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My namé'is Franklin ﬁindSay.and i_aﬁ‘Chafiméﬁ of.Itek_éoiporation and
_ Chéirman'5f theiRésearéh and Policy Coﬁmitteelof_the Ccmmittéé'fo: Ecohbmic'
_"Devéloﬁméht. As.gou kﬁow; CED is a-ndgprofiﬁ.qéganizatiOn of 200 trustees,
indlﬁding'many corporate executives and ﬁaiversity Qresidents. |

I welcome this opportunity to testify.. CED has just recently

iésﬁed a major policy stateﬁent on Stiﬁulating.Techﬁoiogidal Progress. Iﬁ it,
' wé”haﬁé prdposed aﬁ ovefali straﬁegy to reverse the decliﬁing.trend in.innovation
iﬁ‘the U.s. _Amo;g the remedies we recommended'fdr this comprehensive apﬁroach
ara increasing innovation through the market economyf'raisihg.investﬁent in
néw plant”and eqﬁipment through tax éolicy changeé;:reducing regulatory uﬁcertainties-
'and_donstraints}'and directing Federal R & D support toward bésic regearch.
Thése proposals may be'the subjects of future heérings béfore this commiftee-
:ahd others. |

.Improving-the'effecfiveness of the paten£ system is anoﬁher.vitél part
.of.tﬁe CED'proposals. Cne of ﬁhe major conclusions bf the CED policy statement
is thaﬁ'the'éﬁrrent patent system falls short of Wﬁat was meant to be its
- number one objective; proﬁiding effective incentives for developing new
inventions and encéu;agihg the ufilization of the successful results of research

:and-development. I understand that you have been provided with a.copy of

' Stimulatihg Technological Progress. With your permission Mr. Chairman, I wish

to submit for the record, the summary'recommendations and the chapter and



aﬁpeﬁ&ix}d#.thgﬂcﬁD-policy stateﬁént whiéh‘ﬁéél Wit£ patent péiié§r§ féié.iﬂ:
{the.ihnévéﬁidﬁ pfoceés; : | | .

| M#.:Chéirﬁén,'bdth-H.R; 5715 énd.ﬁhe Aﬂministréfioﬁ‘s pfﬁpésal.are
[aimEd.ét'the ﬁti;izatioﬁ'of the rééults éf:goﬁerhméht-fuhdéd'R & ﬁ.“ We {
_”éppiaud the.inﬁént éf fhese.biils._ Oﬁr'bwn Study convihc¢d uS'that'Ehanée;ﬂ'
 in'thi§ direction waé_neéessary.._Seﬁeral major featuies of theée.p;oposals.

L ~call for further comment.

"1 1. The Need for a Consistent Patent Policy to Encourage the Utilization

of__-Go.vernm.e:nt-_Funded R&D
If'may.notibe immediately obvious that title to inﬁentidns ﬁade
.during thé'course of work on government contraéts.should not go_to the:
_'gévéfﬁméht. _However, there are compelliing ?easons why it is highly
.desirable.to vest.titlg with the contractor that makes thé ihvention.
Govérﬂment funding éf R & D can have a significant impact on
'futufe innovafion and the'productivity of the economy. Whiie R & D is an
essenﬁiai:coﬁpdnent of the innovation proceséj if ﬁechnology sﬁopped‘at the
JR'&‘D~phase society would gain comparatively 1ittle_frcm thié rather large
fiﬁveStment.of pﬁblic funds. R & D.efforts_accounﬁ for a relatively small
proportion-of.thé total cost of bfinging new.prodﬁcts and p;oceéses to the
:marketplécé; The-non—governméntal sactor must_inveét manyftimés the R &‘D
coéﬁs in-ofdex tozcomherciaiize the results of_successful.fedéfally?fuﬁded

R & D. At the present time the inventor's rights under a government R & D



:confrédt'Vafy among gcvernment agenéies éné depérﬁﬁenﬁs.' Thié'confusi§n and
.ﬁﬁCertaiﬁty 1ead§_to_a &iéinéentive to firﬁé which-ﬁaf.Wish to'invesf'tﬁé_.
fuﬁa$ nécessaryrto commefcialize_ﬁ_fédéiélly'de§eiopéd iﬂﬁehfioﬁ}
 ”Expériénce.haS éhbwn thﬁt the enﬁiﬁy ﬁbéﬁslikely to'carfﬁ.ﬁhé _‘

”?ésﬁlt$ 6f.governmént—funded R & D té'thé ﬁérketpiaée is thé contrécfor_
itself. If the contractor will be sﬁbje§t ﬁ6=a claim by the govérnmént
under the paténts, and/or if its.coﬁpetito;s cén.quiﬁkly_copy its'p;oduct
(as by réVerse engineering) without any patenﬁ aéterrént, ﬁhérelis'muéh
'_1ééé reéson_fcr the contractor to risk ité'funds.in cbmmercialization,

The saﬁé-geﬁeral.principle applies to.the resulﬁs éf gdvernmentwfunded

‘R &D work done by nonprofit contractors,'sﬁch'és ﬁﬁiversities.l Unless
'_the uﬁiversitiés obtain substantial ;ighté from patents, there is |

' absoiutelﬁ'no‘inéentive for them-to_spehd funds to.establish.technblogy
ﬁranéfer and pateﬁt programs_which hay léad'tolcoﬁmerciaiization of the
rasearch.

_ -Similarly, if the.contractor is an individuél scientist, he or she
ﬁ;ll Se discéuraged from ;iSking the-additional pe#sonal time, money and
efforﬁ'it would takKe to commercialize a new idea in the absence of clearwcut
fatent rigﬁts énd the attendant possibility of personal reward.
| _-I”suspéct'there-are substantial commercial'péssibilities lying
Undeveloped because of our over-zealous goﬁernment restrictions in
fhié field. In the érocess of tr?ing to keep contractors from profiting.

from ideas born in the course of government contracts, we are probably




(a)

(b)

We strongly believe that this_diStinctidn-ambhg ins£itutions

.'_(Adﬁiniétration‘?réposal, Sections 202 and 203) will, for most
_goverhment'contfacting, inhibit.the commércia1i2étion.of any.
iattendant'new iﬁveﬁtions ahd discoﬁeiigé;g'iﬁ'éracticé; the goai'

' éf.comﬁefciaiizétion is always éésief td_aﬁﬁieve'if'the“firﬁ.hasf

the option to license the patent with othér.firms;.-WejﬁéiieVe‘

 that td encouiége the ﬁse of goverhment-fuhded'fesearch.and develcopment
for comﬁerciai products, ¢ontréctor§'shbuld, in most instances,

.receive title to the inventions and patents made under government

contract. - However, the gbvernment should be able to require the
contractor *to offer licenses to others in certain circumstances
(e.g., if the contractor fails to produce enougﬁ products to supply

the_markét or if he does not actively pursue some applications that

' would significantly benefit the public).

Because the Administration's propeosal fails to providé_most

conktractors with title to thejinvention,thatproposal necessitates

- the development of a complex system for determining under what

. conditions the government will grant a contractor a license to

commercialize the invention., For example, determining the poteéntial

“fields of use" (Section 201) will be difficult for contractors.

All of the "fields of use" are rarely known at the time a discovery

: is made. Determining the "fields of use" will inevitably lead to

lengthy discussions with the government before both parties agree




'preventing'thé &evelopment'and distribution.of_innovatiéns that could

benefit all of society.

The Need for Uniform Treatment of All Types of Contractors - -

In_boﬁh H,R. 5715 and the Administration's proposal there are several -
features of the proposed policy chénges which make a distinctioh'between

small businesses and nonprofit organizations, and other contractors.

_ This.type of differential treatment does not seem to us to be desirable.

Government patent policies. should build on the profit motive no matter

what the class of contractor, for it is the expectation of profits

(or licensing income, in the case of the universities) which will encourage .

the inVéstment_in private funds necessary to commercial programs.

Thete is no'question that current patent policy poses problems for
small businesses, but on the basis of the CED policy statément_we do

not believe their problems are unique in the area of patent rights

under governmént contracts. We would therefore suggest that Congress

 and the:Administration reconsider the following features of the proposed

1policy‘¢hangess

In the Administratibn's proposal, we are especially concerned that

the granting of title under a government contract is only given to

nonprofit organizations and small businesses. Title to inventions

made undet contract for all cher contractors will be held by the

government. In our view this would lead to several disadvantages.



to the definition of these fields. In our opinion, this will lead
- to- unnecessary deléYstand will increase the cost'éf administration
td-both_the’cqntractors and the gévernment.

' Mr. Chairman, we therefore believe that the apprpach‘taken:in'H;R. 5715

- which provides title to all contractors is the best approach'énd is

the most effective way of ensuring that the results of R & D will be brought

" to the marketplace for the benefit of the public.

-Contractors' Payments to the Government

Conceptually, perhaps 1t is possible to make a case for the contractor

to répay the government some part of the funds'the_government supplied

when the original contract resulted in a successful invention. Section

318 of H.R., 5715 attempts to recognize the merits of this case..

. Tt seems to us, however,'that any such:"recoupment" proposal is

likely to impose direct costs on the government which amount to more than
the revenue it produces for the government and additional costs on

- contractors. Any recoupment proposal could also be counterproducti#e

. in the sense that it may create an unnecessary disincentive to commercialize

- an invention. We therefore believe that it would be undesirable and




”probably admlnlstratlvely 1mpractlcal to apply a royalty on the future

.'proflts from an 1nventlon as 1mp11ed ln Section 318 of H.R. 5715.

It Wlll be extremely dlfflcult for contractors or the government to

'~determ1ne Whlch federally supported 1nvent10n resulted in a speC1f1c

increase 1n.prof1ts. Th;s is espec;ally the case when the 1nventlon

results in a new process. But even in the case of a new product, more

‘than a single patent is frequently involved in a complex production process

" which involves considerable management and labor know-how which.has

“‘nothing to do with the original'federally-funded invention.

oMr. Chairman, we recognize the.intent of Section 108'but would ask
you to reconsider whether it is desirable to try to design and 1mplement
a cost recoupment procedure for successful inventions, After all, the
pteeent corporate and persenal income tax system practically makes the

federal government a 50-50 partner in any successful enterpriSe. By

striving so hard for the last of dollar recoupment, the government may

. forestall more revenue than it recoups.

Conclusions

Mr. Chairman, coencerning other areas covered by H.R, 5715 and the

Administration's.draft bill, we favor provision for suitable government

march-in rights and the general simplification of'patent procedures.,

. We are also prleased that the Congress and'the Administration are

‘working towards much needed improvement in our patent policy. As we all

know, however, the bills we are discussing are only a part of our patent.



.syétem;:-ﬁé.someohe whb_héé been foftuﬁaﬁé'té.pértici§é£e in'the-grdﬁth of
_aQSmall'busineés-to-a succeééful highétécﬁnqlbgy coréofation,.l éﬁ fﬁlly_
'aﬁaré;bf theVimpoftancé of'patentzpolicy to.smail'ﬁﬁsinésseé.. The cost
‘and delay in acquiring and defénding paténts'aré'eépeciéilf:difficult for
.éma;l fi?ms;' It is for this :éaSOn that'CﬁD'has:urgéd'éolicymakéfs't§

'COnsider a nunber of other changes in patentrpolicy; such as voluntary

arbitratiOn_of,patent'disputes, and the adoétion of ﬁ_first—to—file_
_:pateﬂt system...We_believe,that these_fypeé of-chénges in patent'poiicy
-wili‘benefit all firms -- and that they will_be especially helpfui |
- to émali:firms. Most of all, such impro%ements wili help the American
' publiC_échieve the benefits of new inventions and dis¢cverieé'quickly and

‘efficiently.

I hope-you-wiil enéourage your colleagues on other committees and

the Administration to quickly move forward with theée broader patent policy
improvements. Mr. Chairman, I thank you for the opportunity to testify today.
If any'df my colleagues at CED can be of any further assistance in achieving

a more effective patent law, we will be pleased to‘help.-,




