

‘Available Approaehce for a'Legislati‘ve Government” Patent Policy '

More important, H. R. 8596 h.as.a.s its basic 'objective the
development of a pollcy that w:f.ll enhance economic growth by maklmlzmg
. utlllzatlon of Government supported mventlons. The prnmary 1ssue
'remalns mhether the approach taLen in Title III Chapter 1, of the
b111 will best accompllsh that Tesult. o |
1t is anticipated that opponents of the bill will argue that
allowing contractors to retain title is a "give-away," "anticanpetitive,“
and ﬁrovides contractors with a ‘Hvihd_fall." Cbjective review of the
subject has been difficult to achieve in the past, since olooohents are
wont to dlSPOSE: of the issue through the catchwords cited above and
'others such as ™what the Government pays for it qhould own." Experlence'
:mdlcates that there are few situations in which the Government funds
' inventions rec,ultmg from its programs to the poz.nt of practical -

apphcatmn outside of situations where the Government is the mventlon s

- primary purchascr. Notw1thstand1ng, it is not possible at this time to
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" -statistically conclude that the contractor's ultimate financial contri-

" tution to bringing an invention resulting from Govermment “funding 1o
the marketplace ‘is in any given case significant in comparison to that

" of the Government This leads to what is believed to be the moat

o persuas:we argument or approach avallable to opponents of the H.R.

S0 . . that dlSDOSlthﬂ be made at the time of contractmg on a case- by case

"ba51s and/or deferred unt11 1dent1f1cat10n of an J_mrentlon._

Under such an approach 1t is contemplated I.hat dlsp051t10n, uhether- |

: ',-i'made at the time of contractlng or after 1dent1fcatlon of the :mventlon,

" 'will take into consideration the equities of the Goverrment vis-a-vis
- 'the-contractor in ultimately bringing the invention to the marketplace.
‘-'However since the equities of the partles at the time of contractlno

“-'in a yet ~to- be made mventmn are vntually mp0551b1e to assess

L obJect:Lver, opponents of H. R. 8596 have 1nd1cated a clear predllectlon

,toxgard deferrmg determination of ownership. untll- an-.mventlon has been

" ‘made, so that deposition can be rnade on better facts.. Accordingly, it

s believed that if uniformity is to be one of the prerequisites of .-

a 1‘egislative Government 'patent-policy the chorce appears to be ‘
_realistically lmlted to the H.R. 8596 and deferred determmatlon approaches.
(As already noted a “tltle in the Government" approach which does not

take into con51derat1on requests for greater rlghts in the contractor
“after an invention has been made and has been v1rtually abandoned by

_the maj.or' RED agencies, as it is not considered a means of maximizing

utilization of Government-funded inventions, since it rejects the need
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'. for.the 'patont incentive in the contr'xctor' in all sitrxations ) Accord- | |
ingly, the remamder of the presentatlon is ‘limited to comparmo the -
_.H R. 8596 and deferred determlnatlon approaches agamst the Obj ectives

-sought by a leglslatlve Goverrunent patent pollcy

. The Objectives of Goverrment Patent Policy

There is general ao'reement that the pr:.ma:ry obJectlves of Government
a -.hpatent pollcy shoutd be to (1) promote further prlvate development -and
- -'.-”utlllzatlon of Goverment-supported inventions, (2) ensure that the

B -Government's interest in pract1cmg 1nventlons resulting “from 1ts

R support is protected (3) ensure that patent rlghts in Govermnent owned
-' -:mventlons are not used for unfalr, anticanpetitive or suppresswe
S purposes, (4) mlmmlze the cost of administering patent policies- through

.""umform prmc1p1ez,, and (5) attract the best quallfled contractors.

C Comparison of the Deferred Detenmatlon and the "Tltle-m-the—Contractor"
; “Approach Against the Opjectives of Govermment Patent Policy

Objectlve (2) is satlsfled equally by either approach since the

':‘Govement as a minimm w111 retain a royalty-free license, even 1f

o _the contractor has t1t1e (Stated in other words, if the Gover')ment is
the pr:mary purchaser 11: makes little difference v.no has title.)
._ The fourth objectwe (mlmmumo admmlstratlve costs) is best met
by the H. R. 8596 approach, since agency experience indicates that a
'great mﬁoﬁnt of Govermment 'and contractor time is required to process
requests for rights made under deferred determination clauses. 'Indeed,

grcat hardship would be involved in shli'tmo to a Goverment-mde _
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::__'def_erred determination appro'aeh, unless this was accompanied by a

f &

'%ignificant increase .in. the patent and related support staffs of a
l-'mxmber of agencies. For e)tample, it is unliikely that DOD could
expeditiously process each contractor requests for patent rlghts |

under a deferred' detemmatmn procedure w:Lth present stafflng

The fli'th obJect:we {attracting the best quallfled contractors)

seems bPest satlsfled by H R. 8596 since there is evidence that man)’

_. fimns. with established commercial positions and which are not primarily

"'engaged in Govermment contraoting would refuse foumdertake or compete

.. for Govermment Tesearch and development contracts (or subcontracts) in

- the area of their established positions if the Goverrment insisted

" upon the use of a deferred dete_rmination clause. It is not realistic
- : to believe that such fimms will jeopardize a privat_ely established

- commercial position on the chance of ownership of a major improvement

v :-of such position made with Govermment funding. Refusal to participate

~in this situation will probably necessitate that the Goverrment contract

' with a less qualified contractor or not contract at. all.

To avoid this problem the policy would have to leave open the
negotlatlon of other tenns in cases which demand dev1at10n from a deferred
‘ determlnauon clause. However, this would nccessarlly increase the

) admmlstratlve costs of a deferred deternunatlon approach, since

negotiation of specml patent clauses at the time of contracting is a

o time consuming process. More important is the fact that no definitive

criteria has ever been developed, nor does it appear 1likely that it
can be developed, whioh_would establish when such a deviation was

j'ustifi"ed._
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Thls centel.*s the debate on w.hicih appreach'bes{/'r.neets the 'ebjeetives
N .-o'f pfcmoting utili zation. of Gev‘ermnent_-funded invention.s._while g'uardiltg
 against abuse (obJectlves 1 and 3). '. _ _ ) e

| In general opponents of H. R 8596 argue that leavmg flrst optlon

) to rlghts in mventlons to contractors wlll' not_ really ensure greater

mutlllzatlon and w:Lll 1ead to abuses such as suppr.ession, higher'prices >
and market concentratlon. Pr0ponents argue that the H. R 85596 w111 |

maxmlze utllJ.zatlon of Govermnent funded mventlons that the potentlal _

77'_'a‘wses are more theoretlcal than Teal, and that m any case, the bill's

“march 111" proms:.ons are available to rectlfy a.ny ‘abuses that mtht

' ".-'-'develop 'I'hey also argue that the issue of h:Lcrner prlces to the extent -

11: is tme assumes that the :mventlon is cormnerc:Lal:Lzed while under

o the deferred approach nany fewer inventions will be comeruahzed

' For those - that are not, the issue of prlce is moot and the publlc _

has been depr:wed of man}' new or mPTOVEd PrOdUCtS'

B Factors Affecti ing Utilization

A dec1510n by any firm to invest in the development and market:mo
'of a patentable 1nvent10n is dependent ONn NUMerous i'actors only one

' of which may be patent ownershlp ObV:Lously, patent rlghts will not

" bea factor in such dec2151ons unlecs a commerc1a1 market is envisioned.

But all other thlngs belno equal the ownershlp of patent rights is a

'p051t1ve mcent_we for investment in commercial 1zat10n._ Ownership may
well be the deciding factor on comitment of private capital, since
studiés have shown that the cbs_t of bringing an iﬁVc_ntion from its

initial conception or reduction to practice (which is as far as most

oy
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Govermment inventions arc?funded by the Government) to the commercial
market is approximately 10 times the cost expexxled in first inventing.

- it under 2 Govermment. grant or contract In many situations this

. additional 1nvestment will not be made 1£ it is percelved that a

competltor can avo1d thlS :untlal mvestmont and -undersell the orlgmal

. developer

-

Further, as a general propos:.tlon, ‘the mventlno oroanlzatlon is

‘121ng an invention due to 1nherent ablllty to assess the merits of
”the invention from mceptlon throuqh early stages of development.

It is probablv also better quallfled or at least as quallfled

" more 11ke1y to be mterested than will other or,,anlr.atlons in commerc1a1- :

' ".as any other f:er, to promote or undertake further technlc:al development

g‘ -7 -since 1t may have lmow-how not necessarlly available to other companies.

e "_It w111 also normallv have an mventor and technlc:al “team w1111ng to -

E advocate that their idea be brought to fruition. Further, in ‘the case
~ of many cOrmlercial contractors a Goxferment-funded invention may oniy
be an Jmprovement on extens.we contractor-owned technology and,

' therefore will not alone form a basis for a ma;or new commercial I:Lne.

- Can the Deferred Determnatlon Anpro'sch Minimize Monooolv Profits
: Without Inhibitine Utilization .

Because.of the above c:irc:umstanoes, proponents of H.R. 859.6 erg_ue
that -there are strong reasons to' pormit the inv_enting' contractor a
~first opportunity to retain title to its invention “and cormnercialize
| 1t indced, in the case of nonprofit organiiat-ion_s' or smaller non-

mamfacturing firms, it is belicved unrcasonable to expect any effort

on their part in transferring the invention to concerns cap:ible of
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' marketinn without the inccnrive of 'oxmership In fact it is argued
that there 1s little point in going through a deferred determination
process if the Govermment's objectlve is to maximize ut';llzatlon.
Deferred detemmatlon advocates would cla:m “that the Government
can ma]xe a better judgment after the 1nvent10n is 1dent1{1ed denying
-where not necessary exc1u51v1ty and all the abuses 1t ‘may engender,.
VImp11c1t in this Clam 15 the assumption that Goverrment personnel
- w111 elther be in a p051t10n (i) to determine if the existence of
'excluswe patent rights is needed as an incentive to further development,
" ; '_ or (11) to find a better quallfled firm to. commercialize the mventlon |

.'throucrh a Government 11cen51ng effort after ta}'lng t1t1e to the

. ‘. mventlon

As to whether exc1u51v1ty is needed as an meentlve for prlvate

mvesbnent in an 1dem.1f1ed mventlon, it shcruld be recogruzed that if

the Govemnent detemlnes that exclusivity is not needed but is wrong,

" no further development may take place On the other hand, if the

" Govermment was Tight, consumers may save the hypothetlcal dlfference -
'111 pr1ce that would be charged by someone holding exc1u51ve rlohts,

- as opposed to someone who developed the product w1thout ‘exclusive |

- _rights. In any case, the public will presumably get an iﬁrprcsved product

or process which they find more beneficial than its prcv1ous alternative.
Moreover for the Government to be Tlgh‘t more often than not when
- making a deferred determination would require extensive techmcal,

marketing, and economic studies of the firms, technology, industries
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:‘and market 1nvolved The cost to taxpayers of such programs could

be more than any savings they uould produce for consumers. This

appears to be the present situation, since in most deferred determination
- cases exclusivity has been deemed necessary and the costly determina-
_'tlon process has been engaged in simply to confirm this fact. This
' -has been substantlated by I\ASA, HEK and NSF (the three agencies who
‘ﬁhave hietorically.made'the largest mumber of deferred.detenninationsJ'by

:'d'the grant ‘of over 90 percent of the requests for "greater rlghts" | |
':.over a perlod spanning 10 years.: | : B

P * Similarly, the ablllty of Governnent personnel to dec1de after an

'anventlon is identified that ut1117at10n w111 best be promoted by the

' _Government‘s taking tltle and offern_ncr the invention for 11(:en.s:m

. fassumes that commercial developers other than the inventing contractor

;Lcan be found (presurably but not necessarllv on a nonexc1u51ve basis}.
‘jhere is really no effective means for Goverrment personnel to ensure
_'that other‘firms, vhether licensed exclusively or nonexclusivel}'; would
dola better joo of deﬁeloping the invention than a willing contractor
or a licensee of the contractorr.'One can be sure that in most cases

: fhe inventing organization wili hare little interest or-incentive_to
transfer its know~hon to.another firm, possibly a COmpetitor. Moreover,
the very process'of attempting to find alternative developers will
simply serve to dclay priﬁate investment and cool the interest‘of'the'

inventing contractor, It will also force the Goverrment into the expense




" of filing patent applicatiops'in order tb_assuré thaﬁ a patent is
available if exclusive 1iceqsing is ﬁltimately ézémcd necessary.'
It is impor tant élso to emphasize that a deferred determinatioh '
i_fhat‘is trulf geared to resolve the questions that trouble opponents
" of H. R. 8596 approach wouid be 50.costly, complex, and time consuminé
_as;to'discourage.maﬁy contractors from requesting fights in the firs}
-inﬁfance, espécialiy_small bﬁsinesses and universities. They may even
négleqt-to report the inveﬁtién under such circumstahées.:Inrall
'1ikﬁlihood, without a requesf for.fights to trigger the—deferréd
" determination process;.most agencieS'wili have 1little incentive to do
| anythihg with the disclosure and, in.most éases, the invention will
be ﬁracticed by no one, as“seems‘to bé-thé case_wiih a very substantiai'
o - portion of the 28,000 patented inventions now in the Govermment's patent
'?porffolio; Indéed, undér a.deferred déterﬁination‘appfoach the
'_agenciés could bé devoting so many reéourcés to those céses where rights
H'ﬁere requested that they wouid have iﬁSufficient.personnel or interest
to study inventions and encourage development énd marketing where-fights

were not requested, Thus, it appears that H.R. 8596 is more likeiy

than alternate approaches to maximize the commercialization of Goverrment- .

- funded inventions.

Other Concerns of Deferred Determination Advocates
In addition to the concern over higher profits, advocates of the
deferred determination approach have generally voiced two other concerns.

First, they express the fear that some contractors will take advantage
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.-of patent rlghts té’suppress the utilization o{ an invention. - Such

. fears have been expressed throughout the years, but no case of such

suppression has ever been doamented, desplte the thousands of
~instances in which Gov'ermnent contractors have retained _t_itlerte

5 in\feﬁtions. " Further, H. R. 8596 includes so—ealled “march-in"

- provisions that would remedy any such abuse. ' E
F:mally proponents of deferred determinations argue 1:1t1e in- the-
"contractor may lead to concentratlon of an industry by a contractor.

Smdles 1nd1cate that contractors normally 11cense"the1r patent

technologles and that, in any event, alternatlve technolovles are

.generally avallable. No example of such concentration has ever been

E;_;7-_'g1\_ren. It is .also questlonable whether the Goverrment could 1dent1fy

- the pOSSlblllt)’ of suc:h concentration durmg the deferred determinat:io_n

process. R

A strong argument can be made that allow:l.no contractors 1o retam

"'.pafent rights will tend to p‘romote competition in an -:mclustry, whereas
. a deferred determination approach where the Govermment ncm;lally retained
* title and either dedicated the invention to the public or licensed the
| invention on a nonexclusive basis approach would do otherwise. The
'p.roposition' that t.itle;in-the—contractor can lead to concentration is
very mch depcndent on the assumptlon of a competltlve marketplace in
wh:u:h all concerns start with equal capacities. In fac:t many '
industries are currently ol:garchml in structure and do not fit the

- model of pure competition. _Whe'n'this is the case, the

A M st gt ks s



‘yetention of rights in the Goverrment and a policy of nonexclusive

de_:dicatiqn.or licensing tends td serve the interests of the dominant
firms for whom patent rights are not nm:mall)r a major £actor in
maintaining domlnance Rather control of resourccs ‘extensive marke'ting
& and dlSLleutan systems, and SUperlor flnancml Tesources are more
:lmportan‘t factors in mamtalmng ‘dominance and preventmb. entry of

" new fimms. It is important to note that suc_h f:;._rms may wc;}l, be

: : _foreign—based and dominant through subsidization by i:héir gover-I.lmﬂ.n{:‘s.,. "“
malmg the inadequacies of a pohc:y of the Governmnnt s normally
vaulrmg 1:1 Lle even more pronounced. Certamly the Government should
not be conductmg research and develop'nent and pemltt:mg 1.he results

| to enure to the benefit of foreign countries to the detriment of our
own economy | | | o

on the other hand, Smaller flxms in an 1ndustry must of necessxty

R -'_rely on a proprletary position in new innovations and products in order

T'. to protec:t their investment in forelgn and domestic markets. Thus,

patent rlghts tend to be a much more significant factor affecting their
:_inve’ﬁment decisions. They mé)'f"need the exclusivity of patent rights

. fo offset 'the probab:flity th'at..a successful ihnovaéion wili llead to -
.COP)’].H“ by a dcmunant firm vhich would soon undercut the:lr market

through marketing, financial, and other cmunerua_l technlques. Accordlnoly

the deferred determination gbbroach in which title normally is retained

by the Government may, in fact, be anti-compctitive, since it encourages

the status quo by discouraging innovation.




o camiot afford to lose to parochial interests.
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Ct)lngressnyﬁn Thor'xitoﬁ has pfovided -an unprecedénfed‘_ ‘;f)onnn for
réSolut;iori éf one of the country's Ieast ﬁnderstdod but important ”
.pxl'oblléms. While giving the ﬁatent’ bar .the Qp;ior‘wnity .1—:-0_ educate fhe
. public on the ess;ential part the patent system 1313)'5 m the economic
life of a country plédiged_ to ‘individua.l' freedﬁm and the right of |

- individuals to .contribute to its society - this is an opportunity we

“a




