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FOREWORD

This study was prepared by Vietor Abramson, economic adviser to
the U.S. Treasury Department, for the Subcommittee on Patents,
Trademarks, and Copyrights as part of its study of the U.S. patent
system, undertaken pursuant to Senate Resolution 240 of the 86th
Congress. Covering a report actually prepared in 1947 for the
Patent Survey Committee, a Presidential Commission appointed to
examine the patent gystem, it is now being published for the firat
time, with minor revisions, in connection with the study program
being conducted under the supervision of John C. Stedman, associate
counsel of the subcomittee. It will be followed by a companion
study, also prepared by Mr. Abramson, entitled “Patent Abuse—A
Plan for Tts Control.”

The need for a thoroughgoing and realistic analysis of the economic
forces that underlie the patent system has long been apparent, and
the subcommittes has attempted to meet this need to some extent.
Several of its studies and much of its inquiry have been directed to
the =conomic workings of the system. These previous efforts to
understand and analyze the economics of the patent system reached
their peak with the publication earlier of our Study No. 15, prepared
by Prof. Fritz Machlup, entitled, “An HEconomic Review of the
Patent System.” ‘“The Patent System: Its Economic and Social
Basis,” by Mr. Abramson, provides a valuable addition to the litera-
ture on this subject. It takes on added significance in providing the
economic foundation for the conerete proposals that the author makes
in his companion study on patent abuse.

M-=. Abramson is well qualified by background and experience to
deal with this subject. As a long-time economist with Brookings
Institution he gave extensive attention to the role of Government in
the economic life of the Nation, including its administration of the
patent system. His work in this field culminated in his coauthorship
of a landmark study entitled “Government and Heonomie Life.”
During World War II, he acted as an economic adviser to the Alien
Property Custodian, in which capacity he devoted much attention to
the administration of enemy-owned patents and patent rights seized
pursuant to the Trading With the Enemy Act. These experiences
made him a natural selection for the post of economic adviser to the
Patent Survey Committee, :

In publishing this study, it is important to state clearly its relation
to the policies and views of the subcommittee. The views expressed
by the suthor are entirely his own. While the subcommittee welcomes
the raport for consideration, its publication in no way signifies agree-
ment. with the statements contained in it. The publication does,
however, testify to the subcommittee’s belief that the study represents
a valuable contribution to patent liferature and is in the public
interest. '

Joserr C. O'MaroNEy,
Chairman, Subcommitiee on Patents, Trademarks and Copyrights,
Committee on the Judiciary, U.S. Senate. _

September 8, 1960,







PREFACE

This report, together with a companion study, Kconomic Report
No. 2, entitled “Patent Abuse—A Plan for Its Control,”” was prepared
in 1947 for the Patent Survey Committee, a Presidential commission
charged with the task of examining the patent system and suggesting
appropriate measures of reform. It has been revised editorially and
its legal citations brought up to date, but essentially the analysis and
proposals are in their original form.

This report is designed to provide a frame of ideas for the specific
meagures of patent reform presented in Economic Report No. 2.
While it may be separately read, in view of its limited purpose no
effort has been made to cover exhaustively the history either of our
own or other patent systems. Nor have other views of the theory of
patents or their functions been systematically examined, although
they have, I hope, been taken into account.

Throughout the preparation of both reports, I was greatly benefited .
by a number of enlightening discussions and many provocative sug- -
gestions from W. Houston Kenyon, Jr., counsel to the Patent Survey
Committee. Mr. Kenyon also furnished a-legal analysis of the patent
system which formed the principal basis of the legal sections of Eco-
nomic Report No. 2, and advice in phrasing the recommendations of
that report so as to make them more intelligible to lawyers. I drew
heavily on the extensive experience of Mr. P. J. Federico of the U.S.
Patent Office to clarify in my own mind many questions which were
troublesome to me. The Department of Justice, through the co-
operation of the late Mr. Wendell Berge, head of the Antitrust Divi-
sion, and under the direction of Mr. E. Houston Harsha, contributed
valuable case materials,

I will have to take responsibility for the conclusions reached and
the recommendations made.

o Vicror ABRAMSON, -
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“THE PATENT SYSTEM: ITS ECONOMIC AND
 SOCIAL BASIS ' -~

5 | CHAPTER T
- 'THE ROLE OF PATENTS IN A COMPETITIVE SYSTEM
o ' A. WARLY ORIGINS B

It may appear as a surprising fact that the English patents for
inventions, which later furnished the model for our own patent system,
first came to prominence asg an instrument through which the Crown
exerted national power to control industry and commerce. In. an
adapted form, patents survived the emergence of & system of com-
petitive enterprise, -and eventually counted among their advocates
some of the leading writers in the liberal tradition. Today patents
oceupy an important role in every industrialized society which places
any significant reliance upon private enterprise,” :

In England, patents grew to mmportance during the reign of Kliza-
beth beginning in the middle of the 16th century. At that time ad-
vances In the arts were infrequent and interchange of new ideas was
slow. England was in many respects industrially less advanced than
France and the Lowlands, and it appeared that the best opportunity
to develop new industries and trades was to encourage craftsmen to
migrate to England to teach their gkills, and tradesmen to come for
the purpose of opening up new commerce. Patents were used. to
provide such encouragement, and they were thus granted for “first
importation” and for techinology new only in England, as well as for
‘new inventipns’’ in the narrower sense. B -

At the beginning, the chief problem was to break down the existing
monopolies of manufacture and commerce held by the towns and
guilds. . Patents were used ag a means of asserting national power to
protect new workmen and traders coming in from abroad; and often
merely granted to them permission: to practice their arts or trades in
the fields or .territories then monopolistically conirolled by . local
groups. As national power grew, however, and industry and com-
merce expanded, patents emerged as- an  instrument of industrial
regulation. They came also to be used increasingly.for revenue pur-
poses, and as a means of bestowing personal favors, and they were
extended - to cover industries and trades already well. established.
Their use to encourage “invention,” even in the sense of “first im-
portation,’”’ diminished: in importance, and their grant in monopolistic
forms increased. o _ S

Opposition to patents arose from many sources in .the latter part
of the 16th century. The accumulation of capital and the influx of
Protestant refugees representing a new source of labor brought pres-

1
58916—60——2



2 THE PATENT SYSTEM: ITS ECONOMIC AND SOCIAL BASIS

sure for greater freedom of enterprise. And there were outeries against
the arbitrary and high-handed tactics of patentees and the high prices
which many of them were charging for necessities. The towns and
guilds, when they could not reach agreement with patentees, resented
the latter’s intrusion, but they were already declining in power. The
gentiment grew thet petents far from encouraging enterprise, were
proving a burden.!

As patents grew in number and came to be used for many purposes,
the courts applied to them an important distinetion under the com-
mon law. Those which were granted for new manufactures or for
introducing new trades were held to be lawful, but those in industries
or trades already established were declared contrary to the common
right of-every citizen to enter those fields as a means of earning a
living.? The courts had no means, however, of preventing the issu-
ance of unlawful patents and they remained common, and in many
instances were successfully enforced, up to the enactment of the
Statute of Monopolies (1624) in the reign of James I.

This statute provided that all monopolies before or thereafter
granted ‘should be “utterly void” and should be judged according
to the common law. It exempted from its operation, however:

L F xR letters-pa.tent and grants of privilege * * * of the
.. sole WOI‘klI‘lO‘ or making of any manner of new manufac-
. tures,: % * ¥ to the true and first inventor and inventors of
such manufactures which others, at the time of making such
. letters-patent and grant shall not use, 50.as also they be not
.. contrary to the law, nor mischievous to the state, by raising
. prices of commodities at home, or hurt of trade or generally

- inconvenient, * % *

Pa,tents for 1nvent10ns thus for the ﬁrst time received: express legm—
atwe sanction in ‘an act which sought to outlaw monopolies gen-
¥, and they have since that tlme enjoyed a favored position

'—'ﬁﬁb'n—g monoepolies.

- a7 forms- of monopoly were not, however, wholly eliminated.
The Statute of Monopolies did not deal with oharters and after its
enactment, this latter form of monopoly grant continued for a long
time to be. employed for many of the purposes for which patents had
been -used.?  They were particularly important in encouraging risky
ventures such as settlement of the New World or the conduct of trade
Wlth distant lands then growing in volume.

- In ‘the limited role assigned to patents by the Statute of Monopolies,
they flourished with the progress of the Industrial Revolution. The
basic new inventions of that period gave a strong impetus to research,
and from that time forward patent control of industrial technology
formed & vital and universally accepted part of the economic scene,
‘Fhe vast incresse in production potential which these inventions
brought, -and ‘the 1mprovemente in transportation and communica~
maccouuts of the early history of patents, ses, Willlam Hyde Price “The English Patents
of Mononoty,” partieitlarly at 8—46 (£908), and George Unwm “The Gilds snd Oompames of London,”
29?_839}3 tgllzgeo?‘.wo famous cases of Darey v. Allein, 77 English Reports 1260 (King's Bencb 1602), end The
Clothworkers of Ipswick, 1 Alde. P.C. 6 (King's Bench 1614}; and discussion in Willisam C. Robi.nson, “The
Law of Patents,” at 9-12 (1890). .

‘2 Bee Price, op. oit. supra note 1, at 36; George Unwin, “Industrial ‘Organization In The Sixteenth and

Ssveuteonth Centuries,” ch. V (1904) and William Ou.nmngham, “Fhe Growih of English Industry and
Commeree Vol, IE; Tle Mercantils System” (6th ed, 1925-20),
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tion which followed, unloosed strong pressures for free access to the
new opportunities which were then opening up. And the period be-
tween the middle of the 18th century and the middle of the 19th
century saw the rise of a competitive economic system and the develop-
ment of a social philosophy to support it.* But the grant of patents
for inventions won the firm support of many of those who shaped the
thought of the times in favor of unhampered freedom of enterprise.® .

In our own country the history of patents followed closely that in
England. During the colonial period capital was scarce and enter-
prise extremely hazardous, and patents were granted, though in-
frequently, for new industries based on known technology as well as
for new inventions.® The atiitude toward patents was colored, how-
ever, by their abuse in the hands of the Crown. There was little dis-

cussion of the patent question in the Constitutional Convention. But
a-wmmmﬁmﬁd unanimous
support,” and it was provided in article I, section 8§ of the Constitu-
tion that Congress should have power-— o '

* % * g0 promote the progress of science and useful arts, by
securing for limited times to authors and inventors the ex-
clusive right to théir respective writings and discoveries.

In the early years of our national history the need.for skilled
artizans was great. We were in the same position in which England
had been two centuries earlier. There was a particular, desire to
secure knowledge of the new technological developments then taking
place in England. This was difficult because export of the new
machines was closely controlled as was information concerning the
inventions themselves. Those who succeeded in leaving with essential
drawings, or who' could duplicate these machines from their own
knowledge, found a profitable market for their information in this
country. There were suggestions that the Government should pro-
vide bounties to encourage the immigration of these men, and tariffs to

rotect the industries which they built up.® And Washington in his

A :
first inaugural address urged “the expediency of giving effectual en-
couragement, as well to the introduction of new and useful inventions
from abroad as to the exertion of skill and genius at home.” But our
patent system, following the pattern of the Statute of Monopolies,
limited these grants strictly. '

The act of 1790,° which established in all essentials (except exami-
nation procedure which was not added till 1836) our patent system

4 Bes, for example, Paul J. Mantoux, “The Industrial Revoluticn in the Eighte;entﬁ Century”’ (Rev. ed. -
%47);4&1}5 Elil"‘(.mHe)ekscher, “Mercantilism,” 2 vols. (1636); and Heckscher, “‘Mercantilism,” Econ, Hist, .

ev., - (1986) e ;

& See, for example, Jeremy Bentham, “The Rationale of Reward,” at 92 (182); and John Btuari M, .
“Principles of Political Economy,”” book V, ch. X (1848). e T
(1; Sg?e, for example, Vietor 8. Clark, “Eistory of Manufactures in the United -States,”vol. I, 16071850 °

29}, i . R

7 8ee Walton Hamilton, “Patents and Free Enterprise,” TNEC Monograph No, 31, at 23-27 (1641).

$ Ses, for e,xamgle, Alexanider Hamilton, ‘“Report on Manufactures,” (1791), particularly at 42-43 and
80-62, as reprinted in 8. Doc. No, 172, 63d Cong., 1st sess. (1913). ’

9 Gomgare B. E. Lanham sng J, Leibowitz, “Clagsification, Bearching, and Mechanization in the U.8.
Patent Office,” 40 Jour. Pat. Off, Soc'y 86-87 (1958), which describes these ¢arly laws as follows: -

*“The 1700 act required as a condition precedent to the grant of a patent that satisfactory evidente of
novelty, utility, and invention be established, which requirements are in existence at the present time.
A ‘prior art search! was thus necessary, and since it was apparently limited to the relatively few patentis
issed by American Colonies and States as well as among hooks on mechanies and industrial arts, no need
for classification of the searchable materlal was then necessary,

“The first 1.5, patent was issued on July 31, 1790, and the total was 57 on February 21, 1793, when a

new Patent Act replaced the earlier one. The new act substituted o ‘registration’ system for the ‘examine-
tion’ system, and that unfortunate replacement continued until the act of July 4, 1836, was passed.”
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as we know. it today, provided that, upon petition, any person could
secure the grant of a patent, but only if he had—

‘% * * invented or discovered any useful art, ma,nufaeture

engine, machine, or device, or any 1mprovernent therein not

before known or iused :* * * [which was deemed] * * *
: 'Suﬂiciently useful and important *:* %o

The powers ‘conferred under patents were to comprise—

% % # the sole and exclusive right and liberty of makmg, L
construotmg, using -and vending te others to be used the :
- gaid invention or dizcovery * * *. : . :

And no express obligations concerning use or hcensmg were 1mposed
beyond the requirement of disclosure:

# % % g0 particular * * * as not only to dlsf:angmsh the
invention or discovery from other things beforé known and
used, but also to enable a workman or other persons skilled
in the art or manufacture * * * to make, construct or use
the same, to the end that the public may have the full benefit
thereof, a,fter the explra,tlon of the patent term * Rk

 The grant of patents even for new inventions was not however,
without opposition. - Madison, in 1788, raised the questlon whether
it might not be wise to reserve the right to abolish patent grants at
a price.! ;And Jefferson challenged the claims that these grants were
gupported in natural law, which ‘at that time wag looked to as the
foundatmn for all forms of property right: '

If nature has made any one thing less susceptlble than all
_ others of exclusive property, it is the action of the thinking
. power called an idea, which an individual may exclusively
. possess as long as he keeps it to himself; but the moment it is
divulged, it forces itself into the possession of every one, and
the recelver cannot dispossess himself of it. Its pecuhar
character, t0o, is that no one possesses the less, because every
other possesses the whole of 1t * * *, Tnventions cannot, in
nature, be a subject of property. Soelety may give an ex-
.. clusive right to the profits arising from them, as an encour- -
agement to men to pursue ideas which may produce utility,
but this may or may not be done according to the will and
convenience of the society, without claim or complsnnt from
anybody.t

When h&mmmmmmms%wgﬁ_ﬂmweﬂt
statutes, however, Jefferson came eventually to favor thé grant of
patents Tor Inveniions, -

o principal factors account for our adoption of a patent system

at a time when public distaste of monopoly was strong.  Aninventor’s
right to retain his discoveries in secrecy was generally acknowledged
to be supportable in natural law.'®. At the same tlme, the pubhe dis-

10 §eo ‘5 The Writings of Yames Madison,’” af 274 (Hunt ed 1900—1910)
dll Lgett)er of Aug. 13, 1813, repreduced in *“The Writings of Thome,s Jefferson,’” vol. 13 at 833~334 (Mem
ed., 1904
3 Willinm Rebinsen, op. cit. supranote 2, at 88, “As Miltstated “* * * T have seen with real alarm several
recent attempts * * * "to impugn the prmelp]e of patents * * * which, if practically suceessinl, would en-
throne free stealing under the progtituted naine of fres trade, and make the men of brams still more than at
resent, the needy retainers and dependents of the men ufmoney baps,?*  J. 5. Mill, ¢ Prfnmp]es of Politieal
%oonomy,“ book V, ¢h. X, p. 549 (6th London ed., 1877).




closure of inventions was thought of as socially beneficial. Through
disclosure, duplication of inventive effort could be reduced, there
would be Inspiration for new lines of vesearch, and when the patent
expired all might use the invention freely. It had been established at
common law that these benefits of disclosure could justify the public
in granting patents, and the same view took hold 1n this country.!

The other consideration which served as the basis for our patent
system is summed up in the Constitutiorn: “to promote the progress
of science and useful arts.” In a sense, this is the mors fundamental
thought, since it implies a continuing need to confer unusual private
powers in order to foster inventioni. While the rationale of our patent
system was not fully developed at the time of its founding; the essen-
tial factors which constitute its economic and social justification have
not changed. What has changed is the precise form best suited to our
present needs. Before undertaking a detailed examination of experi-
ence under our patent system, it will be helpful to indicate in general
terms the economic and social considerations by which its performance
must be judged. ' Y RRtay ,

B, RCONOMIC AND SOCIAL CONSIDERATIONS'_.

It is clear that the patent manopoly has from the beginning occupied
8 unigque role in our system of private enterprise.  In other fields of
endeavor, we have relied for the satisfaction of our wants either on
competition or on regulated'mono%:)oly. Patents are the sole instance
of publicly conferred, yet virtually unregulated, private powers of
exclusion. = This distinctive phase of our public policy reflects essen-
tially the fugitive character of inventions, which makes their private
control difficult; and the absence of natural tendencies toward monop-
oly, which makes their cloge public control unwarranted,: n

Inventors confront problems in their efforts to derive personal bene-
fits from their labors which differ materially from those which face
other producers. Other producers can effectively control the use and
disposition of their products through mere possession, and additional
supplies will be costly to reproduce. - Inventions, however, consist
only of ideas which rivals can often acquire without cost to themselves,
perhaps through simple inspection of & marketed product. Where
this occurs, no one will be under any constraint to take invention costs
into account in setting production rates or selling prices of products
which embody or utilize the invention. As a result, output and prices
will fail to reflect invention costs, and no one will he able to gain a
return for the effort which has gone into the invention.. To put th
thought another way: the “supply” of an invention, ohce conceived)
is difficult to control, and ordinarily can be expanded at negligibl
cost and without pertinent limit. By contrast, the supply of othe
products can readily be limited, and their prices are much more responf
sive to their costs. This difference in supply conditions, which ste
trom the fugitive nature of inventions, lies at the heart of the disting-

18 Williaxa Robinson, op. cit. supra note 2, at 53-66; -




6  THE PATENT SYSTEM: ITS ECONOMIC AND SOCIAL BASIS

tive treatment which inventions have bheen accorded in our public
policy.* _ - R . .

The problem of public policy is to determine the desired supply of
new inventions, and the safeguards to inventive effort which must be
erected in order to insure that supply. A limited number of new in-
ventions is assured to society even without any special stimulus,
Accident or observation unrelated to deliberate inventive effort will
provide some inventions. QOthers will be produced by those with an
“instinctive bent” for invention, or who find sufficient reward in the
joy of the effort or the satisfaction of accomplishment.’® Purely eco-
nomic factors will also support some inventive effort without assured
safeguards. Where changes take place in the rélative prices or avail-
ability of labor, materials, or capital, it may become profitable for
business firms to undertake adaptations not requiring costly research,
designed to economize the scarce or costly factor or utilize more
effectively the plentiful or cheap factor.® The obsolescence of existing
equipment may spur a search for means to reduce losses. And the
competitive advantages which lie in market priority, or the hope of
at least temporary secrecy, may lead to a degree of inventive effort.

By any social test, however, the community’s needs for new in-
dustrial technology are unlikely to be satisfied through stich incidental
efforts or incentives. If, in determining adequacy of supply, we apply
to inventions the same test that we do to most other products under
our free enterprise system, we ‘will measure performance according to
cost-price relationships. By this standard, it will be in society’s
interest to assure, as a minimum, the supply of any invention whose
costs of creation can be recovered through savings made possible in
manufacture, or through the profitable sale of a new product. So long
as the hazard remains that the profit potentialities of inventive effort
may be disgipated through competitive use of the invention, this social
aim. cannot be achieved.l” For some with inventive skill will be
attracted to this work only if their prospective incomes appear as
great as in other fields open to them; while others will be more likely
to direct their inventive activities to the satisfaction of social needs
if they can see in this manner a way of increasing their incomes,'s

. % Fritz Machlep econtends that ﬂ.]é. diffemﬁ'oe between material and intangible goods has “nothing to
dop with the problem’” of Government infervention to.support the private value of inventions, Machlup,
+ A7 Eeonomic Review of the Patent System,” Senate Patent Study No, 15, at p. 58 (1958). It is his view
that: “What really matters is the difference between ‘variable’ and ‘suck’ costs.” *““Sunk’ costs, how-
ever, are common_to nearly ail industrial and commercial ventures. Where Inventions @iffer from. most
other forms of production is precisely in their intangible nature. If is because of this fact that in the short
period the price-determining, variahble costs of expanding supply are negligible, and in the long period there
is no fixed investment (“sunk’ cost) which requires replacement. These conditions do not prevail where
“sunk’ costs are embodied in tanglble instruments of production, which are subject to attrition through
use, are ¢ostly to reproduce, and the output of which is inherently limited and can easily be controlled.
Professor Machlup appears to acknowledge these peints in the illustrations which he himself refers to as
“unrealistic,” cited by him at p. 59 of his study. - . )

“ 15 See Joseph Rossman, “The Psychelogy of the Inventor’” (3931); 8, O, Gilfillan, “The Soelology of In-
wentlon® (1935); and A, P. Usher, A History of Mechanical Inventions” (1928, rav. ed. 1954),

16 See T. R. Hicks, “Theory of Wages,”” at 121-130 (New York 1948); A, C. Pigou, “Economics of Wel-
fare,” af 412, 671-680 (4th ed. 1952); essay on “Invention’, in 8ir Josiah Stamp, “Some Iconomic Factors
in Modern Life” (1929); and Flugh Dalton, “Some Aspects of the Inequality of Incomes” (1920).

17 Professor Machlup contends that beeause of a *“Headstart”” invontors can make ‘‘some money” without
patent protection. Senate Patent Study No. 15, supra note 14, at 66-60. He does nat indicate, however,
‘whether he believes this incentive would suffice to supply soelety with all the inventions whose social costs
eould be justified by their socia]l usefulness. Indeed, be seems to despair of ever solving thig problem,
despite the fact that he deems it possible to determine the direction of soclally desirable reforms (p. 80).

18 8ee T, W. Taussig, “Inventors and Money-Makers'” (3915); and Arnold Plant, “Eeconcrmic Theory
Concerning Patents for Inventions,” (IN.8.) Economica 30-61 (1934),



One caution must be expressed in applying this social test to inven-
tions. It is valid only where conditions of demand and supply are in
some degree competitive; or, if any significant degree of monopoly
prevails, only where this control is subjected to some form of public
regulation. In the courge of this report, and in Economic Report
No. 2,'° we shall suggest limitations over the use of patents designed
to achieve the maximum degree of competition, both in the provision
and use of inventions, consistent with the social purposes of our patent
gystem. : ‘ S

yWith these thoughts in mind, we may now examine the way in which

8 patent system works to provide a supply of new inventions, and its
limitations as shown through experience. A patent conveys to an
individual the power of exclusion over the use of an invention. With
this power in hand the patentee ig able to limit the commercial use of
his invention, and so to preempt some part of the market value of
products manufactured with its aid. Unavoidably, the use of other
forms of capital, and of labor and materials, will be affected by this
power of exclusion, because inventions make their contribution. to
social progress through improved effectiveness in the use of these
other factors of production. _ .

From the social point of view, patents are not an'ideal means of
encouraging inventive effort. They may come into the hands of
firms which, technically, are less advantageously equipped than their
competitors to use the invention, The patentee may have invest-
ments in competing technology or in competing lines of manufacture
which make it temaporarily unprofitable for him to employ an invention
which his competitors would exploit immediately.*®* More funda-
mentally, patentees, since they enjoy a degree of monopoly power,
are unlikely to exploit inventions to the extent warranted by their
usefulness to society, and may be overcompensated in terms of their
costs.® Production by any monopolist is likely to be at a lower level,
and his prices higher, than would prevail if the industry were com-
petitive. Moreover, the production policies of a monopolist are
likely to leave some opportunities unexploited, thus forcing other
productive resources into soeially less useful lines of manufacture, or
to work with inferior technology. .

The actual strength of the monopoly represented by a patent, it
should be said, is limited by the competing technology accessible to
rival firms. A patent is granted on a technical and not a market
basis, That is, the grant is for a scientific achievement, and the
monopoly 13 confined to the advance made over the prior.art. While
the patentes is protected against “equivalents,” this protection also
is jucged on a technical basis. 'Thus, marketwise, there may be close
competition between patented inventions, or with unpatented tech-
nology. Insofar as this is true, the monopoly of an individual inven-
tion is socially of less consequence.. . TR

W “Patent Abuse—A Plan for Its Control” to be published at & future time, .

2 See Hicks, and Pigou, op. cit. supra nete 36. The owner of several competing patents may even be able
to survive competitively If e shifts from the use of a better to a poorer. invention. .

7 However, even under the protection of a patent an inventor may be unable t¢ recover the full social
value of his invention, because of his inability to share in the benefits he creates for other Inventors, orin the
econsgingess made possible in other lines of manufacture or distribution, See Pigou, op. cit. supra note 16,
at 183-185, - '
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~The precige degres of monopoly power which should be assured
under patents, in order to secure & socially adequate supply of new
tﬁ]ﬁ%mms; is difficulf to judge. —Inventive activity
P . rder conditions ol greater uncertainty than are found
in' most lines of produection, since inventors cannot know beforehand
either the effort required to reach a successful result, or the prospee-
tive -commercial vatue of the outeome. This risk may attract those
who prefer a ‘gamble over a sure thing, even though the prospect of
loss may be greatly out of proportion to the prospect of gain.®?  Others,
however, may require the hope of high reward, if their reluctance to
undertake such risks is to be overcome. The exact effects of patents
are not predictable.” High profits on successful inventions may draw
80 many to inventive activity that returns generally will fall below
those in less hazardous enterprise,”® with a consequent misdirection
of productive resources. The high returns oceasionally experiericed,
however, may do no more than generate self-limiting competition
which provides a supply of inverntions while holding profits generally

inn check®* " e ' .
Déspite these hazards and limitations of a patent system, the choice
of means to foster invention remains a matter of alternatives. The

ices—publicly conducted or.jublicly. ized res
i :

A3/ LDS10 ¥ 28 W:w—_i. -
isfactory.  Apart from the inventions designed directly
Y public needs,?® the production requirements of private in-
dustry and private consumer wants constitute the proper guides to

‘inventive effort. Where demands are private, a more vigorous and

sensitive adaptation to need i more likely through private incentives
than through direct public provision.”® There are, of course, fields of
scientific inquiry guided neither by commercial nor public considera-
tions, but to the support of such research a patent system has little
to contribute. L T
-~ The support of imvention through public subsdidy would entail
serious administrative difficulties. If the subsidy were indiscrimi-
nate, no corréspondence could bé achieved between public outlays
and public benefits. Yet, if the reward were fashioned according to
some standard -of value, there would be need to rely on experience to
determine worth; and if worth of the invention were measured by
actual market realization, it would vary with the extent of promotion
and the rates set for competing inventions.” Compensation could be

22 See Alired Marshail, “Principles of Economies,” at 400 (8th ed, 1936); and Adam Bmith, “Wealth of
Natiens,’” book I, ch, X (1776), . C Co

2 Seg Frank Knight, {‘Risk, Uncertainty and Profit” (1921). . : . . .

% Beo Merbon, “Flactuations’in the Rate of Industrial Invention,” 49 Quarterly Jowrnal of Economics
454-474 (1935); Simon Kuznets, “Secular Movements in Production and Prices” (1030); and Edward H.
Chamberlin, "The Theory of Monopolistic Competition,” at 57-64 (§th ed, 1946).

2 J, K. Galbraith in “The Aflluent Society™ (1958), particularly ch. XIX, argues persuasively forexpanded
research supported by public funds where the results cannot be specialized to or sustained by any market-
able product. 'While views may differ on the extent or forms of public needs for new inventions, any defi-
claneles which may exist in the public sector will probably call for corrective measures different from those
which would apply te the private secter. Nor is it likely that reform of the patent system, which operates
essentially by influencing privats incentives, will prove the most effective means of meeting deficiencies in
the pubiic sector. Direct proeurement or subsidy appear most eppropriate whers the need to be served-is
public rather than private. : i ) . - :
36 For an. analysis of the considerations which make this very likely to be true in the case of inventions
see Pigou, op. cit. supra note 16, at 396-401, - - : -

% Tor anearly ahalysis of some of these problems, ses John Stuart Mill, “Prineiples of Political Eeonomy,"”
book V, ch. X (1848). : } i S C )




eonfined to inventions determined to be of unusual value to the com-
munity. However, if this were done, those who failed to secure gov-
ernmental compensation would be without & source of return. T
uncertainties of reward, it seems certain, would materiall
ﬂow of new inventions.

'f' Sy

. c RECOMMDNDATION NO l'_‘.—'l

It may be concluded thm& P patent system in some form is the most
- practicable means-under o system of private enterpmse to provide @ socially
adequate supply-of new industrial technology. In its present form, our
" patent system is not wholly satlsfacbory for this purpose. = Tts Weak-
nesses-and. limitations.will be described in greater detail in later chap-
ters of this report-and in Economic Report No. 2. Before proceeding

to that tagk, we chall undertake in the next chapter to deﬁne the es~

sentmls of a sound patent system

- 7‘\;..;;:;-»;"‘“‘
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CHAPTER I1 -
THE ESSENTIALS OF A SOUND PATENT SYSTEM
i The more extreme advocates of the patent system have credited it
with & large share of our ecomomic and technical progress. . Its
geverest critics, citing evidence of abuse; have marked it a failure,
There is a measure of truth in both views, biit-in the present analysis
" no-effort will be made to appraise the gains and losses we have éxperi=
enced under our patent system. - Qur.concern will be the hmitations
- and defects of the patent system and the measures of reform likely
to produce a socially more satisfactory result, on the presumption
that a patent system in some form will serve a useful purpose. There
are certain ideal standards which may guide this appraisal, and these
will be outlined later in this chapter. Since others judge the patent

system by different standards, however, certain of the more common
of these opposing views are briefly discussed.

A. SOME POPULAR MISCONCEPTIONS .

1. The restrictive effects of patents are regarded by some as a virtie,
They point to the inventive effort and the industrial diversification
stimulated by the inaccessibility of patented technology to competi-
tors as a social gain. By this standard, there would be almost no
linoit to the fragmentation of industry into isolated monopolies, and
mere innovation would take its place alongside the test of inventive
contribution which we now apply as a proper basis for the grant of
patents. Governmental license, and not private enterprise, would
then chiefly determine the use of the Nation’s productive resources
-throughout the economy. : S

It is the search for new technology undertaken in anticipation of
patents, and not the search impelled by Limitations over the use of
known technology, that the patent system is properly designed to
_ foster. Society could, in fact, afford # greater volume of inventive
effort if a way could be found to encourage inventions without accord-
ing powers to limit their use. For these powers, far from benefiting
gociety, constitute a social cost of the patent system, since they
diminish output by inhibiting the use of the best techmology. It
may be found desirable to grant such powers as the most practicable
means of fostering invention, but if so they must be carefully limited
according to that need. And that need is itself limited because of
the competing demands for the use of the Nation’s scarce resources.
It is only because commitments made under the patent system must
be honored, if that incentive is to prove effective in fostering invention,
that any publicly conferred powers over the use of known technology’
are socially justified. _ . ‘ :

2. Even those who hold a more positive view of the functions of a
patent system sometimes argue that it is useful as a means of pre-
serving competition, particularly the competitive pesition of small-

10 !



scale enterprise. This surely is & perversion of the concept of com-
petition. Society’s essential safeguard for the best use of its resources
under a competitive system lies in the freedom it insures to serve
market demands. Limitations over that freedom, with few excep-
tions,- impair the effective performance of competltlon While
limitations over the size of individual firms mey at certain points
perhaps enliven competition, measures. designed to. shelter existing
firms of any size can only obstruct the operation of competitive forces.

In any event, patents cannot effectively serve this purpose. If there
is any bias in the patent system, it is, as we shall see, in favor of the
larger firms.  Afb best, only & limited number of sma]ler ﬁrms are
likely to be protected b'y this means,.

- 3. Bome regard patents- as des1gned chiefly to encourage mde-, :
pendent, rather than group, inventive effort. They view eorporate
research as confined to ‘‘routine. contributions,” as contrasted with

the “‘inventive genius’ which often charact.erlzes the Work of mde-

pendent inventors.®

. There is evidence that- corporate research is. dlrected prmmpaﬂy o
the development of :improvements and the perfection' of known
inveations for commercial use.® Such research is not, however,
socially less useful than that which may be regarded as more funda-
mental; nor does it stand less in need of support through patents.
Like the work of inventive geniuses, it requires prolonged and syste-
matic study by experts; and is clea.rly beyond the probability of ready
conception by skilled  artisans.®® While, as we pointed out in the
precading chapter, a certain volume of corporate research will be
supported by the desire to avert the obsolescence of specialized pro-
duction facilities, & business firm ecannhot ordinarily afford to spend
money ‘on research if its competitors will have free and immediate -
. access to the results. The work of inventive geniuses is much more
likely to be spontaneous. Moreover, the adaptation of inventions
for commercial use is vital 1f the public is to benefit fully from smenmﬁc
progress,

4. The view of the pat.ent system which differs most fundamentally.
from the standards we shall suggest looks upon patents ag essential
to the commercial exploitation of new inventions, principally because
of the uncertainties which prevail where new products are to be -
marzeted. It is true that monopoly powers, such as those conferred -
under patents, do improve the chance of hlgh profits and diminish
the risk of low -profits, thus making it more aitractive to hazard
investment where market prospects are uncertain. More is required,
however, to establish the social need for monopoly to exploit as well
as foster inventions.

- We have under our private enterprise system, limited entry in the
pu:)hc utifities.” : In those industries, the eonditions of supply make

" competition. msupportable and monopoly powers have been both
grar:ted and regulated in order to insure adequate service to the publie.
(For further discussion see ch. IV.) No such general justification for
monopoly holds true in the explmtatlon of patented inventions. Nor

‘3 8ee Potis v, C'oe, o F. 2d 470 (D,C. Cir, 1944), and Walton Hamilton, ”Pal:ents .and Free Enter..
prise,” TNEC Monograph Ng. 81, ab 155-166 (194

2 For g summary of TNEC t,estlmony to this eﬂect, see William B, Bennett, “The Amemcan Patent
Syster%, * mf 182-188 (1843). - Ses alse, Frank J. Kottke, “Electrical Tachnology and the Pubhc Intemst”

(194
-2 For an analysis of the sxmﬂarity of the inventive proeesses tnder iudlvidual :md group research 566
AP Usher, YA Histnry of Mecha.nical Iuvenﬁons,“ at 21-22 (1929) ]
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" are the market: uncertamtles which : prevail. in- explmtmg patented
“inventions iinique. . An fact, many patents are for improvéed means of
manufacturing. known products or - for- 1mpr0ved forms of - such '
' products S

There s, howevel 4 more fund&mental ob]ec‘mon to the wra,nt of
_ monopoly powers specﬁimlly to -aid in’ the exploitation: of. patented
© inventions. Where market prospects are uncertain, caution in the
use of the Nation’s resources serves a social purpose. - And it cannot
be . demonstrated that: society will benefit by accordmg t0 patented
inventions a generally preferred stdtus in the use of these resources,
In any event, where the only bar to entry in an industry is uncer tainty
of demand rather than conditions of supply such as in the “public
utilities,” monopoly is not necessmy to susham productlon orice
undertaken. | '

In supporting the arwument for monopoly to insure the explmta,tlon
-of patented mvenmons a great deal of stress has been laid on the
costs which the pioneering firm will have to bear which its rivals
" will be spared, thus producing & constraint against initial market
development. The probl(\m differs accordmg to the st.age of explox-
tation. '

During the pilot pla,ni, stage, the. knowledge acquu‘ed takes such
forms as records of tests and experiments, the production of- models
and samples, blueprints, plans for plant organization and layout, and
other resulis of a similar'nature. - Such information is closely akin-to
patentable inventions in the sense that acquisition by competitors
may be costless and accordingly requires protection to assure its
supply. However, it is not usually difficult to keep such information
secret. In fact, even where licenses are granted under a patent, it is
_often difficult to tramsmit to the Jicensee suﬂiclent know-how to
agsure effective operation under the invention. _

The second stage, which consists of the erection of productlon f&(‘ll-
ties, entails expend1tures which any rival will have to duplicate. .. An
'extended market. for such facilities may produce so-called “external
economies which will lower costs, but these conditions prevail in
many industries other than. those which operate under patent pro-
tection, and are unlikely to be sufficiently significant or progressive
to gustlfy the gra,nt of monopoly powers for initial market develop—
~ment: :
© The third sta e, commercmhzatlon entails market development
expenditures such as advertising, salesmen’s salaries, transportation,
and warchousing. It is said that the benefits of market development
are shared by those who follow in the paths broken by the innovator. |
Per unit costs of sales are likely to be greater at an early stage than
after market acceptance of a new product has been attained. - Com-
petitors, however, will not always benefit from the market develop-
Inent activities of their rivals, since such activities often sattach trade
to a single seller,® and may in fact create an obstacle to entry by -
competmors The advantages which do fall to latecomers as a result
- of the general demand for a product created by the pioneering firm.
are not, moreover, confined to patent-protected industries; nor -are
they hkely to be important enough to warrant the grant of monopoly
powers for the mere task of initial market development, -~

.. Ses Edward H,: Ohamberlin, ““The Theory of Monopohstlc Competition” {5th ed, 1946), and .T oan
Roblnson “The ]Jconumlcs of Imperfeef; Competmon” (193 ).



5. Patents are sometimes compared to tarifis and supported on the
ground that they also safeguard infant industries. The analogy
18 not entirely apt. While tariffs are publicly administered, patent
powers are privately exercised. Moreover, while tarifis have a clearly
national orientation in the sense that they are designed to protect
domestic production, patents which convey powers over domestic
markets may be granted to foreign nationals who will then be free to
supply such markets entirely through exports of foreign production.
For these reasons, patents cannot effectively serve the public purpose
of sheltering domestic industries: o S I

' B. SOME SUGGESTED STANDARDS

QOver the years, many proposals have been advanced for reform of
the patent system.  In the chapters to follow, and in Economic
Report No. 2, we shall examine some of these proposals and suggest
a plan of our own. To provide a point of reference by which to
fashion and appraise.these measures of reform, two ideal standards are
applied throughout the discussion. Certain of these thoughts will be
evident fI'OIIli%l
later. . o - L

1. If @ patent system is to work to best advantoge socially, grants will
be made only where they are required to secure the invention or its dis-
closure. The free discretion to undertake industrial and commercial
ventures, and to retain the fruits of those labors, are two of the most
basic incentives upon which society relies under a private enterprise
system to attain the best use of its resources. There is a presumption,
under such a system, against any impairment of fhese incentives
~ unless a clear showing can be made of social benefit.  Patents operate
both to limit entry in industry and commerce, and to deny to subse-
quent inventors the.use of their own discoveries. In terms of the ideal’
suggested, no grants would therefore be made where the costs of the
invention were nominal, or where the invention could be used com-
petitively at a fair profit. = -~ . ' : e

- No patent system at present follows this ideal. All base the grant
of patents on the technical achisvement of the inventor, and not the
need for monopoly to assure supply of the invention or its disclosure.
Under our system the principal requirements for a patent are novelty
in the invention, utility, and a degree of inventiveness exceeding that
readily apparent to those skilled in the art. ' ' o

In practical operation, the standards actually followed are likely to
produce results not greatly different from those suggested as ideal,
and they are far eagier to administer. By confining patents to im-

portant technical contributions, the grants are likely to beé made

chiefly where costly experimentation has been undertaken which
could not he supported without a means of safeguarding the com-
mercial value of the results. The high rewards for inspired work, or
for sheer good fortune, may perhaps be justified, as pointed out in the
preceding chapter, ag a means of overcoming the reluctance to under-
take the hazards of inventive activity which are by their very nature
unpredictable.? Lo S

Basing the patenﬁ on “inventive contribution” lmits its application

to the stimulation of invention and prevents its use broadly as a means
of fostering production. This limitation appears proper. Invest-
ments made in the exploitation of inventions (new or old) do not have

# Por further discussion, see ¢h, TIL.

¢ preceding analysis; others will be more fully developed o
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the fugitive character of those made in the inventions themselves.
Nor are the risks encountered in exploiting an invention likely to be as
great as those in producing it, since costs and yields are subject to less
uncertainty. . L ,

. The grant of but a single patent for an invention appears unavoid-
able under any system. In any other circumstance, competition
among the patentees would destroy the comamercial value of the
grant for the reasons cited in the preceding chapter. The grant of
the patent to the first inventor has the further advantage of accelerat-
ing the perfection of the invention and its disclosure through com-
mercial use or the application for a patent.* '

2. A second ideal in fashioning o patent system is o limit the powers
conferred so as to confine the patentee’s reward to the recovery of costs
within the bounds of the social volue of the invention, and to nsure,
insofar as compatible with the objectives sought, that production and sale
under patented inventions are competitive. In considering the costs
which should properly be recoverable under a patent, account will
have to be taken of the unsuccessful experiments which precede the
final successful result. It is not true, as some have urged, that returns
under patents should be kept high enough to meet the cosis of all
unsuccessful experiments, for to do so would impair the incentive to
careful direction of inventive effort. But the costs of some failures
are no doubt properly ascribable to the inventions actually patented.
" Since under a patent the inventor depends for his return on com-
mercial use of his invention, his reward is Iikely to be proportioned in
some degree according to its social value.® The exact degree of cor-
respondence may vary greatly, however, depending upon the limita-
tions over output imposed by the patentee. The extent of these
limitations will be conditioned by the degree of competition which
prevails with other forms of technology, patented or unpatented.®

Two factors are counted upon under our patent system to limit
the Teturns to inventors and to insure competitive use of the inven-
tions: the freedom to invent and use substitutes, bolstered by the dis-
closure requirement; and the limited life of the grant. The purpose
in eonveying powers of exclusion under patents ig' to enable the in-
ventor to reap the benefits of the specific invention covered by the
grant, and not to provide effective control of the market; the “equiva-
lents” covered are also determined according to technical,-and not
market, considerations. New inventions to provide effective market
competition with the old are, in fact, encouraged through the disclosure’

33 Professor Machlup Guestions the theory that patent protection is exchanged for the diselosure of secrets,
Senate Patent Study No. 15, supra note 14, at 52-53 and 76-77.  'While in his initial discussion he appears to
be consldering only one of the purposes of discloszre—to assure workable specifications at the expiration of
the grant, he does lnter epnsider the usefulness of disclosure as a means of stimuating further research and
avoiding the duplication of inventive effort. Flis rejection of the ‘‘disclosure” theory is founded on the judg-
ment that “inventions probably are patented only when the inventor or user fears that athers would soon
find cut his secret or independently comes upon the same idea,” It isnot at all elear, however, that this fear
can be equated with actual independent achievement or discovery. FProfessor Machlup’s suggestion that
comparable dissemination of technical knowledge could be achieved by speclal agencies in the sbsence of

atents is meaningful only If it can he assumed that palents are rarely songht where there is any real likeli-
ﬁood that the invention would otherwise remain secret. This is an assumption of doubtful validity, TItis
the uncertainty of competition which eonfronts new inventors, and the added protection against this un-
certainty provided by patents, that leads them to seek this safeguard, In these cireurastances, the assump-
tiom would more probably have to be the opposite of that made by Machiup. In any event, the duration of

the patent grant is not necegsarily at issue here, as Machlup seems to suggest, since patents ate designed to
foster invention s well as disclosure. B

# For an oft-quoted statement of this defense for patents, see Jererny Bentham, ‘“The Rationale of Reward,”
at: 02 (1825}, . L

3 P(‘rofessor Machlup challenges the view thal any proportionslity, or even approximate proportionelity,
can possibly be shown between the “rewards’ of inventors and the '‘soclal usefulness” of inventions, Senate
Patent Study No. 15, supra note 14, at p. 6. Howaver, he bases this judgment on the timing of inventions
in rolation to the appearance or creation of publie demand, largely subjective views of what is “‘trivial,” and
on & prediction that the soeially most importent inventions would not be allowed to be monopolisticaily
exploited through patents. These considerattons are, at most, limited In their applicability to the issue.



requirement. The results of inventive effort are, however, highly
uncertain, and it is unlikely that close substitutes will always be found.
Moreover, the concentration of patent control may impair the compet-
itive effectiveness of new inventions.

Nor is limited duration of the patent grant a sensitive device for
proportioning the returns under patents to the costs of the invention.
These costs vary greatly from invention to invention, and they differ
markadly in the rate at which they can be amortized irrespective of the
skill and energy of exploitation. The period of the patent grant was
initially based on econsiderations which now bave little meaning. In
the beginning, following the English pattern, we granted patents for
8 14-vear term. This term was selected by the English at a time when
manufacture was in the handicraft stage and when “new inventions”
were largely synonymous with wider dissemination of known skills,
The alm was to secure the teaching of these skills, and patentees were
protected against competition for the period during which they could
train two new sets of apprentices. Little attention was given at that
time to patents as a means of encouraging inventive effort. Later, asg
machine and chemical technology grew to importance, the emphasis
shifted to fostering new inventions, and written disclosure require-
ments were added. In our own country, & 7-year renewal period was
added in 1836; and in 1861 this was dropped and the period extended
to 17 years, as & compromise with pressures for a 20-year term in lieu
of the 7-year renewal. -

There have been suggestions for varying the duration of patents,
and aven the monopoly powers conferred, according to whether the
inventions are ‘‘major” or “minor.” * Difliculties are likely to.be
encountered, however, if these distinctions are to be based on scien-
tific and technical standards such as those now employed in Patent
Offica examinations. - While there may be a rough correspondence
between the social merit and technical excellence of inventions gen-
erally, and between their costs and scientific importance, these relas
tionghips are less likely to hold true for individusl inventions. Ad-
ministration of a “major-minor”’ patent system is therefore likely to
prove troublesome, in terms of the ideals suggested above®

It shall be the principal thesis of the remaining chapters of this
report, and of Economic Report No. 2, that the most effective and
practicable means of attaining the ideals of a sound patent system are
to place limits on the concentration of patent control, and to outlaw
certain types of restrictive provisions sometimes found in patent
licenses and assignments. The positive suggestions for patent reform
are presented in Economic Report No. 2. In the remaining chapters
of this report, we shall examine the factors which influence the con-
centration of patent control, and consider the wisdom of general
compulsory licensing of patented inventions.

6 Sea, for example, the recommendations of the Science Advisory Board, reproduced in TNEQ hearinés
“Investigation of Concentration of Econcmic Power,” pt. 3, at 114 (19395. i

87 Proféssor Machiup applies the techniques of sconomic analysis to the problem of the socially idesl
duration of patent protection in the new popular game of “model” consiruction. Senate Patent Study
No. 15 supra note 14, at pp. 66-73. _As might be expected of any ““mode],” the assumptions made determine
the conclusions reached. The “model’” Machlup has chosen to illusirate the technigne has, it seems to me,
a pessimistic bias because he treats the “supply’ of research workers on a short-run basis, without allowing
time for the incentives of the patent system o produce an added supply. This bias is further evident In
his assamptions, also questionable as I see It, that an increase in the amount of researeh activity will always
increase the progort_ion of dupiicate and substitute inventions and decrease the propertion of usable inven-
tions, and that business firms always tend to hudget their research activiiles as 2 fixed proportion of sales,
Tt is also evident in the importance he attaches to the demand for patents as a “replacement demand.’”
Professor Machlup’s freatment of accelerated capital obselescence as a social cost of the patent system is
also questicnable, sines existing fixed equipment will continue to be used sc long as “varlable” costs of pro-

duetion ¢an be met, beyond which point it would be socially disadvantageous t¢ continue its use. Carried
toits logieal conclusion, his standard would appear to be & counsel against scientific advance,




| CCHAPTER III 7
~ CONCENTRATION OF PATENT. CONTROL'

*The requirements of a sound patent system have greatly altered

since the last basic modificatiort was made in the paten{ statutes more
than a century ago.®®" At that time new inventions were infrequent,
and they made up only & small part of the technology in use. ~ In
those circumstances, disclosure requirements and limited duration of
the patent may have been sufficient to protect the public interest.
. Therise of the Nation to industrial maturity has brought a profound
change in the role of patents. Increases in per capita income have
made it socially worth while to devote a larger part of the Nation’s
resources to research yielding benefits only in the Tuture, and have
provided the means to put new discoveries to commercial use. ~As a
result; through the years, the Nation has grown more dependent for
the best use of its resources upon the enterprise of patentees holding
a-degree of monopoly power over new technology. To an important
extent, the social effectiveness of the patent system now depends on
diffusion of patent ownership and: the competitive use of inventions
which such diffusion will bring. - - ' o :

‘Digcussion of this general problem, which is closely bound up with
restrictive agreements among owners of competing patents, is deferred
to Hconomic Report No. 2 dealing with patent abuse. However,
gince the concentration of patent controel is often unrelated to abuse,
the principal factors leading to such concentration are examined here.
Three considerations have been important in patent concentration:
(1) the desire to diminish the risks of inventive activity; (2) the desire
to provide safeguards against competing inventions; and (3) the con-
centration of manufacturing control. . - - ' : :

A TO DIMINISH RISKS OF INVENTIVE ACTIVITY

-~ The most fundamental cause of patent concentration is the extraor-
dinarily hazardous nature of inventive work. In all business activity
there are production and market factors which cannot be appraised
on a predictable basis. Inventive projects are subject to an unusually
high degree of such uncertainty. There is no clear way of estimating
in advance the product of inventive activity, nor the probable cost or
commercial value of any discoveries which may result. For this reason,

there is no reliable guide to the amount of capital and labor which

may profitably be devoted to such projects. In other fields, produc-
tion and marketing experience ordinarily provide & basis for more
accurate estimates of probable costs ard returns, and a great many of
the risks are predictable. . R T
3 Although the patent laws were codified and revised in 1952 (Public Law 593; 36 T.5.C. secs, 1-293), and
?e :gyl; e:[alf_'[l():‘ substantive changes were made, the basie strueture and philosophy of the 1836 st:atlute. wos
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There are only two ways in which the risks of inventive effort may
be diminished for a particular investor, business firm, or inventor;
(1 eﬁort.s or investments may be distributed over a wide field so as .
to improve the chance of encountering a successful result; or (2)
effort or investment devoted to a given field of research m&y be ex-
panded, making possﬂ:)le more extensive use of speecialized personnel
a larger body of experience and a larger number of tries, thus improving
the chance of securing an outstanding result.*

Whichever tactic is employed to diminish uncertainty, those who
use larger amounts of capital will in the long run have an advantage.
These benefits of large-scale research are likely to lead to concentratmn
of patent control, and the latter tactic is likely to resultin consohda,tlon
of competing inventions. Small investors may be able, in some
degree, to overcome this disability by joining with others in employ-
ing specmhzed research organizations to carry on experiments for
them. But it is unlikely to be wholly overcome in this way, since
outside research groups ordinarily lack mtlmate knowledge of manu-
facturing problems and market prospects.*

Several common errorg of thinking must be avmded Concentra-
tion of patent control is often ascribed to the superior financial resources
of large firms. And some observers have expressed. the view that
larger firms are favored in the development of inventions because the
funds to support inventive activity must come from the proceeds. of
previously successful inventions. ~There is some truth in these
contentions, since there is a tendency for corporate earnings to be
used preferentially within the firm’s own operations. However, there
is a common market for capital and labor from which productlve
resources are drawn into various employments on the basis of antici-
pated profits, Projects for experimental activity have access to this
genersl supply of capitel and labor on the sgme basis as do other
enterprises, and larger firms enjoy at best only a limited. advantage in
this respect

" B. TO MONOPOLIZE COMPD’I‘ING INV]JN‘I‘IONS

Pa.tent concentration is also sometimes the result of dehberate
efforts to acquire control over competing inventions without regard
to. the economies of large-scale research. Because of the monopoly
powers conferred under patents, business firms slways stand in danger
of exclusion from the market by rival patentees. A comparable
hazard exists also in patent-free industries, but it can more easily
be overcome where entry is not unpeded by the protection of a
p&tent The only effective countervaﬂmg measure against patents
is to anticipate the inventions of compemtors or to develop acceptable

80 For a general discussion of this problem, see Enight, op. eit, supra note 23.

.40 For discussion of cooperative and contract research, Including attention to the problems of smaller
- business concerns in connection therewith, sea: OEEC, “he Organization of Applied Research in Europe,
© the United States, and Canada,” 3 volumes (Paris 1954) Proceedings, President’s Conference on Technical
and Distribition Research for the Benefit of Small Business Washington, Sept. 23-25, 1957; Ofiice of T'echni-
cal Services {Johm Q. Green, Director), *“Technical Research Activities of Gooperatlve Associations,”
Senate Patent fiudy No. 21 (1958), Herner, Meyer & Co., “Research and Development and the Use of
Technica]l Tnformation in Smali and Medium Sized Manufaeturlng Firms,” areport to the Office of Techni-
cal SBervices (Washm%ton 1956); Herner, Meyer and Ramsey, ‘“How Smaller Firms Solve Problems and
Eeep Abraeast of Tecknical Developmeuts prepared for the Office of Technical Services (1957); Arnold,
“Why Not Try Cooperative Research?” 32 Harv. Bus. Rev. 11522 {1954), For additional references cone
taining discussion of the subjeet, see Burean of Labor Statistics (U.S. Depart;ment of Labor), “Productivity:
a Bibliography® {Washingion 1957) National Science Foundation, “A Selected Biblmgraphy of Research
and Development and Its Impact on the Economy” (1968).
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substitutes. 'While this rivalry to perfect patentable inventions may
result in patent concentration, it has also a tendency to disperse
patent control. _ o

A more prolific source of patent concentration is the desire to pro-
vide protection against existing rivalry in order to improve profits.
This is an objective in which all the members of an industry may join.
The existence of patents simplifies Industrywide controls because
patentees enjoy legally enforcesble monopolies in limited fields, and
the competition to be confronted iz thus more readily defined and more
easily brought under control. Concentration of patent control arising
from these pressures is likely to take the form of agreements among
individual patentees, rather than centralized ownership. However,
where one firm in an industry begins with a strong patent position,
it may be able to prolong and extend its control.
© The pressure for such agreements hag increased. Where capital is
growing in volume, and increased sfforts are being devoted to research,
the competitive position of individual firms is moré seriously in danger.
There is greater likelihood that new firms will be organized to manu-
facture known products under existing methods of production. And
it is more probable that new products and new processes and machines
will appear to imapair or overthrow the competitive position of existing
firms. Moreover, the losses through such innovations are greater
where there are investments in specialized facilities such as are re-
quired to empley modern technology. The growth of markets in a
spatial sense, resulting from improved means of transportation and
communication, has a similar effect by expanding the sources of new
competition. These hazards of competition are probably the prin-
cipal, although not the sole, cause of restrictive patent agreements.

"Firms with established research, manufacturing, and marketing

facilities are likely to be favored in the acquisition of new inventions.
They are assutred of control over the output of their own research.
And, where they have related inventions of their own, they may be
able to bid higher than others for new inventions independently con-
ceived. Firms already operating a plant or sales organization may
be able to exploit a new invention more economically than it can be
separately done; and the possession of these facilities may afford
assurance of prompt exploitation of new inventions.# . _

The larger firms in an industry have a stronger incentive to acquire
patents for defensive purposes than do the smaller. This is true be-
cause of the greater size of their investments which would benefit from
protection againgt competition. The greater the investment in spe-
cialized capital, the more is the potential loss through competing
products or processes. Hence the larger the financial outlay which
mere defensive protection will support. Nevertheless, the primary

stimulus to the development and acquisition of new inventions lies in -
the competitive advantages which these inventions hold. It will™*

therefore be to the interest of any firm in the industry, large or small,
or of any possessor of free capital, to develop or acquire control of the
more advantageous product forms or technigues of manufacture,
within the limits of the commercial value of the invention.

i1 F%r an analysis of how these factors have worked out in a specifie industry, see Kottke,. op. elf, supra
note 20. . ’
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C. AS AN OUTGROWTH OF CONCENTRATION OF MANUFACTURING
CONTROL

Patent concentration may also be an incidental result of industrial
coneentration growing out of the production and distributive econo-
mies of large-scale manufacture.” We cannot here examine the many
considerations which have given rise to industrial mergers and con-
solidations, or the growth in size of individual business firms. It is
sufficient to note that even where such concentration is the result
wholly of cost advantages in production or distribution, it may bring
Integration of patent ownership as thoroughgoing as that which stems
from the factors earlier discussed. It is probable that industrial
integration which is horizontal (at the same stage of manufacture or
distribution) will cause a more significant degree of patent concéen-
tration than vertical consolidations.- Moreover, the patent concen-
tration which results from horizontal integration is more likely to
involve competing inventions. -

Iz some degree, the cost advantages of large-scale enterprise have
beer the result of advances in technology. Technological progress
hag thus indirectly promoted patent concentration. It is probable,
howsver, that only a limited group of patented inventions have had
this effect, And there are reasons to believe that the industrial
concentration which we have actually experienced may have exceeded
that which rests on this ground. There can be no certainty how far
future scientific progress will promote further industrial concentration.

2 Fcr a discussion of patents and technology as o facter in corpoerate mergers and acquisitions, see Mm-ra;y

I‘N'_rieciﬁmalaaé;The Research and Development Factor In Mergers and Acquisitions,” Senate Patent Study
a, e : . ) . . . :




CHAPTER IV
.+ .GENERAL COMPULSORY LICENSING

Both the virtues and the faults of the patent system, it will be clear
from the foregoing chapters, may be traced to the monopoly powers
conferred under patents. Many have seen in general compulsory
licensing of patented inventions a happy escape from this dilemma.*
Under this plan patents would continue, but patented inventions
would. be made available to all. producers at ‘““reasonable’ royalties,
The objective would be to place the use of patented inventions beyond
the discretion of patentees while preserving “fajr” returns for the
inventors. . Thus, while patentees would lose power over manufacture
and commerce under their inventions, they would retain “exclusive
rights” to the fruits of their discoveries. And royalties would pre-
sumably be set s0 as to preserve the role of patents as a stimulus to
invention and disclosure. . N S ' e
- General compulsory licensing would clearly remedy certain of the
deficiencies of the patent system. It would open the most advanced
téchnology to all producers, and so would asgure larger output at
lower prices (at comparable royalty rates), and greater éffectiveness
and better balance in the use of productive résources. There would
be less danger of inventions lying idle for want of rights under col-
lateral patents, or because of the shortsightedness or inertia of
patentees or deliberate nonuse founded on the desire to protect
existing investments. Independent {nventors would experience a
wider demand for their discoveries. Patents would cease to serve as
an instrument of industrial concentration, or as a basis for industry-
wide controls over manufacture and commerce. And the opportunity
would be diminished for monopoly through product differentiation
resting wholly on physical composition.

In practical operation, however, a system of general compulsory
licensing would be likely to impair the effectiveness of patents as a
stimulus to invention and disclosure. The principal problems relate
to (1) the assurance of returns within the life of the patent; (2) the
rate of these returns; and (3) the enforcement of the patent. The
chief hazard is that general compulsory licensing would dim the
prospect of returns, upon which the stitnulative influence of patents
depends at the inventive stage.

A, ASSURANCE OF RETURNS

The effectiveness of patents as a stimulus to invention depends on
the prospect of earnings during the period of the grant. Any delay
in exploitation results in a loss of earnings which cannot later be
recovered when the invention becomes available to competitors.

4 President Roosevelt suggested this approach In his message to Congress of Apr. 29, 1938, which led to
the establishment of the Temporary National Feonomie Committee. The TNEQ in its final recommends-
ticns adopted this prepesal. See 8. Doe, 35, 77th Cong., 1st sess,, at 18, 36 (1941),
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Under genersl compulsory licensing, patentees would be depnved of
certain inducements which are now operatwe to accelerate the
explmtatmn of their inventions. ’

The competition induced by general compulsmy hcensmg Would-
probably speed the immediate use of clearly profitable inventions.
However, at the time research is carried on there is no way of esti-
mating the probable appeal of any discovery. Inventors are likely
to overestimaate the need for exclusive rights to assure prompt explmtaﬁ
tion. For: this reason, general compulsory- hcensmg may have an.

unnecessarily retardmg effect on invention.
These effects are likely to be most serious where patentees are
dependent upon others for the exploitation of their inventions.

Where only nonexclusive licenses may be offered, as under a system

of general compulsory licensing, it will not be possﬂole for the patentee

to- 1mpose more than nominal minimum royalties.. Accordingly, the

patentes’s income will be dependent upon actual commercial use of
the invention by his licensees. An exclusive licensee may also with-
hold the use of an invention, but in these cases the patentee raay
succassfully require the pa,yment of substantial minimum royalties.

General compulsory licensing may also limit opportunities for the
disposal of inventions through assionment. This vepresents the
prineipal means of realizing at the time of patenting the full future
value of an invention. With access to inventions assured at reasonable

rates, and confronted with: the necessity of issuing licénses to all’

competitors at royalties beyond their control, business firms will have
little incentive to risk capital in the purchase of patents. The reduc-
tion of this market for patented 1nvent10ns is. of partlcular concern to
independent inventors.

The effects of general compulsory licensing on firms ‘which explmt

their 6wn inventions are less clear. Since there will be assured access
to irventions developed by competitors, there will be less incentive to
undertake the risks of invention. And where there are already invest-
ments-in one form of technology, there may be reluctance to develop

competing inventions which will immediately become -available to
rivals, On the other hand, even under general compulsory licensing.

the inventing firm is hkely to reach the market first under a new
invention. The monopoly profits which -can be- gained in- this way,
and the long-range benefits of a reputation for preeminence, provide
a’ strong inducement to invention. And there will always remain
some- incentive to invent on the basis of anticipated royalties under
general compulsory: licensing. . Where inventions can be used effec-

tively in secrecy, or are likely to be profitable only for a short penod

genera,l compulsory licensing may re'-:ult in nonpatentmg

"B, RA.TE OF RETUR\IS

A present we rely on bargammg between patentee and hcensee bor

determine royalties. This affords an opportunity to proportion royal-

ties somewhat in correspondence with the commercial value of indi-
vidual inventions.. The incentive is thus sustained to supply all

inventions which offer prospect of profitable tise. The right to bargain

privately for the use of inventions is important if for no reason.other

than the fact thet inventors are likely to place a hlgh v&lue on. thelr
own capacities to secure favorable terms. -
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- Under general compulsory licensing, patentees would be allowed
to issue licenses on privately agreed terms.  But applicants would
have recourse to rate determination by the Government, and the rates
g0 fixed would be likely to control all private negotiations. In any
effort publicly to fix royalties for patents, only the broadest classes
of inventions could be recognized, and the rates set would bave to be
highly srbitrary. Inventors would be uncertain of the treatment
they might receive, and the prospect would therefore be diminished
for the supply of all inventions whose costs could be recovered through
commercigal use. : ~ _ _—

These effects can be seen more clearly by considering the problems
of rate determination under general compulsory licensing. Four
principal standards have been suggested for this purpose: (1) recovery
of the value of the invention to the licensee; {2) recovery of the cost
of the invention to the patentee; (3) compensation for damages suffered
by the patentee through the competition of licensees; and (4) “con-
ventional” or “typical’’ rates for the class of invention involved.

-The valugé standard has little meaning where licenses are to he
aveilable to all applicants. Since an invention may be used at the
same time by a number of producers, and since the value of an inven-
tion to any one producer depends partly on the terms offered to com-
petitors, this standard places no floor under royalties.

The cost standard is, in principle, the most satisfactory. However,
as we pointed out in chapter I, this standard would be difficult to
administer. Since each invention is unique, past experience would be
of little use in determining the costs of new inventions, so that these
costs would have to be separately caleulated. . Nor does past experience
aid in estimating probable rovalty incomes at alternative rates for a
new invention; even early demands for a new invention may fail to
reflect its. full future value. Thus, the margin of error in such calcu-
lations would probably be extremely great. - . . : :

The damage standard is applicable only where the patentee manu-
factures under the invention. Where the patentee hag invested in
manufacture, only rovalties high encugh to exclude licensees will
prevent losses through competition. If compensation were to be
granted for losses actually experienced, account world have to be
taken of investments in specialized production and distribution facil-
ities. This would greatly complicate royalty determination.

The fourth stangrard iz the one most commonly suggested, and is
probably the most expedient and practicable, at least for a short
period. 'This is to base royalties on “typical”’ rates as shown by past
experience. New inventions are not always easy, however, to fit into
old categories. And under general compulsory licensing the number
of categories, to be workable, would have to be limited. It is doubt-
ful whether “typical” rates can be found in many fields* But even
if they can, they are unlikely to reflect cost and income relationships
applicable to new inventions. If general compulsory licensing should
be instituted, there would no longer be an independent source for
such determinations. It is guestionable, finally, how far royalties
set in private bargaining can serve the purposes of general compulsory
licensing. Rates privately set are ordinarily designed to maximize
revenue, considering the manufacturing and distributive position of

4 A gurvey by the auther of royalty terms in a group of patént licenses vested by the Alien Property
Custodian disclosed Uftle in the way of a uniform pattern in the fields examined. B




the patentee. Since the purpose of general compulsory licensing

would be to secure wider use of patented inventions insofar as this’

could be done without impairing the future supply of inventions, the
rates set would have to be at the lowest point which would permit
the racovery of costs. : :
. It is probable that general compulsory licensing would affect the
returng under different inventions in different ways. Inferior inven-
tions now used because of the unavailability (or limited use) of the
better ones would be likely to suffer reduced income. Conversely,

the superior inventions, almost without regard to how royalties were.

set, would be likely to benefit. And dependent inventions would in
all ceses tend to incresse in value, ' '

C.. ENFORCEMENT OF THE PATENT

. General compulsory licensing may make the enforcement of a patéﬁt
more difficult and more costly. With so many properly licensed
manufacturers, infringement may be more difficult to isolate. And

it may grow more common, since where it is detected a license will

be available to assure continued operation.® The burden of enfore-
ing the patent will rest solely with the patentee where there is general
compulsory licensing. Nounexclusive licensees have, individually, in-
sufficient stake in the invention to bear the cost of enforcement, and

they are legally in no position to take such action. Moreover, as

licensing is extended, costs of negotiation, audit, and royalty collec-
tion are likely to increase relative to royalty income, and beyond a
point may exceed that income. This is a likely result of the fact
that the more licensees there sre the smaller are the probable sales
of any one. Costs of administering the licenses are not likely to
decrease proportionately, and the net income of the patentee is there-~

fore hikely to decline. How far this can be taken care of in the royal-

ties set will vary with the worth of the individual inventions.

. D. A QUESTION OF PRINCIPLE

Apart from administrative difficulties, general compulsory licensing

involves also an important question of principle. Two cholces are
open to safeguard the public interest in the use of patented inventions.
One, represented by general compulsory licensing, is to impose con-
ditions of price and service comparable to those now applied to the
“public utilities.” The other is to maintain competition in the use
of patented inventions through measures especially suited to the con-
ditions of limited monopoly which prevail where patented technology
is im:portant in an industry,

The public is concerned, as we pointed out in chapters I and 11,
to assure the use of superior technology and to secure output under
. that technology at as high a level as possible considering the need to

maintain a continued supply of new technology. At present we rely
chiefly on the fresdom to invent and to use substitutes, and on certain
applications of the antitrust laws, to perform this task. The com-
petition so preserved in some degree induces the use of the best

4 The Swan coromitiee in England found that in many cases the opposite occurred. Licenses were
often takon beeause it was cheaper to do so than to challenge patent validity, with the result that invalid

atents often romained unchallenged. See ‘“Second Interim Report, Board of Trade, Patents and Designs

I:&ets” {April _1946).
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technology, limits the returns to inventors, and encourages-the supply
of new inventions. - o B T S
- Under general compulsory licensing, governmental action would
supplant competition in performing these tasks. The royalties set
under such licensing would determine the technology used, govern
the earnings of inventors, and condition the supply of new inventions,
The assumption of these responsibilities by Government may require
either regulation of entry into inventive activity, authority to extend
the period of monopoly-to assure a proper return to inventors, or
some form of public subsidy. Without these added powers, rates
could not be set with any assurance of their effects on the supply and
use of inventions. The choice of general compulsory licensing amounts,
therefore, to a decision to deal with the problem of patent abuse
through strengthening the monopolies conferred and subjecting them
to close public control. ‘
- Such regulation has been resorted to in the past principally where
cost conditions have made competition either unenforeible or socially
wagteful, and where the produect or service involved has been regarded
as vital in the public intérest. "Where decreasing-cost conditions pre-
vail in an industry, there is a so-called natural tendency either toward
monopoly or agreement among competitors. - Efforts to muaintain
competition in such industries are likely to prove unsuccessful; and if
guccessful, tend only to bring prices below costs and t6 c¢ause unnec-
essary duplication of facilities. In these circumstances, there may
be reluctance to énter the industry, or ruinous competition leading to
agreement among competitors, Monopoly has therefore been publicly
sanctioned in these industries as a means of agsuring private invest-
ment sufficient to provide adequate service, and to prevent wasteful
commitments of capital. And public controls have been imposed to
assure adequate service at reasonable rates.” An éssential part of this
gcheme of control has been regulation of entry on the basis of “public
convenience and necessity.” : o :
The limiting principle observed in the application of publie utility
controls reflects a distinetion which makes a real difference in a
democracy. It expresses the policy that competitive private enter-
prise should be relied upon to secure and regulate production wherever
1t can adequately serve social needs. By this standard, no clear
justification exists for the general compulsory licensing of patented.
mventions. _ _ , _ e
‘In the case of inveritions, effective monopoly is not inevitable. A
successful invention stimulates a search for substitutes. To preserve
this incentive it is necessary only to confer monopoly for individual
inventions and their technical equivalents. Rivalry between com-
peting inventions has not, in a general sensé, exhibited 4@ npatural
tendency toward monopoly, nor are there general dangers of social
waste in competition among inventions which can be substituted for
one another. Except in a limited group of cases, individual inven-
tions are mot of sulficient public importance to justify a policy of
general availability apart from the production undértaken by the
patentes. . T
"In view of these facts, it appears that reliance has properly been
placed on competition: to secure the -commercial use of superior
technology and to limit the returns to inventors.” However, neither
the antitrust laws nor the patent statutes are in their present form



adequate for the purpose of maintaining such competition. A plan
to malke them so is presented in Economic Report No. 2. Accord-
ingly, in anticipation of those proposals— _

E, RECOMMENDATION NO. E-2

It is recommended that no provision for general compulsory lcensing
be ineorporated in our potent system. The arguments against general
compulsory licensing, recited in this report, do not apply to the limited
compulsory licensing proposed in chapters XIT and XII1 of Economic
Report No. 2. The sanctions there recommended apply principally
where there have been violations of the suggested Code of Fair Patent
Contract Provisions, and in all cases the patentee is in & position to
avoid the application of this remedy. Where other remedies fail to
provide proper use of patented inventions, there is greater justification
for resort to compulsory licensing. And where it 1s applied only in a
limited number of cases, individual determination of royalties is more
feasible: there will be a previous record of experience in the cases in
which eompulsory heensing is imposed, and a continuing body of
privately negotiated license terms to furnish comparisons, Finally,
where compulsory Hcensing is imposed, as suggested, after prolonged
nonuse of an invention, there is less danger that the reward to the
inventor will be adversely affected.

O
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: cl FOREWORD-:- . .. .00

“An Analytical History of the Patent Policy of the Department of
Health, Education, and Welfare” was prepared by Miss Gladys Harri-
son, former Assistant (General Counsel of the Department, for the
Subcommittes on Patents, Trademarks and Copyrights of the Senate
Committee on the Judiciary as part of its study of the .S, patent
system, conducted pursuant to Senate Resolutions 53 and 240 of the
86th Congress.” The study is one of several being prepared under the
supervision. of John C. Stedman, associate counsel. of.the subeom-
mittee, - - R R I TR

Perhaps the most important, and certainly the most controversial,
issue concerning the patent system today is the question of the respec-
tive rights of the inventor and the Government in patents resulting
from Government-supported research. Among. the revolutionary
changes in the methods and conditions of research which have occurred.
in the last two decades one of the most significant is‘the tremiendous
increage in the research conducted or financed by the Federal Gov-
ernment. Twenty years ago the Federal Government spent $74 mil-
lion for scientific research and development; today the amount is
estimated to be $7.4 billion. .

Approximately one-fourth of the Government-sponsored research
is conducted directly by Government agency and three-fourths of it is
done in nongovernmental research establishments under contract or
grants. The impact of this striking development npon a patent sys-
tem that was geared primarily to a private enterprise system of re-
search is obvious. Complex and crucial policy issues arise in allocat-
inl% to the inventor, his company, and the Government, the patent and
other proprietary rights that flow from such research.

At the present time, there is no settled Government policy on the
allocation of rights to patents resulting from Government-sponsored
research, Iach agency developsits own practices, guided mainly by its
own judgment as to what best promotes the public interest. Among
those interested in the subject the contentions and proposals are equally
diverse and varied. .

In recognition of the long-range importance of these issues, this sub-
committee has for some time been looking inte the patent practices
and policies of the many Government agencies that undertake or
sponsor research. Among the most important of the nondefense agen-
cies in this respect is the Department of Health, iducation, and Wel-
fare. Consequently, the present study makes a significant contribution
to our knowledge. Miss Harrison’s report is especially valuable be-
cause it goes beyond the purely formal aspects of the IIEW policy,
tracing its historical development and examining its actual operation
and effect up to the year 1960, '

The author’s conclusions are most interesting. On the basis of HEW
experience, she finds little justification, in terms of the public interest,
for leaving patent rights with the inventor, whether he be an employee,
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a grantee or a contractor. She also finds }i)) atent licensing a less than
satisfactory means of regulating, in the public interest, the uses of in-
ventions covered by such patents. Finally, it is her opinion that, ex-
Iﬁ: in unusual circumstances, the Department is better off to rely on
lication than on patenting to protect its rights in inventions and
to bring them into public use. . While she is careful to limit her obser-
vations to HEW, Miss Harrison’s conclusions are of great significance
~inregard tothe operatlon and role of the patént system generally, since
they raise the important questlon of how fa,r they may be equa,lly vahd
for other agencies. -
* In publishing this study, it is important to state c]early its relatmn
‘to the policies and views of this subcommittee.- The views expressed
by the anthorare entirely her own. The subcommittee welcomes the
study for consideration and believes it represents a valuable contrlbu—
tion to patent literature. However, pul?llcatlon of the study in no
way signifies that the subcomm1ttee agrees Wlth the statements con-
ta,med in 1t : -
' ' Joszex C. O’MAHONEY
Uhamnan, ;S’ubcommzttee on Patents, Trademarks, and Oopy-
rights, Committee on the J udzmry, U. S ;S’enate :

SEPTEMBER 9, 1960
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AN ANALYT[CAL HlSTORY—THE PATENT POLlCY OF. THE
DEPARTMENT OF HEALTH EDUCATION AND WELFARE

' By Gladys A Harnson

A HIS’I‘ORICAL BAGKGROUND AND DEVELOPMENT OF PATENT POLIGY

“The youngest de artment of the Federal Government the Depa.rt-
ment of Health, Education, and Welfare, has a three—pronged patent
or invention pollcy Tt covers inventions made by employees of the
Department, inventions made in the course of research assisted by
grants, and inventions made in the course of the performance of test-
ing or research contracts. Briefly stated, the policy is one which has
favored the dedication to the public of the inventive product of the
research financed by the Department and which hag relied increas-
ingly on the technique of publication to that end. Still relatively
new and uneven in its administration, which has been largely decen-
tralized, the underlying concepts have gathered strength as ex-
perience has expanded, notwithstanding refinements mtroduced in
recognition of the polnnes and contrlbutlons of other pertles to the
réssarch effort. .

Although some of its research programs entedate the ‘creation of
the Department itself, Congress has provided no statutory directive
with respect to pa.tent matters The evolution.of the Department’
policy has been compelled by the very existence of the patent system
in its present form, on the one hand, and the statutory objectives of
Department programs on the other. As will be seen, in the process
of developing the policy there has been little .to indicate that the
patent system could be availed of to further these objectiyes. On the
contrary, the system is one which has had to be coped with in order
that the objectives of the Department’s work, and particularly the
oblectwes of its research program, should not be thwarted or im-
pared. The problem is one which has consumed time and money and
effort ill-spared from directly constructive activity.

The ro lem, moreover, is a growing one, and is ohe which will be
1ncrea.smg shared with other agencies as their research activities
expand. Some agencies, and nota %)Iy those that deal in the awesome
developments of atomic energy® and outer space? are guided and
fortified by special statutory directives. The Department of Agricul-
ture, with respect to its marketing research contracts, has a mandate
to make the results “available to the %1 ublic through dedication, assign=
ment to the Government, or such other means as the Secretmy shall
determme "3 The Tennessee Valley Authorlty and more reeently,

e 5.0 e181-2100.
& Fublie Law 85568 42 U.5.C. 2457,
+16 U.8.C. 881a).
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the National Secience Foundation ® have been given charters of author-
ity to deal with the problem in their special fields.

" Thess provisions indicate increasing congressional awareness of
the patent problem with respect to the vastly expanding areas of Fed-
eral] research.’ As yet, however, they reflect no overall determination
of policy as to the extent to which the results of such research, because
publicly financed, should be dedicated to the public, or otherwise re-
served for its benefit, nor as to the distinctions which in this régard
might be drawn between the results of research conducted for general

" use and enlightenment and research directed exclusively to the pro-

duction of weapons or other objects required by the Government for

its own use. " The late Chairman of the Government Patents Board,”

Benjamin B. Dowell, although advocating a uniform rule for all

employees of the Government, has recognized that the agencies in

which most inventions occur have widely different, interests n the use
of such inventions and fall into what he called the “procurement
eroup” and the “public service group,” defined, respectively, as fol-

{1) those concerned primarily with the procurement of new and better items of

material and. equipment -for their own use * * #; -and- (2} those concerned

primarily with the development of new items and ideas that would advance the
natio*n?ﬁl *egqnomy and welﬁare which they may dedicate to the publig for free

uge *oRAES L B e

" 'The Department of Health, Education, and Welfare belongs clearly

to the “public service group.” Moreover it represents a blending of

traditional governmental activities and new forces which have swept
away many barriers to Federal action. In facing up to the pdtent
problem, among others, the Department has had the benefit of the ex-
perience of its various constituent organizations and the’ perhaps
greater benefit of a fresh approach. Whether or not that approach
with its deéemphasis upon patents as suchis sound, examination of the
history of the problem in the Department may be helpful in indicating
the extent to which government agencies, and particularly the éivilian,
having substantial research programs may be “assisted in obtaining
their program objectives either by special patent clauses in their own
legislation or, more broadly, by modification of the patent code itself
in recognition of the peculiar situation of the Goveinment in relation

topa.te,nts._ ) o o i S ST .

- Its experience is the more significant since, aside from the Depart-

ment of Defense, the Atomic Energy Commission, and the National

Aeronautics and Space ‘Administration, the Department now makes

the heaviest outlays for research of any Federal agency. In the field

Cse U,8.C) 18TLL o R i s LT
©® Sge-“‘Federal Funds for Selence, VIII: The Federal Research and Development Budget,

Fiscal Years 1958, 1859, and 1960,” published by the National Science Foundation. The

Federal obligations for research, basic and applied, in fiscal year 1959 represent an

increéase of 71 percent over fiseal year 1956. Ibid., p, 24. R .
. 7TThe Government Patents Board wag established by Executive Order 10096, dated Jan.

28,-1950, to provide *a ‘uniform patent policy for the Government with respect to inven-

tions made by Government employees,” The Chairmar ig empowered to make all decislons

with finality under the order, the Board being purely advisory. : o T
s 8ee statement of the late Mr. Benjamin B. Dowell, at p. 22, hearings before Sub-

committee No. 8§, Commitiee on the Judiciary, House of Representatives, Mar. 3 and
Apr. 25, 1958, O S S
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of research in the life sciences, and particularly the medical sciences,
the Department easily tops the field® : : 5

1. GENERAL BACKGROUND OF THE DEPARTMENT

Created by Reorganization Plan No. 1 of 1953, the Department
with some changes of form and an elaboration of controls at the top
administrative level, is essentially a successor to the Federal Security
Agency™ That Agency, established in 1939, had been the assembly
point for various agencies and functiong derived from departments of
the most varying traditions: . o . ,

From the Treasury Deépartment had come the Public Health Serv-
ice, orginally known as the Marine Hospital Service, which had been
organized in that Department in 1798 to administer the first Govern-
ment health program, that of medical care in Government hospitals
for merchant seamen,' and had expanded later to include, among other
functions, those of foreign and interstate guarantine and biologics
control. The era of great expansion into the fields of research. and
grants-in-aid had its beginming in the anthorizing legislation of
1912. From the Treasury also the Agency derived responsibilities
with respect to the American Printing House for the Blind® The
Food and Drug Administration, stripped of two of its functions, came
to the Agency from the Department of Agriculture.® The Children’s
Bureau, leaving behind its child labor enforcement function, derived
from the Department of Labor.** The Office of Tducation was trans-
ferred from the Department of the Interior by the first reorganization
plan, and there were to follow St. Elizabeths Hospital, Freedmen’s
‘Hogpital, and certain statutory responsibilities with respect to Howard
University, and the Columbia Institution for the Deaf® From the
Census Bureau in the Department of Commerce came the Office. of
Vital Statistics® The Social Security Administration in the
Agency retained most of the functions of the Social Security Board
‘under the Social Security Act of 19357 The Office of Vocational Re-
‘habilitation was created by Agency order in 1943 to carry on thet
function which had been in the Office of Education. ‘ :

Since the establishment of the Department there have been two
notable transfers by legislative enactment, The functions of the
Interior Department with respect to. Indian health were transferred
effective July 1, 1955, and the Armed Forces' Medical Library, one
of the largest gpecialized research libraries in the world, was trans-
ferred in 1956 from the Department of Defense to become a part of
the National Library of Medicine in the Public Health Service.*® . .

® Jee table 13, at p. 60, “Federal Funds for Sclence, VIIL” ' The table does not reflect
;cheﬂlluée increase in appropriations for the year 1960 over the budget estimates submitted
o the Cotigress, = - : : N : .
10 Beorgagnization Plan No. 1 of 1953 ; 67 Btat. 203 ; 5 U.B.C. 138z, The Federal Security
Agency was created by Reorganization Plan No. 1 of 1938, pt. 2; § 0.8.C, 138,
1 Aet for the Relilef of Sick-and Disabled Seamen, approved July 16, 1798; 1 Stat, 605,
15 Transferred to the Federal Security Agency by Beorganization Plan No. II, effective
July ¥,°1939 (5 U.8.C. 183t). The same plan transferred also the radio and film service of
the National Bmergency Council for Administration. L K .
18 Reorganization Plan No, IV of 1940; 5 U.8.C. 133t
. 4 Reorganisation Plan No. IT of 1946 ;.56 U.B.C, 133y. .
8 Reprganization Plan No. IV of 1940;.5 1.8.C, 183t, .. ’ '
. 18 Beorganization Plan No, IL of 10463 5 U &.00 188y, .. o0 w00 o
17 Approved Aug. 14, 1084 4D Btat, 620... - :
©-15Public Law 5688, 834 Cong.; 42 U.8.C. 20
18 Pyblic Law 941, 84tk Cong.; 42 U.B.C. 275
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“Mixed as was the parentige of the a,geneles ‘thus a.ssembled the
Department was founded on a unifying coricept.” As stated by Presi-
dent Roosevelt, in sending up the first reorganlzatlon plan to the
Congress, this was—

to.group.* * * those agencies of the Government the major purposes of which
are o promote Social and economic seeunty, edueatmna.l opportumty, and the
health of the citizens of the Nation. .
In 1946 President Truman declared ‘that “the time has now come to
strengthen the machinery of the Federal Goovernment for leadership in
dealing with the social probilems of the country.” . In sending up Re-
organization Plan No.:IL of that year he mede thls more detmled ef-
firmation of Agency purpose:. L o
- Broadly stated the-basic purpose of the Federal Securlty Agency is the con-
;eervatmn and.development of the human resources of the Nation. Within that
. broad oblective come the.following principal functions; child care and develop-
melt, education, heaith, social insurance, welfare (in the sense of the care of the
‘neédy and defectlve) and reereatlon (apart from the opelatlon of parks in the
pubhc domam) o -
_ " The purpose and ]ust1ﬁea,t10n of the' Deper‘rment were expounded by
Pre51dent Eisenhower in transmlttlnw to the Congress Reorgemzetlon
Plan No. 10f1953:

The purpose of the plan is" to 1mprove the admunstratlon of the v1ta1 health
edueatlon, and social securlty functions now being carried on in the Federal
‘Becurity Agency by giving them cabinet rank. Such action is demanded by the
importance and magnitude of these functmns which affeet the well-bemg of
_m11110ns of our citizens. - : . .

' “There ‘was thus built into" the structure of the Federe] Government
e top—renkmg agency uniquely concerned with the well-being of
‘people, not as pertaining to a particular economic class or occupation
‘but smlply as individuals. Other departments of the Government are
“charged with traditional funetions of a national administration such
-as the conduct of foreign affairs, the national defense, the administra-
‘tion of justice, the management of the currency and the raising of
Tevenues, the operation of the postal system, the conservation of the
public land and physical resources of the Nation. Others, such as
‘Agriculture, Commerce, and Labor, are concerned with the problems of
‘particular segments of the population as characterized by types of
‘econoiniec 1nterest - Viewed as a ‘whole, however, the functions of the
‘Department of Health, Education, and Welfare are the most oriented
to the general welfare ‘and are the least specialized and the Teast pro-
‘curement minded of any of the departments of the Federal Govem—
ment engaged in research activity of any maghitude.

This orientation, ever more clearly deﬁned of the Department to
‘this 'general welfare has been matched by growing emphasis on certain
‘types of methodology. Iere there is no lack of statutory direction.
The mandate to find out and discover, and (most important from the
standpoint of patent policy) to sharethe results of study and research,
~iruns: through the statutes which are basic to most of the constltuent
agencies of the Department.- For example, the Public Iealth Serv-
ice Act was enacted in 1944 ag a general updating of the scattered and
confusing statutes on which the Public Health §emee had developed
through the years. Tt would be dlfﬁcult to dev1se a broader author—
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ization a,nd directive than that found in sectlon 301 of. the act Whlch
declares:

The Surgeon General shall conduct in the Service, and encourage, éoopera;té
with, and render assistance te other appropriate public authorities, scientific
institutions, and scientists in the conduct of, and promotfe the coordination of,
research, investigations, experiments, demcnstrations, and studies relating bo
the causes, diagnosis, treatment, control and prevention of physical and mental
diseases -and impairments of man, mcludmg water purlﬁcatmn, sewage treat—
ment, and pollution of lakes and Streams i

In carrying out this mandate the Surgeon Genera,l i8 a,uthorlzed bo
utilize various techniques, including the collection of information as
to research and its pra,ctlcal application, such information to' be made
available “through publication and other appropriate means.” . This

enness of approach is further emphasized by the authority exphc—
ifly conferred to make available the research facilities of the Service
to appropriate public authorities, and to health officials and scientists

engaged in research, and to make grants-in-aid to institutions and
individuals for research Progects recommended by the various ad-
visory councils of the Service.- Broad as are the general directives of
section 801, it is only one of many references to information and re-
search, and to making available the results of research, which are
scmttered through the Public Health Servme Act as it has developed
b‘y amendment through the years"

The Federal Water Pollution Control Act,?? which is also adminis-
tered by the Surgeon General under the general supervision of the
Secretary, serves Interests which include but are more diversified than
those of health.. It confers research authority modeled upon the pro-
visions of the Public Health Service Act, mcludlng speclgc a.uthomty
to procure research through contract.’ S

The vocational rehabilitation program, administered in the Depart-
ment and given new breadth and impetus by legislation passed in 1954,
now has a.uthomty and funds to make grants for research and to cstab-
lish research fellowships.® TFollowing the report of a, citizens’ ad-
visory committee, for which Congress appropriated funds in 1954,
the laboratories of the Food and Drug Administration have responded
and will respond further to the vigorous expansion of this agency on
which the nation depends for the safety and purlty of 1ts foods a,nd
medicines.

The Office of Education whoss traditional function has been the coI—
lection and dissemination of information about schools and educa-
tional methods has recently, through the National Defense Education
Act, been given specific responsibilities for research in the moré effec-
tive use of visual aids and is thus brought into a field from which
patentable inventions may be a,ntmlpai:e(i5 again with emphasis upon
pubhc 1nformat10n concermng the results.>* At St Ehzabeths Hos-

W42 U.8.C 241, ¢

: ﬂ.m partial list of such provisiens incIudes 42 T, S C 242 {narcotm drugs) 242&, 24.213
(mental health) ; 242¢ (mational health studies) v 244a and 245 (vital sta.tlst:cs)
(publication of publie health information) ; 275 (National Library of Medicine) ; 282
{ecancer institute) ; 287 (heart); 288 (dentu.l research)y; 28%a (authorizing additional
Institutes, enaeted in 1900 with a strong congressional declaration of purpose) ; 201n
(hospita.l development and utidzation).

TiB.C, 466¢c. © Water Pollution Control Act Amendments of 1956; T0 Stat 498
This 15, %p.seéfecttla new statute replacing the Water Pollutlon Control Act of 1948

3
3* 20 U. S C. 541—542
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pital, the Clinical Neuropharmacology Research Center, operated by
the National Institute of Mental Health, has recently been formed to
study .the relation of drugs to the problems of mental disorder.
+The Committees on Appropriations, both House and Senate, in their
reports ‘on the Department appropriations for the fiscal year ending
June 80, 1960, evinced an enthusiasm for the research programs of the
Department, particularly in the health field, which overrides the limi-
tations of executive budgetmaking with considerable impatience.”
The appropriation for the National Institutes of Health alone amounts
to $400 million as against $293,383,000 for the last fiscal year, and ap-
proximately $44 million in 1953. Perhaps most indicative of the
“ temper of the Cohgress is the fact that the increase of approximately
one-third in the appropriation for 1960 was made in spite of the fact
that no increase had been provided for in the executive budget. =
Thus, through the swift developments of the postwar years, the
characteristics of the Department, through its various constituent
units, in the aspects most pertinent to questions of patent policy have
shaped themselves in terms which may be summarized as follows;
.. 1. 'The Department in its entirety is directed to the conservation
and improvement of the human resources of thie Nation. '
2. The regearch activities of the Department, already the most
extensive of any agency of the Government (outside of the De-
-partment of Defense, the Atomic Energy Commission and the
new National Aeronautics and Space Administration), are
‘rapidly broadening in base and increasing in the amount of sup-
-port through appropriated funds.* o y .
8. The bulk 0? the Departient’s research activity is in the field
‘of medical research, a fleld in which its programs account for
... .1ore than 80 percent of total Federal expenditures.® '
4. In its research programs the Department by statute has a
cooperative relationship with public and n_onprogt agencies and
with individual members of the scientific community, administer-
ing in this connection a large number-of grant programs. = -
. 5. The Department by statute is charged with the function of
disseminating information and making public the results of re-

r..search. - - , : : Ll
‘What i, and what should be, the relation of a governmental agency,
thus Wholfy oriented.to a nonexclusive, nonproprietary, and informa-
tional approach, to a patent system which 12 founded on the concept
of a benefit to the “inventor” to be derived from the conversion (after
a period of zealously safeguarded confidentiality) of an invention into
a form of property which is principally characterized by the power to
exclude others from its use for a period of years? o

= See lengthy discuasion of the research activitles of the Service and eritielsm of the
Executive budget for 1960, in the report of the House Committee on Appropriations on
H.,R. 6969, the appropriation bill for the Department of Health, Wducation, -and Welfare,
-5)3.480—19, and In the.report of the Senate Committee on Appropriations on the same, pp.

. % Jee gpecial analysis on “Research and Deyelopment” included In the budget for fiseal
year 1960, p. 990. See also, “Federal Funds for Selence VIII-—The Federal Research and
Development Budget,t National Sefence Foundatlon, fiscal years 19458, 1959, and 1960,
#The Department ghare of total Federal expenditures for medical research rose from
82 percent in 1953 to more than 80 percent in 1959. Ibid., table 13. See alse “The Ad-
vancement of Medical Regearch and Bdueation Through the Department of Healih, Eduea-
tion, and Welfare,” report of the Bayne-Jones Comimitiee of Consultants on Medical Re-
search and Edueatlon, p. 27, e
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-This monograph: will attempt to answer that question in thelight of
the history of the patent policy of the Department of Health, Educa-
tion, and Welfare. . It will do so on the assumption. that the head
of the Department: has authority, in the absence of express statute or
controlling Executive order, to specify prospectively that relation-
ship with respect to inventions made by employees of the Department,
by grantees or-employees of grantees, or by contractors and subcon-
tractors and their employees, inade within the scope of the Govern-
wment employment, grant or contract, or with & substantial Government
contribution. - e R ‘ o o

Tt is appreciated that the location, in Government, of authority to
specify the terms of employment, of a grant, or of a procurement or
other contract may present a legal problem of considerable difficulty:
It is not a part of the purpose of this paper to examine extensively
the locale ogsuch authority; The existence in Government, at some
point, of legal authority to fix the terms of such contractual arrange-
ments is, however, hardly open to question. . The Dubilier case in the
Supreme Court represents the high-water mark in the confirmation of
private rights in an invention made by Government employees with
the use of Goyernment time, equipment and facilities but for pur-
poses-not specifically within the scope. of their assignments.?® The
majority of the Court likened the position of the Government to that
of any private employer; and found that the circumstance of the case,
including previous practice in the Bureau of Standards where the
inventors were employed, negatived the implication of any agreement
to assign, express.or implied. Justice Stone’s dissenting opinion, in
which he wag joined by Mr. Justice Cardozo and Chief Justice
Hughes, considered that the employment in this case did embrace
the exercise of inventive faculties and viewed the result of the ma-
jority opinion as repugnant to prineciples of equity. It additionally
noted that—-. . ..+ ° o S
the case would be more dramatic if the invention produced at public expense
were important to the preservation of human life ér the public health, = -
- In any event the decision by no means indicates a lack of authority
in the Government to establish a policy which would control the dis-
position of inventions made by its employees. The Court noted the
absence of declared congressional policy but was not required to pass
upon the sufficiency of administrative controls because none had been
established in the cage before it. ' S SRR

The assumption, stated before, of authority in the head of the De-
partment of Health, Education, and Welfare is presented without ex-
amination at this point largely in the interest of simplicity. It is,
however, in accord with the conclusion reached in the Attorney Gen-
eral’s report and recominendations to the President in 1947 as to the
general authority of department heads® In keeping with this view
has been the adoption of regulations covering inventions and patents
by the Secretary * who, by virtue of the reorganization plan creating

2 United States v, Dubilier, 289 U.8, 178 (1033). :

20 7.8, Department of Justice, “Investigation of Government Patent Practices and Poll-
cies,” report and recommendsations of the Attorney General to the President (hereinafter
cited as.the “Attorney General’s report”), wol. 1, final report, pp. :19-20 (1947), o
N (;w (i)riiggnatlly in form of Agenecy orderg 110 and 110-1 isgned by the Federal Securlty

ministrator. bl




8§  PATENT POLICY. OF ‘HEALTH, EDUCATION, 'AND WELFARE

the Department, ‘exercises the power of general supervision and con-
trol over the various constituent agencies.  With respect to the de-
termination “of rights ‘in ‘employee inventions, and with respect to
foréign rights generally, these regulations conform to the terms of
Executive Orders 10096 and 9865 which deal, respectively, with rights
in employee inventions and with foreign rights-in inventions arising
from' Governient-financed research, Executive: Order 10098,  the
drafting of which followed the Attorney General’s report and recom-
méndations, was isstied in January 1950 and was genierally thought to
establish, as its terms relate, “a basic policy for all Government
agencies with respect’ to inventions hereafter made by any Govern-
ment employee,” thus filling the void which had been found to exist
in'the Dubilier cage. ~ No question of controlling authority was there-
fore thought to exist at ‘the time of the original adoption of policy
by ‘the 3Fe%er_a,1: Security Agency. (See, for later developments under
Executive orders, p. 12 aiid footnote 116.) - : Ty
Tt is' worth rioting, moreover, that a conflict of authority might arise
and indeed in the past has arisen, between an agency of the Govern-
ment armed with managerial authority of a broadside nature relat-
ing to Government property and the treatment of patents based on
research conducted utider a statutory mandsate to serve a broad pub-
liec'need. ~Ses infra, pages'49 ‘and 62. That the purposes of the re-
search program should control the disposition of patent rights of this

nature seems clear,

"'Afinal assumption in this study is the contihuation of the patent
system ‘in ‘its’ present form except for modification which may be
indicated ‘to- adapt it to the needs of the Government itself as the
potential owner of rights arising from- inventions which it has itself
financed -or supported. -Quite possibly the experience of this one
Department may contribute significantly to the present réexamination
of the relation of the patent system to research in general. Certainly
the conclusions reached inProfessor Melman’s study * as to the grow-
ing disparity betweeii the patent systeny and-the promotion of new
Imowledge under modern:conditions are provocative reading for those
mwristed in-Government, as well as in industrial and university, re-
search.:.. . 00 o Gl T e
. The: present study, however, is confined to the area of experience
and thinking: of the Department of ealth; Education, and Welfare
within the framework of the existing patent system and with regard
to the objectives and facilities of the Department.. = - . . ..

T 7i+'1 20 DEVELOPMENT OF, DEPARTMENT POLICY . ,
(@) Prior to policy formulation by Federal Security Agency =
—--What may be called the significant prenatal history: of the Federal
Security Agency in patent matters was largely confined to the Food
and Drug Administration and the Public Health Service.  The two
agencies differed in nature. The first, although a part of the Depart-
ment of Agriculture which itself had broad research functions, was
primarily occupied with enforcement -activities under the original
Food and. Drug Act.** In the handling of inventions developed by its
8 Melman, Seymour, ‘““The Impact of the Patent System on Research” (study No; 11,

U.3. Senate Suhcommittee on Patents, Trademarks, and Copyrights).
82 Aet of June 30, 1906 ;: 34 Stat. 768,
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employees, it was subject to the regulation of that Department which
had evolved a policy, expressed in departmental regulations and
memorandums, by which domestic rights in inventions developed by
employees. in. connection with their work were generally subject to
assigniment to the United: States, while foreign rights were left-to the
Inventor,3? e T
> From: 1928 until the Food and Drug Administration was. trans-
forred to the Federal Security Agency in 1940, four.patents were
issued on inventions resulting from its function.® Adfter the transfer,
_the practice .of assignment of the domestic rights was followed, as
before, and the assistance of the Department of Justice was sought and
obtained in prosecuting the patent application as a “public interest”
invention under the act of March 8, 1833, as amended, the so-called
nonfeestatute. . S - S '
>+ In the case of the Public Health Service there had been a substantial
history of research prior to the transfer to the Agency. A memoran-
dum from Surgeon General Cummings in 1925 records the general
policy in these terms: S P S LT - -
" In conformity with the ethical practice of the medical profession, new processes
in-the field of public health developed by officers and employees of this Bervice
have without exception in the past been thrown open to the public for the good
of mankind .without the restrictions which usvally attend the procurement of
patents in the commercial field gene¢rally.™ o _ _
. The case of Houghton v. United States % represented a strong and
suceessful assertion of the right of the United gta,tes to the ownership
of an invention developed by employees of the Service pursuant to a
research assignment. Houghton was a chemist in the Office of Indus-
trial Hygiene and Sanitation, and the invention was a fumigant gas,
useful 1n.the disinfection of vessels and less dangerous than gases
previously used for the purpose. Houghton’s three associates had
dedicated to the public their interest in the invention; Houghton,
however, filed a patent application. and was unwilling to offer the
Government more than a license for its own use. The Surgeon Gen-
eral, acting under advice of the Solicitor of the Treasury Department,
challenged the grant of the patent to Houghton. In the ensuing
litigation. the circuit court of appeals held that the United States was
the equitable owner and entitled to assignment of the patent. The
opinion js notable for its comment upon the scope of the public interest

in Government research for a health purpose:

i The Public: Health. Service represents the people of the United States. Its
interest . is their interest, Its inventions, investigations, and discoveries are
mace for their benefit. And although neither it nor they have any interest in
monopolizing inventions which may be made in the course of its studles and
experiments, both have an interest in seeing that the inventions are not. mo-
nopelized by anyone.. - It is unthinkable that, ‘when a valuable instrument in the
war against. disease, is developed by a public agency through the use of public
funds, the publie servants employed in it€ production should be allowed to
moropolize it for private gain and levy a tribute upon the public which has paid

32 Department of Agriculture Regulation No. 1561 (1936) and Memorandum 731 (1987).
% See, on thig early Eerwd’ the “Attorney General’s report,” monograph on the Federal
Security Agency, p.. 152. The four patents mentioned apparently were not transferred to
the Federal Security Agency files, o - ) :
28 Memorandum of Feb. 9, 1925, to Sceretary of the Treasury Mellon (in the Depart-

ment of Justice file in the Houghion case).
D323 ¥ 2d 386 (4th Cir.. 1928). B

p9sa1—61—2



10 PATENT ‘POLICY. .OF “HEALTH, BDUCATION, AND WELFARE

for its production, upon merely granting a nonexclusive license for its use to the
governmental department in which they are employed. ¥

“The Houghton case is both evidence of initidative on the. part of the
Serwce ‘to protect the: public interest in the product of its research
éfforts and of judicial recognition-of the broad nature of the pubho
mterest in the product of Government research.

‘By regulation, apparently adopted: after the Haughton ca,se, the
Public Health Service provided that: -

Any ‘officer or employee of the Serviee who 1nvents or dlscovers any new and
useful art; machine, manufacture, or composition of matter connected with the
‘work of ‘the Service through the expenditure of Government time and funds, or
with the aid of Government: facilities, will secure the approval of the Surgeon
General before applying for letters patent thereon and said letters patent will,
if so determined by the Surgeon General, then be secured in the name of the
inventor without expensge to him and in such manner as to allow the U.8. Gov-
ernment, or any citizen: of the United States, to use the sub]ect of sald patent
w1thout the payment of royaltles =,

The languacre as to the scope of the 11cense was founde,d on the non-
fee statute which authorized the prosecution -without- payment .of
Patent Office fees of patent applications on inventions of grovernment
employees, regardless of the relation of the invention to their official
duties, provided in each case that the'head of the agency in which the
1nventor was employed certified that, the invention was one “lidble to
be used in the public interest.” *- Aifter the decision in the Dubilier
case, in ¢ases where the invention was not made as a part of a specific
assignment, the regulation was construed not to requlre a hcense for
other than Government purposes.

‘Before the transfer of the Service to the I‘ederal Secunt Agency a
number of inventions made by employees of the Service did become
the subject of patent applications and assignment of rights to the
Government as represented by the Secretary of the Treasury.

One group of four inventions was of particular interest to the Bis-
reau of Narcotics (then as now a part of the Treasury Department),
because they involved narcotic derivatives and were significant
therefore, not only for medical use but in connection with the contro
of the drug trafic. Of these, two at least were held unavailable for
licensing because of the dangers attending their use. . The patent en-
titled “Nuclear Substituted %emvatwes of the Morph1ne—§erles and
Methods for Their Preparation,” known as Metopon, was, however, li-
censed to a number of pharmaceutical houses, under limiting condi-
tions in accordance with ‘advice from the Bureau of Narcotics. Fol-
lowing the transfer of the Public Health Service, responsibility for
administration of these patents was transferred to the Federal Se-
curity Agency.*  Nonexclusive royalty-free licenses for Metopon
continued to be issued to pharmaceutical houses by the Agency. It
is noteworthy that the Committes on Drug Addiction and Narcotics,
of the National Research Council, later formally agreed that there

; 37Ipid., at 828, .
o Regulutmns of the Public Health Service (1935) par 305,

© Aef of Mar. 3, 1883, as amended ; superseded by 55 U.8.C.. 268,

#0 The patenty transferred from the Treasury Department are indicated in the Iist In
appendix B, “List of Goyernment-owned patents on inventions arising from actlﬂties of the
Department of Health, Education, and Welfare (or predecessor agencies).” Letters relat-
ing to the transfer of administration are in Department files. ee, for example, letter of
Robert Cassels, then Federal Security Agency Patent Officer, to Archle Palmer, Chairman,
Government Patents Board, Apr, 3, 1
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was no present need for continuing restrictions upon manufacture and
sale of Metopon other than those imposed by the Federal narcotics
laws and regulations. In this recommendation the Secretary of the
Treasury and the Federal Security Administrator concurred, and the
advice and assistance of the Department of Justice was solicited to
effect a dedication of the patent to the public. This was the first, but
as will be seen, not the last use of a patent control to effect the
equivalent of an exercise of Government regulatory power. :

At least six other patents on inventions made by Public Health
Service employees: while the Service was a part of the Treasury
Department, and which had been assigned to the United States as
represented by the Secretary of the Treasury, were identified, and
responsibility for their administration transferred to the Federal Se-
curity Administrator, as an incident to the transfer of the Public
Health Service. In the case of at least two of these inventions
the records indicate the conclusion of license agreements by which the
Government became entitled to the use of certain inventions for which
patent applications had been made by private licensees. These ap-
pear to be the only instances on record of a cross-licensing agreement
on the part of the Agency or its successor, the Department of Health,
Education, and Welfare.’ '

In the field of grants, where the authority to impose conditions de-
signed to effect the research purpose was undisputed, the Service
acted quickly to lay a foundation for control of inventions arising
from the aided research. As of 1940 itz awards of research grants
and fellowships were made subject to the following conditions:

If any patentable discoveries or inventions are made in the course of work
alded by any grant received as a result of this application, the applicant will, in
consideration of such grants, refer to the Surgeon General of the Public Health
Service, for determination, the question of whether such patentable discoveries
or inventions shall be patented and the manner of obtaining and disposing of the
proposed patent in order to protect the public interest. )

*This clause put the means of control into the hands of the Surgeon
General. Unfortunately it lacked effective implementation. . No pol-
icy was developed to indicate either the eonditions under which patent-
ing would be determined or, if a patent were obtained, what would
be considered useful “to protect the public interest.” The Service was,
moreover, ill-prepared to cope with the problems of patent adminis-
tration. The absence of criteria or precedents to govern the Surgeon
General’s decision in actual cases troubled both the grantee institutions
and the administrators of the grant programs. . : :

. The fact that the public grant was frequently only one source of
contribution to the research project was also a factor which led to an
examination of patent pelicy by the National Advisory Health Coun-
cil. " This is the first and most basic of the statutory couneils ereated
to advise the Surgeon General on matters relating to medical research,
having particularly the function of reviewing and recommending to
the Surgeon (General research projects upon which grants may be
made. In 1947 this Council, following a presentation by the head of
the research grants division, informally recommended that there be
indicated, in the grant application form, a stipulation that the grantee
would not be restricted by the grant in obtaining and administering
patents on inventions arising therefrom except for the reservation of a
License for Government purposes. S
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- It was recognized that a proposal which would. leave to the grantee’s
unréstricted “discretion thé disposition of the inventive product of
its résearch grant raised policy questions of concern to the Agency as
a‘whole and called for consideration by the Federal Security Admin-
istrator in his role of general supervision and direction. Legally it
presented the question of whether such a disposition.of inventions,
without limiting conditions designed to protect the public interest,
could be squared with the explicit divective of section 301 of the Public
Health Service Act to make information as to research and its prae-
tical a}gplication'available “through publication or other appropriate
Imeans. S SR A
- The resolution of the policy problem with respect to research-grants
of the Public Health Service reflects from this point on the broader
discussions which took place at the Agency level. ' : .
(8) Formulation of policy by Federal Seourity Agency S
.. Thus, before a decade had elapsed the Federal Security Agency was
aware of the conflict presented by its public-service-oriented research
programs and the pressures of the patent system to convert inventions
mto fixed proprietary rights, Two factors particularly served to pre-
cipitate discussion. The lirst was the beginning of the great growth of
research in the health field, conducted or sponsored by the Public
Health Service, principally through its National Institutes of Health
as shown by the tables and charts in appendix J, p. 91. . 8

. The other factor was the inquiry concerning Agency policy received
from the Department of Justice in the course of the study it was con-
ducting preparatory to the Attorney General’s report and recom-
mendations to the President. The Federal Security Administrator
at that time indicated that the Agency had not as yet developed an
agencywide policy, but expressed wholehearted agreement with, its
basic recommendation which favored the Government’s right-to re-
quire assignment of inventions made during working hours, with a
substantial contribution by the Gevernment; or bearing a direct rela-
tion to the employee’s official duties** He anticipated that the report
of the Attorney Gteneral would be helpful to the Agency in its own
policy formulation. - - . oo e
. The Administrator, in his reply to the Attorney General’s inquiry,
passed on the individual comments of the constituent organizations
(the Public Health Service and the Food and Drug Administration)
which had had considerable experience with patents and also the phi-
losophy with respect to their research efforts voiced by various related
umits. For example, the Superintendent of the American -Printing
House for the Blind, an organization having a statutory relationship
to the Agency although not actually a part of the Government, re-
ported that during the 87 years of its existence it had made valuable
contributions to the art of printing for the blind ; it had taken out no
patents and regarded itself as a unit which works together to promote
the interest of the blind without any thought of personal gain through
the contribution of original ideas.®? +: = . .. - Y
SBng?%fIi gcfﬁ-FederaL Becurity A§miﬁi§tra'tor ‘to: John ‘So:;nett? ; Depa’rtmgn_t' of Justieé,
. 4 Letter of A, C. Ellis, superintendent, to Harry Rosenfleld, assistant to the: Administra-
tor,_Sept.ﬂ,]945.- PR R . d - o . ey
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¢ In 1949 the Federal Security Administrator appointed a commit-
teg “to study the patent problems of the Agency and to formulate rec-
ommendations for an agencywide patent policy.”  The committee
‘brought together in a working group, representatives from the Social
Security Administration, the Office of Education, the Public Health
Service, the Office of the Administrator, the Food and Drug Admin-
istration, and the Office of the General Counsel of the Agency. It had
for its chairman, Mary E. Switzer, now Director.of the Office of Vo-
‘cational Rehabilitation, but at that time serving as liaison officer for
the Administrator with the Public Health Service, after years of ex-
perience with its problems in the Treasury Department and inval-
uable experience as well with the war-time contracts of the OSRD
(Office.of Scientific Research and Development). = - :
 The report of the committee was made on June 7, 1950, and was
approved. as the basis for the Agency orders (110 and 110-1) which
followed.®* - 'The committee report is not only.the basis for these im-
plementing orders, but it was, and remains, the most complete explora-
tion of Agency policy and the reasons therefor. Because of its. well-
rounded presentation of the factors which led, with gathering assur-
ance, to policy conclusions to which the subsequently created Depart-
ment has adhered with slight changes, the report of the committee
appears in full as an annex to this study (appendix A, p. 66). . -
hThe most salient conclusions reached at that time may be stated
1. All inventions made by Agency employees which are di-
rectly related to their official functions or to which the Federal
- Government has made a substantial contribution should be owned
~and controlled by the Government for the public benefit.

-2, The nature of the Agency, being devoted to programs related
to health and welfare, particularly compels this conclusion. The
cooperative nature of the efforts in which its research staffs are

engaged also warrants thé requirement that the research product
. of the staff so:engaged should belong to the Government.
~ 2 A patent.in the name of the United States, as owner, is
-merely a means of assuring the availability of the invention to the
-publie; subject only to such controls as may be needed to protect
“ the public health and safety. - : L

4. In the case of grants for research, the basic objective is the
same: i.e., the development of knowledge and of techniques for
‘use. as broadly as possible for the public health and welfare, the

* dissemination of information being a specific duty to this end.
5. A clause reserving the right of determination to the grantor
agency, as previously used by the Public Health: Service, should
be retained in grant applications. Guidelines laid down for the
exercise of the discretion thereby reserved may admit of assign-
ment to other than the United States provided the grantee gives
. i adequate assurance that the invention would be so administered
- that it would be readily available to the public, to science, to Gov-

- ernment, and to industry. S _

“Agenéy order 110, éigned July 10, 1950. . Agenc.y order 119-1, .de.l.ilil.'l ﬁitﬁ ranté
‘suppll_g_;,nte:d:pt.' IV of Agency order 110 and was signed Sept. 15, 1862, g & o
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6. Inventions resulting from cooperative research as to which

a substantial contribution has been made by others, may be left
+"to the grantee for assignment to a qualified organization for a
~limited period, for the purpose of developing and exploiting the
invention, with reasonable safeguards against unreasonable royal-

- ties or repressive practices. Such action, however, is to be taken
only with the express approval of the Administrator in excep-

" tional cases where it is found that by such. an assignment the fruits
“of the invention may be “made available to the public more
quickly, more econemically, in larger quantity or better quality.”
©The last point reflects the readiness of the Agency to recognize, and
put to_the test of experience, the oft-repeated assertion that only
through patenting and exclusive control of their marketing, for at
least o period of time, can the values of some inventions be realized
for the public benefit. - Inventions arising from research c¢onducted
under grants afford in this respect a latitude not open to the Govern-
‘ment since numerous grantee ingtitutions, having authority to acquire
‘patents, have authority (believed not to be open to the Government in
the absence of legislation for that purpose) to issue exclusive licenses.*

Members of the committee, while appreciating the possibility that

development of an invention might sometimes be delayed unless ex-
clusive control of it could be permitted for a temporary period, recog-
nized also— - - . - o P n L

N 1. The difficulty of informed forecast and judgment in matters
-+ involved commercial development; .. - . -

+ 2, The dangers inherent in any action by a Government agency
giving preference to any private interest in inventions financed
‘evenin part by the Government; - - - - - P

3. The possible strengthening of a monopolistic interest in a

particular field by organizations already controlling patents in

- that field, o : B
.- Thege, then; were the concepts (and the caveats) underlying original
Agency order 110, which were to be tested by actual eIXf)eriéncei both
‘within' the ‘Agency and particnlarly in the Public Health ‘Service
‘where the bulk of its research activity was conducted. In the order,
the criteria for the determination of employee rights followed the
language of Executive Order 10096, which had been issued by Presi-
“dent Truman on January 23, 1950, and which (although containing
“puzzling ambiguities not found in earlier drafts upon which the
‘Agency had been asked to comment) was not considered to present
-any point of conflict with the thinking of the committee. The further
“work of the committee in-developing the draft Agency order as it
‘Telated to éemployee inventions dealt with machinery and procedures
“which would conform to the Executive Order. S
" There was set up at this time an Agency Patents:Board, consistin
“of five members, to advise and consult with the Administrator an
the constituent agencies on patent matters, and to hear and determine
appeals from determinations made on’ behalf of the Agency. The
position of Agency Patents Officer was also-created, such officer to
act as secretary and executive officer of the Board; to act.as repre-

#Tor an exposition, frequently elted, of the Government’s authority with respect to

patent administration generally, and particularly the constitutlonal objections to exclusive

licensing, as an attempt to dispose of a property right of the Government in the absence of
statutory provision therefor, see 34 Atty, Gen, 320 (1924).
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sentative or alternative representative on the (Government Patents
Board ; to receive all determinations (made in the first instance by the
head of the constituent unit of the Ageney in which the inventor was
employed), and refer, if necessary, to-the Department Patents Board
for determination; to be responsible for Federal records; to advise
with constituent units, and to-issue, with the Board’s approval, needed
procedures, bulleting and instructions, - : o s
As to patenting the Agency order stated that the Agency will file a
domestic patent application on inventions in which the Agency has.an
interest, provided circumstances indicate that this is necessary in the
public interest and if it is practicable to do so... However, it declared
that it 1s usually desirable for the resulis of Agency research to be
made widely, promptly, and freely available to other research workers
and to the publie, and that, in many cases, this availability can be
preserved by dedicating to the public through publication. The fact
that a patent application has been filed, it was stated, will not ordinar-
ily requirs any departure from normal practice regarding timely pub-
lication of the research. Licenses under patents for which the Agency
is responsible will be royalty-free, revocable and nonexclusive. . Also,
except in unusual cases when determined to-be contrary to the public
interest, licenses will be issued to all applicants and contain no limita-
tiors or standards relating to the quality of the product to be manu-
factured, sold, or distributed. ' ' o
The last provision is especially significant coming as it does from
the Agency which included the principal governmental units charged
with the safety of drugs and related devices for human use. It
mezant that the Agency would not ordinarily look to the chance owner-
ship of a property right, exercised through a patent, to achieve the
regulation of their manufacture and content. . -
" The establishment of the Agency Patents Board (later to become
the Department Patents Board) and the naming of a Patents Officer
meant -that, for the first time, there was provided a forum:inthe
Agency for the consideration of patent matters from a broad policy
standpoint, and a channel for the handling of inventions at the
Agency level. Dasically, the same machinery has continued.. It
has functioned with considerable vigor, considering the perplexity and
time-consuming nature of the problems involved and considering the
fact that they are entirsly peripheral to the basic responsibilities of
the officials who have served in the capacities required by the Agency’s
ordeér. - The factor of continuity has been of the highest importance
because it has meant that the problems arising in the administration
of the policy have had the benefit of ripening experience and the as-
surancs that comes from group discussion of unfolding problems. It
has also meant that succeeding Administrators and Secretaries (of the
later Department of Health, Education, and Welfare) have had an
advisory body with which to consult in the formulation of policy
questions. In the absence of such a body policy problems would
have had to be dealt with either on the basis of a disclaimer of any
prepared policy (as in the reply to the inquiry from the National
Patent Planning Commission in 1943)*% or on the basis of views and

& Lotter of Aug. 25, 1943, from Watson Miller, Acting Adininistrafbf, Tede -al Securit;
Agency, to A. A. Potter, Executive Director, Natlonal Planning Commission. ,r RN o
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experience not’ répresentative  of the total Agency or Department
EXperience.: P T
" Agency orders 110 and 110-1 were revised in 1952, prior to the
transfer of the Federal Security Agency to the newly created De-
partment of Health, Education, and :Welfare in 1953, - In part, these
revisions were necessitated ‘by the sharp curtailment of funds avail-
able at the Agency level for purposes of general supervision and
eonttrol. - Sharp reductions in.force affected the Office of the (General
Counsel where-a chief attorney’s incidental duties as Patents Officer
has come to absorb his full timeé. - By the revision the review fune-
tions of the Board were changed to a purely optional role (considered
sufficient in view of the mandatory right of appeal by employees to the
Government Patents Board). :Greater responsibility -as.to final de-
~terminations was placed on the heads of the operating units of the
Agency. It was provided that, in the absence of appeal, the de-
termination of the head of an operating unit should become the. final
decision of the Administrator unless, upon review, the Agency Pat-
ents Officer questioned its consistency with applicable law or Agency
policy, in which case these should be referred to the Board.. . L
© More significant from the standpoint of the extra- Agency relations
were the changes relating to research grants (at that time In practice
limited to-the Public Health Service). Whereas the right of de-
termination has been reserved to the Surgeon General (as the grant-
or) in all cases, Agency order 110-1 ¢f September 15, 1952, provided
for leaving the disposition of rights in some cases to the grantee. It
also, however, contained a “march-in” clause reserving power to the
Surgeon General to grant nonexclusive royalty-free licenses upon his
determination that the patent had- been used-.to exact unreasonable
royalties or support other repressive practices' adverse to the public
interest. . Objections from grantee institutions led to early change
in thig provision. The revision substituted for the march-in power a
provision for acceptance in advance of the institution’s policy, where
this was established (or.could be modified by agreement) in a way to
give assurance that abuses against which the march-in clause had been
directed would not occur. Where such an agreement existed the dis-
position of inventions was to be left to the grantes. institution accord-
Ing to the terms of the agreement. . In the absence of agreements,
however, the Surgeon General was to make individual determinations
asbefore. - IR T S TTO T DI P
~ 'The policy thus formulated remains substantially unchanged, with
19 institutions now operating under agreements for the handling by
the institution of all‘inventions arising from Public Health Service
grants.. See list and sample agreement—appendixes G-and H, pages
88 and 89, . e e
~ In the formulation of its grant policies the Agency appreciated
very well the significance of its action in throwing its weight behind
ah approach which would generally result, and has resulted, in the
prompt and full dedication to the public of the results of the aided
research. It acted in full cognizance also of variance from the
laissez-faire policy of the National Science Foundation which, under
its support grants, leaves to its grantees full control over the dispo-
sition of inventions arising therefrom, subject only to a license to the
Government. - It considered; but rejected also, the policies of ‘those
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universities which adhere to the view that the results of research conr
ducted at the institution should be patented and administered pri-
marily as a source of income for. the support of further. research
activities or for general university purposes, = o S

The most serious obstacle, however, to the adoption of what seemed
to the Agency an appropriate policy for research in the general pub-
lic interest, was the often encountered contention that its regearch
grants, in 1ts patent clauses, should conform to the contract clauses
of other agencies of the Government, particularly those prescribed
by the Armed Services Procurement Regulations. Whatever the
propriety of so restricted a claim in the case of the military depart-
ments; it was deemed inadmissible for research conducted for the in-
formation and benefit of the general public. St o
 In the negotiations which have led to the acceptance (sometimes
with important modifications to bring them in line with the Iimita-
tions of the Department regulations) of the policies of a number of
universities and other nonprofit institutions (19 agreements to date)
to govern the disposition of inventions arising from its grants, a
process of increased understanding and support for the basic objec-
tives of the research activities of the Service was set.in motion. This
included understanding of the reasons why those objectives, involv-
ing the dissemination of information and dedication to the public
of the results of research, differed from those, for example, of the
Defense Department which engages in research primarily to-supply
the néeds of the Government itself, o A )

- With Federal agencies having general managerial functions with
respect to property, reiteration was required of the reasons why the
regults of inventions, even when patented, could not be narrowly re-

arded. as an ordinary property right. For example, in 1945 the
Surplus Property Administrator inguired as to patents or inventions
in the possession of the Agency which:were “not needed” to carry
out its responsibilities and which, therefore, it would declare surplus
under the Surplus Property Act of 1944, ag amended.®. The Agency
in reply advised that it did not anticipate declaring any such interest
to be surplus. In considering the application of section 19 of the
Surplus Property Act to the Agency, the Agency was mindful of the
fact: that its own responsibilities lay in the field of health and welfare
and that in carrying out its funections, it worked in cooperation with
State and local governments and also with large numbers of non-
profit institutions., It cited a substance of value in the field of cancer
research. as a recent invention developed by an employee in carrying
out. the health research function. The disposition of inventions of
thiz nature to private interests giving.them exclusive rights would
hardly be compatible either with the responsibilities of the Agency
or.with the intent of Government employees voluntarily making such
assionments for the purpose of serving the public interest. No rec-
ord has been found of further pursuit of this inquiry from the Sur-

plus Property Administration. . .
-; 4“Letteu' from W .Stu.a.rt;. Sy.mingfoﬁ,.' Administfﬁf;:)r-,-‘-Surplus Properf& &dministratio'n.,
and reply of Dec, 10, 1945, from Wateon Miller,"A_admimstr?,_tor,' Federal Security Agency.
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{¢) Consideration of policy by Department of Health, Education,
 and Welfare R I A
 The Department of Health, Xducation, and Welfare ‘dates from
April 11, 1953. The general Agency policy with respect to inven-
tions has been continued without basic change under successive ad-
ministrations in the new Department. I E '
_ The Department of Justice in that sime year, stirted by the back-
log of patent litigation in the Court of Claims, discontinued its
assistance in the prosecution of patent applications, a’ service it had
been rendering to GGovernment agencies unequipped with patent at-
torney staffs of their own.*” The Department of Health, Education,
and Welfare could not, if it would, with the limited appropriations
available for its Office of General Counsel, have made up for this
withdrawal of service from the Justice Department by building up a
stafl of attorneys qualified as specialists in the patent field. ~Accord-
ingly when the Department of Justice returned to the Department the
files. relating to its pending patent prosecutions, the justification for
continuing the patent applications at Government expense was re-
examined. This proved a salutary experience. - Some applications
were found Iacking in substantial merit; for others, publication was
deemed adequate to protect the publicinterest. . o
Increasing experience with the administration of patents also led
at this time to increasing skepticism as to the value of the patent tech-
nique for the Government. At the time the Department was estab-
lished in 1953 only two patents for the administration of which it was
responsible had been made subject to conditional licensa; on all others
licenses were issued on request and were only of paper significance.
Under these circumstances, and despite traditional practices in other
agencies, the Department Patents Board was not persuaded of the
utility of the patent and license process and requested the further de-
velopment of technigues which would both advertise the availability
of new inventions to the public and protect against private appro-
priation by others under the patent systera. ~ . ..
Such a policy, it was récognized, might be disappointing to some
employees who had come to regard’ Government-financed patents as &
form of honorary recognition or award.” It might keep the new De-
partment low on the list of Governinent-owned: patents and might,
though it should ‘not, give it & weaker voice on the Government
Patents Board. By this time, however, the Chairman of that Board,
then Mr. Archie Palmer, had issued a list of 3,658 Government-owned
patents, and the multiplication of these for purely defensive or prés-
tige purposes was alréady causing concern to the overburdened Patent
Office. Mr. Palmer and Mr. Green of the Office of Technical Services
of the Department of Commerce, contributed helpfully to the ex-
ploration at that time of channels of teclinical disclosure and publica-
tion to supplement various scientifi¢ and technical journals. = .
" For both employes inventions and inventions arising from work
supported by grants, dedication by gublica’tioh-, without' récourse’ to
the patent process, has become standard policy of the Department.
Under the orders of the Chairman of the (Government Patents Board
a determination that the Government is entitled to the entire right,

@ Totter of Sept. 4, 1963, from Asslstant Attorney General Burger to the Secretary of
Health, Iidyeation, and Welfare. :
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title, and interest in an employee invention is not, except in caze of
appeal by the employee, subject. to review by the Chairman; deter-
mination that the interest of the Government would be adequately.
protected by publication has, however, been subject to review. Al-
though -the absence of ob}‘ection in the specific case may reflect no
more than a “wait-and-see” approach, the Chalrman, up to the writing
of this study, had in no case objected to the Department’s determina-~
tion against patenting and in favor of publication. . The Department’s
policy, at any rate, represents a middle ground between undesirable
alternatives, 1.e., the amassing of Government-owned patents devoid of
normal patent significance, or a general abandonment to private and
potentially monopolistic interests of the fruits of publicly financed

research. B

(@) Consideration. .of policy by Department of Health, Education,

o and Welfare—The impact of contract research, industrial and
other Do . R

'The terms upon which industrial cooperation can be enlisted in a
major research atiack on disease constitute a new challenge to the
Departrhent’s concept of the public interest in the patent field.
Spurred by the hope that some combinations of chemicals might hold
the key to the relief or cure of cancer, Congress for the fiseal year 1956
included in its appropriation for the cancer program authorization
for cancer chemotherapy research contracts and clothed the Surgeon
General with power to enter into research contracts free of someof the
controls normally attendant on Government contract negotiations.
Amounts available for this purpose increased from $900,000 for the
fiscal year 1956 to $21,142,000 for fiscal year 1960. :

The program envisaged the coaxing from the shelves of the large
chemical and drug companies, for testing purposes, of a vast number
of compounds and chemicals whose utility was as yet unestablished,
and the formula for whose manufacture was as yet undisclosed. The
first test of the Department’s patent policy arose in connection with
the so-called screening contracts for these compounds. These supply
contracts called for the furnishing of compounds for testing, accord-
ing to & prescribed formula, for anticancer properties, such testing to
be carried out on animals only (usually mice). The problem involved
was not so much one of immediate invention, the possibility of which
was largely excluded by the routine and rigidly controlled nature of
the tests themselves, as laid down by the Service, as it was of reconcil-
ing the supplier’s interest in preserving the confidential character of
the tested compounds:with the primary interest of the Service in the
disclosure of the results of research for the benefit of the public.

'This- problem was resolved by the adoption of policy controls*®
(pursuant to which tightly drawn contract patterns were evolved).
which apply exclusively to the situation in which a supplier furnishes,
for controlled screening and testing purposes only, compounds or
products not otherwise available to the Serviee and in which the sup-
plier has a proprietary interest. The contracts in these cases may pro-
vide that all rights in the compounds or products shall remain in the
supplier. - The Surgeon General may additionally provide for confi-

@,Debartmént"ﬂlanual, 6'—10420. '?Patent Poliey Applicable to Chemothefapy Industrial
Regearch Contracts: C, Contracting With Suppliers for Screening and Testing Only.”
Appendix B, infra, p. 78, S
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dentiality of the results for a limited period after the completion of
the screening process and the report of the results by the Service to
the supplier. This period, as to results deemed’ significant for the
research purpose, may not, however, exceed 1 year. When the screen-
ing and testing is carried out by an outside laboratory the rights of
he supplier ‘are safeguarded in the contract of the Service with the
testing laboratory. . .0 I : o
- Difficulty over the patent clauses developed in the negotiations of
industrial contracts for research, including that in which new develop-
ments in the cancer field were considered the most likely to arise,
namely, the production and process of extraction of cultured filtrates
from antibiotic beers. The cost of extraction of these filtrates is high
and the investment necessary for facilities and equipment is substan-
tial. Enlistment of the efforts of large chemical and pharmacentical
companies was considered to be essential to the dynamic mass attack
on this approach to the cancer problem envisaged by the Congress.*
Up to this time the authority of the Service, with respect to the
conduct of research programs by others, ‘was limited almost entirvely
to.grant programs, and to dealings with: nonprofit organizations.
Department regulations with respect to- contract research were not
spelled. out in the regulations but were deemed . to call for the appli-
cation of criteria consistent with those applied in the case of grants:
Already, however, contract research authority was being extended to
other programs of the Service and of other agencies of the Depart-
ment. . General legislation has now extended fo all agencies having
authority to make contracts for basic research with nonprofit organi-
zations, authority to employ the grant technique as well:°- " The 1960
Appropriation Act for Health, Education, and Welfare extends con-
tract authority to all research or training projects of the Service
under the appropriation without limitation to contracts with non-
profit organizations.® ... .. o .0 L
. 'The. problem confronting the Department, as first considered by
the Department Patents Board, was precipitated by difficulties re-
ported to the Board in the negotiation of the:cancer chemotherapy
contracts. It involved the extent, if at-all, to which the basic policy
criteria would need to be modified to meet the pressures existing in
connection with the chemotherapy.program.  Inevitably, however,
this.raised the problem of the extent to which such modifications
should be treated as an éxception rather than as a new general rule.
< The situation was anomalous in that the case for ownership of in-
vention rights by the Government is most strong when it results from
contracts, In the nature.of procurement contracts, in. contrast to in-
ventions arising.from research under grants to nonprofit organiza-
tions: which are founded. on the concept of benefit to the grantee in
its ‘research activities as well as support. for a particular project.
In the case of the industrial contract, however, where, as.in the cancer
chemotherapy program, the heed for a particular type of research
_ 4 See special report to the House of Representatives, “Participation of the Pharmaceu-
tical Industry in Research in Cancer Chemotherapy,” submitted by Dr. Kenneth M, Endi-
cott at the request of Mr. Fogarty, chairman of Subcommittee on.HBEW Appropriations
for 1959, pp. 819-822. : : e
. B i%g-bsggh'tion;&ctufor_the Department of Health, Education, and Welfare (73, Stat.
SE&)C hf?’r fiscal year __1960, under Fublie Egalth Sea_-v_ice, appropriation for L"general re-
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may be eritical and the factor of competition not strong, the question
of the bargaining position of the Government may.become crucial.
Presentations to the Department Patents Board, and the ensuing
-discussions, involved what amounted to a resurvey of the Depart-
ment’s enfire patent policy., Participation by operating program
and administrative units within the Department in this discussion
was broader and more informed by actual experience than had been
the case when the policy was first formulated. The result of the
general policy review at this time was a reaffirmation of the basic
criteria with respect to all contracts with nonprofit institutions, in-
cluding authority to leave the disposition of inventions to the insti-
tution 1f its policy had been accepted as meeting the requirements
held necessary to assure protection of the public interest. The policy
conclusion was the same with respect to other than nomnprofit insti-
tutions. For these also the standard patent clause only is to be used,
requiring a prompt report of any invention (first conceived or ac-
tually reduced to practice in the course of the performance of the
contract) for determination, by the head of the constituent organiza-
tion responsible for the contract, as to the manner of the disposing of
all rights in inventions. This specifically includes, but is not limited
to, the right to require the assignment of all rights to the United
States or dedication to the public.®* These provisions are spelied out
in the regulations. ‘' (See also “Explanatory Statement With Respect
to Contract Research and Research Grants,” appendix D, p. 85.) ;
. With respect to industrial research contracts of the cancer chemo-
therapy program the regulations provide for an exception to the gen-
eral rule-indicated above. -These are subject only to such limitations
and alternativesas the Secretary may approve for such pro%r-am. The
patent policy applicable to such research contracts is spelled out in
the Department’s Administration Manual, Patents and Inventions
(6-10-20). . These criteria, first approved in September 1957 and
modified in-August 1958, provide for the adoption either of the stand-
-ard patent clause or, in the walternative, of a provision leaving all
rights in resulting inventions to the contractor, subject only to a
license to the Government and to a’march-in power in the event -of
failure to meet the health need. e S e
It would be absurd to dismiss, on the ground that they represent
only an exception to general policy, any further account of the spe-
cia] provisions allowed for the contracts in this program. The pro-
gram is directed to research to discover agents effective against the
most dreaded of human diseases. Behind it, however, loom the po-
tentialities of discovery in other fields, such as those of psycho-
phiarmacology, the opposition or reluctance of the drug companies to
enlargement of Glovernment research efforts in areas closely allied to
production, and the jealousy with which the various companies
protect their competitive position through tightly controlled patents.
For this reason it may be illuminating to review the three stages in
.the application of policy to this pa,rticu%ar program. - T
In enlisting the efforts of the Jarge chemical and pharmaceutical
companies in the chemotherapy research effort the Government was
prepared to pay the full cost of the contracted research, including the
construction of the necessary facilities. Contracts, under the normal

245 C.F.R. see, 8.6, 8.2,
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policy ‘of the Department, would have provided that the inventive '
‘product 6f the research thus financed and paid for by the Government
should be, as determined by the Surgeon General, either assigned to
the United States or patented or otherwise disposed of under
standards providing for the protection of the public interest in the
‘case of all research financed by the Service. These standards, as has
been seen, would admit of dedication of the invention to the public
‘or, if the invention were patented, would assure its availability gen-
erally for royalty-free and nonexclusive patenting. It would admit
also of assignment for a limited period to a competent organization
for developmental purposes if it appeared that the invenfion could
be more adequately and quickly developed for widest use and that
there were satisfactory safeguards against unreasonable royalties and
repressive practices. The contracting companies would thus be as-
sured not only of full payment but, m addition to the leadtime and
know-how of production techniques, would be assured that no com-
petitor entering the fleld later would be given any preference.

As already mdicated these assurances were reported to be insuffi-
cient to secure contracts. Special criteria for the cancer chemotherapy
program were first approved by the Acting Secretary on September 9,
1957, accompanied by an explanatory statement as follows: .

- The cancér chemotherapy program of the Public Health Service is an intensi-
fied effort, with special appropriations: made available under a congressional
directive, to explore exhaustively and rapidly. the potentialities of chemical
‘compounds in the control of caneer. Berause of the peculiar éxigencies of this
program and in order that thé resources of pharmaceutical and chemical firmg
~may be brought to bear with a minimum of delay, certain exceptions to general
-Department policy will be permitted in the negotiation of industrial contracts
for this program.® O - o TS

.- Difficulties in contract negotiations continuned. On the request of
‘the Board for a formal report as to the factual situation, the Surgeon
General informed the Board that it had been unable to conclude prod-
‘uct-development contracts under. the terms of the September 9, 1957,
policy. - In the course of the consideration of policy changes which
‘followed, the Board had before it not only recommendations of the
Service, but written comments of the legal committee of the American
Drug Manufacturers Association transmitted by the president of the
asgoclation and an opportunity was afforded certain industry leaders
at their request to appear before the. Board. st - .~ . - .« -
.. Discussion centered upon the provision whereby the unlimited right
allowed the contractor to control the product. of research for health
as’well as other purposes would be offset by a power reserved to the
Surgeon (General to issue licenses under the patent to other com-
panies, if he should deem it necessary to secure an adequate supply
-of the product for health purposes at a reasonable price and of high
‘quality. This was the most sensitive point in the discussion. Indus-

5 Department Manual, General Administration, 6+-10-20 A, 1. e .

5 Bee, for eXample, as & statement of the drog manufacturersy’ position, o paper entitled
“The Washington Hcene and the Drug-Industry,” by Earl Bambock, executive vice president,
American Drug Manufacturers Association, reprinted in hearings before SBenate Appropria-
‘tions Committee, Subcommittee on HEW Appropriations; fiseal year 1959, p. 1678.  On
patents in relation to the competitive position of certain drug companies, see Federal Trade
Commigsion report, “Economic Report on Antibiotics' Manufacturers” (June 1958).
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try leaders who appeared before the Board % urged that the power
of publicity and public opinion would be sufficient to force general
licensing if the facts of a situation justified it. They expressed fear,
however, that the Surgeon General would be unable to resist the pres-
sure for general licensing, even though sufficient justifying circum-
stances did not exist. It was suggested, as an alternative, that the
contractor should be obligated to license only manufacturers to be
selected by the contractor. The need of safeguards against capricious
and arbitrary action by the Surgeon Genera%u was urged. . | '
.. Final revision of the Department’s criteria for industrial cancer
chemotherapy contracts was announced August 5, 1958. Under it
two alternatives are available,  The contract may retain the “standard
clause” reserving to the Surgeon Genersl the right of determination
as to inventions. ‘Or the contract may leave the right to patent and
exploit inventions to the.contractor, subject only to various prelim-
inary. procedural steps to be taken in the event the public interest
requires broader licensing and an ultimate march-in power in. the
Surgeon. General either to dedicate to the public all rights in the
invention, or to issue nonexclusive royalty-free licenses for practice
of the invention for any health purpose on a nondiscriminatory basis
to all qualified applicants. Prerequisite to the exercise of march-in
power ig g finding, following opportunity for a hearing, that the con-
tractor has not met the public need and that public dedication or
additional licensing is necessary in the public interest. I

The basic change between the 1957 and the 1958 criteria may escape
the casual eye but its significance should not escape the analyst. Un-
der the 1957 version the right.accorded the contractor {instead of the
Government) to own and exploit the resulting inventions was in the
nature of a provisional or conditional right terminable by the Sur-
geon General if in his judgment necessary to assure an adequate sup-
%ly of the product for health purposes. Under the 1958 version the

overnment has contracted to give the contractor the exclusive right
defeasible.only after formal proceedings of a quasi-judicial character.
The questions which present themselves are whether (1) the original
surrender of the Government’s interest is not too great, (2) the
march-in power is not too blunt an instrument for residual control,
and (8) the procedural provisions are not too clumsy a buffer between
the two, the need for which might have been avoided had greater
refinement in the basic contractual provisions been found possible.. .

It is too early to assess the practical operation of these provisions.
It is certain, however, that insofar as the policy of the Department
has been made subject to the exception which permits the contractor
to retain the inventive product of Government-financed research, and
to_license its use on a pattern 'advantageous to its own interests, it
represents a setback for the Department’s basie policy. Asg suecinetly
%sr)ing)unced in Chemical and Engineering News (issue of Aug. 18,
. HEW policy now gives indusiry stronger patent position, right to exploit dis-
coveries; right to-choose lcensees. - -~ oo e : .
o Mr, J ohn T. -Conndr, presldént of-M'éfék & Co. ;.Dr. .Emeét Yolwiler, chalrman of the
board, Abbott Laboratorles, and president, American Drug Manufacturers Assoclation; Mr,
Franels Brown, president of Schering Co;'and of the American Pharmaceutical Assoeiation.



94  PATENT POLICY ‘OF HEALTH," ¥DUCATION,  AND' WELFARE

Such prowsmns may a.dd1t10na11y advance the economically advan:
tageous position of ‘indiistries which' are already marked by o h1gh
decrree of oncentration of ; power based upon patents.®

‘The. ‘most-¢ompelling forces in this actior were: first, the :nature of
the ' priogiam itself, with its' deep emotional undertonss of human fear
and suﬁenng, second, pressures on the Service: brought 'to bear by
the companies which in eflect demanded, ‘as the price of their partici-
pation ard in‘addition’ to payment for ’helr outlays and etforts, con-
trol of the commercial application of thé inventive results;:third,
insistence by congressiotial committees responsible for approprmtmns
that the Service speed up in this ares through industrial research c¢on:
tractsy ¥ and, fourth, perhaps, ina negatlve sense, the absence” of
statutory authorlty which ‘might have placéd the bepartment in‘a
more flexible and effective position.” -Such legislation might take the
forim of a déclaration ‘of public purpose to make tlie résults of such
contract reésearch available to the publie, for widest; use and ut reason-
able cost, but authorize exclusive licensing to the original contractor
for & sharj )ly limited period when deemed ‘desirable to expedite pro-
duction. It should additionally be said that the failure to-identify
the broader issues, and’ compel’ their attention ‘at the Secretary’s
Jevel, before the Service became entasshed in the details of contract
negotlatlons, meant the loss of opportiinities for'agreements more de-
Tensible from the standpoint of public policy. As the exigericies of
the situation. developed, it was the Department ra,ther than the drug
compames, which was “oii the gpot.”

This struggle surronnding the cancer chemothempy prograim should
not, “however, obseure the fact that the standard policy of the Depart-
ment is ‘operating in the contract as well as other fields. * Testimony
before the 'Subcommittee on Monopoly of the Sena,te Sma,ll Busmess
Committes in Décember 1959 stated that-—
whereas g total of 227 research contracts were entered mto by the Pubhc Health
Service during the fiscal years 1958 and 1959, undér the eancer chemotherapy
exception less than 15 contracts were executed Whlch left mventmn r1ghts to
the contractors.” :

‘Despite misgivings on the part of industrial concerns a.nd others, the
roIe of the Federal %}overnment in ¢onducting and assisting research is
irresistibly expanding. ‘This development is inevitably accompamed
by concern for the wide availability and use of the inventive product
of research and the prevention of its monopolistic exploitation,” This
concern is particuldirly great in the field of health where breakthroughs
in science hold promise of WOlldWlde conquasts of many of the dlseases
that plague mankind.

~'The Department’s policy, with respect to 1nvent10ns a,nd patents
has been developed in the light of its statutory responsibilities for
hea,lth educatlon, and Welfare a,nd for dlssemlnatlon of the results of

s Por discussion, see Rose, 8. K., “Some Patent Agpects of the Conguest of’ Cancer"
(1959). 'This paper is not yet ready for publication but is available for examination at
the Patent, Trademsrk, and Copyright Foundsation: of the George Washlngion TUniversity
Building. '0n patents as a factoT in the economie position of certaln drug companies, see
“Heonomic Report on Antiblotics Manufacturers,” supra, note

5 Houge Committee on Appropriations, Rept, 217 to accompany ILR. 6287, 85th Cong ,
-1958 p 19 ; Senate:Appropriations Committee report on same; pp. 22—23.

"% the committee congiders that progress in making industrial eontracts has been un-
,necessanly slow. The committee directs that utilization of industrial facilities for this
program be expedited * * *” (§, Rpt, 416, 85th Cong., 1st sess., p. 23).

W Staternent by Parke M. Banta, General Counsel, epartment of Health, Education, and
Weltare, Deec. 9, 1959,
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research.. - The issues have been beclouded by outmoded. personnel
practices and absorption with the complexities 'of the. patent system
as such. The following pages analyze, on: the basis of experience in
the Department, some of the many facets of the problem. and sug-
gest the outlines of a simpler, freer approach geared to the ob]ec—
twes of Government resea,rch in the health and Welfare ﬁeld :

- B. BASIO POLICY QUESTIONS '

c1. INVENTIONS OF. GOVER\TMENT EMPLOYEES

(a) Patenﬁs as matter of prest@ge or monetm“y awmrd

1s it mecessary or desirable, in order to command the bést eﬁort ‘of
empwyees, to hold out to them s a matter of préstige or monetary
reward the patentmg of . mfvenmons mcr,de in aonfnectwn wzth thew‘
work? % :

‘Thig is the questlon in the pa,tent ﬁeld WhlGh hes closest bo the aims
of the mounting research programs of the Department, all of which
depend on the alertness and zeal of the employees. engaged in them,
not. only of the top scientists but of the supporting: technical. staffs
representing. a. wide variety of skills. It is the question also. which
lies closest to the constitutional purpose of the congressmnal power
to provide for patents in order— ‘ ‘ : ;
to pr»)mote the progress of smence and useful arts, by securmg for lmnted tlmes
to *'* # inventors the exclusive. right to: their * *.* digcoveries.-,

‘To this question the Department has given a negative reply Has
Department experience borne out the soundness of its position? « - -

t this point it may be well to recall the basic legal position in the
absence of a controlling policy.  The entire right, title; and interest
in an invention made by an employee within the scope of his specific
assignment to invent bel‘on'r in equity to the United States; if the in-
vention lies outside his assi ent the Government is at: most entitled
to a shopright. As Dubilier has stated, the Government in this re-
spect stands in the same relation to itg" ‘employee as any other em-
ployer would stand; all depends upon the bargain befween  them,
eXpress or implied. - Proposa,ls have been made :for legislation which
would leave the Government employee: all rights (except in-inven-
tions developed pursuant-to specific assignment, to.make the inven-
tion) subject to a license to.the Government if there had been a sub-
stantial Government contribution to its making or development.®
On the other hand it has not, I believe, been seriously suggested that
an invention' of a Govermment employee which is. unﬁ&ted to his
-Work a,nd ma.de Wlthout a contmbutlon of Government :Eunds, work-

5 The phrase “lnventions made in. conneetion W1th their work” is here used in a. broad
sense. The degree of relationship to officlal duties and speciﬁc a.ssxgnments necessary to
suppurt required- assignment are discussed elsewhere,

% Finnegan and Pogue, “Federal Hmployee Invention Rights—’.l.‘ime ’I‘o Leg:slate,” 11
Mich, L.R, 303 (19567). S

U B9831—61——3"
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ing time, equipment or facilities should be subject to required assign-
ment or'even required license to the Government.* ' -

" The ‘question, therefore, as tested in practice within the Depart-
ment, relates to motivation, to that subtle ingredient which stimulates
the inventive wits of man.  The motivation, so far as patents are con-
cerned, involves in most cases only factors of prestige and recogni-
tion. To the extent that either domestic or foreign rights may be Teft
to the inventor, it involves also the possibility O%T]l;)roﬁtable exploita-
- tion.

In connection with thig study effort has been made, both by personal
interview and examination of individual case files, to ascertain the
reaction of affected employees to the present policy. The problems
of inquiry are heightened because, although awareness of the policy is
growing, the fact of invention freguently finds both the scientist and
his immediate supervisors quite uninformed about Department regu-
lations but full of ideas as to what should or should not be :done
‘patentwise.’ Very often, for these are workers who live in an atmos-
phere and tradition of public service, these ideas are founded on what
the'inventor conceives to be the best method of protecting the interest
‘of the Goverriment. ' Xt is-often difficult, for this reason to disentangie
and identify the concept of private interest in an invention from that
‘of the Goverrinient or the public. Coe o

(1) Food and Drug Administration~—Experiencein the Food and
Drug. Administration illustrates the. persistence of this difficulty. In

_this agency there had been a long: tradition:-under the Department of
Agriculture of invocation of the nonfee statute for so-called public
service patents, coupled with assignment to-the United States of the
domestic' rights.. KEmployees understood that patenting was the
method greferred by the Government for the protection of the inven-
tive product of its research work and the alternative of publication
had no place in the established routine. - An inevitable byproduct of
the routine was the burdening of administrative and legal channels
with patent applications, some of them of questionable merit. Thus
the chief of a division regorting to the Commissioner concerning a
device of doubtful patentability remarked that~— . . . S
‘our ‘purpose in proposing that we sécure 4 public service patent was to prevent
exploitation of the publicthrough commerciglization of the device® . :

" Following the issuance of Executive Order 9365 relative to'the ob-
‘taining of ‘foreign rights “wherever practicable” on inventions result-
ing from Government-financed research, the Food and Drug Admin-
istration’was- asked by the Federal Security Agency to report any

‘patents issued on’applications filed since the date of the order. 1t
“developed that two patents had been issued in the name ‘of the in-
ventor on variations of measuring instruments, with assi ent of the
‘domestic rights to the United States and retention of foreign rights
by the inventor, according to the usual practice.. The inventor, how-

6 One determination by the Surgeon General, in 1958, is to the contrary, ..Government
Patents Board, GPB §-64. Determination that the Government is entitled to a lleense in
such a case wis apparently based apon the around-the-clock theery of the duty status of
the inventor, an officer in the Commisslioned Corps of the Service. There was ne appeal
by the employee in this case. The Depariment, however, concurred with the ruling of
11§hca cII_l_airman of the Government Patents Board that the Government was not entitled

o a license. .

4 Memorandum of John Harvey, Chlef, Western Division, dated Bept. 29, 1942, re

invention of Dr. Meuron.
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ever, was reported to be entirely willing to assign the foreign rights
also to the Government.® = - - ‘ ‘
The first determination under Executive Order 10096 and Federal
Security Agency order 110 which involved an invention report from
the Food and Drug Administration involved a modest but useful
device to prevent waste of feed by small laboratory animals. The in-
vention was made by two laboratory workers who observed the need
while engaged in official duties but who worked it out on their own time
and without a contribution of Government materials. = In their report
the inventors said a patent would be in the public interest since at least
the Government would have the means available of controlling manu-
facture and saving itself money; they made no personal claim. This
was one of the cases transmitted to the Department of Justice for a
patent application under the nonfee statute with a reservation of a
license to the Government; it was returned.to the Federal Security
Agency when the Department of Justice discontinued its services to
Federal agencies in the preparation and filing of patent applications.
The Federal Security Agency decided not to prosecute the application
although the inventors were free to do so. Meanwhile the Chairman
of the Government. Patents Board pronounced that the Government
was not entitled to a license by reason of Esxecutive Order 10096
standing alone, a conclusion with which the Agency had no quarrel.®
The patent officer of the Agency then prepared a memorandum of
explanation on the entire situation, and the last note in the file on this
momentous case (which had occupied the attention of three inde-
pendent Government agencies) is a report that the inventors—
understand the situation completely but still prefer to give the Government a
royalty-free license on any patent which may issue. o . . :
Significant inventive developments.in the Food and Drug Admin-
istration in recent years have centered in the Division of Antibioties;
the Division charged with the testing and certification of penicillin
and other antibiotics. . In the period 1947-49 six patents were issued
in.the name of the inventor, Dr. Henry A. Welch, who was then
{and up to the time of writing this repori was stiil) the Director
of the Division. It had been Dr. Welch's practice to retain a pri-
vate. attorney.to prepare and - file the application papers on these
inventions,; which included important therapeutic compounds. Later,
according to practice, an-assignment of all domestic rights was made
to the United States, the foreign rights being-left to the inventor:
The foreign rights were in some cases disposed of to certain American
drug companies by the inventor for a substantial consideration. .
The Welch inventions represented situations in-which the Govern-
ment would have been entitled to the entire right under the Executive
order but, as a memorandum of the Commissioner records,* the prose-
cution of foreign patent rights and the policing of them was too ex-
pensive and onerous for the Government.. It was. found, however,
that the purchase of foreign rights from the inventor by certain com-
panies gave rise to fears on the part of others that the impartiality of
the Food and Drug Administration in the administration of its certi-
@ Memorandum of Oet, 117, 194'11, to A. J, Buscheck, Office of the General Counsel, regard-
ing Patents 2,355,406 and 2,381,414 : Dr. John Wilking, inventor. "On a third application
which was still pending, the inventor was unavgilable for report. - . T

- % Government Patents Board, GPB 6-38. These decisions are not. puﬁliéhed.»
8. Qommissloner Dunbay, meémorandum to files, Mar, 30, 1950. - A S
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fication services might be impaired. - It has been a jealotsly guarded
policy of the Administration that none of its emiployees who has any
part i making policies or in enforcement operations should have any
financial interest or Teceive income from any firm whose business or
whose sdle of commodities is subject ‘to laws enforced by the Ad-
ministration. ‘Tn keeping with this policy Dr. Welch was asked to
make, and did make, 4 dedication of foreign rights to the public

insofar ashe still retained such rights, _ B
- Interviewed as to present policies, Dr. Welch indicated that on in-
ventive developments he would il ‘the old days have filed a patent
application but that riow there was no'incentive to patent sinice, unless
an-employee cotild get some returh from foreign Tights, he could not
afford to go to’all the effort involved in working up.the details of a
patent application, an elaboraté and exhausting process. e ap-
proved, however, the alternative of publication as a matter of Govern-
ment policy, with its avoidance of the complexities of the pursuit of
]émtent_' rights, the utility of which, he commented, is increasingly
doubted by some private concerns. On one point, and the one here at
issue, he was emphatic: the inventive talents of-the research worker in
Government will not be stilled, and they are not at all dependent upon
the patent incentive. Dr. Welch was himself in 1954 the recipent of
a Distinguished Service Award from the Department. It would be
absurd to think of such an award as'other than honorary recognition
for achievement in a field which contains its own'challenge for the

pursuit of invention and knowledge. - o

The cash award system dperates on a different level from the honor-
ary awards for highest achlevement; nevertheless, the individual who
is keen on his work is more likely to attach greater significance to'ths
post facto recognition that it provides than to its specific incentive or
material reward. - Thus, a current example of the exercise of inventive
talent in the Food and Drug Administration consists of a new rmethod
for the production of penicillinase, used in laboratory testing for the
rapid inactivation of penicillin. “The two inventors are bacteriologists
in the Sterility Testing Branch of the Division of Antibiotics. They
were recommended for, and received, cash awards of $200 each under
the employee award system. The recommendation for the award noted
three points: That the process has resulted in tangible monetary sav-
ings to the Government, that it has developed a better product, with
potency and sterility. assured; and that the inventors had demon-
strated-alertness.in applying current scientific developments. - Tech-
nical publication is now in course of preparation which will make the
benefit of the new knowledge availabletoall. - -~~~
- (2) Public Health Service—Burean: of State Services—In the Pub-
lic Health  Service, inguiry has involved the National Institutes of
Health, in which the bulk of research activity is.centered, and the re-
search - establishments under the Buréau of State Services which in-
clude the Communicable Disease Center at Atlanta, the Robert E.
Taft ' Sanitary Engineering Center in Cincinnati, and the Occupa-
tional Health Field Headquarters in the same city. . S

The files of the Bureau of State Services show 15 invention reports
from the ‘Coinmunicable Disease Center and its affiliated stations in
the period 1949-59. Theinventions were the direct outgrowth of work
in the laboratories of the Center and in no'cdse was there a claim of
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personal interest. Prior to the adoption of a specific patent Po_l_icy by
the Federal Security Agency, the practice was to receive invention
reports as requests for patenting under the nonfee statute and for the
purpose of protecting the interests of the Government,  After refer-
ence to, the Department of Justice no less than eight of these were
dropped for various reasons.. Kither patentability was doubtful be:
cause the invention was covered by the prior art or because there had
been publication of more than a year standing, or it was felt that the
interests of the Government would be sufficiently protected by publica-
tion; one application was dropped after initial rejection by the Patent
Office. The record at that time shows that the Chief of the Patent
Section in the Department of Justice was troubled by the number:of
requests for patent actions on inventions of dubious patentability and
importance, and that the Chief of the Bureau of State Services i the

Public Health Service was seeking advice as to how the Government.

interest might be protected in those instances where there is adminis-
trative doubt as to'the significance of a device or the necegsity for se-
curing.a paten 68 : R B D
On one application filed in this period a patent was allowed on'an
insecticide composition, a field in which the Communicable Disease
Center was and is actively engaged.®” This was an assignment, case,
liks the others, with procedures geared, however, to the nonfee statute:
The first determination under Executive Order 10096 and Federal
Security Agency order 110 was also processed to the issuance of o pat-
ent, the invention in this case being a procedure for the preparation of
certain types of chemicals.® - The second, mvolving new insecticidal
combinations, was pressed to the point of patent, application and re-
jection by the Patent Office. - Again there was no claim of personal
interest and the Bureau of State Services gueried more persistently
than before whether the objectives of its tax-supported research would
not in general be adequately served by publication. - cie
In contrast procedurally, after the declared policy in favor of pub-
lication had crystallized, was a notable invention of “DDVT-beta sub-
stituted alpha keto phosphates.” This was a compound with out-
standing insecticidal properties useful in the fields:of both public
health and agriculture. . It was developed at the Technical Develop-
ment Laboratories of CDC at Savannah. The inventors did not ques-
tion the Government’s right to assignment but recommended. both
domestic and foreign patenting; if the Government chose not to exer-
cise its option to acquire the foreign rights, they requested that such
rights ba'left to them. The determination was for assignment of the
domestic rights and for dedication by publication.? Technical publi-
cation was supplemented in this case by a number of special mimeo-
graphed announcements designed to take care of the mountivig flood:
of requests for information from industry and potential users. ' -
Foreign rights in this case were left to the three inventors, and the
Office of Technical Services in the Department of Commerce offered
8. Letter dated Méy 25, 1950, from Roy'Hacf{ley to - Communicable Disease: Center ;
memorandum, Dr.. C. L. Williams, director, Burean of State Services, to Assistant General
Counsel, Federal Seeurity Apency, June 15, 1950, T . R
9 Patent No. 2,572,864, “Pine-Gun Rogin DDT Ynsecticide Composition.” Inventors,
Summerford and Jensin, o o )
-8 Patent No. 2,653,160, “Preparation or Organometalli¢ Compounds in Organie Sclvents.”
Inventors, Doak and Freedman. j G aLL

® The determination to rely on publication coneurred in by the Chéiirnian,i Government
Patents Board. GPB 6-45.
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assistance in their utilization.: Assignment of the foreign rights was
made to the Grace Chemical Co., for-a fixed amount, plus a share in
receipts from foreign patents should these be realized. = - :

" The inventors'in a written comment to the writer ¥ state their belie
that, wherever warranted, the Federal: Government should obtain
patent rights on an assignment basis ag— =~ o
this recognition as a patentee may be the ouly public acknowleédgment of the

inventor’s work. B _

They further believe the granting to inventors of the right fo seek
foreign patents is most desirable: . B o
- Tor the inventor it serves as a stimulus not only to gain recognition but to
obtain unexpected remuneration. This would have the effect of attracting better
personnel to Government service in all fields, ) ) ) :
* ' The inventors’ judgment here is necessarily speculative and the offi-
- cers of the Communicable Disease Center do not share the view that
the possibility of “unexpected remuneration” through patents would
havae the effect of attracting better personnel to Government service
in view of the incentives now offered. S C
-.In the venereal disease experimental laboratory in North Carolina;
a field station of the Communicable Disease Center, Dr. Joseph Port-
noy developed and reported: in 1955 the invention of “a process for
preparing a serologically active fraction of virulent treponema pal-
lidum.” This offered a simple, easy-to-perform complement fixation
test for the serodiagnosis of syphilis; 1t had: great potential values
both for military and civilian control programs .. Patenting was rec-
ommended in order that there might exist an effective means of con-
trolling the quality of the chemical fraction as a diagnostic reagent, it
having been ascertained. that the control program of the Public Health
Service and of the Food and Drog-Admimnistration did not adequately
cover the need for quality control.. A patent was accordingly sought
and obtained.™ - Dr. Portnoy in 1259 received. the Distinguished Serv-
ice Award from the Department not because he had mads an inven-
tion which was patentable, but “for outstanding contributions to vene-
real disease control, including the development of the rapid plasma
re_ag'irll -t?,st and the treponema pallidum complement fixation test for
y%Vl hin the Center a humber of employses, particularly those in the
vector control programs, had formerly been employed in the Depart-
ment of Agriculture and were familiar with its procedures. The Chief
of the Technology Branch expressed a preference for the Agriculture
procedure under which inventions went quickly to a patent attorney
i the Department and were processed through the Patent Office, the
énsuing patent being assigned to the United States.. He spoke-of one
- employee whose office was adorned with copies of letters patent on
inventions made while in Government employ and on which the rights
had been assigned to the United States; the display was a source of
gratification and pride to the employee. The Chief, however, ex-
pressed the view. that, from the employee and the field: office. stand-
point, the matter of paténting is not oty prime importance so long as

Arnold Mattson

- W Letter of Sept. 8, 1059, to the writer from George W. Peaice, Tanet Spillane; and
. 7 Patent No. 2,802,756, . - Lo e ARV
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the procedure of report and determination is sim]'ile and clear; Ineci-
dentally he was skeptical of the value of the employee award system
for men of scientific stature. TR
- The Director of the Communicable Disease Center, Dr. Robert An-
derson, interviewed at Atlanta, indicated that although he had little
direct experience with patent questions he had brought to his post in
1956 a conviction that “what the public. develops the publiec should
have.”- His viewpoint had been strengthened by growing'acquaintance
with the nature of research efforts and research groups. S

At the Robert E. Taft-Sanitary Engineering Center the assistant
director was interviewed.. e characterized the incentive award sys-
tem as taking a lot of time, concluded that the good scientific worker
does not need this type of stimulus, Collecting patents at Government
expense would make a fine record for the employee and would be a
help to the employes In seeking outside employment (better even, in
- his opinion, than a record of scientific publication) but would not be
significant otherwise. Scientists, in his observation, feel strongly
that there should be publication of their work in scientific journals,
of their own choosing, and at the time of their choosing. In this sense
the scientist does have a proprietary feeling about his work, and this
is a real problem because disclosure of results should sometimes be
made before the scientist is fully prepared to report, in order that
through publication the opportunity for work on the problem may be
opened up to others and progress be thus quickened . _

There have been three complete reports of inventions from the
Center. On one, patentability had already lapsed because of prior
publication, On two others, it was determined, and the inventors
agreed, that the Government was entitled to assignment but that dedi-
cation by publication would be sufficient to protect the public interest.™
" The Occupational Health Field Headquarters at Cincinnati provides
technical assistance to State and local health departments and indus-
trial hygiene agencies. It does a great deal in the Improvement of
instruments purchased from others and conducts tests of the diagnostic
and analytical methods of such agencies. According to the director,
the patent policy of the Department presents no problem: scientists
at this station regularly write up technical descriptions which are
adequate for disclosure purposes, and publication is relied upon for
protection. To date, he continued, there have been no patents on in-
ventions developed at this particular station; if a basic device were
developed, patenting would be recommended in the public interest.”
The occupational health group in Cincinnati is.one of close-working
association with small turnover of personnel. It has particularly
prized the type of award presented to it by the American Medical
Association 1 a certificate of merit for sustained program activity in
conj:r(iibutions to public health rendeved by the whole group over a long

eriod. o e R o R o
P (8) Public Health Service—National Imstitutes of Health—The
prineipal research arm of the Public Health Service is, of course, the
National Institutes of Health, the great research center at Bethesda,

m Determination to rely' on publication concurred In, GPB ¢-56 and 6-59. .

721t was, however, from the work of this branch of the Service that there developed thé
fumigqnt_gas which was involved in the L_f_oug.htm case, . ;. - - . - PR
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Md., with its'several Institutes, its Clinical Center, and it$ divisions
of ' General “Medical Serv1ces, Biological Standa,rds, and Research
Grants
“Since the inception of a central patent pollcy by the Federal Se—
curity Aigency, the Tustitutes have had in the Research Grants Division
ddministrative' machinery for handling ihvention and-patent matters,
both in, connection with grants and for employee inventions. Unfor-
tunately the Institntes have failed to develop procedures adequate to
inform all members of their research istaffs of the existence.of the
policy and-the reasons therefor.  Also, instead of requesting a clear-
cut statement ‘of-the inventor’s legal cla.lm, if .any, 1n-the invention
(a¥ is provided in the Department form for “Report.of Invention” ™)
the Institutes have used'a modified form which simply lists as one item
on which. information is sought : #10. Your personal desires-on, apply-
ncr fora patent on the discovery.” .. -/
 Ag: might be expected; a checls of responses to thls 1tem (Whlch was
made for the period July 1, 1956, to July 1, 1959) shows. very dl’V&I‘ne
and frequently amblguous rephes Samples are:
’ T have been ‘advised that thlS method should be patented
2 Pogsible monetﬂ.r'yr gain, ! ‘
3. To.protéct both mine and the publlc mterest - ' ’
4.:Desire patent rights of the Gov emment does not elect to obtaln t1t1e
. (Wxecutive Order 10096).
5. To protect the dlscovery of NIH Mlght be proﬁtable for PHS and
Government to obtain royalty-free pirchase. -
6. Would be content with publication: : i
- 7..To insure, wide-scale commercial, avaﬂablhty (No personal elalm )
2 "Would like recognition by puhhcatwn for an original contribution to
‘the art, The only reason for a patent so far as I am conecerned is to some-
“what augnient my salary so that I can contmue in’ my present WOI‘k which
T very. much: enjoy. 0.
9. To. preserve our 1dent1ﬁcat1on w1th the dlscorvery and to make it avall-
-able to the public. :
0. Patent recommended ag 1mportant (1) as a. protective’ clevme pendmg
¢ <clinieal’ tésting,” (2) 'because field is highly compemtwe, (3) to control the
: 'product (a dangerous drug): Neo personal claim.: .
“‘Nog. 7 ind 10°are typlcal exq.mples of differenit types of mventlons
a,nd of employee attitudes. -+
“No. Tconsisted:of & “dlsposal plastic pamfﬁn embeddmcr tra.y,” use-
ful in laboratory work as a lightweight container in’ whwh pathologi-
cal specimens can. be’ seer. It wag made by a biologist:in the Medical
Art” Section of the National Tnstitutes ‘of Health and, although at
least one commercial ‘company had made inquiries’ ‘about it as'a pros-
peet, for manufacture, its patentability was somewhat in doubt. ~ The
determination was that the Goverriment was entitled to the full right
but - that publication was adequate to protect the public interest; the
inventor might patent if he so chose, subject to the requlrement of
aSSIgnment to the Government. ™ Many requests have heen received
for a reprint of the publication which was made in Government re-
search reports The mventor liag been recommended :Eor and ha,s re-

ik National Caneer Institute ‘National Heart Institute National Mental Health Instltute
National Instiinte of Allergy and Infectious Diseases, National Institute of Arthritia and
Metabolic Diseases, Natlonal ;nstltute of Denta.l Researeh National Institute of Neurolog'l
eal Diseases'and Blindnéss. .

i Health, Education, and - Welfare.: Manuat Gulde—General Administmtion, “Patents
and Tnventions.” {(Appendix C, infra, p.

% The Chairman of the Government Patents Board eoncurred n the determinatlan to
publish without patenting.
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ceived $100 as a cash award under the employees’ incentive awards
program, . Interviewed, the inventor indicated that he had no com-
plaint with this handling of the invention nor with the patent policy
of the Department«in general.+ Of course, he said, it would be nice to
have a patent just to have a patent, but to-be practicable this way is
‘OK; and the invention clearly is one which belongs to the Govern-
ment. bt e TD R TR
.. No. 10.involves a highly important and complex analgesic or pain
killing product which represents the culmination of years of research
by Drs. Everett May and Nathan Eddy in the laboratory of the Na-
tlonal Institutes of Health, with clinical testing both within and with-
out the Institutes. The importance of the drug lies in the fact that it
is relatively nonhabit forming and that, although not 2 morphine, it
1s .8 narcotic and as such is subject to obligations of control under
treaties to which the United States is & party. “While making no per-
sonal claim the inventors recommended patenting in the public nter-
est.. ‘The Department is agreed that publication 1s insufficient in this
cage for various:reasons and. patent apglica,tion is in progress ™. fol-
lowing assignment of the domestic (and later the foreign rights) to
the United States.: A -very large file on the various problems. pre-
sented by this invention indicates on the part of the inventors only a
total preoccupation with solutions which would serve the public
interest, with no suggestion of interest in possible benefits that might
accrue to them personally through patenting, . . S o
Notwithsta,nging the lack of understanding of Department policy
reflected In many Invention reports, the assertion of employee rights
as. against the Grovernment or the public has been slight. . The records
of the Department show but two cases of appeal from final determi-
nations that the Government was entitled to the entire rights. Both
of these involved employees at the National Institutes of Health, and
both. represented dissatisfaction with the declared policy., . One of
these involved the question of monetary reward, through ownership
of patent rights, the other the question of honorary recognition
through patenting, Only the first case involved appeal to the Chair-
man of the Government Patents Board. . - : N
The first case involves the invention of a tangent screen for visual
fields made by a physicist inthe Opthalmology Branch of the Na-
tional Institute of Neurological Diseases and Blindness. The inven-
tor at the time of making his invention had engaged an attorney to
‘handle his claim for full rights in the invention subject only to a
license to the Government; assistance of the Government was re-
quested in preparing and prosecuting the patent application., The
determination was that the Government was entitled to the entire
right. and that the Government interest would be met by publication;
the probability of appeal was noted and quickly materizlized. The
inventor relied largely on a claimed separation between his work on
physical optics, in which he admittedly was emploved to exercise
originality -and inventive faculties, and his work.in clinical optics
from which the invention had developed. :

. The case was. significant and impertant for two: reasons. F1rst,
it presented the legal question of the extent to which the void in pre-
declared administrative policy-which had proved: fatal to the Ggqy-

7 Serlal No. 771,165. GPB-6.60.
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“ernment in the Dubilier case, had been filled by the Executive Order
and Agency order 110.- This question was not decided in the appeal
proceedings. Second, from the standpoint of policy it involved for
the National Institutes of Health the entire concept of an integrated
research éffort, a concept of prime importance to its overall objectives.
- ~The policy -issue had been presented by the Department to the
Chairman of the Government E‘atents Board in these terms: :
" These combined Institutes constitute one of the largest centers in the world
devoted primarily to research, both laboratory and elinical, in the field of health.
The Clinical Center, within the Institutes, is dévoted entirely to research. Its
scientific and professional personnel are in effect a team brought together solely
for the purpose of seeking in the public interest better methods of preventing,
diagnosing, and treating the diseases of man. It is to be expected that im-
portant inventive advances, many of them patentable; will arise as a natural
product of such an institution and, as a matter of policy, that the full product
of the publi¢ investment in the institution will be preserved for the public
benefit.™ . . R U
- Following a factfinding inquiry at which the inventor appeared
with ‘his attorney the Chairman of the Government Patents %oard
upheld the determination of the Department.” He found-that the
facts did not support the separation of official duties claimed by the
inventor and noted particularly the purpose and nature of the Clin-
jeal Center, which is— - B I
‘4 medical fesearch center staffed by selected personnel of the type of the in-
ventor and combines both laboratory research and related clinical'functions. :
~ This'inventor is still employed at the National Institutes of Health,
and instruments based upon his invention as ‘published in “opthal-
mological journals are bein% manufactured by a number of com-
panies. The policy applied has not acted as a deterrent to his con-
tinuing work in Government employ which offers other compensa-
tions. Interviewed on the point, however, he remains of the opinion
that for some types of employees, particularly those who are “gadg-
eteers at heart” the possibility of patenting with the opportunity for
monetary return through royalties would be a stimulant to inven-
tion. S o " ' N
~ The second case, which arose in 1958, involvéd the invention of “a
bridge circuit for temperature measurément with semiconductors,” a
combination of several kinds of electrical devices In an arrangement
by which the instrument can measure femperatures simply and ae-
‘eurately. The inventor is a scientist of standing and Chief of the
Laboratory of Blophysics of one of the National Institutes. Not-
withstanding his view that patenting was desirable to insure the qual-
ity of the device, under restricted licenses, the determination was
that the Government was entitled to the entire right but that pub-
lication would suffice to protect the public interest. The inverntor
“was dissatisfied with this result and the circumstances of the case
wers such that the Department Patents Board made it the subject
‘of a policy review. - R [
- This wasg 4 special review after the period for the taking of ap-
peal as provided by the re%ulation‘s had lapsed and after the Chair-
man of the Government Patents Board had agreed with the De-

M“' q%pal%tgn%eht memorgndum to Dr, Archie Palmer, Chairmen, Government Patents Board,
ay 18, .
™ GPE 6-48.
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partment’s determination that the public interest did not require
patenting and would be met by the publication already made in “The
Review of Scientific Instruments.” . : : ]

In the inventor’s memorandum prepared for the purpose of review
by the Department Patents Board, his comment on the point of em-
ployee recognition was as follows: . e S

1 nnderstand that under certain circumstances the results of medical research
should be protected by means of scientific publication, but I am concerned when
inventions of the type that would actually be recognized by patent protection
in a university or industrial environment, that the Government does not find a
way to patent such inventions. The issuance of & patent ig in my opinion a
nonremunerative recognition of the work of scientists who chooze Government
as £ career; furthermore, I am of the opinion that a peliecy favoring publica-
tion as a means of protecting Government interests discourages the exercise
of ereative imagination and initiative of those individuals with “inventive”
minds who hold Government jobs. - o . -

This comment reflects the extent to which Eatents have come to
be regarded by some employees as a form of honorary recognition.
If this inventor’s views were widely shared, the Department’s policy
in favor of dedication by publication, rather than patenting, could
present a problem from the standpoint of personnel policy. As it is,
the case points chiefly to the need of wider advance understanding of
policy among its research workers and 2 clarification of procedures in
the handling of individual cases. : _ -

An illustration of a unit in which policy is well understood and
implemented is the Instrument Section Laboratory which services
all the Institutes.. This section now fashions in the course of a year
as many as 4,000 instruments, unavailable in the general market.
which are required by physicians and other scientists in the course Qf
their researches.’"  Some of these instruments are duplicates but some
60 percent are new, and many of them are on the line of useful new
diseovery. When there is indication of extensive outside need or
use, technical publication is made for the purpdse_of disclosure and
for the protection of public right in the invention. There have been
100 such technical publications during the 22-year life of the section.
Weken there has been no such publication and request is made for
duplication of the instrument upon order for a nonprofit institution,
drawings and designs are furnished to the institution upon execution
of a simple acknowledgment form to the effect that the technique was
developed at Government expense for public use and that all rights
thereto remain the property of the Federal Government. When, as
frequently happens, commercial firms request the drawings and de-
signs for commercial production, ancther form of acknowledgment is
used, with publication references, as a safeguard against subsequent
claims of exclusive right. The present policy favoring technieal pub-
lication is well understood and accepted. (S};e appendix I, p. 90.) -

- Conslusion - > Co N

(Except as otherwise indicated, the conclusions here stated, as
well as those on other points which follow, are those of the writer.
They are offered on the basis of the admittedly limited experience

% GPB 6-58.

8 Interview with Lanrence Crisp, Chief, Instrument Section, Laboratory Aids Branch,
Division of Regearch Services, August 1959, - R L S P S e
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- of the Department of Health, Education, and Welfare and the

" ‘observation ‘of policies-still in a process of evolution. - Perhaps

_ they should be described as “propositions”; rather than conclu-

sions. - Their value, such as it may be, lies in the fact that they

- represent a fresh look at a Very old syst.em in a research setting

which is significant and new.)

. The prosecutlon at public expense of patent apphca.tmns has ‘no
place as an instrument of personmel policy.* = This is particularly true
in respect of employee mventlons in the ﬁeld of research orlented 10
thepublic welfare. .

" The collaborative approach to- resea,rch problems in the modern
Elanmng -stafl:or Inboratory makes the use of patents.as a means of

onorary or monetary award to-employees a potentially divisive force.
The difficulty ‘of identifying and isolating the inventor in an atmos-
phere in which ideas, suggestions, contrﬁ)utlons, and discussion are
and should be widely shared, increases the dangér. If patentable in-
véntion' is dehberately pursued it may warp and dlstort the- course
of theresearch.

“Ag a method of honorary reward, it is 1nappr0pr1ate A patent is
essentlally an ecoriomic instrument, and intended to be such ; it derives
1ts &gmﬁcance from the power to exclude ‘others from the use of an
invention and thus to exploit it as property. 'Touse the patent system
as a means of gratification to the invenior’s pride, as has often been
the case, is to use the system for purposes: for which it was never
intended and to place undue burdens upon the Patent Office. '

As a means of attracting and retaining the services of scientists of
competence and brillisnce in Govérnment research, the results of
which ‘must be dedicated to the general benefit, the prosecution of
patent applications as a form of reward for employee accomphshmentc
18 simply not enough.

Under prevailing patterns the research worker in industry is bound
by tight contractual provisions to yisld to his employer the products
of bis research. But it has been urged that since Grovernment service
is not highly paid or'rewarded, the employee should be recruited and
enticed to remain by the cha,nce of profitable exploitation of patent
rights in inventions growing out of his public employment. Even if
the contention were otherwise valid, the situation on_which it is
premised is changing substantially. - Modern personnel systems in
Government now deal broadly with both the material and the psycho-
logmal factors ‘which make employment atiractive or unattractive

On the material side, Government employment in’ géneral has been
made more attractive by pay ‘raises and the i 1ncrea51n0' provision of
fringe benefits such as employees compensation, retirement benefits,
and ‘life insurance, to which health insurance has been added by
the present Congress; 'In addition,’ speeial provisions apply to scien-
tific positions; for example, legislation which provides for fixing
entrance salaries above the entrance:level for the grade applies to
hard-to-fill- positions in the scientific and professional areas. This
increases the number of, authorized scientific and professional posi-
tions inthe Public Health Service for salaries in the range o:E $16 000

82/ THé nonfee statute provides onty for the waiver .of FPatent Office fees 111 thc-se ‘tases
r’]:t‘ere t1:he head of an agency finds that the Invention Is liable to be used in the publie
nterest,
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to $19,000 may be fixed and which authorizes additional supergrade
positions throughout the Government serviee, in which those in sclen-
tific and professional positions share.® . P
: “On the psychological side, the Federal employees incentive awards
program operates to supply forms of honorary award for careers, or
for individual or group actions, of outstanding or superior distine-
tion. It -also offers cash awards' for meritorious suggestions, work
performance, or special: acts or services. It is perhaps unfortunate
that members of the commissioned. corps of the. Public Health Service,
which is a career system modeled closely upon the military, are not
covered by the awards program; they are, however, expected to have

g comparable program of their own.. .- | S
The present. provisions may bé inadequate to attract and hold suifi-
cient ‘personnel of high caliber in Government service. It is, how-
ever, upon provisions such as these that the inducements to satisfac-
tior. in’ Grovernment service must:be built.. The offchance of profit
from’ royalties on  inventions developed, in greater or. lesser part,
with Government regources, can rarely be a determinant factor; and
if 15 were, in any casge, the determinant factor, the suitability of the
worker for research conducted in‘the public interest would be seriously
- Granted that the first responsibility and interest: of most employees,
whether dedicated: research workers or others, is to make a satisfac:
tory living and to provide for the future, the motivation which impels
the research worker to his best efforts, in. Government or elsewhere,
is basically the compulsion of the scientific spirit itself, the seeking of
new knowqedge in the conviction that-what is discovered must.in the
end be of benefit to mankind-or must, at least, be known in order that
it may be dealt with.. The working environment is of high importance,
varying according to individual personality, but generally assured in
terms of the general field of exploration, scientific freedom, stimula-
ting associations, physical equipment adequate to the research en-
deavor, and a ready outlet for the results of the research to be widely
kncwn and availed of. The channels of téchnical publication are es-
pecially important, serving as they do both the needs of the research
effart itself and as a record of the scientist’s own achievements among
his peers. Among the imponderables, the coneept of public service
constitutes for many Government employees a motivation as strong
as it is frequently underrated. - In the fields of this Depariment the
motivation of service to. human welfare is a very definite: factor. -
() Research and nomresedroh workers distinguished oo
What distinction, if any, should be drawn in this respect between
the research and the nonresearch worker? P .
-I% ig obvious that the securing of a patent as a form of honorary
employee. award, while its economic significance is destroyed by as-
signment to the Government, is equally an abuse of the patent system
regardless of whether the worker is or is not directly engaged in re-
gearch.  Whether the invention should be left to the nonresearch
worker in order that he may exploit it commercially is a question of
law and equity under Execuiive Order 10096 and.the Department
regulations but it also touches upon a question of personne] policy.

@5 U,8.0, 1185 ; 42 T.8.C. 210(g).
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- Inventive talent is not Hmited to the research worker or to those in
shops and laboratories whose function it is to fashion instruments and
devices needed by the scientists to conduct their work most effectively,
Tt is latent in many. a’ worker whose official duties are far removed
from scientific pursmits and who is stimulated to activity simply by
needs observed 1n the course of the performance of routine fasks.
Thus the watchman invents a lock, the animal-house attendant in-
vents a new feeding device, the employee who handles exhibits invents
a new type of holder for their display, the electrician invents a new
type of floor plug extractor, and the hospital mechanic invents a
bottle collar remover. -~ .- e ' RIS

It is not a part of the basic bargain of the Government with such
an employee that he should exercise inventive ingenuity or push back
the horizons of science or improve the mechanics of humble devices.
‘Whether or not the employee develops the concept of an improve-
ment which oceurs to him in the course of his work may very well
depend upon the stimulus of a possible monetary or other award.
Executive Order 10096, and the Department regulations conforming
thereto, set a reasonable approach for distingishing such a sttuation
from that of the employee who is hired to conguct or perform research
or development, or to supervise or review such work. In thé case of
employees in the latter group the presumption is that the Government
is entitled to the entire right; in the case of employees not connected
with research the presumption is that the Government’s contribution
is “insufficient. equitably to justify a requirement of assignment.” 5
Either presumption may be rebutted by the circumstances under which
thé particular inventionis made. L S

~Much of the difficalty in the application of the Order and regulations
lies.in confusion of the principles to be followed in determining the
validity of the presumption in a particular case. It is believed that
the-only sound test lies in ascertaining, in & broad sense, the bargain
betweéen the employer and the employee as indicated by the immediate
circumstances,  The terms of that bargain may be expressed or im-
plied.- Job sheets are useful evidence of the scope of official duties;
they are far from representing the actual circumstances of the em-
ployee’s work in all instances. - © . 1. o :
- .The nonresearch employee may bring an-inventive concept-into his
place of employment and may be allowed, as a matter of accommoda-
tion, some-use of (overnment facilities and equipment without creat-
ing more than a shop right in the Government. If he is additionally
permitted to use his working time on the project, supplanting the
performance of his regular duties, the project becomes an undertaking
of the Government and the employee’s effort a part of his work. ‘This
‘may not exclude a bargain at the threshold whereby the employee,
- with a-concept developed entirely apart from his official duties, seeks
its development to the point of reduction to practice, and the Govern-
ment as the employer undertakes work on the project in return for a
shop right only. But where the Government is the employer, and the
employer’s interest, therefore, is that of public service rather than a
narrowly proprietary interest, only a very specific agreement should
be taken as evidence that the Govermment intended to expend Gov-

& Hxecutlve Order 10006, secs. 1(b) and 1(c). See in Department regulations, sec:
7.8(b). ({Appendix B, infra, p. 70.) e BT
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ernment time, money, and resources on the research, the results of
which would become, save for a license to the Government, the prop-
erty of its own employee. o R .

“ Where the employee’s concept is itself the direct outgrowth of his
work, or in the words of the Executive order “bears a direct relation
to or is made in consequence of the official duties of the inventor” there
ig no room for an arm’s length bargain between the two. Itis %)erhaps
said too often that the nonresearch employee is under no obligation
to exercise his inventive faculties for the Government. e is, however,
at least a poor employee who does not exercise his wits on his job. At
any rate if he does exercise them in an on-the-job connection and if
the Government proceeds to develop the concept with a substantial
contribution of its own resources, the requirements of equitable as-
sig.rjéiegt, as specified by section 1(a) of the Executive Order, are
satisfied. : : : o

- Nor is there room, when the Guvernment has devoted time and re-
sources in the making of an invention, to invoke the notion of *insuf-
ficient interest” in the perfected results for the purpose of disclaiming
ownership. “Insufficient interest,” provided for in the Executive
Order, is like a hole in the bag which permits the abandenment of pub-
lic ownership on a basis for which almost no criteria are available and
witheut congressional authorization. Its presence in the Order is

eriaps due to the many situations in which the Government does not
¥3e1 warranted in going to the burden and expense of prosecuting a
patent application. - But the question of how ownership of an invention
shounld be protected, if at all, whether by patenting or publication, is
quite different from a decision to renounce the GGovernment’s owner-
ship rights.  There ig no area in which the application of the Executive
Order has been more confused than in this, and the Department’s
determinations are not free of such confusion.’s .

Relatively minor from the standpoint of patent policy or research
objectives, and not likely to be of great monetary consequence to the
employee, the handling of such cases is important from the stand-
point of the consistent application of equitable. principles and of
employee morale.. To the employee who hag shown ingenuity and
initiative a determination of “insufficient interest” under the patent
policy is likely to be a wounding jolt, and a discouragement to further
creafive interest in his work and the reporting of inventive and other
ideas, These are cases for which the incentive awards program is
particularly appropriate as a stimulus and as.a means of recognition.

8 Thug, when a machinlst at a Public Health Service hospital conceived and constructed
a medel lock to meéet a need observed in his work and construeted it in off-duty hours using
a slight amount of Government materialg, the Government contribution was held insufficient
to require more thar a lleense (GPPE 6-55) ; when the chief of the animal section In a
Food and Drug Administration laboratory, during working Itours and in conanection with
his work, invented a food dispenser for small animals, it was held that the Government
was entifled to the entire right (changed te a license only when it developed that the in-
vention had been made before Executive Order 10096) (GPB 6-14) : when drafismen in
the Soclnl Security Administration invented, in connection with their work and during
working hours, a modification of a duplieating proecess, it was held that the Government
was entitled to the entire right (GPB 6—34) ; when the eleetrician at the Cliniecal Center
Invented, durin workin% hoirs, an extractor for an underfoor wiring system, held Gov-
ernirent, though entitled to an assignment, has *insufficient interest” to aequire more
than a license. (GPB. 6-39); when a general mechanic employed at a PHS hospital,
prompted by a need observed in hizs work, invented a bottle-collar remover durlog working
hours and with the use of Government materials, held Governmeént entitled to an assign-
ment, but interest insufiicient to require more than a license {GPB 6-55) : the Chalrman of
GPB in this case disagreed with the ground of. the Department's declglon and held the
Government not entitled to an assignment becanse the inventlon did not bear a relation to
the Inventor's work. : .
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Coupled. with publication in a technical magazine a cash or superlor
service-award .can give d:sense-of pride in sharing with ether em-
ployees the satisfaction of contribution to the public service. In the
assessment of . motivation:in Government, employee satisfaction of
thJS nature is not to be undermted a,nd should be cultlvated

¢ onclmon

No istinetion in prmclple should be drawn between the resea,rch
and nonresearch worker, although there is room for a rebuttable pre-
sumption that in thé case of the nonresearcli worker an invention is
not directly related to his work and that the Government, has not
contributed substantially thereto. 'When the employee is permitted
to use his working time on the project, supplanting. the performance
of his regular dutles it cannot be sald that sich use of tlme IS not
directly related to his "work.

Determination of the respective rights, in law and equity, of. the
(overnment and the employee in an invention is a judicial or quasi-
judicial function, involving the circumstances which gave rise to the
invention. Whether if the Government is entitled to an ‘assignment,
steps should be taken, by patenting or otherwise, to protect its inter-
est is a separate and Subsequent question; the fact, that the Govern-
ment, for “insufficient interest’ or other reasons, may decide not to
patent should have no bearing on the determmatlon of rights.
When the Government is entitled to the rights, the incentive awards
program.is available to recognize and encourage on-the-job 1n1t1at1ve
and achievement, whether or not the idea is pa,tentable '

(o) Licenses to the Government -

I what casesy when title s - Zeft to the employee, 3hould the G—'oet—
ernment be entitled o a license for all governmental purpases?

... Discussion under (a) and (b) has dealt with situations in which it
is believed that the Government ' should: be, and under Executive
Order 10096 and the- Department regulatlons is, entitled to an assign-
ment ‘of rlghts in'employee inventions. In all ‘other cages, when The
invention is related to his work or is made with a. contrlbutlon of Gov-
eniment resources o facilities, the Government should be entitled to
a 'licenge ;* the employee should not be entitled to assert a right and
levy a toll against the Government whmh as hls employer has con-
trlbuted to the inventive result.

' This is the effect, in any case, of the statute (28 U.8.C. 1498) Whlch
periits’ Government: employees to sue the Government for infringe:
ment of patents owned by them, but provides:
= %+ 'Thig section shall ‘not confer a rlght of actmn on any patentee or any
assignee ‘of ‘such patentee with respeet to any invention: discovered or invented
by a person while in the employment or gérvice of the United States, where the
invention wag related to the officlal functions. of the employee in cases in which
such functions included research -and development, or: 111 the making of whlch
Government time, materials or facilities were uged.

“Tri at'least one case, however,® the Chmrman of the Govermnent
Patents Board has found in the more ambiguous language of section
1 (c) and (d) of the Dxecutlve Order support for leaving the entire
r1ght to the employee sub;ect to laW” in sztuatlons Where suit Would

85 Seo disgusilon in Comp Gon. BL184008, Fin 19, 1956



PATENT POLICY OF HEALTEHE, EDUCATION, AND WELFARE <1

be barred under 28 U.S.C. 1498. The case dealt with a Navy contract
which provided. for the payment of royalties on an employee inven-
tion in’ the development of which Government equipment had béen
used on. o “permissive” basis... The Chairman had-held the Govern:
ment, to be ot entitled even to a license. under the Executive Order
and Navy regulations. The Comptroller General concluded that un-
der the Executive Order the Government was entitled at.-least to a
license, and that in any event 28 U.S.C. 1498 indicates that—; :
1t is the: settled policy and intent of Congress that pubhc funds should not be
expended for the use of inventions of Government employees which: are not

wholly unrelated to the duties of such employees, or.in the development of which
Government facilities or interests are uged.

Although in the Navy case the invention could also have been found
to be related to the “official functions” of the employee, the decision
appears to adopt the construction that either relation to such functions
or the use of Government facilities or materials is sufficient to entitle
the Government to royalty-free use. This is supported also by the
legisiative history,® and any lesser right clearly would lay the Govern-
ment open to gross exploitation by its own employees. :

The Department of Health, Education, and Welfare, when it has

determined that the Government has contributed to the making of the
invention but that, either because of insufficient contribution or msufﬁ-
clent, interest, the ‘Government will leave title to the invention in the
employee, has in all casges reserved to the Government—— ' ;
a nonexclusive, 1rrevocahle royalty-free license in the 1nvent1on w1th power
to grant licenses for all governmental purposes.
In s0 doing it follows the language of section. l(b) of the Exécutive
Order with results which are mn harmony, and not in conflict, with 28
U.8.C. 1498, ‘This has obviated the need- for Welghmg further the
quantum of the Government’s contribution in terms of time, materlal
or facilities once the determination is made that it is— - -

insufficient equitably . to Justlfy a requ1rement of asmgnment to the Government
of the entlre right. -

00%0&:;,3@0%

Thé Government should have a nonexcluswe, 1r1‘evoea,b1e, roya.lty-
free license for all governmental purposes in any invention made by
a Govérnment e loyee under circumstances which do not require
assignment when tﬁe invention is made with a contribution of Govern-
ment facilities or resources, or of the working hours of the inventor or
any other Government employee, or which is- related to hlS oﬁiclel
dutles , . .

2. GOV]:RNM'DVT—OWNED INVE‘NTIONS

(az) Patenting or publwamon for' defemwe purposes :

Is the patenting of Government-owned inventions. 'necessary or
désirable, and under what circumstances, to protect against. the risk
of appropmztwn by others?

Criteria for determining whether an invention should be dedlcated
to the pubhc by publication or should be patented are spelled out in

® 1952 United States Code Cong Serv., pp 2322—2324
59331—61—4
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the Department’s manual on “General Administration.” *® In gen-
eral, it specifies that patenting should not be recommended when
printed publication of a technically adequate description can be or'has
been arranged; or when disclosure to or use by others can be or has
been arranged, under safeguards which will assure the availability of
proofs as to time of conception, reduction to practice, and disclosure.
Patenting, however, is appropriately recommended, in the case of
an invention of high: potential significance to public health, safety,
or welfare, to obtaln maximum assurance against a potential rival
‘claimant-establishing priority by showing a date of invention (fol-
lowed by diligence in’ reducing to practice) earlier than the Depart-
ment’s publication date. _ ' : o L

'+ Guidance is also given as to what constitutes an adequate technical
disclosuire and ag to the making and vetention of records which will
* constitute evidence of invention. Each operating agency within the
Department is enjoined to— an o

require of its research’ workers the making and preservation of records which
will serve a probative purpose * ¥ * only to the extent deemed consistent with
good research practice ® * ) Vo v Com
““Tt has not been possible to secure a report on the total number of
employee invention reports on which it has been determined that
publication will suffice to protect the public interest.  "A report from
the National Institutes of Health indicates 22 such determinations on
inventions of Institute employees alone in the period 1953-58, By
contrast, in this same period seven patents were issuéd on employee
inventions (all in the PPublic Health Service) for the Department as
a whole. . The periods are, of course, not comparable since there is a
lag of at Teast a year (and more often 3 or 4 years) after the original
determination to seek patent protection and the issuance of a patent;
moreover, the proportion of cases in' which. patenting is sought is
rapidly declining as the policy of reducing ‘the number of patent
applications is increasingly observed. . . =~ ... . . . -
" Sinee the patent -law attaches certain  defensive advantages to
patenting, the Department policy of favoring publication rather than
patenting undoubtedly lays the Government’s interest in the inventive
product of its activities open to certain risks. = Granted that the risks
exist, they are at least calculated, and they have to date led to no
debacle. “Although 'on one application for a patent now pending
interference proceedings have developed, there appears to have been
no case in which publication has been relied upon in which the inven-
tion has been appropriated by others claiming prior invention. =
It is time, in any event, to raise the question whether the risks of
possible adverse patenting, under a well developed publication policy,
are not more than overbalanced by the risks of a different type which
are inherent in a publication-fearful, patent-conscious, property-inter-
est type of approach in Government research, The Department regu-
lations declare that— ' ' ST g
. # % % Except where deemed necessary for protecting the patent claim the fact
that 4 patent application has been or may be filed will not require ‘any departure
from normal policy regarding the dissemination of the results of Department
research. e e

% Department Mannal, General Administration—pt. 6-30—Criteria for Patenting or
PubHeation—Proof of Invention (Issuance of Sept. 17, 1950). '
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The requirement, of confidentiality under these regulations is con:
fined to invention reports required from employees or others for. the
purpose of obtaining determinations of ownership or for the purpose
of prosecuting patent applications.®® The policy which favors prompt
dissemination of information concerning the results of research means
that publication or arrangements for publication usually have been
made before determinations are made as to patenting. - The subordina-
tion of this release of information, generally, to the delays incident
to patent-dominated procedures would run counter to the sound objec-
tives of the Department’s research programs. - : S

-Legislative proposals which would require all records and reports
pertaining to inventions to be kept confidential: would therefore be
viewed with the greatest concern by the Department.® s

It is to be noted that the problem of protection when an invention
has actually been reduced to practice differs radically from that whiech
exists when extensive development is required. Im the first situation,
the problem ig simply that of protecting the inventive product of
Government research against adverse claims. For this, two techniques
are available: adequate disclosure and publication, or patenting (itself
a matter of disclosure and publication). Amendments which have
been proposed to the Patent Code would provide an intermediate
course. - These would anthorize the publication of patent applications
on Government-owned inventions in lieu of further prosecution, at
the discretion of the applicant and when deemed by the Commissioner
o be in the public interest, the object being to provide the Government
with defensive protection and to save the waste incident to full prose-
cution of.the patent application and administration of the ensuing
patents.” . : SR G

- Where the invention has not been reduced to practice a patent appli-
cation serves as defense against a claim that the inventor, although
first to conceive the invention, had not exerciged diligence in reducing
the invention to practice; it serves therefore to protect the head start
of the inventor who first had the conception as against other claim-
ants. The importance of this feature to the inventor (or his assignee)
seeking exclusive control in order to exploit the invention for his own
advantage is apparent. In the casge of an invention of great procure-
ment interest to the Government, preservation of the Governinent’s
priority status in the research effort may similarly be of extrems
importance. In the case of research activities which, like those of the
Department of Health, Education, and Welfare, are directed pri-
marily to the advancement of knowledge and its useful ar‘):f)licatlon,
the broadening. of the research efforts is itself a godl; and for this
purpose the prompt publication of significant, even though unper-

_fecfed advances, is generally ihdicated. If proprietary rights in the
invention are to be protected, it is of course imperative that the publi-
cation be technically .adequate in order to start the running of the
1-year period which will foreclose the possibility of a successful patent
application by any claimant.. In a program like those of the Depart-

845 C.F.R. secs. 6.2 and 6.4, : . .

9 Sep section 3 of draft resolution presented by the late Benjamin Dowell, Chairman,
Government Patents Board. Hearings before Subcommittee No. 3 of the Committes on
the Judiciary, House of Representatives, March 8 and. April 25, 1958, e

% Sea pp. 7 and 13, 8. Rept. 1430 (1958), report of the Committee on the Judiciary by
its Subcommittee on Patents, Trademarks, and Copyrights. See also-discussion, Finnegan
and Pogue, “Fedéral Bmployee Invention Rights,” 55 Mich. L. R. 953956 (1957).
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ment, howéver, occasions for a patent a,pphcatmn to preserve for a
longer period the Giovernment’s priority position in reduclnb the
invention to practice will be comparatively rare. . :

* At present, Executive Order 10096 and the. Department regulatlons
require employees to.report all inventions which relate to their work
or-which involve the use of Government facilities in any way.  These
reports are fairly formidable, as they must-be if they are to serve as a
basis for determination of legal rights and interests. - The fact, how-
ever, that they lie outside the normal channels of scientific reportmg-
makes them onerous to those inventors who do not assert any proprie-
tary right. These 1eports when all needed information is included,
ate then reviewed and various determinations are made by a series of
officials : by the head:of the constituent agency in the Department, (for
example, by the Surgéon General of the Public Health Service} fol- -
lowing reports and recommendations received from various subordi-
nate oﬂiclals the Department’s Patent Officer, and (generally, also) by
the Oha,lrman of the Government Patents Board. =When it s consid-
ered that the Department is now recommending publication rather
than patenting in almdst all cases, the redundancy, Wa,ste and delays
mherent in such a procedure are dismaying,

- It -seems apparent that the development of. pubhca,tlon pollcles
throughout the Department’s research establishments, which would
inelude instructions on téchnical disclosures adequate for patent pro-
tection purposes, might provide an adequate basic structure for the
handling of the inventive results of research. - This would rélieve re-
search workers, supervisors, ‘and- patent machinery alike of a largely
needless routine of individual invention reports through specla,hzed
administrative patent machinery and would free the patent machinery
(whatever it may be): to ‘deal carefully and individually with two
situations: (1) cases mn ‘which the employee claims rights in the in-
vention as against the Government; and (2) cases-(as a rule limited
to the more. important *inventions) which call for consideration of
possible  patenting for: defensive or control purposes as one factor
m the total handling -of the new development.- Such a setup would
have the virtue of keeping emphasis on the research objective but
would relate to it the criteria which, because of the patent gystem,
sometimes call for formal deternun&tlons of. rlghts and_ for pohcy de-
cisions of real importance. .

Tt is difficult to’estimate the extent to Whlch mventors now :Ea,11 1o
se:nd in the required invention repert. . In the case of workers totally
absorbed in research efforts, sheer unfamiliarity with the requirement
iga factor hard to overcome. There are also cases in which the less
absorbed inventor seeks to patent independently, in his own interest
and ‘without any determination of rights by the Government, This
is'a situation which can be met only in part by regulations: - The Jegal
mﬁrmlty of the employee’s right in such cases brings its own. pres-
sures; since Federal Register publication of regulations, which state
the eriteria for detérmination of the Government’s rights, the Govern-
ment, employes seeking a patent is more and more frequently advised
by his patent attorney (or the patent attorney of his prospective as-
signee) to obtain a determination of rights under the machinery estab-
lished for that purpose.  Finally, there dre cases where inventiois
are not reported simply because they are trivial, there is no claim of
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adverse interest, or the determination procedure is obviously need-
less because & determination as to the sufficiency of publication is a
foregone comclusion.  In one of the instrument labératories of the
Service where the invention policy is best understood, and potentially
patentable inventions are frequently developed, the making of in-
vention reports on minor inventions is now deliberately - omitted,
largely to avoid the swamping of the already overburdened patent
machinery,- . G T
This experience emphasizes that, as always -in Government, pro-
cedural requirements igna,t exceed needs are self-defeating and invite
evasion ot neglect.. At the levels at which determinations are made,
too great a load will lead either to undue delays or perfunctory deter-
minations, both dangerous to effective decision. The writer is of the
view that the recommendations of the Attorney General’s report: to.
the President in 1947 and the requirements of Executive Order 10096
and the administrative orders: of the Chairman of the Government
Patents Board are excessive and unrealisti¢ in this respect, and that
amendment of the patent law itself to require disclosure of the in-
ventor’s relationship te Government employment may provide a
simpler means of identifying the need for a determination of the re-
spective rights of the inventor and the Government. The require-
ments-for research programs which are oriented toward the develop-
ment of secret materials and the Government’s own procurement needs
may differ in this, as in other respects, from those of the Department
of Health, Education, and Welfare. SRR T AR SR
' Conclusion T -
- Under a publication policy geared in general to the dissemination
to the public of the results of research, but administered with due
regard for technical adequacy and promptness, the risk of appropria-
tion by others of inventions which have been reduced to practice is
minimal, and the dangers less than-those inherent in a policy which
would subordinate research programs in the public interest to patent
considerations. In the case of inventions not yet reduced to practice,
preservation of the Government’s priority position by the filing of a
patent.application igs more frequently indicated. The significance of
the invention and the likehood of early success in the effort to reduce
-to practice are factors here. The requirement in every case of an
invention report, and a formal determination of rights as to the method
of protecting the Government’s interest {by publication or patenting).
is unwieldy and wasteful. It tends to clog and render less effective
the administrative channels which should be kept open for prompt and
careful determinations in two types of situations: (1) where there
is a claim of interest adverse to the Government, and (2) where, if the
invention is one to which the Government is entitled, there are factors
which point to the need for patenting or other special steps to protect
the Government’s interest: ...~ . . oo L s
(0) Patenting for quolity content - -0 -0 oo i
Is patenting necessary or desirable, and, if so, under what circum-
stamces, in order.to control the quality of the product? .~ .
" The extent to. which knowledge and’ know-how should. be sup-
pressed because it might be dangerously used is a question beyond
the scope of this paper; the extent to which it should, when the power
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exists, be patented in order to assure only its safe use by qualified
users is not beyond its scope. It is one thing to say that a private
property owner is under an obligation to use his property i a way
that will not cause injury to others; it is guite another fo say that
the Government should reduce rights in inventions to patent form in
order to regulate their manufacture and use. :
... The regulations of the. Department provide that, except in unusual
cases when it is determined that unconditionnl licensing would be
contrary to this public interest, licenses will be issued to all appli-
cants’ and will contain no limitations or standards relating to the
guality.of the product to be manunfactured, sold, or distributed there-
under.” . The ‘head of the constituent agency is required to recom-
mend whether the Department should seelk to obtain-a patent or
whether the invention should be published or other action taken in
the public interest, giving his reasonstherefor. S
- Examination of invention reports indicates that inventors and im-
mediate supervisors frequently recommend patenting as a method of
- gontrol of the quality of the product. Disregard of his recommenda-
tion that o patent be obtained for this reason was a part.of the dis-
satisfaction of .the inventor in one of the two appeal cases in the
Department. (See.p. 34.) - Such recommendations seldom reflect ap-
preciation of the difficulties involved in making such control effective.
The validity of the recommendation clearly depends upon whether a
condition embodied in a license would be enforced against a non-
complying or unlicensed manufacturer.  The possibility of a civil
action theoretically exists, it is true, but to date there has been no
record found of an infringement action for unlicensed use of any
Government-owned patent nor of g suit to enforée a eondition of
quality spelled out in a license under such a patent® - -
" The Department’s experience with quality control licensing is lim-
tted but illuminating, - ' oo B
““The drug “primaquine” was ‘invented by Dr. Robert Elderfield
and Dr. Eleanor Werble, working under a Public Health Service
grant at Columbia University. The drug has highly effective anti-
malarial properties; it is'also toxiec in character, and great care in its
manufacture is required to prevent harmful effects, All rights were
assigned to the Govermuent, pursuant to the terms of the grant, and
patenting was expedited because of a strong possibility that inter-
ference proceedings would develop. Patent issued in 1952. The in-
vention was extensively licensed under the ensuing domestic patent
(see p. 48 for the tredtment of foreign rights), but in the end the only
quality condition, if it could be called such, was one making thé manu-
facture and sale subject to compliance with the reguirements of the
Federal Food, Drug, and Cosmetic Act. These, of course, would have
been legally applicable in any event.” However, Dr. Elderfield’s qual-
ity standards for the manufacture of primaguine were furnished to
licensees and were available to the Food and Drug Administration to
take into consideration when passing upon new drug applications. -
45 OFR. see. T4, . . e T
® Attorney General’s report,-vel. 1, final report, p. 112. Checked orally ag of Qet. I,
1959, with Mr. Hayward Brown, Chief, Patents Section, Department of Justiece,
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In the exploration at that time. of the problems of quality control
the Public Health Service shared with the Inventor a— C e
reluctance to be responsible in any way for making pos‘sible'the production. of
'dr.ugt? of a quality less than. that which would be desirable from-a healtl_l stand-
poln . T o : R
However, it recognized that as a Government agency it had. inherent
responsibilities and limitations, for example, in the selection of li-
censees, quite different from those.of a private firm in the disposition’
of its own property. E ‘ : o
It has now become clearer to us that in the absence of adequate statutory
authority and appropriations which would be needed to do a competent job of
patent administration. we should generally confine cur control of the quality of
licensed products to the standards existing in our agehey’s established programs.
This convietion is strengthened by our belief that it may be possible to achieve
equal or better results in that way.® - i s o
In the case of the patent issued in 1959 on a process for a serologically
active fraction of virulent treponema pallidum, useful in the detection
of syphilis, quality control was a primary consideration in the Sur-
geon General’s recommendation that a patent be obtained.® The De-
partment of Defense, which actually handled the patent application.
was also interested in the quality aspect as affecting the venerea
disease programs in the armed servieces. Inguiry of the Food and
Drug Administration within the Department indicated that the re-
agen$ would constitute a drug within the statutory definition in the
Federal food. and drug legislation ; while, therefore, it was within the
reach of its power it was not of a class of products being actively
checked at that time. No requests for licenses under this patent have
yet been received, and the conditions for licensing to assure quality of
manufacture have not been prepared. It is not clear why reliance
on legislation and regulations now on the books would riot be as effec-
tive as reliance on conditions in a license; or, if existing legislation is
inadequate, why language to fill the gaps should not be recommended.

- Of even greater interest are the licenses under patents on morphine
derivatives or other narcotics, notably, on Metopon on which a patent
was obtained while the Public Health Service was still in the Depart-
ment of the Treasury. TIn this area, there is a strong body of legisla-
tive control, both as to.quantity and quality, in the Harrison Narcotics
Act, and in its various amendments, as well as obligations under
treaties to which the United States is a party. The licenses to manu-
facturers and distributors which were 1ssued (both before and after
-the trangfer of the patents themselves to the Federal Security Agency)
followed the recommendations of the Bureau of Narcotics of the Treas-
ury Department, which acted with the advice of the National Research
Council’s’ Committee on Drug Addiction and Narcotics.

- In 1951 the Committee on Drug Addiction and Narcotics found that
the licenses appeared to be retarding the medical use of the drugs and
recommended that they be revoked and that the patent be dedicated
to the public. A group which included both representatives of the Bu-
reaw of Narcotics and the drug companies agreed unanimously that

# Letter to Dr. Blderfield, from Mr. Hrnest Allen, Chief, Division of Rewearch Granis,
National Institutes of Health, Jan, 9, 1852,

9 Determination of Surgeon General of Aug. 24, 1955, regarding Invention of Dr, Portnoy.
.. # Lotter of Feb. 8, 1951, to Mr. Oscar Ewing, Administrator, Federal Becurity Agency,
from Dr. Nathan BEddy, standing commitiee, drug: addlction and narcoties, - @° -
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“there- seems to ‘be no present need: for continuing restrictions’on
Metopon other than those imposed by the Federal narcotics laws and
regulations.” : A fter congultation with the Justice Department, it-was
Jetermined in this case to make the patent available for unrestrlcted
llcensmo' rather than to dedicate the patent itself to the public. -

- The. recent -discovery at the National Institutes of Health of the
Synthetlc drug (phenazocine) having pain-reducing qualities similar
to certain opiates but without sirnilar habit-forming effects has again
demonstrated the inappropriateness of Government licensing under
4 patent as a substitute for regulatory control. In the case of the new
drug, the Bureau of Narcotics again recommended restricted licensing
under a patent to-be obtained- E the Government; the Secretary of
Health; Education, and ‘wVelfare in acceding to the reoommendetmns,
rélied upon the Bureau’s speolal responsibilities in this field as a basis
for a finding (as required under the Department’s patent regula,tlons)
that anrestricted licensing would be contrary to the public interest.
It wis recognized, however, that control of this and similar narcotics
should not rest upon the circumstances of Goovernment ownership of
"a patent right, but should extend with critéria appropriate to the ex-
:eéreise of Goverriient regulatory control, te all such drugs regardless
of ownership.”” The “Narcotic Mmufacturmg Act of 19607 (H.R.
529, which assed the House in the 1st session of the 86th Congress,
would prov1 e— -
:a system of 11censes and manufacturmg quotas for all’ manufacturers, w1th ap-
propriate safeguards, with Tespect to the manufacture of the basic classes of
‘nareohc drugs, ‘both natural ‘and synthetxc, for mzedlcal and scientifie purposes
fThls is an’ intricate piece of legislation and 1nd1cates very Well the
,dehcacy of the regulation problems mvolved

G’ono?zuswn

Control of the quality and quentlty of produots and tests of the com-
.petence and responsibility of manufacturers, to the extent of demon-
stratod  need. therefor, is properly exercised by (Government under
legislation of eencrsl appiication specifying the responsible agency
-«nu ‘the nature and extent of the control to be exercised.” This is par-
ticularly necessary to assure proper administrative safeguards when,
«a3.in the case of narcotics control, quantity limitations: ‘and seleetwe
quaalification of manufacturers are required. Except on-a purely in-
terim basis, pending the recommendation and enactment of a Pro-
priate legislation, there is no- place for controls based on a chance
proprietary interest of the Govermnent in a patent on a partmula.r
vlnventlon SR

(¢) Foreign raghts , : : , :
13 it necessary or desirable to lecwe to empzoyees, gmntees, or con-
‘tractors the foreign rights on inventions o which the Govemment ac-
‘quires the domestic rights?
The place of governmental eontrol over patent rlghts as a matter of

;forelgn policy, whether nationalistic or cooperative, is cutside the
scope of thls study It is olear however that notw1thstand1ng in-

o3 Memorandum of Mar, 9, 1909 from Surgeon Genera,l Burney to Secretary Fl i
HEW, “Determination. by the Seeretary of Conditions for Licensing of Narcotic NIH 7451}
and Belated Compounds,’- dated Apr..8; 1959,

3 H, Rept, 1053, 86th Cong.
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creased  provision for safeguarding information. in certain limited
areas, the present trend is toward freer and fuller sharing of informa-
tion, techniques, and know-how. Changes which have éccurred in‘this
respect since World War IT, and therefore since the report on patent
policies made to the President by the Attorney General in 1947, mark
a Tore active interest in the availability to others than the American
public of the results of research. . .. T o T T
- The trend is strongest with respect to knowledge and inventiorns
significant for general human welfare, particularly in the health field.
As in the domestic field, the Department of Health, Education, and
Welfare, more than other agencies of the Government, may be expected
to support, and be charged with responsibilities for the dissemination
and sharing of the results of research, . A striking instance of this
trend is the international medical research bill. This measure, which
has already passed the Senate (S.J. Res, 41, 86th Cong.),* is designed
to provide for an assault on disease through international cooperation
in research, research training, and research planning. The hearings
in the Senate and the House demonstrated wide support for the bill as
a means of forwarding the goal described by.the President as “a great
shared effort toward the triumph of health.” ~The rapid interchange
of knowledge and information is declared to be one of the basic purs
poses of this résolution. A A o
Department experience with foreign patent rights is limited -but
significant. It 1s necessary to set it against the framework of the con-
trol, supposedly exercised. but virtually inoperative, under Executive
Order 9865 of June 14, 1947, establishing a foreign patent protection
program.. This order, which antedated Hxecutive (rder. 10096, re-
quired all agencies of the Government wherever practicable to acquire
foreign rights in inventions resulting from research. financed by the
Government. It also provided administrative machinery for the pros-
ecution of foreign patent rights and their administration. . This pro-
gram, designed to establish a portfolio of Government-owned: foreign
patents to be used for trading purposes and to promote foreign com-
merce, Tailed to elicit support from industry or appropriations from
Congress. Administrative responsibilities were shifted from the De-
partment of Commerce to the Chairman of the Government Patents
Board and by delegation back to Commerce and the respective agen-
cies. In connection with the shift of responsibilities in large part to
the respective agencies, the Department of Health, Education, and
Welfare had expressed the view that it had no funds and no general
authority to administer foreign patent controls, T
A worling committee of the Government Patents Board in' 1955
agreed that the Exeécutive Order had not served its purpose. “"Whereas
the majority would have rescinded the Order, leaving the several agen-
cies to their own devices, the minority report (which represented the
views of the State Department) favored amendments which would
generally provide for acquisition of foreign rights to inventions with
respect to which the Government was entitled to-the domestic rights
and would utilize disclosure by publication as the primary means of
. % 8.7 Res. 41, 86th Cong., became Public Law 86610 on July 12, 1960, after this para-
graph was written, See hearings, International Health and Medical Research ‘Act of 1959,
Senate Committee on Labor and Public Welfare, February 19359; International Health,
House Committee on Interstate and Forelgn Commerce (subcommittee), August 1959, For

an earlier report on organization and finanecing of, and particij}-)atio-n of the United States in,
international health programs, see H. Rept. 474, 85th Cong., 1st sess.
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preserving the rights to use of such inventions abroad.”® . Ori these
issues the Department of Health, Education, and Welfare concurred
with the minority report. - R R

- What now remains is a rigmarole, unresolved by Executive action,
which leaves the agencies subject to an Executive Order no longer
operative according to its terms, and to administrative orders 6 and 7
of the Chairman of the Government Patents Board issued in 1954,
the operation of which have, however, been “suspended” in part, with-
out formal amendment.?™ At the time of writing the situation seems
to be as follows: The responsible agency, when the Government is
entitled to acquire foreign rightsin an invention made by an employee
or contractor, is still nominally required to obtain an option to acquire
such rights, but may simultancously with the acquisition of the op-
tion elect to forego it. With the approval of the Chairman of the Gov-
ernment Patents Board the agency concerned may disclose by publica-
tion instead of patenting; if the Government does not act, its failure
represents a determinatlon to leave rights to the inventor. :

In those circumstances in which the (zovernment is entitled to rights
in employee inventions, no reason is seen for distinguishing between
the domestic and foreign rights; the justifying circumstances, i.e.,
those attending the making of the invention, are'the same.  Executive
Order 10096 itself appears to contemplate no distinction. Section 1
provides for acquisition of the “entire right, title, and interest.” Ix-
ception is provided in those cases where the contribution of the Gov-
ernment is insufficlent equitably to justify assignment to the Govern-
ment of the entire rights; in such cases title 1s left to the employee
subject to a license for all governmental purposes “such reservation to
appear, where practicable, in any patent, domestic or foreign.” .

. The practice of distinguishing between domestic and foreign rights
had, - however, been followed by several agencies before the issuance
of the order, and notably by the Department of Agriculture. It is,
moreover, in accord with the recommendations of the 1947 report of
the Attorney General which, however, gave scant attention to the
problem of foreign rights.:? The general premise appeared to be that,
since Federal agencies as a rule have neither the means nor a mandate
for foreign patenting of rights in inventions to which the Government
might acquire title It is better to leave the foreign rights to the em-
ployee who might arrange for patent protection abroad and preserve
a license to the Government, Notwithstanding misgivings as to the
basic premise, the Department of Health, Education, and Welfare
;10 Repord of Interagency Working Committee to Cimirman, Government Patents Board,
'0';12"1 i%:}f?ggiraﬁve orders 6 and 7, revised by the Chalrmah, Government Patents Board,
Tederal Register of June 29, 1954. The present Chairman of the Board, under.date of
Segt. 22, 1959, advised the writer ag follows: - : :

. *The requirement to. submit foreign patent protection reporting form TS-12 to the
Department of Commerce, pursuant to sec. 3015(b) of administrative order 6, has been
sﬁ?kﬁ?«gﬂbre, sees, 301,5(b), 301.6, and 3'0:.1._9 of administrative order 6 and secs. 302.5
and 302.6 of administrative order 7 are temporarily inoperative,” .

Tor a statement on the background and requirements of administrative orders at the
time of their issuance In 1954, see administrative orders Nos. 6 and 7, and explanatory
document issued by the then Chairman on June 24 of that year: :

102 Attorney General's report, vol. I final report, p.. 186, The successive chairman of the

Goveranment Patents Board have alse apparently not questioned the authority of agencles to
Jeave the forelgn rights to the inventor even: in those cases. where the United States is

entitled to the full rights under common law doctrine.
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has conformed to the established pattern and hag drawn distinctions
in its treatment of foreign rights. : o S
The foreign patent rights left to the employee inventor of certain
antibiotic inventions have already been mentioned. As there noted,
the sale of rights by an employee.of the Food and Drug Administra-
tion led to adverse reaction from business against the preferred posi-
tion of the transferees in the exploitation abroad of Government-
financed research and against compromise of the employee’s disin-
terestness ag-an enforcement officer. (Seep.27.) . _ -
In the case of DDVP, foreign rights were left to the inventors
without, so far as is known, any such adverse reaction and to the
satisfaction of the inventors. It is the view of these inventors that
financial reward for control of foreign rights is an encouragement
for the recruitment of Government employees, and provides private
industrial - concerns a means of extending their activities abroad.
These are natural reactions. The leaving of foreign rights to the
inventor is nof, however, any more than the leaving of domestic
rights, a logical or effective means of providing for -employee incen-
tives and rewards. Moreover, the leaving of foreign rights to em-
ployee inventors may result in uses at variance with public policies
of the United States in the international field, such as agreements
relating to the reciprocal use of inventions, the prevention of export
monopolies, and encouragement, of the broad use of Government in-
ventions by industry.!® To the extent that the United States has
policies which involve the foreign use or patenting of inventions to
which it is entitled, it should not be in the position of relying on its
]e;mployees to do for it an agent’s work without an agent’s responsi-
ilities. ' RERREE ‘ :
The antimalarial drug “primaquine” has been mentioned (p. 46).
Developed by a grantee of the Public Health Service, all rights in the
invention were assigned to the United States under the terms of the.
grant. The foreign rights in this drug were the subject of keen com-
mercial interest. This was one of the comparatively small number of
inventions to which Executive Order 9865 was applied according to
itg terms. The Department of Commerce undertook the active ad- .
ministration of the foreign rights but was without funds fo finance
patenting abroad. In the case of certain other antimalarial drugs,
a group of commercial companies had financed the securing of patents
abroad.  In the case of primaquine, however, the inventor, Dr. Elder-
field, .felt strongly that while patenting was desirable as a means of
protecting the quality of the manufacture, exclusive foreign licensing
would be discriminatory against firms which had been most coopera-
tive in their research efforts and might be severely criticized.
Solution was reached under agreements made by the Commerce
Department with the Burroughs-Wellcome Co., whereby that com-
pany bore the cost of the foreign patent protection under a license
which was not exclusive and contained no provision of special advan-
tage to the company except the Government’s agreement to advise the
company of applications for licenses received from foreign firms. As
of July 1955, 25 foreign patents for this and certain other antimalarial
drugs were the only ones still in force under the foreign patent pro-

. 192 Report of Interagency Working Committee, supra, nofe 100.
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tection program of the Department of Commerce, Office of Technical
Services, and the financing companies had notlﬁed that Oiﬁce that
many of these were to be abandoned;

-The latest effort of the Department to handle forelgn rwhts to pro-
tect the public: interest through patenting relates to ¢ phenazocme
the narcotic drug on which domestic patent application is now pend-
ing.1% - In accordance with administrative orders by the Chairman
of the -Government Patent Board under Executive Order 9865, an
option to take the foreign rights was first reserved and was subse-
quently exercised. - Highly aware of the international significance of
this drug, and of the absence of any provision in the Department or
élsewhere- in the Government for the administration of the foreign
rights; the Department turned to the World Iealth Organization and
formally proposed that it should acquire the foreign rights and ad-
minister the resulting patents. - The object was to insure the utmost
availability of the new drug for the general health and welfare of
the peoples of the world, subject to the provisions of relevant treaties
controlhng the productlon and distribution of narcotic drugs. -

‘This was the first time a member government had proposed to place
the administration of rights in a pharmaceutical preparation on an
international basis.: The similarity of objectives between the Depart-
mentand the 'WHO was in this case complete, and the - Director-
General, Dr. Candau, expressed the liveliest appreciation and interest.
Within the time available the proposal was accorded the most ca,reful
consideration by WHO—
in ‘thé light of the éonsttutional functmns ‘of the World Hes.lth Orgamzatlon
and its legal siatus, the technical aspects of the matter, and the laws governmg
the protection of industrial property.

‘ Tn the end the offer was <:1ec.11ned.1°5 “The reasons which Ied WHO
to'this decision parallel to & striking degreé considerations which have
shaped the thinking of ‘the Depa,rtment on patent matters. They
may be summarized, very roughly, as follows: - :

“ 1. The a.dmlmstratlon ‘of patent rights, and thelr defense

. agairist third parties, would involve the organization in a quasi-

S commercml field in‘which it has no specialized knowledge or

" experience, and ma.y be outsuie the legal competence of the

g orcramzatlon

cig) Tmpartiality, as a vequisite of WHO in' the field of’ narcotlc

- drugs, might be prejudiced by its administration of rights in a

partlcula,r drug, especially oné which might or might not be the

miost desirable from the health- standpomt and by necessary deter-

' ‘minations as to which country should be permltted to, manufacture
the drug. -

g The ‘patent IaWS of many couritries present formldable diffi-

: cultles on the securing and maintenance of patents, particularly

" on medicaments, and the alternative of publication would furnish

reagonably adequate protectlon against excluswe approprmtmn
* by othera.

On the last point, the Dlrector Genera,l transmltted a “Study of’ the

Means of Preventmg the Acqu1s1t10n of Exclusive R1ghts W1th Re-

0t Serial Nos. 771,165 and 771,188,
15 Letter from Dr. M. G.. Candaaz, Apr. 10, 1959, to Dr. L. E. Burney, Surgeon General,
Public Health Bervice.
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spect to NTH 7519”7 which was prepared by the United International
ureau for the Protection of Industrial, Laterary, and Artistic Prop-
erties and which includes an analysis of the laws of the principal
countries, L T
The Director General of WHO concluded his consideration-of the .
proposal by an offer to make. available all existing facilities and serv-
lces, including technical publications, of WHO with & view to dis-
seminating in%ormation on the drug to member States. The Secretary
of Health, Education, and Welfare, in Qctober 1959, in turn approved
the recommendation made to him by the Surgeon General, that pro-
tection of the invention abroad, with a view to its widest availability
within the limits of international conventions for the control of nar-
cotics, should be sought through a program of disclosure and publica-
tion. This program would utilize normal seientific channels and
the publication facilities of WHO and of the State Department
operating through its representatives and media in foreign countries:
This incident, together with prior history in the Department, indi-
cates that, except for inventions which are to be exploited for com-
mercial or proprietary purposes, the protection in foreign countries of
Government-owned inventions, especially drugs, is best sought through
the development of techniques of publication rather than patenting:
Further, it suggests that the leaving of rights in inventions to which
the United States is equitably entitled, either to the inventor or to a
contractor, for private exploitation lays the Government open to
charges of discriminatory preference, or of a lack of regard for the
general public interest in the results of research. B o
. Conclusion o cL N S
Generally, the circumstances which equitably entitle the Government
to the domestic rights in an invention entitle it to the foreign rights
as well. Under a cooperative international approach the considera-
tions which apply to the availability of the results of Government-
financed research in this country, particularly the availability of inven-
tions relating to health and welfare, apply generally to their avail-
ability abroad. Generally, as in the domestic field, a vigilant policy
of publication will suffice to protect the Government-owned invention
against claims of prior invention by others. STl
When as an incident to foreign policy or to provide additional pro-
tection against adverse claims, it is determined that patenting, and the
maintenance of patents in foreign countries, is desirable in the public
interest, the Government should act through a public agency, equipped
by speclalized experience and financed with adequate appropriations
for this purpose. The granting of exclusive rights in inventions to
which the United States is equitably entitled, either to the employee
inventor or to a contractor for private exploitation, lays the Govern-
ment open to charges of discriminatory preference, or of a lack of
regard for the public interest in the results of Government-financed
research, and, in areas where the agency has regulatory responsibilities,
may compromise the impartiality of its administration. o
The lingering controls supposedly, but not actually, exercised under
Executive Order 9865, are unrealistic, stale, and unprofitable.. In the
absence of centralized patent machinery, with operating powers, appro-
priate consultations. with the Department of State arid the Department

N
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6f Commerce as to foreign policy and international commerce aspects
are all that is requlred to supplement procedures available to the
responsible agency for the handling of foreign as d1st1ngulshed from
-the domestic rlghts

(d) Licensing .

15 power to issue Limited or exclusive licenses mcessaoﬂy or deszmble,
ami under what circumstances, in order to foster or assure the develop-
mentha F @ patentable invention arwmg f'rom Government-financed re-
search?

-The basic que:tlon here is one to Whlch the Department has at-
tempted no snswer. In the case of employee inventions, invented
under circumstances which entitle the Government to ownership of
the invention, exclusive licensing ‘is generally viewed as beyond its
power, under present law, since this-would amount to a disposition of
Government property without congressional authorization.’® The
same objection would apply also to exclusive licensing of Government-
owned foreign rights.” Some of the experience g gained with Tespect
to foreign rlghts where these have been “left” to the inventor, il-
lustrate problems which Would attend selectlve hcensmg of domestic
rights as well. -

There has developed so-far a.s the writer has discovered on the basis
of limited inquiry, no persuasive body of evidence that employee in-
ventions or others to which the Government has acquired the full or
domestic rights, have failed of development because of the Depart-
ment’s inability to license exclusively. This is an area in which in-
formation is not readily obtained. Followup on the commercial de-
~ velopment of inventions made available to the public, either through

publication or patenting, ig'a matter which lies outside the statuto’ry
responsibilitiés of the Department, and even at, best, what would have
happened had the administration of inventions been other tha,n they
“actually were must be largely conjectural:

In the field of grants, however,- departmenta.l pohcy Statements
exphcltly recogmzed that— .

in some cases it may be’ advisable to permit a utlllzatlon of the patent plocess
in order to foster an adequate Commelmal development to make a new mventmn
widely available.

The Department has, for thls and other reasons, 1a.1d on the heads
of the operating agencies within the Department the responsibility for
exercising judgments on a factual basis. “This sometimes involves
the question of whether exclusive licensing in a given case should be
permitted, and on what terms. The experience of the Division of
Research Grants, Public Health Service, has been in this respect the
nost extensive within the Department and has therefore been ex—
aminéd as a part of this study.

Under the Department regu]atlons occasions for exercising ]udg—
ments with respect to invention development and utilization, may
arise chiefly in two situations: (1) when the Surgeon General is asked
to a.ccept the mstltutlon s own esta,bhshed patent policies (Wlth or

* i Congtitution art. ‘4, 'sec. 3, ch, 2, Congress has power “to’ dlspose of EER property
belonging to the United States.” Granting of a nontransferable, -nonexclusive, 1rrevocable
license under -2 Government-owned K atent iz not a disposal of the monopoly, and not a
di%]?iglanpoé pgcg}(er)ty Opinion of Attorney (General Stone, 34 Op, Atty. Gen, 320 (1924)

LBLR. 8.0(c}.
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without modification) as a basis for leaving to the institution the
function of decision as to the disposition of all inventions arising
from Public Health Service grants; and (2) when, in the absence of
such a standing agreement with the grantee institution, he exercises the
right (reserved to him under the terms of the grant) of determination
in the individual case.. The grantees of the Public Health Service,
as a class, are nonprofit institutions, chiefly universities,’® Ag non-
commereial institutions their problems in the patent field are similar
in many respects to those of a Government agency, except that they
are not complicated by regulatory and policing functions. Increas-
ingly, with the growth of research and especially of research spon-
sored by outside interests (both profit and nonprofit) these institu-
tions have been: forced to develop their own patent policies. These
vary all the way from a complete hands-off - attitude to the mainte-
nance or employment of specialized machinery for patent administra-
tion for the purpose. of d%veloping the invention and sometimes for
realizing financial return to support further research and to compen-
sate inventors. As to rights in inventions arising from sponsored
research the policies generally provide that these shall be handled in
accordance with the agreements with the sponsor.t® Some are so
sensitive to the issues of freedom of publication and use of the results
of research that the patent clauses in Public Health Service grants
have appeared to them to be too restrictive.1e : g
As of November 1, 1959, the Surgeon General had entered into
agreements with 19 nonprofit institutions. See appendixes G and H
for list and for a sample letter of agreement. Of these 19, the policies
_of 18 of the institutions admit of exclusive licensing In some situations,
usually tightly circamseribed.’* The Surgeon General may approve
an agreement with an institution only if he finds that under its poli-
cles— o RN
these are such as to assure that the invention will be made available withount
unreasonable restrictions or excessive royalties. - - - T
If the institution’s policies admit of exclusive licensing the Surgeon
General requires assurance that such licensing would be the exception
and for a limited period only and requires— - o
full information on the basis on which such licenges are issued and the safe-
guards utilized to protect the publiec interest. ' -

1€ The general authority for grants under the Publle Health Service Act (42 U.S.C.
241(6)}:1 oes not expressly exclude profitmaking institutlons. To the extent that the
Publiz Health Service has widened the c¢lags of grantees to include other than true non-
profit organizations, some of the assumptions underlying the patent policy as applied to
grants may require reconsideration. : T . c

1 Sea generally “Oniversity Patent Policies, a Tactual Survey,” directed by Archie M.
Palmer, National Research Council, Also Palmer, Archie, “Patents and Nonprofit Re-
searea (Study No. 8, Senate Subcommittee on Patents, Trademarks, and Copyrights).-

10 Thig has been a problem in econnection with applications from some forelgn universl-
tleg ns well, An application from the University of Manchester for.a grant for & research
prejeat in the cancer field was withdrawn Apr, 17, 1959, because of the required inclusion
in the grant conditions of the standard patent clause. The same clause was objected to
in the case of a fellowship applieation at the University of Leyden but, after further
explanation of Publie Health Service polley, the board of directors of the university were
“convinced that the purpese of the Public Health Service is essentially the same as our
own : o insure the freedom of publication and of the use of inventions.” Letter to Miss
Kath=rine Parent, National Institutes of Health, May 24, 1958, -

i Harvard University. pelicy provides that ng member of the university may take out a
patent concerned with therapeuties or public health, except with the consent of the presi-
g.glﬁl and gﬁllows, nor will such patents be taken ont by the university except for dedication

2 publie, ; R . ) .
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- Institutions having such agreements are required to report any‘in-
vention, on which a patent application is filed, in an annual report
showing the disposition of the.inventions. From the 19 institutions
having' patent policy agreements. with the Public Health Service, 7
have reported to date 23 inventions on which patent applications have
?een_ﬁ)led, 12 of these being from 1 institution (University of Cali-
OPMR). o viaai i = R
» The Division of Research Grants in the National Institutes of
Health receives individual invention reports from both employees of
the Institutes and from their grantees, the two together constituting
over 90 percent of the invention reports in the:Department as a whole.
See appendix F. - The total number received by this Division in & 7-
year period {January 1958-July 1959) was 103, of which 54 were for
- iventions arising from grants. - Of these, 27 received during the pe-
riod July 1, 1956, and July 1959 were examined to obtain a cross'section
(1) of the views expressed by the inventors and by the grantes insti-
“tutions on the subject of patenting and (2) of the disposition made by
the Surgeon General under the terms of the grant. A
" In cases where the institutional policy was fairly open the inventors
generally expressed no personal interest-in patenting. except as it
might serve to protect the public interest.” Thus, one report (from
New York University Postgraduate Medical School), relating to an
invention arising from research to which several organizations had
contributed; stated that none of the contributing organizations was
interested- in patent rights and the inventor had “no desire to patent
aunless this would safeguard the interests of the Government and the
general public.”  As'in the case of employee invention reports the in-
~vention reports from these institutions sometimes urged patenting. on
public interest grounds giving a variety of reasons. Five (at Medical
College of Virginia, Washington University, University of Florida,
Rollins College, Clark University) favored patenting for protective
purposes; one (at Hahnemann Medical College) thought publication
sufficient. for protection but that.royalties from a patent could finance
further research; one (at University of Cincinnati) would patent for
the purpose of assignment to a sultable company for development,
under safeguards and without demanding royalty; three (at the Uni-
versity of Maryland, Stanford University, and at ISastman Dental
Dispensary) in view of a limited market thought patents might be
needed to assure economic development. In one case (at Wayne State
‘University) the inventors wished to file a patent application and re-
-ceive royaltiesy and believed a 5-year exclusive-use basis was necessary
for adequate development; they would, however, be satisfied without
patént arrangements.. One (at Meharry Medical) would patént to
protect - the: public interést and as a recognition of the inventor and
others who had ¢ontributed to the work. . - e
" In'six cases the grantee institution proposed to handle patent apphi-
cations through: its own machinery created for patent administration
“purposes (Western Reserve University, University of  California,
TAS, Stanford; and two at the University of Wisconsin); of these
Western Reserve and RIAS have policies of nonexclusive licensing
only. ‘In-the case 6f Western Reserve, university policy prohibits the
patenting for profit of any invention in the health field; if deemad
advisable by the board of trustees, a patent may be sought but only



FAAL BN DV B AT LRI LAy AR B WSA A L ] N B e e e e e e

for .'E.the, purpose of pljeveutin% exploitation by, others and, ‘tc:) protect :

the public. In:three cases (at the Marine Biological Laboratory,
Pittsburgh, and the University of Tennessee) the inventors proposed
that the invention be left to the institution for handling under & con-
tract with Research Corp. .~ . . .. . . o oL
.. On the 27 inventions, two reports were so. delayed.as to preclude
determination before the lapse of the 12-month. period following dis-

closure and publication; one invention was found to have arisen.out-

side the scope of the grant-assisted research; and in one case deter-

mination was left, under section 8.2(c) of the regulations, to the Navy, -

Department as the principal contributor to the.research. . In 12 cases
the determination was of the “standard type” .consisting of the fol-
lowing elements with slight variations: = . 0. .0 . .. 00 o
L él%fThat'equi_ta,ble ownership is.in the United States;. .
2
- propriate publication (identifying the publication) ;.
"~ (3) That no

AUy - T e ey b T i e D U
. (4) Tn the event that the inventor, with the approval of the.
- grantee institution; elects to file:a patent application, such appli-

cation shall be subject to a formal-recordation of assignment, to.

. the United States: . ; ... . . 0 ey o
. In threé cages the invention was left to the grantee institution; in
one case: (Pittsburgh) for handling through Research Corp., and in
another (Stanford) on conditions harmonious with the university’s
own policy which assures availability through nonexclusive licensing,
~ In one case only, involving a narcotic drug 'de'velo%ed at the Uni-

versity of California, was an’ exelusive license specifically approved

on the ground of the.need for developuient to establish 'its usefulness.,

¥

rst public

The period approved: was up-to 4 years from the date of fi
sale or 7 years from the filing of the patent application:i .-

- Of the cases on which determination is pending, two gidposa.lélff,)r;

exclusive licenses are under serious consideration. - If approved it will
mean. that, with-three.previous proposals,.the green:light will have.
been given in five cases, for .exclisive licensing for-a-limited period.
under patents to be sought on inventions financed in wholé or in part.
with Public Health Service grants. . In .one of these earlier cases (at

Johns Hopkins). the.probable very long and. costly. period. of. develop-.
ment had been the reason. for the approval of a long-ex¢lusive Heenses-

on - another invention‘of a synthetic antigen -for cancer ‘defection
(University of California), development is continuing but without.
striking results to date; .in the case. of the narcotic invention.at the

same university, time has been too short for any:result to beexpected.:

In addition to the above, the Service received a report of a Tumored:
assignment of an unreported. invention. . The report came from an-
other grantee institutiorn, one having & strict no-profit policy, which

had tried to obtain information on. the invention, had been informed:

that the information: requested Was,pqt,;avaﬂa,ble;_and,been; referred

to.a manufacturing company as the reported. gsslﬁnae of the patent:

rights. :The inquiring institution complained of .t
withholding of the results of publicly financed research, Inguiry hy.
the Service disclosed that there had indeed been a failure o report
the invention.but that no patenthad actually been obtained. . ..., -

. ED831-—e1 gt il ol [ AT R A S A S

That the best, interest of the Pﬂbﬁ(};ﬂ?ﬂlbﬁﬁélﬁﬁd} by a,pf-;_

domestic or foreign patent, applications need be,

18 3.an improper,
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- The record thus summarized is not impressive as to showing need
for exclusive licensing. - Neither is the record at all definitive, al-
though the reviews given by the Service to proposils for such licens-
1n% have been very painstaking and thorough, and have involved con-
sultation with specialist panels drawn from.fields in which the re- -
spective inventions were developed. Many of the grantee institutions
have been: concerned with the problem of assuring the develo}tl)ment
of 'mmventions ‘to the point of highest usefulness but, nevertheless,
especially in the health field, either prohibitor restrict the grant of
exclusive licensing - : A A
. Recqgr;lzlng'thé_SEecla:I ‘competence fieeded for patent administra-
tion many of thern have turned to Research Corporation. 'This is a
nonprofit patent foundation which distributes its total net‘income as
grants-in-aid of research to college, universities, and scientific institu-
_tions. - It has as'a primary purpose the development of inventions of
significance so as to render them-available and effective in' the useful
arts. “Research Corporation’in 1957 had management agreements with
97 educational institutions and 1 nonprofit OI:E'Famzatlon, including 10
of the'19 institutions with which the Public Health Service has agree-
- ments leaving to'the grantee the disposition of inventions arising from
anyofitsgrants. "~ - R A
- The experience of Research Corporation in the granting of licenses
and fixing of royalties is, therefore, pertinent tothis study. Following
is a 'statement furnished to the Public Health Service as a basis for its
review of institution proposals for handlihg inventions in the indi-
vidual case or on'the basis of advance general agreements: "
'+ Research Corporation’s licénsing practices and Yoyalty rates are difficult to cat-
egorize. . The object is'to encourage the development and introduction of a new
product to the market by offering an attractive license to a ‘potential licensee
and at:the same time obtain ferms that will ‘adequately protect the interests of
the universities, the inventors, and our own'grants program. No fixed royalty
rate could possibly be determined which would- cover every situation which
might arise; however, the rate is always consonant with normal trade practice.
It ig the policy of Research Corporation never to issue an exclusive license for the
full life of a patent: Exclugive licenses are issued oceasionally, but only for 2'or’
3 years and the maximum- in the past-has been for 4 years:. An exclusive license
for a few. years may be issued .in a case where a potential manufacturer will
have 'to spend a great deal of mmoney in developing and introducing a new prod-
uct, The short period of exclusivity is designed .to afford the manufacturer an
opportunity of recapturing some ‘of his initisal capital outlay before competitors
enter the field.. We-have found this policy has encouraged the early developiment
of inventions which otherwise might have lain dormant." . Another case where
an exclusive feature is attractive i where the market for a product is known
to be so small that a manufacturer would not otherwise introdiice the product.
In addition” to the short termi of-éxclukivity, the other safeguard utilized is
the minimum royalty provision.  Whenever an exclusive license.is granted, a
minimum royalty ig written into the. contract which -makes: it incumbent upon
the licengeée to develop the preduct in the shortest period of time and also deters
a manufacturer from taking a license unless he actually intends to use it.
“We have found that an exclusive license used in the above fashion not ‘only
protecis but promotes the public interest.™ ... ... T T

-“The policy of Research Corporation is indicative of a very substan-’
tial experience to the effect that, even where some monetary return is an
objective, exclusive licensing is rarely necessary for patént develop-
ment and that, in any cdse, a short period of exclusiveness is adequate.’

T3 Confirmed as fepresenting eurrent’ policy” and practice by letter to the writer dated
Oct. 2, 1959, from Mr. 8. Blake Yates, vice presldent, Research Corporation, - - .-
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The maximum in actual practice has been 4 years, and the period has
now beenreducedto2orsd. . . - . . . Sl
In the light of such experience those who are reexamining the
patent systemn as a whole, under the conditions of today, may be
prompted to consider whether, for any purpose other than economic
warfare and the tightening of monopolistic power positions, the
17-year life of a patent is not in any event too long. ~ As to inven-
‘tions arising from federally financed grants or contracts, to the extent
* that these admit of exclusive licensing at all, on the ground that it is
needed in order to develop the invention, it suggests that a 5-year
maximum limitation on the period of exclusivity -would strengthen
the policy objectives.‘- Amendment of the HEW regulations, and the
statement of “PHS invention and patent policy” to substitute for the
phrase “for a limited period only” the phrase “for a limited period,
in no case to-exceed b years,” would clarify and strengthen the re-
search arms of the Department in dealing with the occagional im- .
portinate demands from grantees overly swayed by possibilities of
profitable exploitation. e s L
. It:does not follow that the Department should have the power to
license exclusively the Government-owned inventions which it ad-
ministers. - Several: factors enter here. First, there has been no con-
vincing body of experience to date as to the need of any exclusive
licensing to promote development and utilization; the Department’s
Erosition on this has been largely one of watch and see. Second, if
overnment-owned inventions were exclusively licensed it would in-

volve the Department in the selection of licensees on a preferential =

basis, raising many questions of conformity with general Government
policy and compromising its own impartiality as a regulatory agency.
Third, the administration’of exclusive licenses involves a host of re-
“sponsibilities, such as defense of the patent right itself, through suit
for infringement or otherwise, collection. of royalties, enforcement of
.the terms.of the license agreement, all of which are foreign to the
experience and competence of the Department.- BN ;

f legislation were to be enacted to authorize exclusive licensing of
Government inventions, it is believed that it:should be accompanied
by the establishment of a patent administration with specialized com-
petence in that field subject to statutory safeguards which would
assure the consistency of its operations with general public policies,
such ag those dealing with monopoly and restraints of trade, and
those resting on the functions of particular departments such as those
of the Department of Health, Education, and Welfare with its em-
phasis upon the dissemination of the results of research. It should
be said, and it spems strange that it should need to be said, that the
administration should be a public agency, and that the reliance upon .
employee inventors or contractors as pseudo-agents to carry out gov-
ernmental policies with respect to inventions of which the Govern-
ment is the owner, is both unworthy and dangerous. e

In Great Britain, the National Research Development Corporation
has been established for the purpose of “securing, where the publie
interest so requires, the development or exploitation of inventions re-
sulting from public research.” It is mentioned here only because its
policy statements on exclusive licensing in general condemn such
licenses: as tending to monopoly but also permit them under special
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ciretimstaness When substantm,l capital s needed to ‘make an mventlon
marketable. By statute in Great Brltaln, however, ‘exclusivity 'in
‘respect to inventions relafing to- food medlclnes, and surglc'ml or cum—
tive devices is prohibited.** "

- Achistory of bills in Con%'ress prowdmg forthe hoensmg of Gevern~
hent-owned patents is included in study. No. 12-0f the Subcomimiitee
on Patents, Trademarks’ and Copynghts of the Oomm1ttee on. the
‘ ‘Judlclary (pp 35—-38) T : R

O'Oncl/wszon

~Limited expemence W1th Government—owned mventlons admm1s—
tered by the Department:does not indicate that inventions have failed
of development because of absence of authority to license exclusively.

.- In_the sdministration- of the: grant program:the Public’ Health
Serwce has passed: upon: proposa‘%T tor -exclusive:licensing, either as
permitted under proposed general agreements ‘with grantee institu-
tions or in the case of individual inventors.: .The:cases in: which if
has been found that exclusive licensing will make the invention more
adequately. and- quickly ava,lla,ble for Wldest use are- few in number,
~and the results inconclusives: - -

. Experience. with Research Corporatlon, a nonproﬁt patent manage—
mént corporation with -which many grantee institutions have contrac-
- tual arrangements, indicates that exclusive licensing is rarely necessary
and should be limited to two or three; or at most four years: .-

- Further éxperience under the grant policy.of the Department should
produce further illuminating data on this point. -

In. the -case of Government-owned inventions a,uthorlty to llcense
exclusively 'would entail seléction of licensees.on a preferential basis
and responsibilities ot within- the ‘general: scope and competence of
the Department. . No. tecommendation is made for the granting of
such-authority. Authorlzmg legislation if such is considered, should
provide -for a central  patent -administration: agency iwhich- would
operate subject to general Government policies (as; for example, those
against: monopohes and restraints of trade) and the particular objee-
tives of programs giving rise fo theinvention:(for example, in the
cage of Health, Edication, and Welfare, the dissemination of informa-

tion-and ava.ﬂablhty of the results of research for the genera,l pubhc
beneﬁt) o : R :

0 THE NATURE oF THE .A.DMINISTRATIVD PROBLEM

Wﬁat is the natwe of the. admmsz}mtwe problem m the Depaf’zﬁ-
ment with respect to inventions and patents?..

The Department’s research programs, both those dlreotly conducted
and those involving relationships with public and. private nonprofit
organizations and industry; directed as they are to the public benefit
and particularly to public health, inevitably raise questions of policy
which are distinet from those of. agencies Whose iriterest in-research
results is-largely for purposes of procurement for'Government use.

The Dapartment Patents Board has served the Department Well in

113 “Development of Inv&ntlong Act ’* 11 and 12 Geo 60. See “An Intmduction
to the National Research 'Development Corporation." bookiet publlsheﬂ by the corpomtlon
1 Tllney Street, London W 1,
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furnishing a coptinuous and informed advisory body to the Secretary -
for the establishment and adaptation of policy standards. ‘The need
for such a body will continue, asmore of the operating agencies within
the Department are chargedf with research programs and authority,
and asicontract authority is broadened. - Because of the involvement of
employees’ interests; the Board should include always an officer fa-
mi]?a;r with personnel problems, as well ag persons representative of
the regearch programs of the Department: and onhe or moré who are
familiar with overall Department objectives. ..~ =~ -~ -
. Responsibility for carrying out’Department policy has been de-
centralized to an vnusual degree.” The effectiveness of policy, there-
fore, depends largely on administrative coordination within the De-
partient. In this the Department has been weak. A’ patent officer
1s provided for in the Department manusl to act as secretary to the
Board and as a coordinator of procedureg within the Department, -
and attorneys in the Office' of the General Counsel have been suc-
cessively named to this post.” In no case, however, has the patent
officer been sufficiently free of other duties to give it adequate atten-
tion. The constituent agencies of ithe Department in turn have been
slow in getting up central control points within their own organiza-
tions, and where, as in the Division of Research Grants in the Public
Health - Service, employees have been named to handle the rapi'dlg .
increasing flow of invention reports, they have been handicapped
by insufficiency of staff and lack of means to'secure effective coorgma.—
tion within the research branches of the Service. As of the time of
- writing, however, there are indications that, the Service is moving to
correct thege defects,. 7o ni i T T
It is interesting that a recent analysis by Captain Robillard, Assist-
ant Chief of Naval Research, concludes that. the Department of De-
fense with its vast'and very- different research programs, suffers-also
from weakmess in ‘the -coordination: of patent matters.® Captain
Robillard’s analysis shows that, although the-legal functions which
are performed are unique and constitute a recognized specialty in the
field of law, most of the functions performed with respect to patents
are now in thenonlegal fieldd, -~ © i wmn T Tl
"In the Department of Health, Education, and Welfare, with its
policy of dedication to the public of ‘the results of research and its
* desmphasis on pa.tentinlg as such; the problem is much more éducational
and administrative. Moreover, if the administrative tasks weré vigor- -
ously resurveyed and procedures established, with a basis of proper
records and workflow, it should be possible both to reduce, and to
speed up, the load of case-by-case considerations, which are repetitive
and often urnecessary. The great.need. is for (1) education on the
fundamentals of policy and procedure, ‘including appeals procedure,
among the research arms of the Department and cooperating research
institutions, (2) closer followup of reporting requirements and policy
controls, and (8) prompt top-level consideration of major policy de-
velopments, especially with respect to industrial contracts, with at-
tending consideration of pogsible legislativeneéds, : .. .
" miiGovernment Patent Administretfon, Polley and Orgzanlzation” by Capt. George N.

Robillard, USN, Aggigtant Chief of Naval Research, in Patent, Trademark and Copyright
Journal, vol. 1, p. 270, December 1887, - ¢+ . - T o Lo
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- The Department, in its development. of a patent; policy, has been
happily free of the dominance of patent attorneys whose specialty
and interest must lis primarily in the exercise of the patenting tech-
nique. It is, of course, essential that the advice of the Office of (General
Counsel be available on all legal aspects of:policy and procedure.
Experience in patent law is a desirable, but not essential, qualification
for this purpose. The number of inventions which the Department
seeks. to patent, under existing policy, is too small to justify the em-
ployment of a patent attorney for the technical work of searches and
patent applications. So long as this is:so it may be preferable to con-

“tract for the services of patent attorneys who are specialists in the par-
ticular field of the invention, or to secure such services on a reimburse-
ment, arrangement from other agencies having specialized patent stafls.
. The procedures now required under Executive Orders 10096 and
9865 contribute to unproductive delays and duplications in the ad-

- ministrative process. Witness the continuance of special provisions
on foreign iights (see p. 48), the foundation for which has long
since- been abandoned.  Witness also the review (apparently pro
forma) of every case of the Department’s reliance on publication in-
stead of patenting as sufficient to protect the public interest; the re-

-view in every-cage of a determination that the Government, is-entitled

‘toa license, on the basis of Government contribution or relation to the

employee’s duties, to determine not merely whether the Government

. has taken too little, but whether {(even in the absence of any employee

appeal) it has taken too much. This excess of review in individual
cases 18 unaccompanied by the publication of precedent decisions in-
volving basic inferpretations o? the order*s Is it to be regarded as
meaning what it says and, especially in the light of its promulgation,
as a declaration of executive policy to fill in the void in policy which
the Srlfl_lpreme Court found to exist in the Dubilier case? 81‘ is it to be
regarded merely as the setting up of rules and machinery for the ap-
plication of the criteria which Dubilier found to be controlling in the
absence of executive or legislative policy ¢ The trend of decisions is to
be gleaned from the satisfaction of agencies which originally opposed
the order and from statements of the chairman criticizing the language
of the order and indicating that it is not being literally interpreted.i’s

_ Clarification of basic governmental policy, and elimination of un-
necessary administrative superstructure;is esseritial to an understand-

able and effective operation, - .. , o s

s Yraflure to publish decislons is attributéd to agency objections and to the executlve
nature of dlsclosures regarding patentable Inventions, This would, of courge, not preclude
th:l?nblica.ﬂon ot hasic Interpretations. : ' .

45 8ep, for example, statement of Lt, Col, Willard J, Hodges, Judge Advocate General's
‘Clorps, Department of the Army, at p. 14, hearings before Subecommittes No, 8 of the
Committee on the Judiclary of the House, Mar. 3 and 285, 1958, and statement of Mr.
Benjemin B. Dowell, Chairman, Government Patents Board, ibid., at pp. 25-26. ¥or an
example of an agency positlon minimizing the Government’s elaim to title under the order,
gee “Patents and the Alr Force Employee,” a pamphlet issued by the Alr Research and
Develogment Command (1939), Capt. R. A, Fitch of ONR, at a récent meeting of the
Committee of the Federal Council on Seclence and Technology, characterized the order as
written as “bad” but added that “However, by liberal Interpretation the military services
have a.ttemfted to follow the rule In the Dubilier case and Eerm;‘ltted enployees to retaln
title to thelr inventions subieet to a royalty-free Heense to the Governmment,”

Also gee Finnegan and Pogue, op. cit. supra, note 80, stating that in the opinion of the
authors, based on analysis and interviews, the Chalrman of GEB has, in general, departed
from the strictness of the policies of the order, and applied principles consistent with the
judictal gtandards of the Dubiller case. The fact that the total number of cases in which
the Government hag an interest has increased “alarmingly” since the issuance of the order,
they explain, Ig probably due to the fact that the agencles felt “bound to make thelr deter-
minations in accordance with the sirlet terms and Intent of the order rather thar under
the more Hberal rules of case law' (pp, 920-9238). .
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© Oonelusion

- Aided by the Department Pa,tents Board the Department has been
constructive and thoughtful in the fomnuletmn of its patents policies.-
Implementation has been spotty, and in many cases wea.k because of
a lack of effective machinery of coordination.

~The problems of patent policy, especially in departments 11ke‘
Health, Education, and Welfare, are primarily administrative rather
than legel Formulation of simp. hﬁed) procedures, and the conduct of
an educational pr cFrem on pohcy among top supervisors as well as
research staff, could greatly reduce the load of detail, promote under-
standing, and reduce instances of noneom liance an delay. High-
level attention needs to be given to problems of relationship with
grantes . institutions and to the terms of - cooperetlon in contraci:_
research.

The machinery and proeedures reqmred under- Exeoutwe Orders
10096 and 9865, as presently established, are entirely unproduetlve
and an 1mped1ment to the admmlstratlon of any elea.r-cut pollcy :

'D. G’I}NERAL Summary AND RECOMMENDATIO\TS S

The researeh activities of the Department of Heelth Educetmn,
and ‘Welfare are dedicated, not to the narrow interests ‘of the: Gov-
ernment, but to the general public interest. Free and full dissemina-
tion of the results of research, through every appropriate means, is
essential to the vitality of the reseergl effort and the enmchment of
'thé common store of knowledge. g

Inventions which are the outgrowth of such reseeroh should not—
through patenting, be made the sub]ect of explmtatlon for proﬁt or
for private ends.

The same basie pr11lc1p1es are: apphcable to the reseerch aot1v1t1es of
the Department, whether conducted directly, through grarts to non-
profit organlzatlons, or under oontraot with nonproﬁt or proﬁtmaklng_.
organizations,

nder a foreign. pohey which favors the 1nterchenge of information
in health and welfare fields the same-basic pr1nc1p1es are apphoable
to the foreign as well as the domestic rights. .

A policy of disclosure by publication will generelly be effective
to protect the public interest against adverse claims of prior invention,
Patent applications on inventions assignable to the Government will
occasionally be desirable for defensive purposes. - Patents generally,
however, haye no meaning except as instruments of economic control.
The ownership of patents on inventions, particularly in the health
field, has for the Glt)wernment certain - distinet disadvantages.

‘Patenting -of inventions assignable to -the Government as- the em-
ployer as () a system of incentive awards for Government employees,
or (b) as a system for regulation and control of the product is un-
desirable; the Government has other more direct, more modern, and.
mors &p roprm,te means for achieving such purposes. . ' _

The Government, unider established policy’ governing the terms of.
the employment, should be entitled to the entire right, title, and
interest. (foreign as well as domestic) in all inventions. Tnade by a’
Government employee (&) during Worklng hours, or {&) with a con-
tr1but10n by the Government of fa,clhtles, equipment, ma,temels, funds
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- or information, or the services of other Government employees on
official duty, or (e¢) bearing. a direct relation to the official duties of
the inventor, except that ‘when the contribution of the Government
has been so. insubstantial that it is deemed .clearly inequitable to
require assignment of the entire right, the Government should' be
entitled to, & nonexclugive, irrevocable, royalty-free license for all
Goyernment, purposes.. A T SR
- Since patent: administration is -desirable only when: necessary to
protect the public interest,. there.is o objection to leaving the dis-
position of inventions arising .from grants to, or_contracts with, non-
profit-institutions when they have policies which are generally com-
patible with theforegoingprinciples. . - .. . ... "
. Similarly, there is noxo}lgyjeé_’c_ion, in the individual case where the
right of determination is reserved to the Department (or the head
of a constituent organization in the Department), to leaving the rights
to the nonprofit gfanﬂe& or contractor when there is assurance that the
disposition will be ' P

will be consistent with these principles. - .. .
There is no persuasive body of evidence, at least to date, that inven-
tions to which the. Department has taken assignments in behalf of
the Government, or which have been dedicated to the public by publi-
cation; hiave failed of .development becanse. they liave not:-been avail-
able for exclusive licensing:. - The-exercise of such power by a govern-.
mental agency; such as this Department, would be fraught with special
' problems, sich.as the selection .of licensees on a pr_eferantial:%asis,
administration of the. license ‘agieement, seeming endorsemsent. for
public use of a product which may be inferior or dangerous if im=
properly used - (especially sinseemly.in the .case.of a therapeutie prod-
uet), .compromise . of: the : Department’s .own responsibilities as a
. regulating agency, danger of conflict with Government policies -in:
other fieldssuch-asantitrust orforeign policy:. . vr 7 ol 0
. Such: experience as: has been. acc}imulga.teg under Department policy
relating to grants, which permits leaying invention rights to grantees
with the right to license exclusively (except as against: the Govern-
ment) in.some cases where such is deemed necessary for development
purposes, indicates that the need for exclusive licensing is rare and is -
generally limited to a period of 2 ox:8:years, .1, .0 -
- The exception.to standard. .Department’ policy, under the cancer

chemotherapy-program,iby .which the contractor may acquire the en-
tire- rights to-Inventions for -which thé Government has fully paid:
ésu-bj ect only to a:license.to the.Government and to the invocation of-

lifficult march-in procedures in the event of demonstrated. failure to:
meet- health .nee,ds_%j-,' represents @ failure to date to enlistthe full co-
operation of major drug and chemical companies i an all-out attack.
on the most dreaded .of -human ‘diseases'”.. If exceptions:to basic

§
IERNE RN

1r.Compare ' ‘History of : the Developrient. of: a° Patent . Pollcy,”” by Edwin T, Cohn of
Harvard Univertity, Harvard University Printing Ofiice; April 1951, describing the work-
ing ‘out of relations with industry durlng developmentdl phases of Inventions regarding
Hver extract for treatment of pernliclous anemias;and plasma Ffractlonalization. A Ietter
from James Cenant, presldent, on July 2, 1947, to'J. L. Hunt, vice president, Armour ' Lah-
invg.to_rieslstatea ithe thesis. on . which:satisfactoryarrangements were concluded with the
abhoratorled.: - L A B R

T “The regearch .conducted by the depariment of physieal, ¢hemistry 18 financed :in large
part by funds given -for the advancement -of science for the beneflt of the public and 1t
would be most embarragsihg for the universlty:if ‘Inventlons which are direetly or indi-
© reetly the outgrowtlh of that research, particularly inventlons in human therapeutic or-

public health fields, are' made the subjéct of privately owned patents administered for profit’
and not for the benefit ofgthe;publiq.—-" I R TS R ST S I SO SO LR o

Jo
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policy are to be considered for a program of special exigency involving
research contracts, the Depariment, while taking title, should have
authority to contract for an exclusive license to the coniractor for a
strictly limited period and under the limitations deemed consistent
with the public purposes of the program. . )

In the expenditure of public funds and in its growing role of lead-
ership in the field of research for the general health, education, and
welfare, the Department is properly concerned to preserve the integ-
rity of its owh research establishments and, in its relation with gran-
tees and contractors, to establish standards which will assure to the
scientific community and to the public the results of such research.
Paxrticular responsibility rests upon the Public TTealth Service to up-
hold, through its National Tnstitutes of Health and its other research.
arms, the highest traditions of medical research. R :

The problems induced by the patent gystem, in relation to. such
programs, are primarily problems of policy formulation, education,
and administrative coordination rather than oflaw. - Procedurescould
be greatly simplified, and top-side attention secured for major prob-
lems of relationship to research employess, grantees, and contractors,
through effective administrative coordmation within the Department
and elimination of needless reporting and review requirements under
Executive Orders 10096 and 9865, .

Legislation is desirable to set at regt the question of authority to fix.
the terms of employment for employees of the Federal Government
with respect to rights in inventlons arising from or in connection:
with their employment. = If uniformity of rule is not consistent with
the authorized programs of the various research agencies, the legis--
lation should provide for such variations as are necessary to meet:
their specialized objectives. R . T

Legislation is desirable also to authorize such filings in the Patent

Office on Government-claimed inventions as will serve to protect the .

Government’s claims against third parties, while obviating the need
for full prosecution of patent applications in the absence of contest.-
Additionally, to prompt the making of determinations of rights, where
necessary, and to protect the Government and the publie, inventors.
who have been in Government employ should be required to state on.
their patent applications whether or not the invention wag conceived.
or reduced to practice during the period of their employment by the
Government, in order that a determination of Government rights, if
any, in the invention may be made and recorded. o . X
In connection with the general study of patent law attention should:
be given to the relation of the patent system to the field of therapeutic
inventions with particular reference to the duration of permissible
monopolistic control. o T o S
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APPENDIXES

"APPENDIX A _
. . REPoRT OF FEDERAL SECURITY AGENOY COMMITTER. ON PATENT. Poricy

‘On July 21, 1949, the Administrator appointed a committee to study the patent
problems of the Agency and to formulate recommendations for an agencywxde
patent policy. The members of the committee are:

-+ Miss Mary E. Switzer, Chairman.
- Louis 8. Baker, Social Security Adminigtration.
“W. W, Keesecker, Office of Education.
David K. Price, National Institutes of Health
) .Albert F. Biepert, alternate.
~ Dean Snyder, Office of Special Serwces
L. D. Elliott, Food and Drug Administration, alternate.

- Robert C. Casselg, Office of the General Counsel, -

-Miss Gladys Harnson Asgistant General Counsel, met regularly with the
committee.

In considering the policy to be developed, an mventory of the problems of
the different units of the Agency made it clear that any agencywxde policy
should deal not only with the acguisition and disposition of rights in inventions
developed by Agency employees, but also with those inventions resulting from
research carried on outside the Agency by various arrangements such ag grants
under the Public Health Service’s programg. In view of the agencywide mem-
bership on the committee and the varied situations familiar to its members,
it was mpatural that some members questioned the possibility of studying the
related problem of an Ageney policy with respect to writings by Agency em-
ployees, The committee decided, however, that consideration of this subject
should be postpoued at least until the conclusmn of the work on the patent
question.

The patent problem is a real one, and may be expected to increase in mag-
nitude as the number of discoveries expands under the accelerated medical re-
" search program. Although the Ageney, as such, has lagged behind other agen-
cies of the Government in the development, of a patent policy, formal reporting
of inventions hag been required by the Public Health Service since 1940 in its
grant-in-aid programs. Agenhcy records indicate the handling of the patent rights
to some 50 invenfions within the Age:ucy Of these two-thirds mvolved the
Public Health Service. :

.Before the appointment of the Agency Patent Pohcy Committee, two facbors
particularly had pointed up the need for the formulation of some authoritative
guide for the constituent units of the Ageney. 'The first was a report from the
Department of Justice to the President recommending a governmentwide patent
policy, and outlining the principles which ghould be incorporated therein. The
second was the rapid growth of the research activities of the Public Health
Service with the likelihood of an increasing number of inventions of potentially
great importance to the public health and welfare.

The issuance of Executive Order 10096 on January 23, 1950, enunciating a
patent policy for employees had an important influence on the work of the com-
mittee for it established broad policy principles, by which the commlttee was
glnded during its final meetings.

EMPLOYEE INVENTIONS

The committee decided to consider first the problems incident to employee
inventions and to attempt to develop an agreed-upon policy in this field. At
the outset of its discussions, the committes had to acquire congiderable back-
ground in the whole field of patent problems and especially an understanding

66
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of: the legal situation with respect o patent rights as it exists in the absence
of a stated policy. Under present law, in the sbsence of coniractual arrange-
ment to the contrary, the employer is entitled generally to no more than a shop
right in an invention made by an employee, even though the invention may have:
been developed largely on working time and with the employer’s facilities. Fur-
thermore, the employer aequires mo right at all if the invention is developed
without such assistance, even though the invention may be connected with the
work the employee was hired to do. It is only when the invention is a part of.
an employee's assigned duties that the law steps in, in the absence of special
agreement between the parties, to recognize the employer as the true owner.

The committee had next to familiarize itself to some degree with the policies
of other employing agencies, both public and private. As might be expected,.
these policies are most highly developed in fields which involve research or
investigatory activities likely to result in new inventions, and employer-control
of the inventive product of such activity is generally provided. Data frem
the Department of Justice reports and the personal knowledge of members of
the committee gave a good basis for understanding:.

In private industry, for imstance, employment contracts which involve re-‘
search almost Invariably contain tight clauses which give the employer the.
ownership of all work-connected inventions of the employee. These clauses are.
designed not only to assure the employer the chauce to exploit the invention for
himgelf, or to suppress it if he cheoses, but also to prevent the invention from
being developed by potential competitors, :

Regearch institutions and universifies hecause of itheir sclenmﬁc and eduea—
tional purposes and agencies of the Government because of their responsibilities.
to the public, have had to consider quite different factors. While wide variations
of policy exist, the policies of such agencies 1ne1eas1ng1y aim to assure the
availability for general nse and benefit of inventions ariging from their activi-
ties. Among the civilian agencies of the Government, the Department of Agricul-
ture over a long period and the Department of tthe Interior since 1942 have.
developed employee Invention policies designed to protect the public interest by
requiring assignment to the Government in most instances. Mo a substantial:
degree these policies were developed as the result of conspicuous instances in
which the taxpaying public which had financed the work leading to an invention
had to pay a2gain in the form of royalties to private interests for its use. .

In formulating a policy for an agency of the Government, there must be borne
in mind the legal position which obtains when ownership of the rights to an
invention is acguired by the Government. A private owner (whether he ig the:
inventor himself or his asgignee) is free through the device of a patent to restrict:
the uge of an invention o his own purposes, to exploit it through exclusive or non-
exclusive licensing, or to suppress its use entirely during the life of the patent.
The. Government, on the other hand, may dedicate an invention to the public
or, if the invention is patentable, may obtain a patent and issue licenses for its
use, but the primary purpose is to forestall the possibility of a patent being issued
to someone who might by such means suppress or exploit the patent for private
ends. A patent in the name of the Government as owner, therefore, is merely
a means ofi assuring the availability of an invention to the public, subject only
to such controls as may need to be attached to protect the public health and
gafety (as in the case of a dangerous drug or similar product). ;

The basic eonclugsion of the committee was that all inventions made by agency*
employees which are directly related to their offictal functions or to whiech the
Federal Government has made a substantial contribution, should bhe owned and
controlled by the Government for the public benefit. This conclusion is in accord:
with the bagie recommendation of the Justice Department report. It was reached’
by the committee, however, only after a process of independent discussion in
which diverse viewpoints yielded more and more to a growing sense of under-
standmg of the problem and of conviction as to the basm prlnc:Lple to be foIlowed
in its solution, :

The committee, moreover, gave great weight to their belief that special con-
giderations apply in an agency, such as ours, which is devoted to programs con-
cerned with welfare and heaith. Partmularly in the case of employees engaged
in scientific research or in the supevvigion of research sctivities, the committee
felt that the nature of the work itself and the indivisible nature of the cooperative
efforts in which research staifs are engaged warrant the requirement that the
inventive product of staffs so engaged should belong to the Government. The
committee was alse of the view that, in the case of inventions inthe field of health, |
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all doubt as to whether the Govérnnient eoéntribution was gufficient to warrant
the requirement of assignment should be resolved in favor of assuring the avail-
ability -of the ihvention to the public. Many physicians and scientists take the
‘position, as g matier of professional ethics that inventions in this field should be-
long ‘to.the pubiic and not be made the subject of private exploitation, -

' The committee report on employee inventions was well in hand when a draft
Executive order establishing a general policy on inventions by Government em-
ployees came to the- A ency for comiment. Execdtive' 'Order 10096 was issued
January 23, 1950. - -

This Executive order prowdes, hasmally, that the Government shall obtain-
the entire right and interest in ail inventions tmade by an employee with a con-
tribution of Government time or facilities or which bear a direct relation to his
work. Title may be left to the employee, however, when the Government coi-
tribution to the invention or interest in it iy “insufficient.” The order sets forth
a procedure for determining the disposition of ownership rights in such inven-
tions. ‘It states a presumption that the requirément of assignment applies in the
case of inventions made by employees assigned to make 1mp1‘ovements or conduct
or perforn research or development work or to superintend or review work of this
natiire. The presumption is otherwise in the ca,se of employees whose Work is
not connected with such activities.

" Because of the issuance of Txecutive Order-100986, the further work of the com-
mittee in developing ity policy for employees wag limited to recommendations
for machinery and procedures within the Agency which would econform to one
requirement of the Ixecutive order. These are described in the draft of an
Ageney order attached 0 rthis report. = T :

INVDNTICINS ARISING I‘ROM RESEARGH GRANTS OR CONTRAOTS

T}:us ﬁeld although included in the prevmus Depar!tment of Justlce report,
is not covered by the recent Bxecutive order..

- In the formiulation of a policy the committee agreed that the eontrollmg con-
mderatmn ig the purpose which underlies all regearch activities conducted in or
sponsored by the Ageney. - This is the advancement of knowledge and develop-
ment of techniques for use ag broadly as possible for the public health and
welfare. The :dissemination of information asg to research and -its practieal
application is a specific duty of the Public Health Service under its basie legisla-
tion. . :The position of the Agency in thia respect is quite different from' that,
for example, of the Department of Defense whose vast programs of research
and development have a8 their primary purpose the development of dewces and
technigques for use by the military and its suppliers:

The principle governing the patenting of inventions developed in the course
of research arrangements should be basically the same as in the case of employee’
inventions. . However, in -the committee’s view some differences in implementa-
tion are desirable because of differences in the arrangements under which. the
inventor works. In the ease of an employee the terms and conditions of his
employment are subject to general rules and control by the Government.

In the case of a grant of research funds to an individual (who will in no-
case be an employee of the: Agency); the individusl may be working independ-
ently, or may be associated with others working as a group, or may be attached
to an institution which controls many of the conditions of his work, Grants are
also made to institutions which, like the Public Health Service, carry on exten-
sive research operations, and are themselves the employers of research workers
and sponsors of projects.  Many of these institutions will have well developed
policies of _their own with respect to the handling of patent rights in Iinventions
developed in the course of their research activities, and in many cases the con-
tribution of the Federal Government te mventlons Whlch may develop may be
relatively minor, . .

Since 1940 the Pubhc Health Servme has dealt Wlth the problem of patent-
rights-in inventions made under its grant and fellowship- programs by making
its awards subjeet to the following condition : g

-“Tf.any patentable discoveries or inventions are made in the course of Work
aided by any grant received as a result of this application, the applicant will, in
‘consideration of -such grant, refer to the Surgeon General of the Public Health.
Service, for determination, the question of whether such patentable discoverles or
inventions shall be patented and the manner of obtaining and dlspomng of the
proposed patents in order to protect the public interest.” :
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The committee recommmends that the proposed Agency order should provide that
ronditions similar to this, reserving a right of determination to the grantor, be
included in all grants and contractual arrangements for research purposes. The
purpose of the provision is to provide a means of assuring that the inventive
produet of research aided under research programsg of the Agency are made
freely available to the. Government, to science, to indusiry, and to the general
plib]:lc, subject only.to.such eondltmns as may be required to protect the public
interest.

The prmelpal need, however, is the estabhshment by the AO‘ency of a gmde
for the exercise of the discretion thus reserved. Such a guide is needed (1)
adminigtratively, to assure consistent actions within the Agency; (2) in fairness
to the institutions with which we deal in relation to collaborative research work
or research grant, so that they may know the principles which will be followed
in determinations a8 to patenting and the disposition of rights; and (8) for the
information of the public. The commifttee, moreover, was impressed by the
fact that any policy established by the Federal Security Agency at this time may
well have a significant influence on the shaping of policies by other institutions
engaged in research for noncommercial purposes. Some of these (as for exam-
ple, Thicago University, Yale University) have adopted the general policy that
neither the university nor members of ity faculty shall in any way profit from
inventions made in eonnection with work connected with the institution., Others
(such as Columbia and Wisconsin) leave individual faculty members free to
assign or not to assign rights to the institution but encourage assignment of
rights to a research body set up by the university to secure patents in appro-
priate cases and to administer such r1ghts on a hcensmg and revenue-producing
basis.

Obviously, the vital question in the case of cooperative projects is not so
muck whether rights are required to be assigned to the Government or fo any
other body but whether rights to the invention, however assigned, will be so
adminigtered that the invention will be readily available to the pubiie, to science,
to the Government, and to Industry.

The committee recommends as a general rule that the right of determination,
which the Agency will regerve in its research grants and coniracts, be exercised -
80 as to require assignment to the Government, The commitiee recoghnizes that
the circumstances of support of most of the projects aided by grants from the
Agency place them in-the group of cooperative projects in which exceptiong o
this general rule will be made, Therefore, it would allow exception when the
invention has heen -developed as a cooperative project or with substantial in-
dependent contribution from other sources.. The exception would be subject to
the condition that the grantee or contractor give adequate. assurance that the
invention will be effectively dedicated to the public or, if the invention is to be
patented and made available on a licensing basis only, that such licenses shall
be nonexclusgive, royalty free, and unconditional. 'This recommendation ig-in
accord with the Department of Justice report as a matter of bagic principle but
represents a departure in the latitude afforded to leave rights to the invention
to the contractor or grantee in appropriate circumstances. However; later
thinking in the Department of Justlce on thlS point is in line W1t11 our recom-
mendation.

Members of the committee in addltwn felt that there might occasmnally be
situations in which it may appear that the effective development of an inven-
tion of potentially great significance may be prevented or delayed unless ex-
clusive control of the invention can be permitted for a temporary period for
purposes of development and exploitation. Thiz may be true partlcularly in
cases where the value of the invention depends upon its utilization in connection
with others controlled by patents already in private hands. ‘The recent situ-
ation involving a process which would expedite the production of cortisone was
cited. Omn the other hand, members of the committee also recognized the diffi-
culty of informed forecast and judgment in matters jinvolving commercial de-
velopment, the dangers inherent in any action by a Government agency giving
a preference to any private interest in inventions firanced even in part by the
Government, and the possible strengthening of a monopolistic interest in a
partienlar field hy organizations already controlling patents in that field,

As drafted, however, the proposed Agency order provides that in the case of
inventions resulting from cooperative research or to which substantial contribu-
tion has been made by others, rights to the invéntion may be leff to the grantee
withont the general limitations indicated above but on the condition that rights

PRI
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to the invention are to be asgigned to a qualified organization for a limited period
for the purpose of developing and exploiting the invention, that the terms of the
‘assignment are to contain reasonable safegnards against unreasonable royaltiey
“or repressive practices, and that it is found that by such assignment the fruits
of the-invéntion may be made available to the pubhc more quickly, more eco-
‘homically, in larger quantity or better quality. - It is’' provided, however, that
“such action may be taken only in exceptional circumstaneces and with the ax-
press approval of the Administrator,

In all cases where an assignment to the ‘United States is not reqmred,, it is
recommended, o6f course, that ag a minimum there be assigned to: the Govern-
‘ment an 1rrevoeab1e, nonexelusive, royalty-fiee right to use the invention, with
power to grant sublicenses for all governmental purposes. There is also re-
served, in accordance with Executive Order 9865, the exclusive right to ﬁle
1fore1gn patent applications thereon, w1th only minor exceptlons

June 7, 1950 . . .

APPENDIX B:
[Manual General Admmlstration Part 6 Patents and Inventions]

CHA.?TER 610
REGULATIONS "AND PROCEDURES

TITLE 45———PUBLIG WELFARE

~“SUBTITLE A——ﬁDEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
GENERAL ADMINISTRATION

PART GMINVENTIONS AND PATE’NTS (GENI«:B.AL)
PART 7—RMPLOYEE INVENTIONS .. .

.‘IE'ART 8—INVENTIONS RESULTING FROM RESEARCH GraNTs, TELLOWSHIP A.WARDB,
. AND CONTRACTS FOR RESCARCH

The followmg parts are Department rules and policies relating to inventions
wluch are made by Department employeeés having a relation to their official
duties or with some contribution from the Government or which arise from
‘research or related activities assisted by grants or otherwise under prourams
-adm:mstered by the Department

PART 6—-—INVEN'.L‘IONS AND PATENTS (GENDRAI.)

Definitions,

General policy. . .

Publication or patenting of mventio 8.

Government-owned patents; Heensing ; dedication to the pubhc.
Central records; conﬂdentlallty

Procedures relatmg to employee and grantee invention

Issuance of patents on non-fee basis ; eertification of pubhc interest.

' _AUTHORITY : §§ 6.0 to 6.6 issued under Reorg. Plan No. 1 of 1953 18 B.R. 20583 ; 3 CI'R,
1958 Supp., B. 0. 10096, 15 ¥\R. 8§91 ; 3 CFR, 1950 Supp.

-§6.0 Definitions. As used in Parts 6, 7, and § of this subtitle:

(a) “Department”’ means the Department of Health, Bducation, and Welfa.re.

(b} “Secretary” means the Secretary of Health, Fduecation, and ‘Welfare.
~-{¢) “Head of constituent organization” includes the Surgeon Geperal of the
Public Health Service, the Commigsioner of Hducation, Commissioner of Social
Security, Commissioner of Food and Drugs, the Director of Vocatiomal Rehabili-
tation, anid the Superintendent of Saint Elizabeths Hospital,

§$6.1 General policy. Inventioms developed through the resources and act1v1-
ties of the Department are a potential resource of great value to the public
health and welfare. It is the policy of the Department:

(a)} To safeguard the public interest in inventions developed by Department
employees, contractors and glantees with the aid of publlc funds and facilities;
. {b) To encourage and recognize individual and cooperative achievement in
rescarch and investigations ; and .

{c¢) To establish a procedure, consistent with pertinent statntes, Executwe
orders and general Government regulations, for the determination of rights and
obligations relating to the patenting of inventions.
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§ 6.2 Publication or patenting of inventions. It iz the general policy of the .
Department that the results of Department research should be made widely,
promptly and freely available to other research workers and to the public. This
availability can generally be adequately preserved by the dedication of a Gov-
ernment-owned invention to the public through publication. Determinations to
file' s domestic patent application on inventions in which the Department has an
interest will be made only if the circumstances indicate that thiz ig desirable in
the public interest, and if it is practicable to do so. Department determinations
not to apply for a domestic patent en employee inventions are subject to review
and approval by the Chairman of the Government Patents Board. Except
where deemed necessary for protecting the patenf; elaim, the fact that a patent
application has been or may be filed will not require any departure from normal
poliey regarding the dissemination of -the results of Department research. -

§ 6.3 Government-owned patents; licensing; dedication to the public.. All
licenses under patents and pending patent applications for the administration of
which the Department is responsible shall be issued by the Secretary. Licenses
will be royalty-free, revocable and nonexclusive. Except in unusual cases when
determined upon recommendation of the head of the constituent organizaiion
that unconditional licensing would be contrary to the public interest, licenses will
be issued to all applicants and will contain no limitations or standards relating
to the quality of the produects to be manufactured, sold, or distributed there-
under. To reduce the need for individual license applications, patents held for
unconditional licensing shall be dedicated to the public as may be feasible;

§6.4 Central records; confidentiglity. Central files and records shall de
maintained of all inventions, patents, and licenses in which the Department has
an interest, together with a record of all Heenses issued by the Department under
such patents. Invention reports required from employees or others for the
purpose of obtaining determinations of ownership, and documents and informa-
tion obtained for the purpose of prosecuting patent applications shall be con-
fidential and shall be disclosed only as required for ofﬁcwl purposes or with
the consent of the inventor.

§ 6.5 Procedures relating to employee ond graniee inveniions. The Depart-
ment Patents Officer, with the approval of the Department Patents Board, and
the heads of constituent organizations within their respective areas of responsi-
bility, are authorized to issue such procedures and bulleting and take such other
actions as may be necegsary or-desirable to supplement the provisions of Parts 7
and 8 of this subtitle. 4

§6.6 Issuance of paiénis ow mm—fee basis; certzﬁcatum of public interest.
For the purpose of an- dpplication for & patent to issue under the non-fee pro-
visions of the PatentiCode (35 U.8.C. 266), a certification that an invention is
used, or is likely to' be used, in the pubile interest may be executed in behalf of
the Secretary by the head of the constituent organization havmg admlmstra-
tlve Junschetmh over the inventor.

R PART 7—-—EMPLOYEE INVENTIONS

Who are em})loyees

Duty of employee to report inventions.
Determination as to patentability.
Determination as to domestic rights.

. Option to acgnire foreign r1§hts
Determination as to patent
Department review and determination
Notice to employee of determination.
Employee’s right of appeal.

AUTHORITY : §§ 7.0 to 7.8 issued under Reorg. Plan No. 1 of 1953, 18 F.R. 2053 3 CFR
1953 Supp., B.0. 10096, 15 F.R. 391 ; 8 CFR, 1950 Supp.

§ 7.0 Who are employees. As used in this part, the term “Government em-
ployee” means any officer or employee, civilian or military, except such part-
‘time employees or pari-time consultants as may be excluded therefrom by a de-
termingtion made in writing by the head of the employee’s office or constituent
organization, pursuant to an exemption approved by the Chairman of the Gov-
ernment Patents Board, that to include him or them would be impracticable or
inequitable, giving the reasong therefor. A person shall not be eonsidered to be
a pari-time employee or part-time consultant for this purpose unless the termsg
of his employment contemplate that he shall work for less than the minimum
number of hours per day, or less than a minimum number of days per week, or
less than the m1mmum number of weeks per year, regularly required of full tlme
employees of his class,

SRR N,
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;8§71 Duty of employee to report inventions. . Any. Department employee is re-

qun'ed to report promptly to the constituent organization in which he ig em-
ployed any invention made by him (whether or not jointly with others) which
bears any relation to his official duties or which was made in whole or-in any
part during working hours, or with any contribution of Government facilities,
equipment, material, funds  or information, or of time or services of other
Government employees on official duty. Reports of- mventlons {except for cases
ag to which it ig decided by the appropriate office or constituent organization,
with the concurrence of the Department Patents Oﬂ“tcer, that it does not appear
they are or may be patentable) shall be forwarded through appropriate channels
to the head of the office or constituent organization having administrative juris-
diction over the inventor at the time the invention was made. Thereafter they
shall be forwarded with the related administrative recommendations and de-
terminationy to the Department Patenty Officer. - . -
. §72 . Deétermination a3 to patentability., Upon recewmg a, report of an em-
DPloyee invention, the head of the appropriate office or constituent organization
shall make in ertlng the decision on behalf of the Department ag to whether
the result of the research, development or other actwlty constitnte an invention
or inventiong which may be patentable.

.§$7.8 Determingtion as to domestic Mghts The determmatlon of -the owner-
‘ship of the domesfic right, title, and interest in and to an invention which is
or may be patentable, made by a Government employee while under the admin-
istrative jurisdiction of the Department, shall be made in writing by the head of
the appropriate office or constituent organization, in accordance with the pro-
visions of Executive Order 10096 -and Government-wide regulations issued
thereunder by the Chairman of the Government Patents Board, as follows:

(a) The Government as represented by the Secretary shall obtain the entire
domestic right, title and inferest in and to all inventions made by any Govern-
ment employee (1) during working hourg, or (2) with a contribution by the
Go_vernment of facilities, equipment, materials, funds, or information, or of time
or services of other Government employees on official duty, or (3) which bear a
direct -relation to 0r-are made in consequence «of the oﬂimal duties of. the
inventor..

(b} Inany case where the contnbutmn of the Government as measured by
any one or more of the criteria set forth in paragraph (&) of this section, fo the
invention is insufficient equitably to justify a requirement of assignment to
the Government of the entire domestie right, title, and interest in and to such
invention, or in any case where the Government has.insufficient interest in
an invention to -obtain the entire domestic right,- title, .and interest, therein
[(although the Government could obtain same under paragraph (a) of this sec-
tion) the Department, subject to the approval of the Chairman, shall leave
title to sueh invention in the employee, subject, however, to the reservatmn to
the Government of a nohexclusive, irrevocable, royalty-free license in-the in-
vention with power to grant licenses for all goveruimental purposes, such
reservation, in the terms thereof, to appear, where practicable, in any patent,
@omestic or forexgn, which may isgue on such invention.

(e) In applying the provisions of paragraphs (a) and (b) of this section, to
the facts and circumstances relating to the making of any partlcular invention,
it shall be presumed that an invention made by an employee who is employed or
assigned (1) to invent or improve or perfect any art, machine, manufacture,
or composition of matter, (2) to conduct or perform research, development worl,
or both, (3} to supervise, direct, coordinate, or review Government financed
or conducted resgearch, development work, or both, or (4) to azet in-a liaison
capacity among governmental or hongovernmental agencies or individuals en-
gaged in such work, falls within the provisions 6f paragraph (a) of thig section,
and it shall be presumed that any invention made by any other employee falls
within the provisions of paragraph (b) of thig section.. Rither presumption may
be rebutted by the facts or circumstances attendant upon the conditions under
which any particular invention is made:and; notwithstanding the :Eoregomg,
shall not preclude a. determination that the mventmn falls within the pr0v1s1ons
ofparagraph (d) of this section.

- {d)In any case wherein the Government ne1ther (1) obtalns the entire do-
mestic right, title and interest in and to an invention pursuant to the provigions
- of paragraph (a) of this section, nor (2) reserves a nonexclusive, irrevocable,
royalty-free license in the invention, with power to grant licenses for ali.gov-
ernmental purposes, pursuant te the provisions of paragraph (b) of thig section,
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the Government shall leave the entire right, title and interest in and to the
invention in the Government employee, sub;ject to law. -

& 7. Option fo ccguire forelgn rights. In any case where it is determmed that
all domestic rights should be assigned- to the Government, it shall further be
determined, pursuant to Executive Ovder 9865 and Government-wide regulatlons
issued thereunder, that the Government shall reserve an option te require the
asgignment of such 11ghts in all or in any specified foreign countrles In case
where the inventor is not required to assign the patent rights in any foreign
country or countries to the Government, or the Government fails to exercise its
option within such period of time as may be provided by regulations izsued by the
Chairman of the Government Patents Board, any application for a patent
which may be filed in such country or countries by the inventor or hig assignee
shall nevertheless be subject to a nonexelusive, irrevocable, royalty-free license
to the Government for all governmental purposes, including the power to issue
sublicenses for use in behalf of the Government and/or in furtherance of the
fore1gn policies of the Government.

§ 7.5 - Determination as o patenting. When the head of the approprlate oﬂice,
or constituent organization determines in accordance with the provisions of
§§ 7.3 and 7.4, that the Government has rights in a patentable invention:

(a) He shall also determine whether the Department should seek to obtain a
domestic patent thereon, or whether it shall be published or other aection taken
in the public interest, giving his reasons therefor; and

(b) He shall further recommend in writing whether the invention should re:
ceive foreign patent protection or be published abroad and, if afirmative, should
speeify the foreign jursidictions in which action is recommended, giving reasons
therefor, and should indicate, If possible, its immediate or future industrial,
commercial, or other value, including particularly its value to public health.

§ 7.9 Department review and determination. The determination by the head
of an office or constituent organization of the ownership of domestic or foreign
rights in an invention by a Department employee ghall constitute the decision of
the Department unless, upen review, the Department Patents Officer questions
the c¢onsistency of the determination with applicable law or regulations or
with Department policy. Any question, unresolved after consultation with the
originating unit, will be submitted by fthe Department Patents Officer to the
Department Patents Beard which shall either affirm or reverse the determina-
tion ¢r return the same to the head of the constituent organization or office for
further action. If the Board proposes to determine; or to approve a determina-
tion, that the invention shall be required to be assigned to the Government it
may in its discretion afford the employee an opportunity of a hearing.

§ 7.7 Notice to employee of determination. The appropriate office or con-~
stitueat organization shall notify each employee-inventor in writing, of the De-
partment’s determination and of hig right of appeal, if any. In the case of
determinations made by the Deparitment Patents Board, the notification shall be
made by the Department Patents Officer. Notice need not be given if the em-
ployee stated in writing that he would agree to the determmatmn of ownershlp
which was in fact made.

§ 7.8 Employee's right of appeal. An employee who is aggrieved by a determi-
natior of the Department may appeal to the Chairman of the Government
Patents Board, pursuant to section 4(d) of Executive Order 10096 and regula-
tions Zssued thereunder, by fling a written appeal with the Chairman, in quad-
ruplicate, and & copy of the appeal with the Department Patents Officer, within
80 days (or such longer period as the Chairman may, for good cause, fix in any
case} after receiving written notlce of such determma.tion.

PART 8—-INVENTIONB RESULTING Frou RESEARCE GRANTS, FDLI.OWSHIP A.WARDS,
, AND CONTRACTS on Rmsmon:

P)Iic
C)ndltions to be mcludeﬂ in regearch grants,
Datermination of domestic rights:

-Licenses to the Government.. = -

-Qption to acquire foreign rights. .

Fallowships. - .

‘Contraects for research, :
Cancer chemotherapy mdustnal researCh centracts

AUTHORITY §8 8.0 to 8.7 issued under Reorg. Plan No. 1 of 1953, 18 F.R. 2053 ; 3 CFR,
iggg S_lpp, E.O. 9865 ; 12 R. 3907 C C‘FR 1947 Supp ]3] 0, 10096 15 I R 391 3 CI‘R
RPP. ; . :
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-§ 8.0  Policy. (a) The Depariment of Health, Education, and Welfare each
year is expending large sums in the form of grants for research., These grants
are made primarily by the Public Health Service in carrying out its broad respon-
sibility under the Public Health Service Act to promote and coordinate research
in.the field of health and to make available information concerning such re-
search and its practlcal application. The scientific and technological advances
attributable, in varying degrees, to thig expenchtme of public funds frequently
include patentable inventions.

) (b): The Department, as a matter of policy, takes the pogition that the results
of research supported by grants of public moneys should be utilized in the man-
ner which would best serve the public interest. . It is believed that the public
interest will in general be best served if inventive advances resulting therefrom
are made freely available to the Government to sc1ence, to mdustry, and to
the general public.

(¢) Oun the other hand, in some cases 1t may be adﬂsable io permlt a untlhza-

: tlon of the patent process in order to fosier an adequate commercial develop-
ment to make a new invention widely available. Moreover, it is recognized that
inventions frequenily arise in the course of research activities-which also receive
substantial support from other sources, as well ag from the Federal grant. It
would not be consistent with the cooperative nature of such activities to attribute
a particular invention primarily to support received from any one source. In
all these cases the Department has a responsibility to see that the public use of
the fruits of the research will not be unduly restricted or denied.

- (d) The following conditions have been adopted to govern the treatment
of inventions made in these various types of situations. They are designed to
afford suitable protection to the public interest while giving appropriate recogni-
tion to the legitimate interests of others who have contributed to the invention.

§ 81 Conditions to be included in reseqrch grants. Subject to legislative di-
rectwes or BExecutive orders providing otherwise, all granf:s in aid-of research
shall provide as a condition that any invention arising .out of the activities
assisted by the grant shall be promptly and fully reported, and shall provide,
as the head of the constituent unit may determine, either

{a) That the ownership and manner of disposition of all rlgh'ts in and to such
invention shall be subject to determination by the head of the constituent. unit
responsible forthe grant, or

(b) That the ownership and dlspomtwn of all dc«mestlc rights shall be left
for_cletermmatlou by the grantee institution in accordance with. the grantee's
established policies and procedures, with such modifications as may be agreed
upon and specified in the grant, provided the head of the constituent unit finds
that these are such as to assure that the invention will be made available with-
out u_nreasonable restrictions or excessive royalties, and provided the Govern-
ment ghall receive a royalty-free license, with a right {o issue sublicenses as
provided in § 8.3, under any patent applied for or obtained upon the invention,

{¢) Wherever practicable, any arrangemeut with the grantee pursuant to
paragraph {b) of this section shall provide in accordance with BExecutive Order
9865 that there be reserved to the Government an option, for a period to be pre-
seribed, to file foreign patent applications upon the invention.

§8.2 Determination as to domestic rights. Rights in any 1nvent10n not
subject to disposition by the grantee pursuant to paragraph (b) of § 81 are for
determination by the head of the constituent organization as follows: :

(a) If he finds that there is adequate assurance that the invention w111 either
be effectively dedicated to the public, or that any patent which may be obtained
thereunder will be generally available for royalty-free and nenexclusive licensing,
the effectuation of these results may be left to the grantee.

{h) If he finds that the invention will thereby be more adequately and quickly
developed for widest use and that there are satisfactory safeguards against un-
reasonable royalties and repressive practices, the invention may be assigned to
a competent organization for development and administration for the term of
the patent or such lesser period as may be deemed necessary.

(¢) If he finds that the interest of another contributing Government agency i
paramount to the interest of the Department of Health, Bducation, and Welfare,
or when otherwise legally required or in the public interest, the invention may
be left for dispogition by that agency in accordance with its own policy.

{d) In all other cases, he shall require that all domestic rights in the inven-
tion shall be assigned to the United States unless he determines that the inven-
tion is of such doubtful importance or the Government’s equity in the invention
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is so minor that protective measures, except as provided in § 8 3, are nof neces-
sary in the public intefest. :

$ 8.3 LILicenses to the Government. Any arrangement or determination as to
the d1spos1t10n of rights in inventions pursuant to § 8.1, § 8.2, § 85 or § 8.6 shall
require that there be reserved under any patent appheatlon or patenf therecn,
domestic or foreign, & nonexclusive, irrevocable, royalty-free license to the Gov-
ernment with power to sublicense for all governmental purposes.

§ 84 Option to acquire foreign rights. In any case where it is determined
that all domestic rights should be assigned to the Government, there shall be
reserved to the Government, pursuant to Executive Order 9865 and Government-
wide regulatmns igsued thercunder, an option to require the assignment of all
rights in the inventicn in all or in any specified foreign countries. In any. case
where the inventor is not required to assign the patent rights in any foreign
country or countries to the Government, or the Government failg to exercise its
option within such period of time as may be provided by regulations issued by the
Chairman of the Government Patents Board, any application for a patent which
may be filed in such country or countries by the inventor or his assignee shall
nevertheless be subjeet to a nonexclusive, irrevocable, royalty-free license to
the Government for all governmental purposes, mcludmg the power to sublicense
for all governmental purposes.

§ 8.5 Fellowships. In the discretion of the head of the responsible constit-
uent organization, the award of a fellowship to a person not a Government
employee may provide for the reporting of any invention made during the term
thereof, and for its disposition in accordance with the provisions of paragraph
{a) of § 8.1, or for its disposition by the institution at which the research was
performed in aecordance with its established policies, if applicable fo such an
invention, which meet the requirements of paragraph (b} of such section.

§ 88 Coniracts for research. (a) Contracts for research, with other than
nonprofitiingtitutions, shall provide that any invention first conceived or actually
reduced to practice in the course of the performance of the contract shall be
promptly and fully reported te the head of the constituent organization respon-
sible for the contract, for determination by him as to the manner of disposition
of all rights in and to such invention, including the right to require assignment
of all rights to the United States or dedication of the public. In the exercise
of this power the organization head will be guided by the pohcy gpecified i in §8. 2
with respect to grants.

’ (b) Contracts for research with nonprofit mstltutlons ghall contain provigions
#48 in paragraph (a) of thig section except that, if it is determined that the insti-
tution’s policies and procedures are aceeptable as meeting the requirements of
§ 8.1(b) with respect to grants, the contract may provide, with such special stipu-
lations in the contract as may be deemed necessary in the public interest, for
leaving the ownership and disposition of all domestic rights for determination by
the contracting institution in accordance with such policies ahd procedures.

§ 87 Cancer chemotherapy indusirial research contracts. Notwithstanding
the provisions of § 8.6, the Surgeon General in the negotiation of contracts with
other than nonprofit organizations for the cancer chemotherapy research program
shall be subject only to such limitations and alternatlves as the Secretary may
approve for such progra_m :

;

(6-10-20)

PATE‘NT Poricy A.PPLICA.BI.E 10 CANCER CHEMOTHEBAPY INDUSTRIAI. RESEAROH
.CONTRACTS .
A. Qeneral

1. The cancer chemotherapy program of the Pubhc Health Service is an in-
tensified effort, with special appropriations made available under a Congres-
sional directive, to explore exhaustively and rapidly the potentialities of chem-
ical compounds in the control of cancer. Because of the peculiar exigencies
of thiz program and in order that the resources of pharmaceutical and chem-
ical firms may be brought to bear with a minimum of delay, certain exceptions
to general Department policy will be permltted in the negotlatwn of industrial
contracts for this program.

2. Industrial research contracts for this program may contain either:

a. the standard patent clauses, reserving to the Surgeon General the
right to determine the cusposmon of inventions amsmg from the perform—
-ance of the contract or, in lieu of such right, .
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.- b. gtandard alternative clauses leaving the right to patent and exploit
such inventions with the contractor, Subject to certain limitations deemed
mnecessary to protect the publie’s interest in the results of the contracted
- research.
3. Department pohcy coucermng the negotiation and operatlon of ‘the al-
ternative clauses:
a. Coniract negotmtwns The altematwes indicated W1II be made avail-
able in the nego‘aatmns w1th all cont,ractmg companies without dlscnmma-
Sfion. -
b. Pubhc mterest 'I‘he operatmn of these alternative clauses will be
i iclosely reviewed to assure that the following basic objectives are maintained
- . :in:the public interest : .
: (1) The avallablhty of Information concemmg the resulis of research
and the right, without undue delay, to make disclosures to the extent
essential to serve the researchneed; - .
{2) The availability for development and use of health purposes, on
- reasonable terms, of .inventions arising from the research contract,
- whether actual development and produetmn is to be made by the con-
©-tractor himself or by:others; and
(3) - Sustained concentratmn on the antx-cancer obJeetwe of a]i
i resources mobilized for the purposes of the contract.
v e Contractor’s interests: The Surgeon General or his representatives
-ghall maintain close consultations with the contractor concerning guestions
affecting the public need for the products of inventions which are subject
t0 the limitations prescribed in the alternative clauses for the protection
-of the public interest with respect to their supply, price; and gunality. - The
objective of these consultations shall be to promote a mutual awareness of
~ guch matters in order to assure to the contractor (under his right to exploit
the invention) an opportunity on his.own initiative to take such: actions
regardmg them: as he believes would be in his and in the publie mterest

B o ommcts for 7 esecm:h—Rwhts Teft to contractor

When the contvact is for research (including contraets for produet: develop—

* ment necessary for purposes of research) to be performed by the company (with

or without provision for subcontracting), the contract, as an alternative to the

standard patent clauses, may provide for leaving to the confractor the right to

patent and exploit any invention conceived or first actually reduced to practice

in the course of the performance of the contract subject, however, to the follow-
ing limitations which are deemed necessary to protect the public inferest: -

1. Reporting. Agreement that the contractor will report promptly to the
‘Burgeon (General any such invention and will also. report promptly the filing of
any - domestic or foreign patent application thereon or his election not to file
such application. - Invention Report shall be required after the conception or
first actual reduction to practice of each invention that reasonably appears to be
patentable and, in any event, -as’ soon ag any- eVldence of utlhty has been
developed (Whether in & health or other field of use).

2. Disclosure. Reservation to the  Surgeon General of the right -io make
disclosure of the invention, whenever he deems it in the public inferest, after
taking into consideration a reasonable opportunity to the comtractor to protect
such rights as he may have in the invention. The contract may specify that
such disclosure sghall not in any ecase, without the eonsent of the contractor, be
made in legs than six months from the time the Surgeon General determines the
inveéntion was ot should have been reported.

3. License to the Government. Reservation to the Government of an irre-
vocabie, nonexclusive, royalty-free license to practice or cause to be practiced,
by:or for the Government throughout the world, each subject ihvention (whether
patented or unpatented) in the manufacture, use or disposition aceording to
law of any article or material or in the use of any method or process

s lem'e t0 meet healih needs. :

. In-recognition of the Gowrnment’s mvestment and the pubhc 1nterest

: ‘m_ the results- of contracted research, dgreement that whenever, subsequent

to the contraetor's filing of a patent application for any invention conceived
or first actually reduced to practice in the course of the peérformance of a
confract, the Surgeon General, after obtaining and considering the advice of

*. guch advisory -bodies or consultants as:he deems appropriate and competent,

has ground ‘to believe that such invention, whether related to a. product,

process, or otherwise, is at such stage of development: that if it were more
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generally available it would meet a health need and that the public interest?
requires the invention to be available for health purposes to others than
the contractor and hig licensees, he shall go notify the contractor, giving
reasons therefor, and request him, within a time specified, to. take appro-
priate steps to meet the public need, which may include the issnance of
licenses to additional manufacturers of the contractor’s own selection,
(Such requests shall be supplementary to such informal consultations be-
tween the Surgeon General or his representative and the contractor as have
taken place in accordance with the provigiong of section A.3¢ above.)

b. If, upon expiration of the time specified, or such -extension :thereof
as approved by the Surgeon General, the Surgeon General finds that the
contractor has failed to take appropriate steps adequate to meet the publie
need, he shall notify the contractor, with reasons therefor, that at the end
of 90 days from such notice he will exercige the rights specified below. If
within 20 days of reeeipt of such notice the contractor fails to file a written
request for a hearing as provided below, the Surgeon General ghall upon
expiration of the above 90-day period have the right:

(1) to dedicate to the public all rights in the invention ®or;

(2) to issue {under or in anticipation of the issuance of any such
patent) nonexclusive, royalty-free licenses (for practice of the inven-
tion for any health purpose) on a nondiscriminatory basis to all quali-
ﬁed applicants to use, manufacture and sell embodiments of the inven-
tion for any health purpose?®

c. If, within 20 days of receipt of notice, the contractor files such request
for a hearmg, the Surgeon General, or a representative or representatives
designated by him for this purpose, shall afford the contractor a reasonable
opportunity to be heard, to be represented by counsel, to present any. perti-
nent information and argument, and to rebut any other information to be
congidered in reaching a decision. The findings by the Surgeon General or
such representative(s) shall be in writing, shall be based solely on the
material presented at the hearing, and shall be final and binding on the
contractor. If the Surgeon General’s decision based on these findings be
that the contractor has not met the public need and that public dedication
or additional licensing by the Surgeon Generzal is necessary in.the public
interest, he may so dedicate or licemse, effective at the ‘end of the above-
prov1ded 90-day period or at the conclusmn of the hearmg, whmhever 1s
later.

B, Contractor’s determination not to pateni—Failure fo pmsue-applwatwn.
Agreement that in the event the contractor elects, within a period (not to exceed
gix months after the invention was or should have been reported) specified in
the contract, not to file a patent application on the invention, or, having elécted
to file thereafter fails to file and diligently prosecute a patent application, the
Surgeon General, when he deems it necessary in order to protect the availability
of the invention for health purposes, shall have the right to require the dssign-
ment to the Government of all domestie rights therein except for the reservatwn
of a nonexclusive royaity-free license to the contractor.

6. Foreign Righis. Similarly, agreement that if the contractor fails to file, or
elects not to file, foreign patent applications which the Surgeon General deter-
mines are necessary to protect the availability of the invention for health pur-
poses in other countries, the Surgeon General may require the asswnment: of the
foreign rights.”

7. Renegotiation tm new leads. (Such a provigion not mandatory.) 'The con-
tract may provide that if, in the course of the performance of the contract, the
contractor identifies any new lead which it wishes to develop at ity own expense,
without utilization of facilities financed by the Government, the Surgeon General
may, when he deems it consistent with advancement of the research purposes of
the Government, renegotiate the application of the patent provisions of the
contract to such new lead. Any modification of the terms of the contract shall -
be upon such censideration (which may be used to reduce the obligation of the
Government under the contract) as the Surgeon General may deem equitable
under the circumstances, after taking inte consideration the extent of the invest-
ment of the Government in relation to the probable cost of ful_-ther de_velopment.

1With respect to Supply, quulity, or price, B
2 Such dedleation fo be effective apalinst the contmctor and any persons claiming from
hlm upon filing by the SBurgeon General with the Commissloner of Patents ¢f notlee of

aEither one or both of thege alternatives shall be specified in the contraet.
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C.. Contracting wwith suppliers for screening and testing only .

~-1.- When a company furnishes, for controlled screening and testing -only, com-
pounds or products not otherwise available to the Service and in which the
company hag a proprietary interest, the contract may provide that all rights in
the compound or product shall remain in the company. It may additionally pro-
vide for confidentiality of the results for a limited period after the completion
of the gcreening proecess and the report of the resulis by the Service to the sup-
plier. Such period, as to resulis deemed s1gn1ﬂeant for the research purpose,
shall not exceed 12 months, -

2. 'When the screemng and testing of compounds obtamed from the suppher
under such & contract is carried out by an outside laboratory, the contract of
the Service with the laboratory will contain provisions to safeguard the rlghts
of the supplier under its contract with the Service. .

D. Inventions by Federal Employees

Inventions made by Federal employees, or by Federal employees Jomtly with
others, are subject to determination under applicable Execitive Ovders and
Department regulations. Appropriate reference to this requirement will be
made in connection with contracts with suppliers of chemical compounds for
use in research to be condueted by the Service, and contracts for research and
development in which Federal employees may in any way participate.

B. Background patents or rights .

Nothing in this policy statement shall be deemed to limit the a.uthorrty of the
Surgeon General to negotiste for a license or other rights under existing patents
or involving the use of patented or unpaténted compounds or processes, as he
may deeiz necessary for the effective prosecutlon of the eancer chemotherapy
program.

_ : ~ CEaPTER 6-20
. DEPARTMENT PATENTS BOARD AND PATDNTS OFFICER . :'.

6-20—10 Orgamzation .
20 Assignnient of Responsibﬂitlets :
- 30 -Memberghip of Department Patent Board and Department Patents Oﬁicer

6—20—10 ORGANIZATION : o
.- A, The Department Patents Board shall consist of a chairman and six ¢ther
members of the Department appointed by the Secretary. .

B. The Department Patents Officer shall be appointed by the Secretary and
ghall -serve as a member of the Board if so designated by the Secretary. A
Deputy Depariment Patents Officer may likewise be appomted

6-20-20 ASSIGNMENT OF REGPONSIBILITIES *
. A. Thé Department Patents Board shall; ’ :

1. Advise and consult with the Secretary and with appropriate Depart-
ment personnel, including the Department Patehts Officer and the Depart-
ment's representatives on the Government Patenis Board, on questiong of

. .patent policy affecting the Department.
© 2. Upon request, consult with and make recommendations to the Secretary,
the Department Patents Officer, or the head of an operating agency, regard-
ing the application of patent policies or procedures within the Department
or with respect to specific inventions.
. 8. In its discretion, after affording opportunity for an informal hearing,
. hear and determine on behalf of the Department, appeals from determina-
" . tions relating to the ownership or patenting of employee inventions.
. B.-The Department Patents Officer shall :

1. Act as executive officer and secretary for the Department Patents
Board. .

2. Act e1ther as the representative of the Depaltmerlt or ag its alternate
representative on the Govermment Patents Board, as designated by the
‘Hecretary; act as liaison officer for the Department with the Chairman of

" that Board and make such reports fo him as may be appropriate; except
where otherwise provided by the Secretary, represent the Depa_rtment on
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any boards and committees and in other matters relating to inventions and
petents.

3. Act as liaigon officer for the Department with the Department of .Tus-
fice on matters relating to patent policies and procedures.

4, Receive all determinations made by the heads of operating agency
units relating to inventions made by Depariment employees, referring, if
necessary, any such determinations to the Department Patents Board for
its review and decision.

5. Receive for transmittal, with hig recommendation where appropriate,
mafters relating to patents requiring consideration or action by the Depart-
ment Patents Board or the Secretary.

6, Consuit and advise, as feasible, with the various operating agency
organizations and ofﬁcers of the Department in the formulation and carry-
ing out of policies and procedures relating o inventions and patents.

7. Be responsible for the maintenance of records concerning Government-
owned patents for the administration of which the Department is responsi-
ble and for the handling of applications for licenses thereunder.

CuarTER 6-30

CRITERIA FOR PA.TENTING- OR PUBLIGATION—PROOI‘ oF.

INVENTION
8-30-00. Purpose
.10 General Assumpuons
20 Determination as to Patentability
80 Inventlons of Trivial Value or Significance
40 Inventions of Substantial Value or Significance :
50 Publication as an Alternative to Patenting—"Printed” Publication
60  Notebooks and Original Recordg~Evidence of Invention

6-30-00 PURPOSE

Thig chapter provides supplementary crlterla for Department personnel who
are charged with responsibility for making recommendations as to the patent-
ing or publicatlon of inventions in which the Department has an interest (45
C.P.R. 7.5). It is issued, with the approval of the Department Patentsz Board,
pursuant to Department Regulatlons (45 G F.R. 6.5).

6-30-10 GENERAL ASSUMPITONS

A, The Department’s interest in invenficens is almost the reverge of that
which generally prompts a private patent application. . Its concern is not to
withhold the inventicn from the public or to charge royalties for its use but to
assure the availability of the invention to all (45 C.F.R. 6.2). This assurance
with respect to an invention may be lost if an individual claiming pnonty of
invention files a patent application.

B. The Department therefore does have an interest, and under Hxecutive
Order 10096 it has an obligation, fo take appropriate defensive action, to pro-
tect the interest of the Government and the public against potential adverse
claimg. Such action may take the form of initiating a patent apphcatlon or by
full disclosure through publication.

C. Since not all inventions are of sufficient importance to warrant the labor
and expense of patenting, and since the Department does not itself maintain
staff or facilities for such purpose, fhe need@ for patenting and the resources
available for handling a patent application need to be weighed carefully before
a Jetermination as to patenting is made.

6-30-20 DETERMINATION A8 TO PATENTABRITITY :

A, No recommendation as to patenting should in any case be made unless it
ig first determined that the invention may be patentable.

B. The determination as to whether the invention “may be patentable” should
identify the originality of concept, ag well as the elements of novelty and useful-
nesg, believed to be present in the invention. This is for the reason that, even
though an invention is “new and useful” it is not patentable “if the differences
between the subject matter sought to be patented and the prior art are.such
that the subject matter as a whole would have been obvious at the time the
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invention was-made to a person having ordinary gkill in the art to Which the
gsubject matter pertains” (85 U.8.C. 103).

. O, Whether it is determined that the invention may or may not be patentable,
the basis for the conclusions reached should be indicated in the determination.
For example, a written report on these points by .research workers who have
familiarity with the art in the partienlar field is valuable, because i, may indicate
that the invention has been fully anticipated. In any event, the report itself
will constitute a record bearing on the rela,tlon of the mventlon to the prmr art,
and g0 may serve a protective purpose.

D. The determination should. set forth fully the dates of conceptlon and of
reduction to practice (or of the successful test or performanece) of the invention,
and of any prior disclosure (speeches, writings, printed publication, ete.) or use
thereof. These are important because the invention will not be patentable if
at the time of the determination it has heen for more than one year either--

1. desecribed in a printed pubheatlon in this country or abroad; or
. 2, in public use or on sale in this country (35 U.B.C. 102(b) ).

6—30—30 INVENTIONS OF TRIVIAL VALUE OR SIGNIFICANCE |

A, Unless “useful” to some degree, the invention will not be patentable.

B. Bven though the invention is possibly patentable, it may be recommended
that title be left with the inventor, pursuant to section 7.3 (b) of the Department
Regulations on grounds of “msui‘n‘ment interest,” subject to license to the Govern-
ment under any patent which may be secured.

O. Government “interest” has two aspects: First, the Government has an
interest as a potential uwzer of the invention in its own gperations or as’'a pur-
chager of products embodying the invention. Second, it has 4n inferest (partic-
ularly strong in the field of research) of preserving for the public the products
of its work and investment. Ordinaxrily, therefore, a recommendation of dedica-
tion to the pubhc by publication rather than a finding of insufficient intérest is
appropriate in the case of all but patently trivial gadgets in which there has been
no substantial investment of Government time or facilities.

D. Determinationy of  “Insufficient mterest” are. stheet to review hy the
Ghalrman of the Government Patents Beard.

6—30—40 INVENTIONS oF SIJ'BSTANTIAI.- VALUE OR SIG\TIEIGANGE

A, In general patenting shounld not be recommended when printed pubhcatmn
of a technically adequate description can be, or has been, arranged, or disclo-
gure to or use by others can be, or has been, arranged under safeguards which
will adsure the availability of proofs ag to time of conceptlon, reduction to
bractice, and disclosure.. (A person is not entitled to a' patent if “the 1nvent10n
was known or used by othefs in this country, or patented or described in a
printed publication in this or a foreign country, before the invention thereof
by the applicant for patent.” 35 U.8.C. 102(&) ) Certainly patenting should not
in the abgence of unusual justification be recommended if the oné year period
which may elapse between a printed publication and the filing of an application
hagalmost elapsed.

B. Patentlng, however, i8 approprlatel'y recommended when— - :

1. Tt is deemed advisable, in the case of an’invention of high potentlal
S1gn1ﬁcance to the public health, safety, or welfare, to obtain maxzimum
dssurance against potential rival eclaims by establishing priority of inven-
ticn and diligence in reducing to practice; or
9, It is deeméd advisable, for reasons of health or safety, to retain cons
trol {beyond that afforded under the Federal Food, Drug, and Cosmetic Aet,
as amended, or the Public Health Service Act, as-'amended, or other'F'ed—
eral control legisiation) of the invention itself, with legal authority to
impose restrictive conditions on ita use; or

8. other Federal agencies have such mterest in the invention that they
would be prepared to prosecute the patent application.

G 1, Filing may. be especially important as a protective device when there is
hkely to be a considerable lag between conception and aetual reduction to
_practice and the invention is in a highly competitive field or when the in-

’ _ztelgtlon isa basm one llkely to conshtute a key to subsequent advances in

art. .
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2, The filing of a patent application may be of great practical 1mp0rtance
in case of competing claims because the Commissioner of Patents iz under a.
duty to give notice and have questions of pnorlty determined by a board
of patent interferences whenever an application is made which would seem
to interfere w1th any pending appheatwn or any unexpired patent (30
U.8.C. 135).

8. “In determining priority of mventmn there sball be considered not
only the respective dates of a conception and reduction to practice of the
mventlon, but also the reasonable diligence of one who was first to con-
aeive and last to reduce to practice, for a time pnor to eoneeptmn by the
other” (35 U.8.C, 102(g).

4, If a patent hag issued, the filing of an allowable applmatwn is rEgarded
in litigation involving priority of invention as a constructive reduction to
practice and a® evidence that the mventor made his mventmn at least as
oarly as the date of filing.

D. The inventor’s interest, as a matter of prestige and professmnal reputa-~
tion, in having a patent issued in his name does not justify a recommendation
for a patent application to be. prosecuted at the expense of the Government.

H. In order that final determinations as to ownership may not be delayed
pending resolution of the question of patenting, the operating agency may make
a determination to patent contingent upon the-availability of timely arrange-
ments for the prosecution of a patent application, with reliance, in the event
that these are not feasible, upon publication to protect the public interest.”

6—30—50 PUBLICATION, AR AN AL'LER\‘ATIVE 0 PA’I‘L‘NTING—“PRINTED” PuUBLY-
P QATION.

A Publication, to be effective as an ant1e1pat10n, requu'es a full dlsclosure
c:ef:tmg forth the, essentlal elements of the invention, and the manner of makmg
and using it.:

B. Such publication may be made in a techinieal journal or digest, in a pub].i-
cation of the operating agency (e.g., Public Health Reports, Social Secu.nty
BuIletm) or in any other printed publication.

C. Additionally, the Office of Technical Services in the Department of Com-
merce, through the monthiy publication of “U.8. Government Regearch Reports,”
provides 4 means of achieving technical “publication” as well as a means of
disseminating papers which disclose the results of research, Original reports
filed with the Office of Technical Services are deposited in the Library of Con-
gress and copies may be ordered from. the Library in photocopy or microfilm.
In aidition, Office of Technical Services is prepared to distribute stock copies
of geientifie research reports for government agencies. - Listing in “Research
Repcrts®, together with the deposit of a typewritten or-other copy in an ap-
propriate Federal library, and published announcement of -a means provided
for duplication of copies for the public -have been held to constitute “printed
publication” under 35 U.8.C. 102(b). An operating agency wishing to avail
itgelf of this channel should eommunicate with the Chief, Technology Division,
Office of Teehmcal Services, Department of Commerce,

6—30~60 NOTEBOOKS AND ORIGINAL - REGORDS—EVIDENOE orF INV]::NTION -

. A. Whether or not a patent appheatmn is filed, written records, and partmu-
larly original records, properly dated, are mportant evidence of invention both
as to completeness and the time when made, When these exist they may be
used defensively to prevent the issuance of a patent on an invention subse-
quently conceived, or to contest the validity of a patent which may have been
granted to some. other person. "For-such purpose, the conception should be
recorded, with indication of the date of conception, and immediately corroborated
by ccmmunication to & competent witness who may be asked to read and initial
the record, indicating the date of his initialing. Reduction to practice should
be ccrroborated by a witness who observes the actual test or performance Ac-
curate dating is an essential factor in such records,

’ B. The operating agency, to the extent deemed consistent with good research
practice, should require of its research workers the makmg and preservation
of records which will serve a probative purpose. 'This Is espemally desirahle
in the case of developments falhng Wlthm sectmn 6—30—40

59331 —01——7T
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-1 APPENDIX ()
o (10/19/56) o
'MANUAL GUIDE—GENERAL ADMINISTRAT’IOn .
HEW No. 1 C

PATEN TS AND INVENTION S
Section . Purpose
. Regulations e
. Department Poncy
. What an “Invention’ Is Lo
. Report of Invention - - '
. Duty To Report Premptl
. Employees Reguired To Report
. T0 Whom Report Is Made
. Form of Repo
Conﬁdentiality of Report .
etermmmg Ownpership of Employee Inventtons
. Bules Governing Determilnation
. Procedure -for Department Determination
. Notice ¢of Determination
Right of Appeal
T. Prosecuting a Patent Applics,tion Without Fee
8. Relatlon To Intentive Awards Program -

Exhibit 1 Report of Invention—Ofutline for Use by Employee
1. Porross’

This guide summarizes the rights and duties of employees W1th respeet to in-
ventions which they may make while in the employ of the Department This
guide is of particular concern to employees engaged in research, since their work
ig-of such a nature that they are most likely to develop patentable inventions.
All employees, however, should be aware that regulatmns exist with respect to
such inventions. o . .

2, REGULATIONS e I T PP IR Ao

A, Government-wide,  Uniform requireménts applicable to all Government em-
ployees. for determining the ownership of ‘inventions made after January 23,
1950, were established by Executive Order 10096, The provisions of Order 10096
are adminigtered by the Chairman of the Government Patents Board. Regnla-
tions supplemeriting the Executive Order have been issued by the Chairman in
the form of Administrative Orders, together with mterpretatmns and other pro-
. cedural instructions..

B. Department.. Department regulations," pu.hllshed in the Tederal Reglster
(20 F.R. 6747}, supplement thesge directives for purposes of apphcatwu ‘to thig
Department. These regulations {456 C.F.R. 6.0 to 8.5) are reproduced in Part 6
of the General Adminisiration Manual Sectmns 7.0 to 7. 8 of those regulatmns
deal spec1ﬁca11y with employee mventlons :

8. DEPARTMENT POLIOY

It is Department policy that the results of Department research should as
a rule, be made widely, promptly, and freely available to the public. - Often thls
ava11ab111ty will be adequately preserved through dedication of the invention fo
the public by publication. At ftimes, however, it may best be assured by the con-
trol .that comes from patenting, and subsequent issuance of 11censes or ded1ca~
tion of the patent to the public. '

- The Department regulatxons spemfy the machmery for determmmg (1) what
are the ownership rights in the invention, and (2) Whether or not an appllca-
tion for a patent should be filed. :

4, WI—IAT AN “INVENTION” I8

Any process, art or method, machlne, manufacture, or composmmn of matter,
or improvement thereof may constitute an invention if it has the qualltles of
—novelty . : . T :
—utility
——invention (in the sense ‘that it would not have heen obvmus to a person
“having ordinary skill in the artto which it relates).
"ATl these terms have Special meanings under the patent la_w, and only the
Patent Office and, finally, the courts can decide whether a discovery or inven-
tion has the requisites of a valid patent. The Department is responsible, how-
ever, for making a preliminary determination as to whether an employee inven-

: U(lhc_utcl-l N .
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tion *“is or may be"” patentable for the purpose of Executive Order 10096. If
this determination is” negative, no further action is required on the mventlon
report, described below. ; . -

5. REPORT OF INVENTION

A, Duty To Report P'romptly Whenever any employee of the Department
makes an invention which may be patentable and bears any relation to his work,
or to which Government facilities have in any way contributed, it is his duty to
report it promptly in order that determinations as to patentability, ownership of
domestic rights and acquisitions of forelgn rights may be made.

Tha right to patent an invention is lost if more than one year elapses after
the invention is published or in public use and before a patent application is filed
in the Patenf Office, As it takes considerable time after an invention iz reported
to make the necessary determinations and to prepare and file a formal patent
applization, if that is decided to be necessary, it is important that inventions
should be reported promptly and that the report should give full information
concerning any publication or public use,

B. Employees Regquwired To Report. All employees of the Department are sub-
jeet to the reporting requirements; including commissioned and other otﬁcers,
and including part-time employees and consultants,

C. To Whom Report Is Made. The report should be made through adminis-
trative channels to the head of the operating agency or, by an employee of the
Office of the Secretary to the Director of Administration (Sec. 7.1, Regulations).

D. Form of Report. Exhibit 1 (attached) should be followed for the “Report
of Invention.” If will not always be necessary to prepare the report in complete
detail since it may be apparent-on the basis of a preliminary and less detailed
report, that the supposed invention lacks the novelty or utility required for
patentability, or that circumstances permit a disposition of the report without
a complete invention description. . )

B, Confidentiality of Report. Invention reports required of employees are
confidential and may be disclosed only for official purposes or with the consent
of the inventor (Sec. 6.4, Regulations),

6. DETERMINING OWNERSHIP OF BMPLOYEE INVENTIONS

A. Rules Governing Delerminetion. The rules governing determination of
rights in invention- coming under the provisgions of the Ixecutive Order 10096
are briefly summarized below :

(1) Subject to the excepfions mentioned below, the Government is en-
titled to the ownership of any employee's 1nvent10n in any case where:

(a) The invention was made during working hours; or

(b) was made with a contribution of Government facilities, equip-
ment, materials, funds, or information, or of official time or services
of other Government employees; or

{¢) was directly related to the employees ‘duties or made in con-
sequence to such dufies.

(2} Even though the foregoing conditions exmt, however, the title to an
invention will be left in the employee, subject to a royalty-free license for
tae Government to use it, if the Department determines (subject to ap-
groval by the Chairman of the Government Patents Board) that elther of
the following conditions exist: .

(a) that the Government's contrlbutlon hag been msuﬁ'i(:lent eqmtably
to justify assignment of all rights; or -

(b) that the Government has insufficient mberest in the mventlon
to require complete assignment.

{3) The Executive Order also provides certain presumptive guldes for
applying these rules, including. the consideration, for example, of such
factors as whether the inventor was employed or assigned to make jm-
provements, or to do research or development work, or to supervise such
work or act in a liaison capacity .

(4) In other cases where the conditions of (1) above do not ex1st, all
rights in the invention are leff in the employee.

Recommendations as to the acquisition of foreign rights are also requlred.

B. Procedure for Department Determineiion. The determination will he
made for the Department initially by the head of the employee’s office or op-
erating agéney, who will forward the determination and the Report on Inven-
tion to the DepaTtment. Patents Oﬂ‘icer for rewew :
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" This determination will ‘constitute the decision of the Department unless the
Department: Patents Officer-upon review has questions -concerning the determi-
nation which remain unresolved after consultation with the originating unit.
Such questions will be submitied by the Department Patents Officer to the De-
partment Patents Board which shall either affirm or reverse the détermination,
or return it to the head of the oﬂice or ‘operating agency for further actmn (Sec
7.6, Reguldtions).

If the Board proposes to make or affirm ‘a detérmination requiring the inven-
tion to be assigned to the Government, it may in its digeretion afford the
employee the opportunity of a hearing (Sec. 7.6, Regulations). :

‘C. Notice of Determination. The employee (unless he waives the- right to
notice) will be notified in writing of the Department’s determination by the head
of his operating agency or, if an employee of the Office of the Secretary, by the
Director of Admlmstranon, unless the determination is made by the Depart-
ment Patents Board, in which ease he will be not1ﬁed by the Department Patents

. Officer (8ec. 7.7, Regulatwns)

D, Bight to Appeal. An employee ao’grleved by a détetmination of the Deé-
partment has the right to file a written appeal with the Chairman of the Gov-
ernment Pafents Board within thirty days after receiving the written notice of
the Department’s determination (Sec. 7.8, Regulations). Four copies ‘of the
appeal should be sent to the Chairman of the Government Patents Board, De-
partment of Commerce, Washmgton, D.C., and one copy to the Department
Patents Officer, - .

7. PRosmUTme A PATENT APPLIGATION WITHOUT FEE : S :

“Whether or ot the Government has or acquires ownership rlghts in: the 1n—
vention, it s possible for a Department employee to apply for a patent, without
cost- to- him for Patent Office fees, if the Secretary (or hig desiguee for this
purpose) certifies that the invention is used or is likely to be used in the public
interest, 35 U.8.0. 266.° The employee may utilize the attached mventmn report
form for this purpose of requesting such cert1ﬁcat1on -

8. RELATION TO INCENTIVE AWARDS PROGRAM

The requirements of the Departmert patent regulatmns are mdependent of
the Department’s Incentive Awards Program. ‘However, an - invention reported
under the regiulations ig eligible for cons1demt10n under ‘the Department’s
Iucentlve Awards Program ]

Generé.l Administraﬁon Manual Gmde'HEW—'l‘ (10/19/56). Hxhibit 1
REPORT OF INVENTION—OUTLINE FOR USE BY EMPLOYDE
DEPAB.TMENT OF HEALTH DDUGATION AND WELI‘AEE .

REPORT o INVENTION peln
- L Date' :

Imae%tor (Name of mventor or mventors) ;

Employee ‘status: {Indicate whether a regular or spemal type of employee, and
name of operating agency and unit where presently employed eg‘ . “Dmployee,
Public Health Service, National Cancer Institute.)

Invention: (Indicate short descriptive hame)

Relation to official duiies—Contridution of Govermnenf. fac‘zhtws, efe.: This
should include a statement of the inventor’s status and.employment from the
time of the conception of the invention to’'its reduction to practice or disclosure,
and facts-as to the relation of his work on the invention to his official duties
and working hours and to the use of Government facilifies, material, services, or
information.) - .

- Co-inventors: (Indmate the. names, status and eontnbuhons of posmble Co-
mventors)

: Invention Description (Abstraci): (Thig should cons1st of a clear and concige
summary of the invention, emphasizing its novel features and probable useful-
ness, in ‘100 words or less of simple language (nontechmcal ‘where possible),
1nc1ud1ng o : . : S
(a) What it is or to What 1t relates H :

-(b) Its comstruction, if- & machine, apparatus, devme, or artlcle' L

(c) Its identity, if a chemiecal compound, or its ingredients, if a rmxture,
inciuding the production thereof if not obvious;
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~(dy The procedure.involved, if a process;
(e} Its manner of operatlon (how it WOI‘kS), if a maehme, apparatus,
device, or article;
(f) ‘What it aecomphshes or is mtended to aecomphsh over the known
prior-art;
(g) The modifications or species disclosed.
More detailed descriptive material may be attached but is generally not needed
except-in connection with an actual patent application if one is made.)

Publication and related fuctors: (Brief statement as to any prior publication
or disclosure, and of evidence available as to conceptlon of the mventmn, dis-
closure, and reduction to practice.)

- Advisability of petenting: (Inventor's remarks, if any, as to advisability in
the public interest of patent protection for this particular invention. State
briefly the pertinent congiderations. Indicate also the countries, if any, in Whmh
patent protection would be desirable, and why.)

Interest of imventor: The undermgned has made what he beheves may be-a
patentable invention. This report is submitted pursuant to Bxecutive Order
10096 ‘and Department regiulations in order that formal determination may be
made as to the Government’s rights and interests therein and as to Whether
domestie or foreign patent protection thereof should be sought.

(It will be helpful if under thig heading the inventor 1nd1cates (1)

. whether he agrees to abide by the results of such.determination and.
to execute such asgignments, licenses and applications for patent (with-:
out cost to the inventor) with respeet to such invention as may be re- .
quired pursuant to such determination, (2) whether he claims specific . .
rights in the invention and, if so, the nature and extent of his claim,

- {8) whether he wishes to file a patent application under 35 U.8.C. 266,
(4) whether he wighes the invention to be dedicated to the public.) -

(Bignature of inventor) =
Remdence address . LA

Oﬂice address

" AepoNprk D o
‘ ’ JA'NUABY 22, 1958."

EXPLA'NATDRY STATEMENT CONCERNING THE ParenT PoLIcY OF THE DEPABTMENT
..-OF HEALTH, EDUCATION, AND WELI‘ARL Wirs RESPECT 'ro CO\TTRACT RESEARCH
. AND RESEARCE Gmrs . )

The policy of the Department of Health, Eduecation, and Welfare with respect
to inventions arising from research conducted with the ald of grants or in the
performance of contraects for research is set forth in regulations of the Depart-
ment (45 C.F.R., pts, 6-8). These were recently amended to provide more
explicitly for contraet research and to authorize special alternatives for indus-
trial contracts for the cancer chemotherapy research program. Specific author-
ity to contract for research is comparatively new for this Department and
apphes to relatively few programs, Research grant authority is of long stand-
ing, and applles to a greater number of programs, including most of those in
which there is authority to contract for research.

. The distinction between contracts and grants for research is, roughly spealk-
ing, a distinction between a procurement or piurchase and assistance or support.
Under the research contract authority research for which the Government ig to
pay Is undertaken by an institution pursuant to contractual obligations and in
accordance with spemﬁcatlons by the Government. A research grant, on the
other hand, is made in support of research activities or proaects proposed by
an applicant institution. The patent policy hag been framed in the light of
these distinetiong ag well as with regard to the basic poliey. objectives of all
regearch programs of the Depariment,

The regulations of the Department are controlling on the various constltuent
agencies of the Department (such as the Public Health Service) in the award
of grants and, in the negotiation of contracts and also in. determining the dis-

1Th1s gtatement approved by the Department Petents Board on .Tan 22 1958 for nse
with the Department regula,tions and 1nrorma11y a8 appropriate, -
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pogition te be made of :mghts m invent:ons in accordance with the terms of
such awards or contracts. K
TERMS AND CONDITIONS

The regulahons prov1de as a standard condition that there be reserved to the
head of the constituent organization entering into the contract the right to de-
termine the disposition of inventions which are first conceived or reduced to
practice in the course of the performance of the contract (Regs. 8.6), This
standard applies to all industrial contract research, although certain alterna-
tives are available in the cancer chemotherapy program (Regs. 8.7).

A similar standard applies to research grants, but a broader alternative is
also afforded. Under this the determination of rights in and the disposition of
inventions may be left wholly to the grantee institution to be made in accord-
ance with its -own esfablished policies and procedures. This alternative is
available when the head of the organization making the grant has determined
that the policies of the grantee institution (with such modifications ag may be
agreed to and are specified in the grant) are such as to assure that inventions
will be made available without unreasonable restrmtwns or excessive royalties
{Regs. 81(b)). :

‘When the pohcles and procedures of a nonproﬁt mshtutton have been thus
accepted for grant purposes, research contracts with the same institution may
also provide, as an alternative to a reservation of the right of determination
to the head of the constituent organization, that inventions shall be left to the
institation for disposition in accordance with its accepted policies, with such
stipulations in the contract as may be deemed necessary - in the public mteresl:
(Regs. 86(b)) B

POLICY onmorme—msrosmom OF RIGHTS

T'he underlymg purpose ‘of the research programs of this Department is the
advancement of knowledge and development of techmques for use as broadly
as possible for the public health and welfare, It is the position of the Depart-
ment that the public inferest will in general be best served if inventive advances
resulting therefrom are made freely available to the Government, to smence, to
industry, and to the general public {Regs, 8.0(b)).

Acecordingly, when under either a grant or contract the right of determrnatlon
is reserved to the Government (l.e., to the head of the operating agency in the
department which is responsible for the grant or contract), it is subject in its
exercise to the following controls:

1. Dedication to the public by publication (in contrast to patentlng) is

“generally to be preferred (Regs. 6.2).
© 2, Patenting of the invention by the Department is to be sought only
when cérgumstances indicate that thiz is desirable in the publi¢ interest
(Regs. 6.2)

3. Licensés under patents administered by the- Department are to he
issued on & royalty-free, nonexclusive basis and, except in unusual cases
such as those where contrels of a harmful produet may be deemed neces-
sary, are to be available to all applicants unconditionally (Regs. 6.3).

" The fact that there is reserved to the Government the right of determining the
disposition of an invention does not mean that asmgnment of rights to the Gov-
ernment will necessarily be requu'ed

'In'the ecase of an invention arising under ‘either a grant or contract, if the
grantee or contracting organlzatmn proposes to make a disposition of the inven-
tion which it believes to be in the public interest, the head of the organization
may ‘concur in the proposal provided he findg that under it the invention will
either be effectively dedieated to the public or (if patented) will be genérally
available for royalty-free and none_xclusive Hicensing {RRegs. 8.2(a), 8.6). This
is in fact the type of determination which is usually made when the institution
making the proposal has a patent policy with objectives similar to those of the
Department.

Additiopally, the head of thé constituent orgamzatmn may approve a proposal
foir the assignment of an invention for a limited period (which could even bhe
for the life of the patent) to a competent organization for developmierit purposes
if he finds that the invention will thereby be more adequately and quickly
developed for widest use and that there are satisfactory safeguards against
unreasonable royaities and repressive practices (Regs. 8.2(b) ).

Such determinations are made on the basis of all the circumstances in the
individual case and a judgnient as to how the public interest will be best served.



FALENL PULICY. OF HHBALTH, EDUCATION, AND WELFARE &7

LICENSE TO THE GOYERNMENT

In any case when an invention whose disposition is subject to determination
by the Government ig left to the graniee or contracting institution, there must
be reserved to the Government (if a patent is sought) a nonexclusive, irrevoca-
ble, royalty-free license to the Government with power to subhcense for all
governmental purposes.

APPENDIX E

List of Government-owned patents on inventions arising from activities of the

[E=employee; G=grantes; G=contractor; F=fellow]

Depariment of Health, Education, and Welfare (or predec_'essor agencies) * _

Number and
date of patent |

Inventor-relationships

TitIe.'of iﬁvention

Licenses or
dizposttion

B b=

10
11
12
13

14
15
17
18
19

20
2t
22
23
24
25
26

27
2.

1,930,972  (1934) .-
2,058,521 2 (1986)__

2,134,068 2 (1938) __

2,132,721 (1939) . . -
2,178,010 3 (1039)..

2,197,885 (1940) ...
2,207, 3383 (1840)-

2,907,725 ¢ (1940)
(also 2,257 111).

2,934,98E 2 (1042}
2,250,356 2 {1042}
2,370,862 (1945) . -
2,871,244 (1945) ...
2,491,587 (1049) - -

2,518,510 (1950) ..
2,531,451 (1950) - --
2,557,960, (19581) ___
2,539,888 (1061}-...
2,521,056 (1951) . -

2,563,503 (1951)_ ...

2,587,164 (1051) - ..
2,667,987 (1951) . ..
2,563,806 (1051)
2,500,300 (1051)___
2,671,115 (1951) . -~
2,572,864 (1951) ...
2,572,897 {L951) -
2,604,374 (1952) .-
2,601,350 (1952) - -~

.See footnotes ot

Hudson and Richtmyer
(PHS-E).
Small and Fitch (PHS-E)-.

Brodie (St. Elizabeths-T)__

Hudson and Riehtmyer
(PHS-E),

Elvove (PHS-E) - -vnenon -

Rosenthal and Bauer
{PHS

do.

Hertz and Sebrell (PHS—’E)_
Lax (PHS—G) _______________
Weleh (F. & D-E). oo

Maier {PHS-E}ereee e
Allen (PHB~E) .o

Heftmann (PHS-EY_______.

Wender (PHS-G}._au--_l--
Marshak (PHS-E)_ ..o -
Alen (PHST). oo
and Rajagopalan
(PHS-
Davig (PHS-E) .............
Su(loanerford and J’ensen
Welch (F, & D-E)___._._._

Fieser

end of table, p. 88.

Maier (PHS-E)}o—vueeeeaan .

‘Tsolat

Morphine Derivatives, sto--...

Ethers of Morphine and its
Dihydrogensted  Deriva-
tives, ete. -

Ethers of Morphine and Di-
hydromorphine and thelr
N-oxides

Production_of D-ribose from
Calclzm D-altronats,

Nuclear Substituted Deriva-
tives of the Morphine Series
(Metopon).,

M]gthod for Controlling Insect

Production of D-Altronie Acid
bred from Sedohaptilose.
Removal of Fluorides ' from

Drinking Water,

Formeldehyde Sulphoxylate
Derivatives,
Benzéne Butphonanidyl Com-

pounds. .

Method. of Producing Biotin
Inactivating Material,

Deviee for Recording Blcod
Vessel Pulsation.

Liguid Injestible Oil Pectin
Drug Therapeutic Composi-

Stable In]ectible Qil Pectin
Therapeutic Compositions.
‘Water Purification, Ete___.__.
Substituted Diaminestilbenes.
Preparation of Aminoindane
ompounds.

Soreening Method for Blood
Glucose.

Regenerating  Hydroxyapa-
tites, etc., for Use as Fluo-
ride Absorbent Reagents.

Quercitrin from Poa~
nut Hulls,

Thera%eutic Composition andg

_Substltuted B:sammophenyl

Ethylene

Seiect:ve 0x1dat10n of Stero:d
Alccho

Tsolation of Bacterlal Mu-

tants.
Pme-gum Rogin DDT Insec-
ticide Compositions.
Au:eotracm—and Process of
- Production,
Streptomycin-polymyxin Ba-
citracin Composition.
Hydrolysis of Beta Lactam
Linkage by Pemclﬂma.se

Ezxtensive condi-
tional licenses—
Later, dedicated
to public use.

Gift to the United .
States,

Ticense and ¢ross-
lcense agree-
ment. -

Licenses,

do.

de.

QO.
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. Licenses or

42

2,802,755 (1959)- .

Portl_my (I’HS-E)

logically Active Fraction of
Virnlent Treponemsa Pal-
lidum.

- Number and Invenfor—relationsbhips < . Title:of invention::
- . date of patent . Toh e R T T - .. disposition . :
20 2,602,252 (1952)...| Shinn (PHS-E) Exhibiting Deviee_ ... Licensed.
80 2,603,683 {1952)___| Welch (F, & D.-E)_. Pectin Penicillin Preparation
... |. .and Process for Production.
31 2,604,474 (1952). .. E]gerﬁeld & Werbls (PHS~ | “Primagquine” . oo de.
32° 2,611,368 (1952):._} Pecors (PHS—E) ____________ German Silver Fleetro-Cardi-
L ograph Contact Electrode. '
33 2,616,828 (1952)___ Levmtow and Greenstein Enzymatlc Resolution of
PHS-E). . _Amino Acids. - .-
34 2,649,727 E1953g., Snow and Staub (PHS—E) -| Chémieal Fume Hood__.____.
35 2,651,236 (1953)_._} Kehler (PHB-E).__ll... .. Thermal Expansion Device. ..
86 2,653,160 (1963)--.| Doak and Freedman (PHS- | Preparation of Organometallic
L . Compounds in ° Organic
' . Solvents. :
37 -2,658,021 (1953)___| Earleand Sanford (PHS-E)_| Tissue Culture Procedures. ... i
38 2,684,365 (1954)._.| Mosettig, Sato;. and Katz Converting Tomatidine ______ Dedicatod to
{PHS-E). L public (1956).
30 2,706,382 (1057). .. Talalay {PHS E) ___________ Chémical Transformation of .
- . Steroids by Means of Bac-
: terial Enzymes, o
40 2,802,391 (1957).__ \f[mer (PHSHL‘) _____________ Impraved Colorimeter. _______ A
41 2,858,036 (1958)__. Earle snd nghhouse (PHS— Culture Flask for use with | Dedicated to
. Plane Surface Subtrate Tis- public (1958).
sue Calture. ;
__________ Process for Prepanng :1 Sero-

1 Also Design Patents 136,449;. 136,460; 136,554 (1943} by Parnis.

These were for uniforms of the PHS

Cadet Nurse Corps, asmgned to United States under terms of the coniract for then’ manufacmre.
2 Transferred from’ Treasiry Department. . )

A.PPENDIX x

Employee and grantee invention - -reporty received by National Institutes of
Health I-‘ublxc Heaith Service, 1953-59

; G T
Year Employee GraJltee Total Year Employee Grantee Total
8 2 10 11 2] 20
8 3 11 81 16 24
3 ] -9 e
6 12 - 18 . 48 od 108
> 6.1 1

APPDND]I G

- Invention agreements of the Pubhe Hesilth Service with nonproﬁt 1nst1tut10ns

Institution Date Institutian . Date )
] A— Towa State.. v cnansiaiat Sept.- 14, 1953 Harvard Univérsity.-. ... Jan. 31,1956
2d.____._| Northwestern Umvermty“ Nov, 16,1953 University of Oa].ifumia_-_ Muay 13, 1956
ad.____. Cornell University.-- Dec. 11,195% 2| Tufts TUniversity_ ___._. ... May 27, 1955
4th,.....| Purdue University.- Dec. 24,1953 DM assachusetts Institute of | June 15, 1955
B T Ohio 8tate University. Feb. 2,1954 Technology.
6th_____| Princeton University Mey: 5, 1954 ] 18th....| University of Kensas. .. .. Aug.. 16, 1956
Ttho___ University of Lllinois_ ... June 17,1954 || 17th-.._| California Institute of | Feb. 21, 1956
sth_._.. Mount Sinal Fospital | July 19,1954 Technology. . e
New York Cify. . = 1stho_f Flerida State . ... i .- Tune " 8,'1056
Oth.__._ Michigan State. - -.-=222 Oct. 1371954 || 19th___ Washmgton State Urmmr- Qet. 14,1958
10th....| University of Washingtou o, sity. . ERTREI
1ith._._| University of Mmnesota__| Nov., 3,1954

L Asreements with 7 sther institutions were pending aq of Dec. 31, 1959,
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APPENDIX H

SAMPLE LETTER QR AGREEMENT WITH NONPBOFIT INS’I‘ITUTION

: A.UGUST 11 1955
Dr, WiLrrayM J. ABGERSINGER, Jr., -
Assigtont Dean in Oharge of Researoh Contracts,
University.of Kansas, Lewrence, Kans.

DEAR DR. ARGERSINGER ¢ In reply to your letter of October 19, 1954, T am pleased
to advise that it has been determined, pursuant to provisions of section. 2(b) of
Department Order 110-1, “Inventions Resulting from Research Grants,” that the
ownership and d.lSpOSlthD. of all domestic rights in inventions arising under
Public Health Service grants and awards made to the University of Kansas
ghall be left for administration by the university.

‘If ‘hag been noted in the review of the materials submitted by you that the
policy provides that all results of experimental work, including patents shall
be used and controlled so.as to produce the greatest benefit to the university and
to the public. It has been noted that the University of Kansas Research Founda-
tion acts as the agent of the university in obtaining and administering patents
on inventions resulting from research gponsored by or through the universiiy.
It has been peointed out that in earrying out its funetions in the patent area, the
research foundation uses the patent service of Research Corp. of New York
under signed memorandims of agreement executed for specific inventions. The
overall patenting and licensing practices of Research Corp, have been found
acceptable to the Public Health Service. ' I have also taken cognizance of the
faoct that the University of Kansas has a policy of dedication to the public through
publlcatlon reserving to itself the rlght to publish alt matenal of fundamental
value to seience and technology. = -

This determination iz subject to the following understandings and condl-
tions, and. upon acceptance will apply to inventions under current grants a,nd
awards and to those made while it remging in effect:

{1) The university will make its determinations in accordance with its
formally adopted patent policy, as supplemented by your letters of March

- 380, 19585, and July 1, 1955, ‘addressed to the Division of Research Grants,

: Na’monal Institutes of Health,; Bethesda, Md.

(2) The university will report to the Public Health Service on each in-
vention which appears to be patentable and which arises under research
asgisted by grants and awards to the university by the Public Health Serv-
ice.. Such report shall be furnished immediately on the filing of a paient
application on any such invention, and the university will furnish to the
ﬁubhc Health Service an annual report showing the dlSpOSlthIl of all such

ventions.

(3) The umversmy will rezerve to the United States in any such patent

application and in any patent issued thereunder a nonexelusive, irrevocable,
and royalty-free license to make and use, and to sell as provided by law,
embodiments of the invention, with power to sublicense, for a1l governmental
puUrposes.

(4) The university will reserve.an option to the Governmeni to file foreign
patent applicationg on any such invenfion, and will convey to the Govern-
ment upon demand the rights necessary to enable the Government fo prose-
cute such application and obtain patents in foreign coumntries, such optlon
to run for 6 monthe from the date of filing of a patent apphca.tmn in the

United States. If the Government either fails (a) to exercise this option.

within the period specified, or (%) determines within this period mot to
exercise its rights to an option, the university may dispose of all foreign
rights in the invention, subject to the reservation to the United States of
4 nonexclusive, irrevocable, royalty-free license to make, use, and sell em-
bodiments of the invention, Wlth power to sublicenge, for all governmental
purposes.
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Please have two copies of this agreement signed by an official authorized to
commit the university in the space indicated below and return one copy to the
Division of Regearch Grants, National Institutes of Health, Bethesda, Md., re-
taining the other for your files.

- Bincerély yours,

/s s Lt T
- ) Surgeon Geneml

’ UNIVEBSIT’Y oF KaANBAS, -
T CL B : ---By /s/ FraANKLIN D. MURPHTY.
-~ Date: August 16, 1955. e : Do s :

APPENDD: I (1)

.PUBLIO ProPERTY AOKNOWLEDGMEN’I‘ I‘ORMS Usnn AT LABORATORY Ams BMNOH
: : NATIONAL. INSTITUTES OF . HEALTH . .

" DIVISION OF REs_EARcE vamgs_‘
LAﬁdRATomr AIDS BR'ANOE C
INSTBUMENT BEC’I‘ION NIE-

PUBLIG PROPER'I‘Y AOKNOWLEDGMDN T

In eon51derat10n of permlssmn from the Natlonal Inst1tui‘.es of Health to use
the item:

" Drawing No. R '_ o . Apparatus

. I agree to respect the premige that this device and/or technigue was developed

at Government expense for public use in furtherance of the national welfare
and acknowledge that all rights thereto remain the property of the Federal
Government L ) . :

S1gnature _-
.. Signature
- Title . = : i
) ~ Mitle i i . -
l\ame and addreéss ‘of - mstltutmn where this development will be used

. A_'E’]':‘ENDIX I (2) _
Dmsxon or RESEARCH SERvmms
LA.BORATORY ATDS' BRANGH -
INSTRUMENT SDCTION, NIE -
AGKNOWLEDGMENT PORM

‘I agree to use the follomng acknowledgent on all adverhsmg for the men-
tioned item and will submlt gaid brochure to NIH for echtonal approval prmr to
prmtmg . ; . . o
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ACRNOWLEDGMENT

Developed at the Instrument Section, Laboratory Aids Pranch, Division of
Research Services, National Institute of Health, U.S. Department of Health,
Education, and ‘Welfare, Public Health Serv1ce, Bethesda, Mad.

This i is produced based on the design
{Name of apparatus) :

of

. . {Name of designer)
Publication reference: . - - -

APPENDIX J

'TRENDS IN FEDERAL SUPFORT or MupIcal RESEAROH, 194057

{Tables and charts from the “Advancement of Medical Research and Education
Through the Department of Health, Bducation, and Welfare, Final Report of
the Secretary's Consultants on Medical Research and Education, June 27,
lgﬁsc;hiave)nlable from Superintendent of Documents, U.8. Government Print-
ing ee

T'ARLE 7, —Totaz a/m;t Fedeml medicol research epp rmd@twes, 1940-57

T2 millions]
Total Fadersl Federal as
Year i national medical percent of
medieal research totsl
research
1940, . $45 %3 7
17 R . - 83 28 32
1952 L0 148 73 40
19563, - 203 & 41
1944, - 225 . a7 43
1965, 240 107 43
1856, - 70 118 44
1967 . 330 185 58

TasLe 8.—Medical research expenditures of Federal agencies, 1953 and 1857

[In milljons]
1953 - 1087
Department:
Amount Percent Amount Percent
Total_ - R ——— $84 100 $186 - 160
Health, Education, and Welfare .. .ooooooooo. 44 52 138 | . 6
Defense...... 25 T30 23 12
Atomic Ensrgy Commission________...wereaeee 10 12 14 7
Veterans’ Administration. . o..oeecoccacacaoooo 5 6 CIL 5




92 PATENT.POLICY ‘OF HEALTH, EDUCATION, AND WELFARE
_ CHART D
"SUPPORT OF MEDICAL RESEARCH BY FEDERAL AGENGIES—.
_DEPARTMENT * OF HEALTH EDUCATION, AND WELFARE'
BECOMING MORE IMPORTANT

CHART E

‘ MEDICAL RESEARCH EXPENDITURES
- DEPARTMENT oF HEALTH EDUCATION, AND. WELFARE, FISCAL YEAR IeﬁB
Nuhonci Institutes of Health most su;mftcant

Public Health-Service
National Institutes
of Health

Bureau of
State Services

Burggu of
* Madical Servicas

“Office of Vocational -
.-Rehabilitation

" Food and Drug :
_Administrotion = -

Children's Bureau

] 1 | /L 1 ]

"

5 1o 15 150 [1=33
MILLIONS CF DOLL.ARS
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CHART F
GROWTH OF NATIONAL INSTITUTES OF HEALTH
APPROPRIATIONS

MILLIONS OF DOLLARS ]
|..1887 - Biclogical Reseorch _
280 Initigted I " Atlergy and
Omnibus Act Infectious
1937- Caoncer Act Diseases
240 ™ 944- public Health » Institute :
Service Act-— Arthritis, .
Ganeral Ressarch Neurology Diviston of
200 }- anera’ N Institutes Biologics -~
Authority | Standards
First Torag
162 1946 Clinical Center 7
Mantal Appropriations P
Heoolth Act I
e I g
120 JEXTRA-
1948 Heart & | MURAL
Dental Acts
80 -
OSRD
Gronts .
40 = Assumad INTRAMURALT
|

1945 1950 1955 1958
FIsCalL YEAR

TarrLe 18.—Hvolution of NIH appropriations, fiscal yegrs 1955-58

[In millions]

Ttem 1955 1956 1957 1958
Ly $81.3 $98.4 $183.0 3211.2
Research gramts.. - o _wrmemcmemman [ 33.9 38.3 86.7 97.7
Training and anOWB]:llpS_ - 13.6 17.3 33.4 89.4
Other extramural Lo e o 6.8 7.6 1.3 10.3
Sabtotal extrarnaral oo e 54.3 63.2 133.4 147. 4
29.5 35,9 41,5
1.3 4,7 12.3
Ny 4.4 0.0 1.0
. Babtotal intramural . e 27.0 36,2 49, 6 63.8

1 Discase confrol and field investigatlons,
3 Review and appreval of prants, professional and technical assistance, snd administration,















