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Compensation Patterns in U.S. Foreign Licensing

JOSEPH M. LIGHTMAN*

SUMMARY

THIS STUDY IS ONE in a series of studies by the Institute on the sub-
ject of licensing. It focuses on licensing as an income producer in the
context of U.S. international trade. More public information has long
been needed on foreign licensing compensation patterns, particularly-
royalty rates charged by various industries for patents, trademarks and
know-how licensed abroad. There has also been a lack of precise in-
formation on geographic sources of U.S. firms’ foreign licensing in-
come. This study is based on findings from completed questionnaires
by 58 firms in a wide variety of manufacturing industries. The find-
ings relate to their compensation methods, bases for payment calcula-
tions, royalty rate patterns and geographic sources of income. An in-

depth study of the types of industrial property rights licensed over-
seas is also included. '

* Research Associate, The PTC Research Institute; International Economist,
Foreign Business Practices Division, Office of Commercial and Financial Policy,
Bureau of International Commerce, U.S. Department of Commerce.
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INTRODUCTION

THE PTC RESEARCH INSTITUTE has had underway comprehensive
studies on the subject of licensing both in foreign and domestic
contexts. These studies, the results of which are published in IDEA,
range over many aspects of the subject, such as licensing relative to
foreign investment, tax treatment of licensing income, trademark
control and licensing, and use limitations in patent licensing.!

Currently, the Institute is directing specific attention to licensing
factors in U.S. international trade. Growing demands from abroad for
U.S. technology and know-how, and increased interests by U.S. firms in
foreign licensing for purposes of producing income as well as to
augment export sales and investment programs, have prompted the
Institute to focus on the international scene. :

In the U.S. balance of payments context, licensing income is becom-
ing an important factor. Latest Department of Commerce published
statistics show that in 1968 U.S. firms’ receipts of licensing royalties and
related fees from their foreign subsidiaries, affiliates and branches
amounted to $1,279 million, up from $1,136 million in 1967.2 This
trend is further exemplified by comparison with earlier published
figures showing such income as slightly over a billion dollars in 1964.

One aspect of the international picture in which more public
information is needed concerns compensation patterns. Information
has been particularly tenuous on royalty rates generally charged by
various industries for patents, trademarks, and know-how licensed
abroad; also, on distinctions between one time flat fee and continuing
royalty payments. Moreover, there has been an apparent lack of
precise information on geographic sources of U.S. firms’ foreign
licensing income. The Institute has therefore undertaken a research
project on these elements of U.S. licensing, the results of which are
reported in this article.

LICENSED SUBJECT MATTER

Technical property rights subject to licensing are synonymous with
the term “industrial property.” As presently used in the “Paris Union”

1 This study deals with private licensing contracts; earlier articles on The PTC
Research Institute's studies in this context are listed in Appendix B. “Licensing” in
the context of government R&D patent policy (i.e., licensing v. title policy) is
covered in other Institute research projects and related articles.

2U.S. Department of Commerce, Survey of Current Business (October 1969), p.
34.
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Convention and other international contexts, “industrial property”
covers a wide variety of subject matter® This particular survey,
however, does not deal with all of the detailed breakdowns appearing
in the Convention. It concentrates on the three basic categories of
intangible property rights generally licensed by U.S. firms overseas—
patents, trademarks and know-how, including trade secrets. It was left
to the discretion of our respondents where to categorize more specific
property rights (some companies, for example, grouped industrial
design registrations in “patents”; origin markings and commercial
names in “trademarks,” et cetera) .

In only a very few instances were patents, trademarks and know-how
licensed by our respondents separately; they were generally licensed as
a combination of technical property rights to a licensor. With respect
to patents overseas, it appears that those on processes may be more
important than those on products. In many countries, unlike the U.S.,,
product patents are not obtainable in certain industries, most notably
drugs, chemicals and food products. Patent applications are also
important for licensing purposes.

The most prevalent element in foreign licensing appears to be
know-how. Even where a foreign-owned patent is licensed for per-
mitted imports, as distinct from local manufacture, know-how tech-
niques are also made available for maintenance and servicing. For
purposes of this survey, the term ‘“know-how” includes unpatented
technology that the licensor has developed, such as production tech-
niques, formulae and other types of technical skills and trade secrets.
The kinds of documents disseminated may include manuals, diagrams,
blueprints, designs, specifications, and other printed engineering and
manufacturing data. Materials detailing company sales techniques may
also be included. Engineering and consulting services are, of course,
important functions in transferring technical know-how in a licensing
operation. Although know-how subject matter is not registerable as
such for purposes of protection against infringement, it is generally
recognized in the industrialized countries as a form of property right
that can be sold, licensed, assigned, taxed, and exchanged for equity in
a firm. Protection is generally established through contractual enforce-

. ment but there is virtually no international uniformity as in the patent

3 In the International Convention for the Protection of Industrial Property
(Paris Union Convention), “industrial property is concerned with patents, utility
models, industrial designs, trademarks, service marks, trade names, and indications
of source or appellations of origin, and the repression of unfair competition”
(Article 1(2) of Lisbon Treaty (1958 Revision), latest in force.)
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and trademark field. Unfair competition laws and common law
procedures provide such enforcement machinery as exists.*

There are occasions where trademarks may be primarily licensed,
particularly where the mark is “famous” or “well known” for U.S.-
made products exported throughout the world. An important factor in
foreign trademark licensing is maintenance by the licensee of quality
control standards established by the licensor. Many foreign trademark
laws provide specific enforcement procedures for this purpose, as in
the “registered user” provisions of British Commonwealth and other
countries.

There may be occasion for manufacturing firms to license copyrights
on their advertising and promotional literature, as well as technical
documents transmitted to the licensee. Foreign-owned design and
utility model patents and other lesser forms of industrial property
rights abroad may also be subject to license. Our respondents, who are
primarily product manufacturers, did not indicate that such property
rights were important in their licensing operations.

PAYMENT COMPUTATION METHODS

Before discussing our specific findings, it is desirable to cover briefly
the general subject of compensation determinants.

In licensing, royalty income is the most obvious and identifiable
form of compensation.® There may be no such thing as a “usual”
royalty rate but, as will be seen later, definable patterns emerge within
industry categories. Once the royalty rate is decided upon, it may be
applied to the price at which a product is sold, or to the profit on sales
made by the manufacturer. Specific cash-calculated royalty payments
(as distinct from rates) may also be assessed on the licensee (i.e., “x”
cents or dollars per quantity or measurement of the product). In any
event, once the payment method is calculated, it can be based on price
or profit per quantity, weight, volume, or other physical measurement,
if the invention concerns manufacture and/or sale of a product. If a
process is being licensed, royalties may be based on the compositions
utilized, the objects treated, or the products made by the process.

4 For an excellent in-depth analysis of the international situation on this subject,
see article “Legal Protection of Know-How" by Dr. Stephen P. Ladas in IDEA, Vol.
7, No. 4 (Winter, 1963-64), p. 897.

& That is, as compared to lump sum or flat fee payments, technical assistance fees
and/or equity participation in a project. The term “royalty” in the context of this
study is used to describe compensation for licensing on a continuing, periodic basis
during the life of the agreement—of patents, trademarks and know-how. It is not
synonymous with “rentals,” used in the context of tangible property.
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If the royalty rate is based on price, factory or retail price may be
used, although factory is more common. In such instances, royalties
will usually be paid either on gross sales (manufacturer’s calculated
receipts for all sales as though paid for in full) or net sales (gross sales
less returns and allowances, i.e., actual payment received for products
made under the license). The net sales method is more commonly
used.

The method of royalty rate payments based on profits has not been
as widely used by U.S. firms. Difficulties between potential licensors
and licensees in computing costs and other elements of overhead and
division of profits based on ownership, risks and investments, have
tended to discourage use of the profit, in deference to the price, basis.

Royalties fixed, not at a rate, but at specific payment for given
numbers or sizes, may be based on total licensed products made or
sold, the former being obviously more advantageous to the licensor.

With respect to royalty rates, there may be agreements that provide
for a decreasing rate as the volume for calculation purposes rises. Rates
may also vary with different qualities of a product based on classes or
grades. Rates may also be based on items that are “installed” even
after being “sold.” Provisions may be made for reducing the rate when
additional licensees enter the original licensee’s market, or the license
is otherwise changed from exclusive to nonexclusive.

DESCRIPTION OF THE SURVEY AND QUESTIONNAIRE

Our questionnaire (see Appendix A) was sent to 325 leading U.S.
firms (as measured by annual sales) in a wide variety of industries to
secure the best possible sampling base of manufacturers licensing
abroad. We established five categories of industries for mailing pur-
poses:

() Aerospace and electronics (including communications
equipment, electrical machinery and other closely re-
lated fields);

(2) Industrial machinery (including generators, machine
tools and other heavy machinery and equipment) ;

(8) Metals, chemicals and other materials (including pri-
mary and fabricated metals, rubber products, building
and construction materials) ;

(4) Consumer-type products (including household goods,
softwear and other textile products) ; and

(5) A miscellaneous category (including such industries as
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laboratory supplies, precision and scientific instruments,
medical equipment and photographic supplies and
equipment) .

While we included manufacturers of industrial chemicals, this
particular survey was not directed to drug and pharmaceutical licen-
sing. Licensing, as well as patent protection, in the drug and pharma-
ceutical fields abroad is subject to highly restrictive controls. ‘These are
characterized by such conditions as patent protection only for proc-
esses, or no patent protection at all, such as in Italy and Brazil;
stringent ceilings on royalty rates; and immediate compulsory licen-
sing without any grace period.® In view of this situation, The PTC
Research Institute believes that foreign drug and pharmaceutical
licensing should be the subject of a separate research project which it
plans to undertake in the context of our overall licensing research
program.

Fifty-eight usable responses were received. While we had hoped for
a larger return, we are very satisfied with the distribution of industries
represented by the respondents, as well as the completeness of their
replies. We believe that a highly useful sampling base was obtained
for purposes of this survey. Fourteen of the 325 companies to whom we
sent questionnaires stated that they had no foreign licensing program.

The questionnaire was designed to expedite response by a person
familiar with the subject without extensive record searching. The first
two questions asked for information on the type of manufacturing
undertaken by the firm, its annual sales in 1968, and the types of

8 Countries members of the Paris Union Convention (1934 and 1958 Revisions)
cannot order compulsory licensing of patents on grounds of failure to work or
insufficient working before four years from application filing date or three years
from patent issue date, whichever is later (Article 5.) Also forfeiture of a patent
cannot be prescribed on such grounds until two years after grant of the first
compulsory license, These grace periods, however, apply only to abuses which the
government believes have resulted from failure of patents to be worked. They are
not intended by the Convention to apply under conditions where the government
determines at the outset that certain patents concern a country’s vital interests, such
as in the public health field. Thus, many countries have provisions in their laws
and regulations enabling the authorities to order immediate working or li-
censing of drug and pharmaceutical patents (or imports of products covered in
their specifications) in the public health interest. Industries related directly to
nuclear energy and military security appear to be the only others as completely
subject to such compulsory licensing procedures,

A number of countries have strict controls relative to royalty rate ceilings on
remittances abroad basically for exchange control purposes, and applicable to
virtually all types of licensed products. Royalty ceilings imposed on pharmaceutical
licensing agreements appear to be governed by policies of maintaining low price
ceilings, as well as foreign exchange reserves.
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industrial property rights it licensed overseas. The next two questions
asked what methods of payment were most prevalent from licensees
(flat fee, royalties, or both) and, if royalty payments were made, what
rates were arrived at, and on what basis. In question five, we asked for
the number of foreign licensees the recipient had, by geographic
source, and also whether these licensees had “combination type”
arrangements or were licensed to one type of property right (patents,
trademarks or know-how, only). Finally, we asked the recipient firms
for comments on the factors entering into their determination of
compensation patterns for foreign licensees.

GENERAL ANALYSIS OF FINDINGS

The 58 respondents to our questionnaire had 634 licensees abroad.
Our survey did not focus on numbers of arrangements negotiated with
these licensees, since it was not considered necessary to have such
detail for analyzing compensation and geographic patterns. The larger
industrial manufacturer respondents—in aerospace, electronics, indus-
trial machinery and base materials—averaged 10 to 15 foreign licen-
-sees, compared to lesser averages for consumer products and miscel-
laneous manufacturers, primarily those in the laboratory and scientific
instruments fields. One of our respondents, a conglomerate with sales
of over §1 billion in a wide variety of industries (metals and chemi-
cals, machinery, electrical control systems, fire-fighting and automotive
equipment) reported 18 foreign licensees.

Property Rights Licensed and Payment Terms

Table 1 (Appendix C) shows the type of industrial property rights
licensed abroad by our respondents, and the general type of payments
in their agreements. The resources of the larger U.S. manufacturing
firms, enabling them to acquire extensive foreign patent and trademark
portfolios and to develop valuable know-how for licensing abroad, are
indicative of the figures shown in the first seven columns.

Also to be noted from Table 1 is that exactly half of our 58
respondents licensed their patents for royalties only; and 21 for
payment of an initial flat fee and continuing royalties. None licensed
patents only for a flat fee. Three of our respondents licensed patents
under cross-licensing or other royalty-free arrangements. Five others
did not license patents.
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Twenty-three respondents licensed their trademarks for royalties
only. Nine received an initial flat fee and continuing royalties. As in
the case of patents, no firms licensed trademarks only for a flat fee.
Four firms licensed trademarks under cross-licensing or other royalty
free arrangements. A substantial number of respondents (22) did not
license this type of industrial property right.

In the field of know-how, unlike patents and trademarks, more firms
licensed for payment of an initial fee and royalties, than for royalties
alone. Twenty-eight respondents licensed for an initial fee plus
royalties and 20 for royalties only. Also, unlike the other fields, 3 firms
licensed their know-how for payment only of a flat fee. Five firms
licensed no know-how and 2 licensed it on a royalty free basis.

" Royalty Rates

Most of our respondents based their royalty rates on “net sales
price” of the products made under their licensed patents and technolo-
gy, and/or bearing their licensed trademarks. The rate was applied to
each unit sold.

In some instances, firms used different bases within their own
administrative structures for charging royalties, depending on the
types of industrial property rights licensed. For example, one firm
assessed its royalty rate for licensed patents on the net sales price, and
for know-how, on the production cost of each product. Another also
assessed its rates for patents and trademarks on units sold (per net
sales price), but charged royalties for know-how on an overall periodic
sales volume (rather than individual units) of the products sold. A
third firm charged a fixed cash price (by weight, size or cost) for each
unit using the patent licensed, and a royalty rate based on value of the
know-how licensed. More specific variations in royalty rate bases are
discussed in the section dealing with industries.

As to the rates themselves, most respondents charged 5 percent or
less for use of their patents and know-how abroad (see Table 1).
Quite a number of firms charged rates up to 10 percent and only a
few, rates over this amount. Of the 46 firms that provided royalty rate
figures on patents licensed abroad, 26 did so for 5 percent or less, 18
for up to 10 percent and 2 for over 10 percent. Regarding know-how,
25 firms licensed for 5 percent or less, 17 for up to 10 percent and 4 for
over 10 percent.:

Only 27 firms reported royalty rates for trademark licenses overseas—
14 charging 5 percent or less and 13 up to 10 percent. None reported
that they charged rates over this amount.
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Although Table 1 shows the rates charged according to three “upper
limit” categories, the rates reported by many individual companies
varied widely. Some reported individual ranges of 14 to 10 percent, 1
to 10 percent, 1 to 15 percent and 114 to 15 percent. In the lower
ranges, the individual rates generally went from 1 or 2 to 5 percent
with a few up to 3 percent. In the “up to 10 percent” category, the
rates generally started at 2 percent or above. Typical were rates such
as 2 to 6 percent, 3 to 614 percent, 5 to 8 percent and 6 to 10 percent.
There were no rates reported over 15 percent. In the few cases where
the rates ranged over 10 percent, they started between 1 and 5 percent.

Where one rate, rather than a range was reported, 5 percent was the
figure appearing most frequently. The next most prevalent figure was
3 percent. No singly used rate above 5 percent was reported, only
ranges. Only a few companies reported that they assessed royalties on a
cash, rather than rate, basis.

A more specific analysis of the royalty pattern by reporting firms
also appears later in this report.

Scope and Geographic Sources of Licensees

Few respondents licensed patents without related know-how, or
trademarks without related patents or know-how. Most of their foreign
licenses were of a ““combination type,” (see Table 2 appended). Only
in the aerospace and electronics industries were there an unusually
high percentage of “one type” of industrial property rights licensed,
mostly patents or know-how.

In grand total (see also Table 2), most of the foreign licensees of
our respondents (141) were in the British Commonwealth countries
(Canada, U.K. and Australia, primarily), and in the six European
Common Market countries (134). Ranking third, fourth and fifth
were Western Europe (other than Common Market) -(80), South
America (74), and Japan (70). Central American (46) and other Far
Eastern (34) countries followed. The three lesser regional sources of
foreign licensees were Africa (21), Middle East (8), and Eastern
Europe (6) .

Respondents in the aerospace and electronics industries (the larger
firms in our sampling base) had their 220 foreign licensees subtotaled
in the same general proportions, in the same regional areas, as
appeared in the grand totals. The only difference was that Japan
ranked fourth and South America fifth, the reverse of the grand total
breakdowns. '

In the industrial machinery and tools industries, which reported 101
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foreign licensees, Japan and South America ranked third and fourth as
their source, after the British Commonwealth and European Common
Market. Other Western European countries ranked fifth, Central
American and other Far Eastern countries sixth, and Africa seventh.

The European Common Market, rather than the British Common-
wealth, was the principal source of the 206 foreign licensees of
respondents in the metals, chemicals and other materials industries.
Japan again ranked high, appearing third together with “other
Western European countries.” Countries in Central and South Ameri-
ca and others in the Far East ranked relatively close as fourth through
sixth. ,

The 42 foreign licensees of respondents in the consumer products
industries were mostly in the British Commonwealth (16), South
America (7) and Western Europe (5) other than Common Market.
Respondents in our miscellaneous category of manufacturing reported
that most of their 47 foreign licensees were in the European Common
Market (15), South America (12), British Commonwealth (11) and
Japan (5). The conglomerate respondent had 6 of its 18 foreign
licensees in Western European countries outside the Common Market,
4 in the British Commonwealth, 3 in Japan and the others in Latin
America and Africa.

Only one industry category—metals, chemicals and other materials—
reported licensees in Eastern Europe. Three (the above plus aerospace
and electronics, and consumer products) had licensees in the Middle
East. These areas were the only ones with a comparatively sparse
distribution of foreign licensees of our respondents.

RovALTY RATE PATTERN (BY INDUSTRIES)

This section analyzes our findings on royalty rates, in specific
industries, charged by our respondents on their foreign licensees. For
convenience of presentation, the respondents are grouped in the
industry categories described on pages 5 and 6 with sub-group-
ings according to their sales values in 1968. The “miscellaneous” cate-
gory also includes the conglomerate respondent to our questionnaire.

Aerospace and Electronics (15 firms)

Sales—§1 billion and above (4)

Rates charged by these larger firms for know-how were generally
higher than those for patents. Trademarks were not too significant as
royalty earners.
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One firm licensed its patents and know-how at rates of 1 to 5
percent; it licensed no trademarks. Another licensed its patents at 5
percent, and know-how at 10 percent; it licensed trademarks for “no
separate royalty . . . usually combined with know-how.” A third firm
licensed its patents and trademarks at 5 to 10 percent and know-how at
5 to 15 percent. All three assessed their rates on the basis of net selling
price. A fourth firm licensed its patents at §1 to $170 per “unit using
invention . . . amounts per unit arrived at by either weight, size or cost
or a combination thereof.” It licensed know-how at 1 to 15 percent of
“licensee’s sale price,” noting that ‘“rates may vary for value of
technology; nature of licensed technology; or spare parts.” It licensed
no trademarks.

Sales—$200 million to §1 billion (5)

The rates set by these respondents for patents and know-how were
generally more uniform within each firm itself than was characteristic
of the larger sized firms in the above category. However, as with the
larger firms, those in this lesser sized category also placed trademarks
in a much less important role for earning purposes.

One firm charged 2 to 10 percent for both patents and know-how on
‘“units of sale.” Another charged 2 to 4 percent, a third 2 to 8 percent,
and a fourth 5 percent for patents and know-how, all at net selling
price. The latter two also licensed trademarks at the same rates. One
firm did not license patents or trademarks, only know-how, at 1
percent of “retail price.”

Sales—Under $200 million (6)

In this lower sales range there was even less uniformity within
individual firms, relative to their royalties, than existed among those
in the $§1 billion and above category. Only two firms showed a
semblance of internal uniformity in their rate patterns, one reporting
a b percent charge for patents, trademarks and know-how “as a
package” and another, 5 to 10 percent for all three types based on
“value of units of sales.” The highly varied internal compensation
patterns used by the other firms are exemplified as follows: One
licensed patents at 4 percent of “sales price,” and know-how at 41/
percent of “production cost.” It licensed no trademarks. Another
licensed patents and trademarks at 3 to 7 percent, noting that the rate
varied according to value and volume of sales (lower scale for higher
value and volume) . It licensed know-how at 5 to 7 percent, based on
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value of types of products with which it was used. A fifth firm licensed
its patents at 1 to 5 percent of net selling price. It had two different
scales for know-how—a royalty rate of 1°to 5 percent of net selling
price and a cash basis of 1 to 5 cents per unit of product employing the
know-how. It licensed no trademarks. A sixth respondent did not state
its royalty rates, but only that they varied “country by country and
licensee by licensee.”

Industrial Machinery and Tools (11 firms)

Sales—$200 million and above (5)

Here again, there was little consistency in rates, both within the
companies themselves and as compared to each other.
, Two companies did not license know-how. One licensed patents at
1% to 10 percent of net sales price and the other, patents and
trademarks at a “fixed amount,” the first based on “units,” and the
other on a *yearly” derivation. Two other firms each licensed patents,
“trademarks and know-how, one at 5 percent and the other at 2 to 6
percent, of net sales price. A fifth licensed its patents at 5 percent and
know-how at 5 to 714 percent on the same basis. It did not license
trademarks.

Sales—Under $200 million (6)

The intra- and inter-firm rate pattern in these six lower sales range
firms followed the same general pattern of inconsistency as above.
They even licensed more types of property rights at wider royalty rate
ranges.

Four of them licensed patents, trademarks and know-how, one at 5
to 8 percent and another at 6 to 10 percent; the third licensed patents
at 5 to 10 percent, trademarks and know-how at 5 percent; and the
fourth, patents and trademarks at 2 to 5 percent, with know-how at 8
to 12 percent. A fifth licensed patents at 14 to 3 percent and know-how
at 5 percent; it licensed no trademarks. The sixth licensed no patents,
only trademarks, at 5 percent, and know-how at a ‘“negotiated figure.”
All rates were based on net sales price.

Metals, Chemicals, Other Materials (21 firms)

Although the larger firms in our sampling base were in aerospace
and electronics, and industrial machinery and tools, the greater per-
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centage of reporting firms appeared in this particular category of
industries. Their royalty rates were generally lower than those for
respondents in the other two categories. Most metals, chemicals and
materials firms licensed patents and know-how at the same royalty
rates for each type of property right within the firm itself. Few
licensed trademarks.

Sales—$300 million and above (1)

All of these firms licensed patents, trademarks and know-how. One
licensed them at 4 to 5 percent and another at 1 to 10 percent of net
selling price. A third licensed patents at 1 to 2 percent based on
“production,” and trademarks at 3/4 to 114, percent, based on “sales”;
know-how was licensed at a flat fee. A fourth firm received “no
payments per se—all help necessary (was provided). to affiliates in
mutual interest.”

Sales—$100 million to $300 million (5)

Only one firm licensed patents, trademarks and know-how; its rates
ranged from 1 to 5 percent of net sales price. Two licensed only
know-how; one at 115 to 15 percent and the other at 1 to 4 percent
based on ‘“‘units, sales or production.” A fourth firm (in metal
manufacturing) licensed both patents and know-how “with no division
of royalty” between them. Its charges were 15 to 50 cents per ton (for
cast iron products) and 1 to 5 percent of net sales price (for steel
products) . A fifth respondent licensed patents at 1 to 3 percent of
“market value” based on “annual tons (of) product”; know-how was
‘licensed at a flat fee.

Sales—$50 million to $100 million (6)

Only two firms licensed all three forms of property rights, one at 5
percent and the other at 4 to 6 percent of net sales price. One licensed
only know-how at 1 to 3 percent of the product’s net selling price. The
remaining three each licensed patents and know-how as follows: The
first firm—patents at 2 to 5 percent of “units of sale’” and know-how at
2 to 5 percent based on ‘“‘annual fee and/or sales volume”; the.
second—patents at 5 percent and know-how at 3 percent of net selling
price; and the third—patents at 5 percent and know-how at 3 to 6
percent, either at “flat fee per unit or percentage of sales.”
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Sales—Under $50 million (6)

Only one firm reported that it licensed patents, trademarks and
know-how for royalties. It did so at 3 to 614 percent of net sales price.
Two licensed only know-how, one at a rate declining in proportion to
increased volume (about 5 percent average) and the other at 3 to 5
percent ‘“‘after taxes.” A fourth licensed only patents on the following
basis: (1) 5 cents per unit up to 25,000 and 3 cents over 25,000; (2)
$500 minimum royalty payment on signing of agreement and 4 cents
per unit to be charged against that total. After charges total $500,
licensee must pay accumulated royalties of 4 cents for each unit. Two
firms reported no royalty rates. One said that its “Patent rights and
know-how are exchanged on a continuing basis, any imbalance of
benefits to be negotiated”; the other said that its royalty rates “depend
on subject involved.”

Consumer Typé Products (5 firms with sales of 3100 million to $300
million)

The five respondent firms are manufacturers primarily of textile
and related products, and household appliances. Only three reported
royalty rates—one specified charges of 1 percent of “sales” for patents,
trademarks and know-how; another, 2 percent for patents only, based
on “units sold”; and a third, 3 percent “average” for know-how which
“varies by volume of licensee.” Another said that its “Royalties vary by
products and price range. No fixed pattern,” while a fifth reported its
rates were ‘“‘confidential.”

Miscellaneous (A) (5 firms with sales of $25 million to $200 million)

Most of these firms are manufacturers of laboratory, medical,
photographic and other precision equipment and supplies. Five per-
cent appeared as the more prevalent rate among these firms which,
when taken in total, emphasized trademarks as much as patents and
know-how.

One firm stated that “Normally our license includes patents, trade-
marks and know-how for which a single rate is charged.” It reported
royalty rates of 3 to 10 percent on net selling price, noting that
“Licensees are all affiliated companies and tax authorities in many
countries have maximum royalty rates they allow a subsidiary to pay to
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a foreign parent and deduct for tax purposes. Hence the range.” Two
firms licensed only patents and trademarks, one at 5 percent of net
selling price and the other, patents at 5 to 10 percent and trademarks
at “less than 5 percent,” on this basis. Two licensed only know-how.
One did so at 5 percent of “sales volume,” and the other at 114 to 5
percent, specifying that the rate “Varies with product and over market
areas as well as volume.”

Miscellaneous (B) (conglomerate firm wth sales over $1 billion)

This firm encompasses a wide range of manufacturing .industries
reported as “metals and chemicals, capital machinery, electrical con-
trol systems, fire fighting and automotive parts.” It reported royalty
rates “up to 10 percent” on the basis of “sales.”

RESPONDENTS’ COMPENSATION DETERMINANTS

Our questionnaire also sought insights into licensors’ methods of
determining how much a foreign licensee should pay for use of
industrial property rights. The questionnaire recipients were asked to
comment on factors taken into account in making such decisions.

Twenty-six firms provided us with usable information. Eight indi-
cated a pragmatic approach to compensation determination with no
outstanding emphasis on any particular factor. The other 18 generally
focused on one or several factors in deciding how much a licensor
should pay. The following comments by our respondents provide
insights into their decisions.

Five of the eight firms that used the pragmatic approach indicated
no particular order of importance to the factors they took into account.
They noted, respectively:

We use no definite factors—each license is considered separately
in light of what is best for us at that time in that place.

This [compensation] is determined by the technology involved,
the patent position in the country of the licensee and the need of
the licensee for the technology.

Generally we evaluate product line on basis of market, unit
price and assistance we must render to licensee and equate these
factors to royalty and flat fee.

We have no set policy as each case is considered on its individual
merits; research costs of the industrial property rights, prospects of
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export sales in country, prospects of subsidiary manufacturer in
country, scope of patent, possible profit margins of licensee, and
existence of competition are all considered. Obviously, it is our goal
to obtain as much as possible in royalties and most final figures are
arrived at by negotiation.

‘Our licensing experiences have involved a variety of products,
processes and apparatus. As a consequence each license has been
a subjective determination with no two being identical. Many fac-
tors are taken into consideration these . . . not necessarily listed
in their order of importance. . . .

The other three firms attached an order of importance to their
factors as follows: ‘

The more important factors relative to compensation comprise a
combination of value of know-how granted, total estimated return
and market competition,

Listed in order of importance-—
a. Country involved—economic and political status
b. Plant size and quantity of product
¢. Competition

Factors: a. How important is data to us—present and future?
b. Will data establish a new competitor in future?
¢. How large is potential market in licensee’s territory?
d. What is competitive situation in market?
e. How strong is our patent or proprietary position in
country under consideration?

Of the 18 firms that attached particular emphasis to one or a few
factors, 2 focused on local government policies, 4 on the licensee’s
marketing capabilities, 4 on cost factors, taxes and competitive nature
of the licensee, 6 on specific cash and return technology value to
licensor, and 2 on potential value to licensee. Comments illustrative of
these companies’ policies follow:

Considerations of Local Government Attitudes

We try to secure the maximum royalty rate. This is frequently
limited through Government validation.

We charge a 109, royalty where the local tax authorities will
allow one for tax purposes since this rate reflects our own continu-
ing research and development costs with reasonable accuracy.

Licensee’s Marketing Capabilities

We generally consider most important the production and market-
ing capabilities of the licensee [as it pertains to the subject matter
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being licensed] and negotiate the royalty rate accordingly giving due
consideration to other factors such as country or countries involved,
competitive situation, costs, taxes, nature of license grant, etc.

We license overseas to reach markets that are otherwise not avail-
able to us. The rate of royalty is chosen on the basis of a fair
reimbursement for what we are giving the licensee [in terms of new
designs, support, service, market and patent protection] keeping in
mind the need the licensee has to keep total costs at a level such
that he ‘can market the product.

Once having elected not to enter a particular market and having
elected to grant licenses, our licensing fees are based upon what
might be termed a reasonable return for what has been put in the
hands of the licensee. Such fees must obviously be within reason
50 as not to inhibit the normal development of the licensee’s market.

[Compensation determinants based on:]
(1) Extent to which licensee will buy our component parts;
(2) Extent to which licensee will aid our penetration of a mar-
keting area and/or complement our other product lines;
(3) Reasonable rate of return on cost of initiating and admin-
istering license.

Emphasis on Cost Factors, Taxes and Competitive Nature of License

This is determined by the going rate used by competition.

Our decisions relative to the compensation are weighted heavily
towards competitive and tax factors.

[in order of importance]

(1) Degree or nature of the use or assistance
(2) The potential

(8) Prevailing rate for similar arrangements
(4) The burden—costs, taxes, etc.

[Determinants based on:]
(1) Our development cost
(2) Cost to service license
(3) Nature of product
(4) Whether or not we want limited licensing or broad licensing,
exclusive or nonexclusive
() Royalty product can bear in competition

Specific Returns to Licensor

Each licensee should return at least $250,000 income over a
period of a 15-year technical assistance agreement.

It [royalty rate] is somewhat arbitrary. Five percent of net selling
price is always a good start. It is usually concluded by negotiation

17
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and actual economic value each party can place on the use of the
invention.

Principal factor for licensing is obtaining rights to other’s tech-
nology in return for ours.

Look for minimal royalties for own products—generally discour-
age or refuse licensing unless return technology is involved. Present
and past U.S. costs prohibit general sale of products manufactured
in the U.S.—so licensing can produce some additional return,

Our agreements usually provide for slightly higher fees on export
sales and also provide for marketing assistance in the export terri-
tories. We cannot always obtain these rates because of the attitude
of the licensee, competition, etc. Therefore, in some cases we may
shade these rates but in return we may ask for an initial disclosure
fee or some equity participation,

Potential profitability of license 50%,
Proprietary value 25%
Cost of development 25%

a. Return on original investment to produce know-how

or patent 90%
b. Cost of servicing agreement 5%
¢. Taxes and others 5%

Potential Value to Licensee

The primary consideration is given to the value of the licensed
property rights to the licensee, which in turn depends upon such
factors as the availability and cost of equivalent rights from other
sources, the degree of exclusivity afforded by the license, etc.

Consider local problems to be a decisive factor in a decision [re
royalty rates]. Generally a licensee expects and gets more than an
investment of the same as ours would provide if he started cold in
a line of business like ours.

CONCLUSIONS

U.S. manufacturers who license abroad, in considering the type of
compensation to be sought, whether it be a single fixed amount, a
continuing payment, or a return other than monetary, generally
regard the royalty method as more practical and advantageous. Royal-
ty payments bear a clearer relationship than do other types to extent
of use of the licensed technology. Future sales become less of a
problem in calculating compensation. Further, the varied bases upon
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which royalty payments may be assessed enable greater flexibility in
negotiations—a situation which also applies in determining the rates
themselves. "

This is not to disparage other types of payments or to imply that
there are no disadvantages in the royalty method. Royalty licenses are
quite vulnerable to greater misunderstandings and litigation unless
clearly and carefully negotiated. Many firms provide for an initial
“down payment,” as a guarantee to cover expenses, either separately or
against which future royalties may be credited. Also important are
related technical assistance fees, usually paid at a flat rate for a
specified time. Equity participation with the licensee in a venture may
also be a prime consideration. And, licensing primarily for technical
exchanges and infringement immunity purposes is not to be over-
looked. On balance, however, it is apparent that the U.S. licensor’s
greatest concern in negotiating his ‘“payment package” is royalty
receipts. ‘

Royalty rates and their bases for calculation are so varied among our
respondents that it is not possible to specify a meaningful overall
figure in any of the industries covered. No typical rate can be clearly
identified. There are also wide variations intra-industrywise, in our
respondents’ royalty rate ranges but patterns are definable for compar-
ison purposes. Our findings indicate that the higher royalty rates in
overseas licensing operations are negotiated by firms in the aerospace
and electronics industries, followed by industrial machinery and tools,
and metals, chemicals and other materials. Firms in the consumer
products and miscellaneous categories covered in this report negotiate
rates in foreign licensing agreements far lower than those in other
industries.

Royalty rates within individual manufacturing firms are not neces-
sarily consistent for each type of industrial property right licensed
abroad. In quite a few firms there are considerable variations in rates
and their assessment bases for patents, trademarks and know-how.
Patents and know-how are seldom licensed separately. Likewise, trade-
marks are seldom licensed without related patents, or know-how. In
the context of royalty payments, our respondents have generally
indicated that patents, know-how and trademarks rank in that order of
importance.

In the next phase of its licensing study, The PTC Research Institute
will examine in further detail the relative importance of patents,
trademarks, know-how, and other technical property rights, as income
earners. This study will include an evaluation, not only of their
royalty earning capacities, but their asset values for sales purposes.
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Geographically, most foreign licensees of U.S. manufacturers are
located in the industrialized countries of the British Commonwealth
and Western Europe, and the industrialized countries of South Ameri-
ca. Japan is also singled out as a leading country for U.S. licensing
activities. Central America, Africa, Far and Middle East and Eastern
Europe are not too important in U.S. overseas licensing operations.

Many factors enter into a firm’s determination of the type and size
of payment it will seek from a foreign licensee, whether it be in the
form of flat fee, continuing royalty, or equity participation. A number
of companies have no firm policy, reaching their decisions on a
case-by-case basis, while others have a specific “check list” of consider-
ations generally applicable to all licensees. In the final analysis, the
licensor firm’s basic consideration is a profitable return. It may be
concluded that in most, if not all, cases this is the first factor to be
taken into account.

In many countries, foreign licensing agreements must be approved
by the government before transfer of royalties can be made. For
exchange control purposes, such approval is generally conditioned on
sanction of the central bank, which may impose limitations on
transfers of royalties, as well as ceilings on royalty rates in licensing
agreements. For example, in Colombia, the Bank of the Republic
controls the transfer of royalties for patents and trademarks. In New
Zealand, each royalty remittance requires approval of the Reserve
Bank, as do licensing agreements themselves involving royalty pay-
ments. In Brazil, remittances or royalties by non-subsidiary firms and
of all technical assistance fees are limited to 1 to 5 percent of gross
receipts from the sale or manufacture of given products for which
royalty and technical assistance payments are incurred abroad.”

7 International Monetary Fund, 20th Annual Report on Exchange Restrictions
(Washington, D.C.: 1969) .
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APPENDIX A

THE PTC RESEARCH INSTITUTE
THE GEORGE WASHINGTON UNIVERSITY

Questionnaire on Compensation Patterns for Licensing of Industrial Property Rights

1. Please indicate manufacturing industry in which your firm is generally categorized
(primary metals, transportation, electrical machinery, drugs, etc.)

Also indicate (in approximate figure) total value of your company’s sales in 1968

Does your company license any of the following types of industrial property

rights to firms overseas (either affiliated or non-affiliated)? Please check.

Patents

Yes

No

Trademarks

Trade Secrets and Know-How (unpatented)

Other (specify)

3. What methods of payment by your licensees are most prevalent in your licensing
agreements now in force? (Please check below)

Payment of:
Flat Fee Royalties
(one time (continuing |Flat Fee &| Other
payment) payment) Royalties | (specify)

For patent use

For trademark use

For use of trade
secrets & know-how

For use of other
industrial property
rights (specify)

If you use the royalties basis for payment (either alone or with flat fee), please

indicate below the approximate royalty rate (single percentage, or range of per-
centages figure) you generally arrive at and basis for its assessment (value, or units,
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of sales, or production, etc.) If rate varies, please explain if variations are country-
by-country, licensee-by-licensee, or both, or for any o6ther reason,

Royalty
Rate Paid on Comment Re:
(or rates) | Basis of: Variations
Patents
Trademarks

Trade Secrets & Know-How

Other Types (specify)

5. Please specify below approximate (if exact calculation is not feasible) number of

your licensees that are located in each geographic area. If possible, also fill in the

subtotal columns.

British Commonwealth

Number of]
Licensees

Subtotals

Number of licensees
that have combined
licenses (i.e., patent,
trademark, trade
secrets, etc.)

Number of licensees
having only one
type of license

(i.e., patent, or
trademark, or
other)

Western Europe
Common Market
Other

Eastern Europe

Middle East

Far East
Japan
Other

Africa

Central America
(including Mexico)

South America
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6. We would appreciate your providing brief comments (no specific figures or financial
data are being sought) on the weight you generally accord the factors entering into
your company’s decisions relative to the compensation it determines foreign
licensees should pay for use of industrial property rights (e.g., costs, competition,
taxes).

APPENDIX B
PRrevious PTC ReSEARCH INSTITUTE LICENSING STUDIES

Studies on Licensing Abroad
1957—Vol. 1, Nos. 1 and 2
1958—Vol. 2, Nos. 1 and 2; Conference Number
1959—Vol. 3, Nos. 1, 3 and 4
1960—Vol. 4, No. 2
1961—Vol. 5, Nos. 1 and 2; Conference Number
1969—Vol. 13, Conference Number
1969-1970—Vol. 13, No. 4

Taxation and Licensing
1960—Vol. 4, No. 2
1961—Vol. 5, No. 3
1964—Vol. 8, Nos. 1, 2 and 3
1965—Vol. 9, No. 3
1968—Vol. 12, No. 1
1969—Vol. 13, No. 2

Miscellaneous

1962—Vol. 6, No. 2

1966—Vol. 10, No. 4
1967—Vol. 11, No. 2
1968—Vol. 12, No. 1
1969—Vol. 13, No. 3
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The Patent Cooperation Treaty: Views of
Informed Innovators






The PCT Clinic

The Clinic on the proposed Patent Cooperation Treaty was held by
The PTC Research Institute November 25, 1969, at the Institute’s
headquarters on the campus of The George Washington University.
It was limited to a relatively small, invited group of knowledgeable
persons from government, universities and industry. The last category
included company executives, professional inventors and patent at-
torneys. Thus, the attendees constituted a cross-section of those in our
society directly affected by present plans for a Patent Cooperation
Treaty. The “Outline of the Clinic” that accompanied the invitation
appears as an appendix to this publication. '

The major subjects which governed the day’s discussion were:

(1) Finance: How will costs under PCT compare with the pres-
ent situation?

(2) Procedure: Are the procedures proposed advantageous or not?

(3) Time Factor: How significant is the 20-month period as con-
trasted with the present 12 months?

The Clinic discussion was moderated by John C. Green, Project
Leader, International Trade and Development Studies, of The PTC
Research Institute. The Agenda appears on page 62 and the Sum-
maries of the Moderator appear on pages 83, 94 (Financial and Ad-
ministrative Features of the Proposed Treaty) ; pages 100, 112 (Inter-
national Trade Considerations) ; and pages 121, 122 (Looking Ahead) .
Key presentations were made by the following two experts: Leonard J.
Robbins, senior partner in the firm of Langner, Parry, Card & Lang-
ner, New York City (pages 35-41), and William R. Woodward, General
Patent Counsel, Allied Chemical Corporation (pages 41-52).

The excellent exchanges make the record worthy of the wider audi-

ence which is available through this publication. The Institute wishes

" to express its sincere appreciation to all participants for their interest
and willingness to share their special experience.
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Participants in the PCT Clinic

Edgar W. Adams, Jr.

Robert B. Bangs

Car] T. Becht

Jack N. Behrman

James Brennan

John C. Green

L. James Harris

Wallace R. Johnston
Donald C. McGaughey
Neil Mulcahy

F.S. Muller

Axel Nielsgn

J. Harold Nissen
Jack Rabinow

—Patent Attorney Director, Bell Tele-
phone Laboratories

—Principal Investigator, The PTC Re-
search Institute; Economist, U.S. De-
partment of Commerce

—~Vice President, Engineering, Senco
Products, Inc.

—Consultant, The PTC Research Insti-
tute; Professor, School of Business Ad-
ministration, The University of North
Carolina

—Acting Director, Office of International
Patent and Trademark Affairs, U.S.
Patent Office

—Project Leader, The PTC Research
Institute; Scientific Communications
and Research Consultant, Washington,
D.C.

—Director, The PTC Research Institute;
Professor of Law, The George Wash-
ington University

—Thomas Alva Edison Fellow, The PTC
Research Institute

—Attorney, Patent Law Section, Allis-
Chalmers

—Assistant General Counselor, Pharma-
ceutical Manufacturers Association

—Partner, Vereenigde Octrooibureaux,
The Hague, Netherlands

—President, Shellback Manufacturing
Company :

—Partner, Haseltine, Lake & Company

—Inventor, Director of Rabinow Lab-
oratory
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Leonard J. Robbins

Joe A. Robfnson
David C. Ross‘
Edmund C. Rowan
John H. Schneider
Irving H. Siegel
William A. Smith III

Jack M. Squier

George W. Waldes
William R. Woodward
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—Senior Partner, Langner, Parry, Card
& Langner

—Advisor for International Activities,
Office of the Assistant Secretary of
Commerce

—General Manager, International Li-
censing Department, General Electric
Company

—Staff Director, Advisory Committee on
International Organizations and Pro-
grams, Office of the Foreign Secretary,
National Academy of Sciences

—Assistant Commissioner of Patents, U.S.
Patent Office

—Consultant, The PTC Research Insti-
tute; Staff Member, W.E. Upjohn In-
stitute for Employment Research

—International Patent Specialist, Office
of International Patent and Trademark
Affairs, U.S. Patent Office

—Manager, Engineering Services, Clark
Equipment A.G.

—President, Waldes Kohinoor Inc.

—General Patent Counsel, Allied Chem-
ical Corporation






The Patent Cooperation Treaty: Views of
Informed Innovators

Director L. JamEs Harris: I want to welcome you on behalf of
The PTC Research Institute of The George Washington University.
We are pleased with the good representation from other cities,
particularly the more distant ones. I want to note at the outset that we
are now celebrating our Charter Vicennial year! This is the twentieth
anniversary of the signing of the charter of the Institute. Back in
February 1949, the American Patent Law Association, by resolution at
its stated meeting and subsequently by referendum vote, recognized
the need for research and education under university auspices on the
patent and related systems. In accordance with this resolution and
referendum The George Washington University undertook the estab-
lishment of The PTC Research Institute (then known as The Patent,
Trademark, and Copyright Foundation). On August 3, 1950 the
President at that time, Cloyd H. Marvin, along with the Secretary of
the Board of Trustees, signed the Declaration of Trust. From Novem-
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ber 1969 through August 3, 1970 all our activities are going to be in
the spirit of the Vicennial.

The purposes of the Clinic are several. First, we seek to develop a
more effective instrument of communication. Second, we want to deal
in depth with frontier problems and, third, to develop generally
inaccessible types of information. Finally, we want to develop a record
as a basis for additional research of the Institute.

To accomplish these purposes, we invite teams of leading specialists,
representing a range of disciplines. These people are selected for their
experience and for the positions they hold. It is understood that our
deliberations are in strict confidence until participants have edited
their remarks. This is very important to a free and uninhibited
discussion.

We employ the Clinic as a research tool. What we want to do is
diagnose and if possible find some practical remedy, and also use the
meeting as an instrument of instruction. In other words, we want to
comprehend the “disease.” We want to know what is wrong. We want
to find out where it hurts and, perhaps, we can come up with a
remedy. But to do so it is important that we let our hair down. We
don’t want to pry into company secrets but we must, at least, tell
ourselves the facts. We've got to have a maximum of trust among
experts. Publication of any part of these proceedings—they are being
recorded—will only occur after the participants have had an opportu-
nity to edit their remarks.

We find that this type of open and frank discussion can best be
accomplished under academic aegis. The Institute has undertaken
these Clinics as part of its research function and as an activity in the
public interest.

This Clinic is part of a continuing series. Our most recent one was
on the Legal Protection for Computer Software. That was in June of
1969. Our next one is going to be on Trade Secrets, in February, and
in April we have scheduled one on Unfair Trade Practices Relating to
Industrial-Intellectual Property.

The formats of our Clinics are not alike. They depend, essentially,
on the subject matter under study. This PCT Clinic will begin with a
concise presentation by Mr. Leonard Robbins of the firm of Langner,
Parry, Card & Langner. He is sitting on my right. Mr. William
Woodward of Allied Chemical Corporation, on my left beyond Mr.
Green, will then have an opportunity to comment briefly or add to
Mr. Robbins’ presentation. The discussants, who are seated around the
table, will thereafter engage in free discussion.
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The Moderator, Mr. John Green, here on my left, will present the
broad outline of the items we plan to cover today. Mr. Green is the
Project Leader on the study of which this Clinic forms a part. The
study is formed as a trilogy: Part one is this Clinic; part two is
comprised of a set of mail questionnaires on PCT; and a series of
personal interviews make up the third part.

The participants who are not seated around the table should raise
their hands to be recognized, and the Moderator will do so at an
appropriate time. I want to emphasize that you are all participants in
this discussion. Our procedure is informal, and we hope you will keep
it so. The discussants at the table do not require recognition. They
will talk with their fellow discussants as the spirit moves them.

Luncheon will be served at 12:30 in the Adam’s Rib Restaurant on
the ground floor of this building. The Clinic will run until five. At the
completion of the Clinic, Mr. Green will briefly sum up. Please—and
this is very important—identify yourself before speaking, or at least
after speaking, but do identify yourself so that we can make an
accurate transcription. This is essential. But keep it informal, as I say,
so that we don’t lose our spontaneity. Before turning the Clinic over to
the Moderator, let’s go around the table and then around the room
and identify ourselves by name and organization. My name is Harris,
I'm the Director of the Institute.

MOobpERATOR JoHN C. GREEN: John Green.

Mr. Woobpwarb: Bill Woodward.

MR. BRENNAN: Jim Brennan.

Dr. SieGEL: Irving Siegel. I'm on the staff of the Institute.

MR. RaBivow: I'm Jack Rabinow of Control Data Corporation.

DirecTorR HARrIs: Mr. Brennan is with the Patent Office and, as I
mentioned before, Mr. Woodward is with the Allied Chemical Corpo-
ration.

Mgr. RoBBins: Leonard Robbins—Langner, Parry, Card & Langner.

MRr. BEcHT: Carl Becht, Sinco Products.

MR. Squier: Jack Squier. I'm an engineer with Clark Equipment
Company, representing our international operations.

MRr. Ross: Dave Ross, General Electric Company, responsible for
our foreign licensing activity.

DirecTor HARrris: Gentlemen, Dr. Muller.

Dr. MuLLER: Muller from Holland, Dutch State Mines. Manager of
Patent Department, retired. Now a partner in the firm of “Vereenigde
Octrooibureaux” The Hague; Kantoor Zuid Nederland “De Grote
Beer” in Maastricht, Holland.
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MR. Apams: Ed Adams, Bell Telephone Laboratories.

MR. WaALDEs: George Waldes, Waldes Kohinoor.

CoMMISSIONER SCHNEIDER: John Schneider, Assistant Commissioner
of Patents.

MR. SmiTH: Bill Smith, Patent Office.

MR. Murcany: I'm Neil Mulcahy with the Pharmaceutical Manu-
facturers Association in the international section.

MRr. Niersen: I'm Axel Nielsen, Shellback Manufacturing Com-
pany.

MRr. McGaucHEY: Don McGaughey, Allis-Chalmers—foreign pat-
ents and licensing. :

MRr. Rowan: Ed Rowan from the Office of the Foreign Secretary of
the National Academy of Sciences.

MRr. Jounston: Wallace Johnston, the Thomas Alva Edison Fellow
‘of The PTC Research Institute.

MR. RoBinson: Joe Robinson, Department of Commerce.

Dr. Bangs: Robert Bangs, PTC Research Institute Staff.

Dr. BEHRMAN: Jack Behrman, Professor of International Business,
University of North Carolina.

DirecTorR HARRIS: Now I turn the Clinic over to the Moderator, Mr.
Green.

MobEraTOR GREEN: O. K. Well, I think we ought to note that the
question of the proposed Patent Cooperation Treaty is not a new
topic; it has been analyzed, discussed and commented on by people
who perhaps know most about its mechanics. That’s the patent
profession. The Institute feels that while the views of the profession
are most important, there is a need to complement them by the
insights and the knowledge of innovators. And so what has been done
here this morning is deliberately to look for a cross section of
personnel who are concerned with other aspects of invention than the
protection of invention, than the professional people. As you heard
when the men identified themselves, representatives of the academic
community are here, people from government are here, there are
people who are at the executive level and there are competent
inventors. So we hope that out of the cross-fertilization today of their
information and their insights that we may come up with some new
information, some useful information for those who must make policy
here in the United States government with respect to the proposed
Treaty. I don’t think anybody has any hard prejudices or bias, certainly
not in the Institute. We're dispassionate, objective. Well, it seemed to
us that the best way to kick it off, although we assume that everyone
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has a general knowledge of the Treaty, the best way to kick it off is to
ask one of the experts if he would be kind enough to give us a concise
and objective explanation of the Treaty, its history, and its salient
features. Mr. Robbins has agreed to do this, and I believe Mr.
Woodward has agreed that he will complement, supplement, make
additional comments after Mr. Robbins finishes. Leonard.

LeoNArRD J. RoBBiNs: Thank you, John. I will begin with two
assumptions. I assume everyone present here is generally familiar with
the broad objectives that have been asserted for PCT. That is, to avoid
multiple searching of the same invention in different countries and
therefore reduce the burden on patent offices, to provide an applicant
with more time for foreign filing, to simplify filing procedures, to
reduce expense and to improve international publication procedures. I
will also assume that everyone present is generally familiar with the
PCT/DC/4 final version as it now stands, 65 Articles and 95 Rules,
which contain the new principles of (1) an international application
having the effect of a national application in all designated countries;
(2) five parallel and alternative searching authorities to provide a
search report to accompany an international application wherever it
goes; (3) an optional patentability examination (Part II); and (4) a
new role for BIRPI in Geneva as an active procedural instrument in
international foreign filing, intervening between the originating appli-
cant and foreign patent offices. Now, it is hardly a secret that I, and
many others, criticize PCT in its present form as being far too
complex and contend that much simpler procedures are available to
achieve the stated objectives. Therefore, I asked Lou Harris if I was to
appear as the devil’s advocate but he said “No, you're to be impartial,
non-controversial, comprehensive, concise” and a few other things.
Well, at any rate, I will try to be objective, but it is almost impossible
to explain' the past history or present structure of PCT without
injecting some personal views. I therefore made a few notes to avoid
going astray.

PCT was conceived by a small group of men. They established the
principles of PCT and produced the first draft of the Treaty in
printed form as a fait accompli. Government officials have stated that
real alternatives will not now be considered. No surgery will be
allowed. At the recent American Bar Association meeting in Dallas
this year, Dr. Bogsch of BIRPI (who is the principal architect of
PCT), was reported as stating: “The Patent Cooperation Treaty
draft . . . is the result of two and a half years roughly of negotiations
and underwent several redraftings. However, the basic features of the
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draft Treaty haven't changed.” As a result, attempted discussion of
basic principles has been rather frustrated. During recent years,
numerous meetings of numerous associations have occurred which
have been largely devoted to wording rather than substance. And the
result has often been rather stultifying.

We are not here today to go from A to Z with regard to these 65
Treaty Articles in detail. It will obviously be necessary to refer from
time to time to specific articles, but I believe our main purposes in the
light of the questionnaire which was sent out by Lou Harris, should be
first, a very brief and possibly philosophic discussion for the record, of
whether PCT ought to have been conceived and born in this existing
form; and secondly, on a more practical level, assuming that it will
reach the Diplomatic Conference stage in 1970, how could it be
improved, and what should the U. S. attitude be on the basis of self
interest.

As regards achieving the asserted objectives of PCT, these are my
personal views. I consider the only sound foundation for international
cooperation in this field would be a single computerized search office
available to all national patent offices. I believe the technology is or
soon will be available. However, Dr. Bogsch said at an NAM meeting
about six months ago in New York, that this would be far too
expensive and it would be impossible to raise the money. Therefore,
PCT has adopted the compromise of the five individual search
authorities—the U.S., the German, the Russian and the Japanese
patent offices and the IIB Institute in the Hague. I consider this would
be permanently unsatisfactory and would never produce uniform -
results. It may help on the “head start” theory, but the strict examina-
tion offices, including the U.S. Patent Office, will still have to conduct
their own searches.

Providing more time for foreign filing, up to 20 months, is indeed
very useful, but this could be achieved merely by extending the
international convention year. However, Dr. Bogsch also said, at the
Dallas ABA meeting, this had been considered by all governments and
unanimously rejected, but he gave no reasons whatever. He merely
insisted there was no hope for this alternative. The availability of a
search report before completion of foreign filing may prevent some
wasted expense if the Chinese copy type of citation should turn up.
That, of course, is quite rare. But in active competitive fields the
corporate applicant at any rate is not likely to be deterred by prior art,
and it seems doubtful whether responsible patent attorneys would
make substantial amendments in a case before patentability examina-
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tion by national examiners takes place. Thus “buying time” is very
interesting, but hardly of major significance.

Any completed foreign filing program by the PCT route would
clearly cost more than under present conditions. In addition to the
preliminafy international filing fees, novelty examination fees, et
cetera, all normal fees and expenses would eventually have to be paid.
Domestic attorneys and agents in individual countries are hardly likely
to forego their representation fees. So deferring expense is not actually
in most instances in the long run a saving. As regards the enlarged role
of BIRPI, and ignoring the question as to who will pay for its
enlarged staff, the only real argument I have heard in favor, is that it
would certify all international documents. This seems to imply that
applicants could not be trusted to file nationally in conformity with
the international application—a rather dubious proposition. Most
certified copies remain unlooked at. It is far more sensible to file them
only in case you need them.

I will not go into the optional Part II of PCT, which is highly
controversial and involves substantive aspects which do not appear to be
favored by our government officials.

In general, I submit that an unanswered case exists for the much
simpler proposals that have been presented to achieve the same
objectives. One is the so-called FICPI-II Plan produced by the Europe-
an patent profession, which has been published in this country. It is
not clear why the previous and the present administration pushed so
hard for PCT, since no solid reasons have been given why it would be
positively advantageous for U.S. interests in general.

There is another issue I would like to mention at this point. Section
35 of the Report of the President’s Commission stated,

The Commission believes that the ultimate goal in the protection
of inventions should be the establishment of a universal patent, re-
spected throughout the world . . . subject to the proviso that any
attempt by revolutionary change to scrap present systems in favor
of new ones in the United States or abroad is neither feasible nor
desirable. It is, however, both possible and advantageous to promote
and direct interim steps towards the ultimate goal of universal
patents.

I think it is a fair question to ask, “Does this Administration believe
that a universal patent system is a desirable goal?” If so, then this
would undoubtedly affect our general viewpoint with regard to PCT.
It would not have to be considered as a treaty of a relatively
permanent nature, but merely as an interim step along the road
towards complete replacement of the existing U.S. patent system.
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Now let us consider this Treaty on the practical assumption that
there will be a Diplomatic Conference in 1970, and that the U.S. will
sign up and join. The U.S. delegates will undoubtedly be the most
powerful present and could probably insist on final revisions. What are
the principal areas where change would be desirable? In this con-
nection I should like to refer to the report of Committee 102 of the
Patent Section of ABA which was published quite recently and
contains proposed resolutions for submission to a special meeting of
the Patent Section on December 4, 1969 in Washington. These
resolutions have been very carefully prepared and they are mostly in
positive form. They approve in principle certain aspects of PCT while
also recommending a number of changes.

I would first like to mention Resolution 29 at the end. This suggests
an alternative to PCT along the lines of the FICPI proposal, with the
commentary “This Resolution 29 reflects a continued expression of
concern by the members of this Committee for some simpler alterna-
tive to the proposed PCT for obtaining international cooperation and
an international patent system.”

There are two important practical problems: one is procedural and
one is substantive.

The first procedural problem involves Article 20, Rule 47, and
Article 22. Article 20 and Rule 47 state that BIRPI shall send copies
of the international application and search report promptly to the
designated national patent offices, subject to the proviso that any
designated office can waive this requirement. These copies remain
quiescent until the applicant makes up his mind on foreign filing. If
he goes ahead, he himself (or of course his patent counsel), not
BIRPI, is supposed to supply all missing documents and fees to
constitute national applications in the designated offices, according to
Article 22. The Treaty is silent concerning the completion procedure.
But this is a most vital stage for the foreign national patent applica-
tions, when the domestic counsel for the applicant and the local
foreign attorney or agent should undoubtedly be in close touch. How
is the local foreign patent attorney in any given country to be alerted
that BIRPI has filed an international application? How do the
domestic counsel and foreign attorney coordinate their activities?

Assume there may be 20 or 30 countries involved; that means
applications to be completed in 20 or 30 countries filed more or less at
the same time and very likely urgently at the last minute—all have to
be coordinated back to the applicant’s home base. Consider the
situation of a busy U.S. attorney when, say, a German application in
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the German language is transmitted by BIRPI directly to the U.S.
Patent Office. How is he expected to handle the completion if his
. German client decides to proceed?

Great efforts have been made to persuade the drafters of the Treaty
that an applicant ought to have at any rate the option of conducting
his own foreign filing by the established attorney-attorney procedure.
This problem is dealt with in ABA Resolutions 16 and 17. Resolution
16 would eliminate BIRPI entirely as the filing agent, while Resolu-
tion 17, alternatively, would give applicants the choice of filing
themselves rather than by BIRPI. Actually for further simplification, it
appears that Article 20 might be completely eliminated, in favor of all
filing documents being submitted to designated offices on behalf of
applicants, and not through BIRPI.

Some 25,000 applications from abroad are filed each year by U.S.
patent attorneys. U.S. patent attorneys are responsible for the filing of
probably more than 100,000 applications throughout the world
through local foreign attorneys. Foreign attorneys, likewise, depending
on the individual countries, have similar domestic and foreign filing
patterns. I don’t believe enough attention has been given to this
purely practical procedural problem if the PCT route were to be fully
adopted here and abroad. Do the inventors and company representa-
tives here want BIRPI as a sort of fifth wheel without basic responsi-
bility or flexibility when the original immaterial international applica-
tion is being converted into actual and specific national filings?

The second substantive problem involves Articles 11 (3) and 27 (5).
Dr. Bogsch has said on more than one occasion that Article 11 (3) is
the cornerstone of the Treaty. According to this Article 11 (3), an
international application shall have the effect of a regular national
application in each designated state, as of the international filing date.
Article 27 (5) introduced in the last text, apparently rather reluctantly
as a concession, makes certain rather ambiguous qualifications with
regard to the dominance of the national law. The U.S. patent law is of
course unique and foreigners, particularly Europeans, have long pro-
tested at what they consider a certain amount of discrimination. But
Article 11(3) would apparently place the boot on the other foot. The
U.S. would apparently give far more than it received under the
“buying time” feature of PCT. For a foreign PCT applicant, the filing
date in his home country—possibly 20 to 25 months before he com-
pletes his U.S. application by filing an English translation if necessary,
and paying the U.S. filing fee—would be the actual filing date in the
U.S. Thus according to the wording of Article 11 (3), this would be
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the actual U.S. filing date, even though the U.S. application had not
yet been physically filed.

The processing of the foreigner’s U.S. application would therefore
be deferred for this 20 to 25 month period. Therefore the foreigner
would get an actual U.S. filing date which establishes the excusal
period of prior publication and use under the U.S. law, and allows
filing before issuance of a corresponding foreign patent, and also
makes the U.S. application effective from its foreign filing date as a
prior publication in the U.S. There are no corresponding provisions
abroad. Do the innovators present here, for example in the pharma-
ceutical and electronic fields, desire to invite foreign time bombs in
the U.S. Patent Office?

I have merely scratched the surface of this topic. I would refer to
ABA Resolutions 26, 27, and 28 and the very extensive discussion of
them. In effect, these resolutions would modify Article 11 to provide
that an international application creates nothing more than a priority
right in the designated country. In other words, that it extends the
priority year. This is in a way a head-on confrontation with the BIRPI
proposal. If we adopt the principle that adherence by the U.S. to an
international treaty overrides domestic law, there are clearly a number
of conflicts with various sections of the U.S. Patent Act and also with
the recent In re Hilmer decision. Whether an international treaty does
override domestic law is a very grey area. Apparently, the last reported
case in this field is 40 years old and it said treaties dealing with patent
rights are not self-executing without supporting legislation unless their
language compels a different interpretation. It seems clear that Article
11 and specifically Article 11(3) would provide conflict with the
present U.S. patent law and would apparently require some amend-
ment if the United States adhered and lived up to its treaty obliga-
tions. Do the alleged advantages of PCT for U.S. nationals abroad
justify revising the U.S. patent law for the benefit of foreigners? All
this is very well discussed in the ABA record.*

I fully appreciate that even a brief summary of this very complex
situation is difficalt from the point of view of innovators, inventors,
and company executives without apparently overemphasizing the legal
aspects. Therefore, in conclusion, I would refer to the following broad
propositions:

(1) Do we actually need more international cooperation in this
field? I think the 100 percent answer is yes, we do, to cope with

*See also “A New Look in Foreign Patent Practice, or a Treaty of Versailles,”
by Michael N. Meller. JPOS, Vol. 51, No. 11 (November 1969) .
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the exasperating problems of multiple foreign filings and the
undoubted over-burdening of some patent offices.

(2) If so, should we adopt PCT in its proposed form, or would
it be preferable to have some simpler alternative?

(3) If we do adopt PCT in its proposed form, are we prepared
for the possible effects on the U.S. patent system?

(4) Is this a step along the road to a universal patent and if so
is the U.S. government committed to this ultimate goal?

WiLLiam R. Woobpwarp: Mr. Chairman, I was involved in an
antitrust case once in which the government had filed its usual type of
antitrust complaint. It had many paragraphs with all sorts of invidious
implications from everything on the subject that was ever found in any
public print, and a number of things that weren’t, and the question
was when you file the answer—and after all the answer is not an
argument. Do you just say we deny allegations to paragraph so and so
and run right down that whole thing? No, obviously you don’t. The
first part of the answer to that was a very much shorter but equally
argumentative statement that the defendant had been one of the, well,
my father used to say the only Simon Pure corporation in America and
I think our answer supported that proposition. It was very clear that
you really have to do that, because a lot of the sharpest argument is on
these things that are apparently irrelevant.

I will try to condense my reply to Mr. Robbins. But it is really part
of the argument to ask how did this sort of thing come about—how
can you do that to us? Just as Mr. Robbins started by referring to the
report of a Committee of which one of his partners was the Chairman,
I'm going to begin by referring to an article that I've just read by
Francois Panel. It’s called “What Does Industry Expect of the Europe-
an Patent?” It’s directed to the European patent, and so only about the
first three-quarters of it is material to the questions before us. Mr.
Panel is the Chief of the Industrial Property Services for the Compag-
nie Générale d’Electricité. He presented these remarks at Strasbourg
on the 25th of September or thereabouts at a meeting called to
consider the European patent. Strasbourg, as you probably know, is
the French university chosen to have a center of industrial property
law. There were many other people speaking at that gathering. Mr.
Panel’s paper is a very penetrating, interesting piece of work and it
reflects here and there a lot of respect for the American position,
which is something that, after listening to a number of Frenchmen in
some PCT meetings, I really didn’t quite expect. I think it is an
objective piece of work. I hope you will get a chance to read the first
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half of it sometime when it is translated and the rest too if you want to
study it very closely and if you are interested in the European patent.

With respect to the background of the PCT, I was surprised to find
when I first got into this subject in 1967 that this kind of work had
been going on not for a year or two, but for a good many years, mostly
in Europe. I think the first important date is 1957 when something
known as the Vienna Plan was concocted. And this was concocted as a
result of something called ICIREPAT, an association of the examin-
ing patent offices. The United States Patent Office had a look-in on
these discussions, because it was a member of ICIREPAT. The
interest in a new treaty was then largely among Europeans. The first
idea came from a practicing patent attorney, that there ought to be
some way of having a single search (and a little more time) before the
applications become perfected in the countries of later filing. What
was proposed was something that would be particularly of interest to
Europe. In fact the idea was taken over by the Council of Europe to
rework the idea before seeking to push it. The 1957 plan was
something like the FICPI plan that has now been talked about. It had
some awkwardnesses, and so on.

The next important date is 1963 when the Council of Europe
prepared a draft (which was never published—it hasn’t been published
to this day) of a type of patent cooperation treaty proposed by the
Council of Europe. I think that you have to remember that the
Council of Europe has been concerned with additional patent conven-
tions for the last 15 years. They have done some work on a convention
on formalities signed in 1953. There has been a convention on
substantive law that has been signed but nobody has ratified, even
though the new European patent laws tend to fall in close to its orbit.
The new Scandinavian patent laws derived something from it. We've
been too busy in the United States to be much concerned with things
that concern mainly foreign practice. Besides, much of the work in
question wasn’t published. But all the European suggestions were
available to our government people, who were at the meetings as
observers but because they were bound by things that weren’t going to
be published they naturally were not in a position to publish it. The
1963 Plan, which was a more sophisticated version of the Vienna Plan,
was not published because at that time the Common Market countries,
which had been among the promoters of that plan, decided that they
wanted a much more tightly connected European patent. They pro-
posed the European Patent Convention which did not get signed
because it didn’t get a wide enough agreement among the six Common
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Market countries and the Treaty of Rome countries. The idea of a
European patent has been picked up again, partly because France has
gone to a semi-examination patent system and is no longer so much
opposed to some of the strictly examination oriented principles of the
original European Patent Convention.

One of the things that is interesting in Mr. Panel’s article is that he
believes that the proposed Patent Cooperation Treaty and the Europe-
an patent are entirely consistent and that they are working towards
similar objectives. He says the Europeans as such need a somewhat
closer amount of patent cooperation, hoping some day to have a
convention that will settle some things for a substantive patent law
which the various judicial systems will each interpret, in which case
they will be interpreting the same thing. This is something that is
obviously out of the question for the PCT, but the two things are not
competitive. In the 1965-67 period, during which the PCT first draft was
hatched, I was not part of the small group which had anything to do
with it or any of the American part, but I understand there was a call
together—and the U.S. did propose at a meeting of the Executive
Committee—that something should be done about it and that the
Secretariat ought to prepare a draft.

This is the logical way to start a supplement to the Paris Conven-
tion. The United States people concerned had consulted the people
over here. They perhaps made the mistake of not getting a wide
enough group from the people who are known to be very active in the
practice but they did consult a representative group and of course it
would never be very big for a country as big as the U.S. However, the
first draft that came, I think, surprised even the Americans. People
had said let’s get the Secretariat to do it. Result: the 1967 draft was in
many ways disastrous. They tried—they were going to try to fix it up as
much as possible at the last minute—but finally decided that after all,
this was just putting it on the table. This is not something that can’t
be changed, and so it was put out pretty much the way it was.

The reason it came out the way it did is perfectly obvious. The
Secretariat had been administering the Madrid Agreement on Trade-
marks. That had been going on for a long time. America, England,
Canada, and many other countries had not wanted to take any part of
the trademark agreement, because they don’t like to register trade-
marks before grant—while they are merely on application—even when
the registration is subject to future conditions. We like to have an
application first and registration only after examination. There are
also other reasons why we don't like the Madrid Agreement, but it is a
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going thing and it is therefore rather hard to blame the Secretariat for
producing a draft patent treaty having some earmarks of the Madrid
Agreement. These of course were sheared off very rapidly in the 1967
conference. There were very substantial changes made to the draft
after that conference, which I won't attempt to trace. It is not true that
there was a fait accompli, that it couldn’t be changed. The reason why
the 1969 draft reads as it does is largely because the representatives of
the various governments have for one reason or another tended to
choose those features rather than some others.

Now the reason why the European governments don’t back the
FICPI plan, and none of them have backed the FICPI plan, although
it is a European proposal, is perhaps they went all through this from
1957 to 1963 to 1967. It’s certainly not for not having been familiar
with it. The European governments have preferred the type of treaty
that we have before us for one reason or another. It’s true that the
patent agents in those countries don’t have as much influence as they
do here, because they aren’t connected with the lawyers in a common
association. The lawyers over there have not been as active proponents
of the FICPI plan as the patent agents are and they do not appear to
have raised any opposition to the draft of the Patent Cooperation
Treaty as it has now evolved.

Most of the complexity of the Treaty arises from the fact that it
attempts to simplify formalities, in addition to providing for more
time before the translation of applications and to providing for a
search report in'the meanwhile. The complexity, as I say, comes from
the attempt to simplify formalities, and the only way you can do that
really is to follow the basic pattern of the Council of Europe Conven-
tion of 1953, which is to say, “If you do it this way, there can be no
further objection as to form.” If the various countries want to permit
various other things, that’s completely up to them, but you provide
one particular form which all must accept—and, of course, you mustn’t
specify it too narrowly—but you have to find one form that will be
acceptable. This unfortunately does require a lot of details in the
regulations. I think the PCT does a better job than the Council of
Europe Convention. That part of the Treaty and regulations, however,
could be completely removed from the PCT. Most of the objections
that Mr. Robbins stated were to that part.

The searching authority problem is well set forth by Mr. Panel,
because the French have been the chief believers in a unified search
system. The French have a particular reason for favoring a single
search office, and that is that their own patent office is going to use the
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International Patent Institute at the Hague as its search organization,
as its technical branch, on a contract basis. And naturally if that
JInstitute could be made the world searching office that would be even
better. So it wasn’t a bad idea but they had other reasons besides a
purely theoretical one for liking it. Unfortunately the International
Patent Institute does not have the size staff of any of the big four
patent examining offices, and it doesn’t have the kind of financial
resources that the national administrations do have. Unlike the Euro-
pean governments, it can’t levy patent maintenance fees, on which
most of the governments get the money to run their patent offices. So
there are reasons why the Institute is going to grow a little slowly.

If we have the parallel searching authority system, however, in
which each applicant will get a search report on his international
application from a searching authority related to where the applica-
tion comes from, the applicant isn’t going to be able to shop around
among searching authorities. Still, when the application gets into the
national phase after the international procedure, one or another of the
countries that has its own examining office, perhaps one that has its
own searching authority, can second-guess the search report. We will
find out soon enough the deficiencies of the various searching authori-
ties when they start to double check each other thus. Many of them will
learn this through the process, and will improve themselves, and the
ones that don’t will probably drop out. This is the only way we can go,
as Mr. Panel recognizes even on the French scene.

There will be a considerable savings in any event, even though we
may have searching authorities that don’t have quite the same notion
of what is the closest art. It will be much easier for a national
examining office to start after someone else has already jumped off on
the case. The savings, of course, will not come back to the applicant
directly, because if the United States Patent Office gives a search
report, and the Germans, the Russians, the Japanese, and the Interna-
tional Institute also double check it as the case gets into the national
phase in Germany, Russia, Japan, and France, there will be some
savings to these other examining offices in that the job is partly done
already. Those savings will unquestionably redound to the national
administrations. I think that you can all be fairly sure that this will get
back to the applicant, because these national administrations, other
than the U.S. office, are all self-supporting. They support themselves
through maintenance fees. This will mean that the demand for
increasing the maintenance fees will be postponed to the extent that
work is saved through the PCT system. Now this is a pretty far-off
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promise to the applicants that the increased efficiency of the national
‘offices will work to their benefit, but that would be really meaningful,
because you all know that the maintenance fees are going to be kept
high enough to run the cost of the national administrations. In the
examining offices like the Dutch and the German, which give you a
search report for very much less than it costs them to do it, the
maintenance fee is the only balancing fiscal element. None of these
countries is likely to increase its maintenance fees beyond the high
level necessary to run an examining patent office.

The extension of the international convention year is a very good
way of getting more time for the applicant, and I think the Americans
in general would have no objection to it. I don’t want anybody to
think that I wouldn’t prefer that. I think it would be very simple. The
proposal is to extend for four, six or eight additional months the time
during which you can substitute a completely different application
claiming as priority documents all the earlier ones that have been filed
in various other countries of the Paris Union. This is something like
our domestic continuation-in-part practice, where before an applica-
tion has been patented, or before proceedings have been terminated
on it, we can abandon it and file a different one incorporating that and
some other matter. The new matter speaks as of the new date while
the priority of the previously disclosed matter is preserved.

This principle holds internationally under the Paris Union during
the one year priority period. The Canadian Patent Institute, the
Australian Patent Institute, and most of our professional groups too,
would like to see this extended as a very simple way of getting more
time for the applicants. The only reason this couldn’t be “sold”
internationally is the feeling abroad about rewriting an application
and claiming dates, various dates, for the different elements of it, as
shown by various priority documents. They think that 12 months is
enough for that sort of thing. This is a practice that makes it very
difficult to know as of what date any particular element speaks,
because when you rewrite your application you mix it all together in
one write-up, and you have only these earlier documents to show at
what date this or that concept began. It is hard to trace from the
earlier disclosures to the elements of a final application, even more
into the various claims.

So the European approach—and in their domestic law—has been
that if you want to bring in some additional material to support your
invention, you file a patent of addition, where the term expires with

" the main patent. Unfortunately in many countries there are some rules
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about what you can have as a patent of addition that don’t give you as
wide a scope as you might feel entitled to enjoy. The general feeling is
that the patent of addition technique can give the applicants all they
really deserve for adding a new matter to an existing invention and
“filling out” a previous disclosure. Therefore, once your priority year
has expired, the Europeans feel your disclosure should become fixed.
You may have an opportunity to amend your application to make it
more clear and so forth, but you're not supposed to add anything after
that one year. And if you do, you put it in a separate document.

That is the universal rule except in the U.S. and Canada. In Canada
they don’t use our system, they use “supplementary disclosure,” which
is used on occasion. Again, it’s a supplementary disclosure that speaks
as of a separate date. You don’t just write a new thing and mix
everything up and say, well you can tell from my priority documents as
of when some particular feature speaks. The prejudice against this, I
must admit, is much more prevalent among the patent offices than it is
among the applicants. Most of the applicants have lived with this and
consequently they don’t appear, in Europe or anywhere except the
United States, Canada and Australia, to want very much to change this
practice and to go against the feeling of their patent offices. So the
extension of the priority period is a very fine concept, but so far as I
can see, it can’t be sold. You could have a patent cooperation treaty on
that basis between the United States, Canada, and Australia, but I
don’t think you could get even the English to join.

I turn now to Article 20 and Article 11 which have been mentioned
in specific matters. The objection to Article 20 is perhaps symptomatic
of the type of debate on which this Treaty is going to stand or fall.
The notion of the drafters of the Treaty was that, in order to have
something different from merely extending the priority year and
letting people have priority documents to trace ideas back to, you
would have to have a common filing agency of some kind where the
application would be filed, and it would be filed in the original
language and treated as filed in all the various countries. This was an
idea borrowed from the Madrid Agreement. In its original form, it
was much closer to the Madrid Agreement than now: you would have
filed your international application in Geneva, at an agency that would
receive applications for all the designated countries and that would
constitute a filing in all of them.

There was much objection in 1967 to having an international filing
office of this particular sort. However, in order to get something
different from just another priority document, the device was modified
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by saying, we will have an application in the home country and the
receiving office will be treated as receiving an application for all the
designated countries. Still, in order to authenticate exactly what was
deposited there, so it won'’t be in the power of all of these countries by
chaotic filing procedures or something else to allow this international
filing to lose its integrity, the receiving office will immediately send a
record copy to an international repository. In other words, the interna-
tional bureau is no longer a filing agency, but is an authenticating type
of repository. We will have a record copy sent there, and instead of
saying it has to get there within the 12 months, we’ll say we'll let the
12 months apply to when the applicant gets it in his home country, but
we’ll allow another month. They finally allowed a little more than
another month for the record copy to get to Geneva. This deadline is
at the applicant’s risk. The record copy must get there within the
delays allowed. For that reason the applicant was given an option, if
the receiving office did not get it to Geneva by some time ahead of the
deadline, to take care himself of transmitting a copy to Geneva. Be-
cause of this risk, it was important to give the applicant an alternative
way of handling his application.

Except for this, none of the deadlines in papers being handed back
and forth between the receiving office and searching authority, the
international bureau, and the designated offices are critical deadlines.
It is nice for the applicant to know when they happen and usually he
will be notified. He isn’t going to be kept in the dark—nobody wants
to keep him in the dark. If the international bureau, which acts as an
authenticating office, does not communicate the international applica-
tion in its search report in the various countries very promptly, the
applicant doesn’t lose any rights. Certainly, the foreign country can’t
proceed as fast as it would like to process it perhaps, but it is not
necessary to give an applicant an option to send papers to the
designated office, he can always do that anyway. He himself has to
provide the national fees and the translations, if necessary, through his
agent. If he wants to include a working copy of the application just in
case the officially communicated copy should be late there is nothing
to prevent him from sending a working copy when he pays his national
fees. You don'’t really need to write it in the Treaty that he has a right
to do it. And it is also provided in the Treaty that if a national office
wants to waive getting the official copy, it can do that. But there is no
reason to provide that the applicant can tell BIRPI “don’t send it, I'm
going to take care of it myself.” The cost of BIRPI sending that is low,
since BIRPI can send its communications in batches to each national
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office. So the objection to this aspect of the Treaty is very difficult to
understand. And this is why when this came up in Geneva, I think it
was December 1968, at one of the meetings of the working group,
many of the delegates who were not in the profession wondered why
this option was being proposed—why would anyone want to use it? It’s
hard to understand why people want to have the option, except they
just don’t like to see governments doing something for modest fees
that could be part of a service provided by a private organization.

Now I want to consider Article 11. As I explained before, in order to
establish an international application and not merely extend the date
on which you can claim the priority of an entirely differently written
application, you really have to have some kind of an international
application, such that when filed somewhere, it would be treated as a
disclosure properly supporting a patent application in all the various
countries. ‘

Now the trouble that came up with respect to Article 11 is that
people said, as of what date do these documents speak for defensive
rights in the various countries? In other words, as prior art. Article 11
now treats the international application as creating immediately an
application in the various countries. Although the international appli-
cation doesn’t have to be filed near the end of the priority year,
everybody expects it will be filed about then because that delays all
the maintenance fees and the term and so forth. But it could be filed
right off the bat, without claiming the priority of an earlier national
application, and this might then mean that the various designated
countries couldn’t get a copy of it for about 12 months, and they
wouldn’t get the translations for 20 months. And if the international
application is a national application from its international filing date
in all these various countries, it speaks as a reference in at least five
countries as of that date if it should ever get far enough to become
either patented or published. Then you have possibly a sleeper
reference, which might mean that after the patent is granted one
might find that here comes a reference that should have been consid-
ered. Of course even now references are frequently missed.

Actually in the Scandinavian countries that have adopted this notion
of defensive rights in their new law, this isn’t much of a problem
because they have deferred examination. So the few cases in which
examination will go ahead, they can find some fairly economical way
of going after these sleeper references, and it would involve examina-
tion of only a relatively few cases. In the U.S., on the other hand, we
don’t have deferred examination—we want to examine all patents on a
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fairly close schedule and therefore we consider this a problem. The
simplest way, or let’s say the way which will involve the least
redrafting of the Treaty, that we could deal with it is that we could
say well we'll rely on our right to get copies of the international
applications under Article 13 as soon as we can. These are confidential
copies. They can’t be made available to the public until 18 months
from the priority date but we can get them in the 13th month. And 40
percent of these will be in English, as our present experience predicts,
so that those won’t have to be translated. We can put them in our
search files. And as to the others, we can translate the abstracts. And
then to the extent, in the course of our examination, that we find one
or another to be pertinent, we can have the whole disclosure trans-
lated. This is about what the Russians are going to do, not for the
reasons of examination I suspect, but they want to say, well, any of
these things that are coming to us, we want to know what they mean at
the earliest possible date. That’s for their basic technology file. So they
are going to avail themselves of Article 13 to get copies as early as
possible, even though they know they will get them eventually in the
20th month. So this isn’t impractical and it will probably take care of
most cases.

We have been concerned also because we don’t see why these things
should speak as prior art as of the early date. We think that the effect
of our law, that an application filed in the United States speaks as of
its filing date as a reference, ought perhaps not to apply to an
application that is not at that date available in English translation, and
for which no national filing has at that time been made. Under our
present law if we adopted the Treaty I don’t think there would be any
ambiguity. It seems to me that we would treat the international filing
date as a filing date in the United States. Section 102 (e) doesn’t say
“actually” filed in the United States. That word “actually” is some-
thing that somebody wants to put into the corresponding section of a
new law. I've just read an article on Section 102 (d) that doesn’t make
any sense at all because it assumes that an application under the PCT
wouldn’t be “filed” in the U.S. until the translations are available in
the 20th month.

I can’t imagine even the court that decided In re Hilmer raising
that kind of a result in this case. I don’t think that the filing of an
application under Article 11 is at all similar to filing of a priority
document in some foreign country. In order to provide flexibility in
this situation the Article 27 (5) has been drafted in conformity with
the principle that the purpose of the Paris Convention and of the
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proposed Patent Cooperation Treaty is not to give early dates to
references but to give early priority dates to patent claims. Therefore,
defensively, each country should be able, under its national law, to
decide as of what date the reference speaks, whether it is a PCT
application or any other kind of application. This seems to me a very
reasonable thing to do. Of course, there are many applicants who
would like to get as many defensive rights as they can with their
applications. Of course, they can always do that by publishing them, or
they can just go outside the PCT and file it in the U.S. in the regular
form if they want to make themselves a reference.

I think the question is going to come up on our whole approach in a
more serious way in connection with whether the proposed European
patent will be unconditionally accessible to Americans. That will be
something that will probably come up after the PCT has been drafted,
so that it may be premature to argue that out here. I think that Article
27 (5) is something that can be satisfactorily framed. Most of the
people who want the PCT feel that this paragraph (b) isn’t particu-
larly obscure, although naturally if you don’t like Article 20, you may
think that Article 27 (5) is also impossible and unworkable.

I'm not saying anything about Chapter II either. But I will say as
one final statement with regard to how much the PCT affects the U.S.
law—Dr. Bogsch, the assistant director of BIRPI, is an American
citizen. He has worked in the U.S. Patent Office. He is fully conversant
with the American law and all of its details, and had on his staff
Americans who were detailed there from the U.S. Patent Office. The
various possible effects of the PCT on the details of U.S. law and
practice have been very fully scouted. Now I'm not guaranteeing that
none have been overlooked, but things like our requirement that the
best mode be shown, and our requirement of drawings and so forth,
have all been taken care of. Also our requirement that the applicant
should trace his title from the inventor, and so on. In many cases, this
has been done by saying that the national law can require this, rather
than by saying this is required under the PCT. But every one of these
things has been taken care of.

The few unresolved items relate to our divisional practice, which is
not really a question of our laws, and our practice on claims that
depend on more than one other claim, which again is a matter of
practice rather than our law. And even there, there is serious effort to
accommodate the proposed international procedure to our practice. I
think it has gone very much farther than anything that has been done
with respect to the national laws of foreign countries. For example,
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Japan has a practice of having only one claim in almost every case.
They have a few cases where you can have two or three claims. The
PCT would mean, if you file an application with six or seven claims,
under the format which conforms with the PCT format, that the
Japanese can’t reject it as a matter of form because it has too many
claims. That’s a purely formal matter.

The publication practice in Germany of publishing in the German
language 18 months after priority date is yielding to the PCT pro-
cedure. The Germans in effect have said well, if it is going to be
published in the original language in the 18th month, we're willing to
wait for the translation until the 20th month. That means it can’t be
published in German until some time after that. The foreign countries
are taking much bigger effects on their national laws than we would be
willing to take.

I think I should close my remarks now. I think I've touched on the
things that are the points of debate and I apologize if I haven’t been
sufficiently analytical in looking at the whole thing.

MobperaTOR GREEN: Certainly, Mr. Robbins and Mr. Woodward
have covered in great detail all of the significant features of the
Treaty, but I wonder if some of our audience may still be a bit baffled
as to what they as innovators would do if the Treaty came into effect. I
don’t want to prolong this, but I wonder if there is any interest in the
audience in hearing just what an inventor ought to do if he chooses
under the PCT to obtain patent protection in two or more countries.

CarL T. BecHT: I'd like to say something, Mr. Green.
MODERATOR GREEN: Surely.

MR. BecHT: I feel like I've wandered accidentally into a den of
wolves. I have sat here and listened to both of the opening speakers
and I have to say that at this point, I am completely disillusioned. I
have never heard so many negative statements. First, all of the reasons
why the PCT couldn’t possibly work. Then basically I have listened to
all of the reasons why it can’t possibly be changed from the way it is. I
don’t know about the rest of the people here, but basically, I'm a
manufacturer and an innovator. I don’t think that anything that I can
do here today is going to change the thinking process and the work
that has gone into the draft of the Treaty. I wouldn’t expect it to. On
the other hand, I'm sure that there is one area in which, as business-
men, we can substantially affect what happens to that Treaty. That is
how well we use it, and what we use it for. It doesn’t make too much
difference to me as an innovator what kind of rules you want to write
for the game that we are going to play. And that is really what we're
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talking about—the rules for the game. We are going to play by those
rules. I do think we ought to take a good look—a hard look—at what
effect it is going to have as far as U.S. innovation is concerned and our
contribution to the world picture.

I think that those companies that are involved in international
efforts have an awful lot of soul-searching to do in relation to their
patent practices—just how is this Treaty going to affect them. I know
that our particular company—we do quite a bit of work in Germany—
will probably substantially change the procedure that we would use
for filing applications within Germany. I have to confess ignorance on
some points. I think the basic outline of the goals and objectives of the
Patent Cooperation Treaty are pretty specific. Again, I feel like we're
trying to write rules for a game that we haven’t quite yet defined. I
think everybody has agreed that they are going to play. Without a
doubt, in my own mind, industry is after one thing—patents.

What little brush I've had with both the legal profession and those
responsible for writing the rules and regulations and contributing to
these treaties, I've found that their thoughts are quite diverse from
industries’. They seem to be more concerned with the mechanics of
getting the job done than they are with getting the job done. I don’t
believe industry feels that way. Industry wants good patents. I don’t
believe that PCT, with its limitations, is going to provide industry
with any better patents than it has had before. I am amazed at the
loopholes that seem to be at the end of each paragrap‘h, which basically
say that each country will conform to whatever the existing law is in
that particular country, if they so desire. That’s my interpretation of
just about the last line of each and every article. Maybe that's a
layman’s interpretation, but that is the way I read it.

I don’t think that there is any question that we will have to conform
to it. I think it will take an awful lot of time and an awful lot of
expense. That's one place that I would have to agree with Mr.
Robbins. I think that anyone who thinks he is going to get a patent
cheaper today than he did yesterday might as well forget it. It isn’t
going to happen. I don’t think the legal profession will let it happen
and justly so. They’re not going to go out of business, they are still
going to make a living. The expense involved basically will be
additional expense.

As far as U.S. inventors are concerned in protection abroad, I don’t
see or I don’t feel that there is any significant change in the availabili-
ty of protection for U.S. inventors within the Patent Cooperation
Treaty. I haven’t been able, again as a layman, to interpret the Treaty
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much past the point of specifying the mechanics of carrying out the
issuance of a patent, and I don’t see any particular advantage as far as
protection is concerned to the individual inventor or the means of
getting that patent faster than what we have today. I do foresee some
added complications in upholding these patents.

As far as licensing is concerned—I've had a few brushes with
licensing—I would say that probably domestic law has more effect on
licensing and what companies will consider licensing-wise than the
Patent Cooperation Treaty. I think the gentleman here from General
Electric is quite involved in licensing and he ought to have some real
good thoughts on our friend Justice Douglas’ decision and how he
shapes a little bit of thinking as far as licenses are concerned. I know
myself in relation to licensing here in the U.S., he’s done a little more
for me than the Patent Cooperation Treaty would do.

I don’t really think that as a group we can do much to rewrite or
contribute to the rewriting of PCT. I think that is somebody else’s job.
I think as a group we may be able to give them something to think
about though, with respect to how we attempt to use it, and what
effect the Treaty will have on what we're doing.

MobErRATOR GREEN: Well, let me say that those remarks are excel-
lent. I would agree first with your fundamental thesis that this group
is not in a position of rewriting it but it certainly can give those who
are concerned with the rewriting something to think about. The new
Assistant Commissioner of Patents is in the audience, and Mr. Bren-
nan of the Patent Office who is working on this, and these are the
policy officials who are going to be involved. You did make three
observations that I feel are worthy of additional discussion here. Let’s
take the first one—you said that if PCT comes into effect you will
substantially change your procedures with respect to filing in Germa-
ny. Could you enlarge on this?

MRr. BecuT: Yes, I would probably take advantage of the entire
available time period for filing of the U.S. application, which presently
we do not do.

Davip C. Ross: Are you talking about inventions originating in
Germany?

MR. BecHT: Originating in Germany—yes. I understand after read-
ing the PCT, it must be filed in the country of the national or the
country in which he is residing if it is to be an international
application, which would necessitate filing it out of Germany. Correct?
And under those conditions we would take advantage of the entire
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time period. Now this has some good and some bad features. That’s
my first thought of it. :

MODERATOR GREEN: Do you think that you would file more cases in
the United States than in the German office?

MR. BEGHT: I'm not sure I understand your question.

MoberaTOR GREEN: Well, you were talking about patents of Ger-
man origin. You now file, let us say, 10 a year—would you file 5 or 20?

MR. BecHr: I don’t think this would have anything to do with it—it
shouldn’t involve the number. This has to do with how spontaneous
our people were in Germany,

MRr. Woobpwarp: May I ask, would you file your international
applications near the end of the priority year?

MR. BEcHT: Yes.

MR. WoobpwaRrb: So that, in effect, this would mean that the English
translation would be delayed for about eight months before getting
here.

MR. BeEcHT: Right. And again this would be only basmally to keep
competition from knowing what we were doing.

MoODERATOR GREEN: Any one else want to comment on that particu-
lar statement?

MR. RoBBINS: John, here is one point. I think everybody must admit
that there are these opposed problems of U.S. patent law and PCT
that are totally unresolved at present. The implication is that they will
end up in the courts some time or that there will be special U.S.
legislation—all that could be years ahead, so that for any important
invention, if I were an inventor abroad of a potentially important
invention, in Europe for example, I would rather hesitate to take the
PCT route for filing in the U.S., because it might run into complica-
tions and end up in the courts after years of expense and effort. So
under those conditions it might be better to file by the normal route in
the U.S. Patent Office where more or less you know where you are.

MR. BecHT: Well, maybe I'm too much of an idealist. I'm assuming
that every country or every state that will put its name on the bottom
of that Treaty would be basically agreeing to go along with the rules.
Now, I know there are going to be some bumps on the road—there
have to be, but I would assume that they are basically agreeing to go
along with it. It should afford a greater time period—that would be all
I could add.

JaMEs W. BRENNAN: John, let me comment on Leonard’s statement.
This is symptomatic of the attitude that we have had from a segment
of the Bar. You know, lawyers are guided by precedent, so they look to
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the past to determine what they are going to do in the future. Even
patent attorneys are not by and large a very innovative group! And so,
when Leonard talks about having an important case and not using
PCT, I think he is giving voice to a philosophy that goes back to the
early thinking on PCT—specifically, the comments we have had about
Article 11(38). We've got a priority system now and it works—
sometimes pretty well—sometimes not so well. Article 11 (3) is a new
system—it’s a new concept. We've heard from Mr. Robbins that he
likes the old system. He’d like to have a bigger old system. Instead of a
12-month priority period he is suggesting that we increase it to 20
months—but have the same system.

And he asked a question twice during his original presentation that
he never answered for himself. He asked whether the Patent Office
thought it would be desirable in the long run to have a universal
patent system. And I think this is a very critical question. If you do
think that in the long run—30-50 years from now—a universal patent
system is desirable, you're not going to take any steps toward that
universal patent system if you just keep increasing the priority period.
You've got to make that little step for mankind but giant step for the
patent profession, the step of being with this new concept of the one
filing being a national filing.

Now, this is certainly what you are going to have when you do arrive
at a universal patent. If the industrial people and the innovators think
that the universal patent is ultimately a good idea, they might look at
this proposed Patent Cooperation Treaty as saying, “Well, this is the
first step.” The next step may be a long time coming, and it may be a -
long road to go, but we’ll never start towards this goal unless we make
this first step. And I would like to ask Leonard whether he does think
a universal patent would be a desirable goal?

MRr. Rossins: Well, this involves questions of psychology, national-
ism, even anthropology—is mankind generally internationally minded,
or is it tribal in organization? I personally think that a universal
patent system might favor inventors in the U.S. and a few of the large .
industrial countries, but to the possible detriment of their own
economies and at the expense of the smaller countries.

Take the case of an invention made in the U.S. It would presumably
be examined in the U.S. Patent Office, since there seems no hope for a
central authority, and in effect then would be rubber-stamped for the
rest of the world. Assuming innovation and invention continue at an
active pace in say, Germany, Russia and Japan, these would be
examined in their own patent offices. I cannot believe they will ever
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have identical examination systems or will adopt the same viewpoint.
So the U.S. would presumably then be flooded with rubber-stamped
Japanese, German and Russian patents. What would happen in the
U.S. courts—trying to interpret two, three, four different systems? In
the smaller countries local industry would have to operate under a
thick blanket of foreign-owned patents.

I think these points are relevant and should be considered. Univer-
salism may be possible in some broad fields but I consider the patent
system is far too technical and specialized for that sort of approach. To
adopt PCT on the ground it would be advantageous as a first step
towards the universal patent does not seem a sound argument.

DirecTtor Harris: Could I break in a second here, excuse me, and
ask you a question? We're discussing 11 (3) as though we’re giving up
something for nothing. Aren’t some of the other countries giving up
something under 11 (3)?

MR. BRENNAN: You have to remember that when we say national
filing in every country we mean every country. It’s a national filing in
every single country that is designated. They each have some advant-
ages and some disadvantages. It depends on the peculiarities of the
local law. In the United States, because of the Hilmer case, the
national filing concept under the PCT gives the foreign applicant an
advantage that he didn’t have before. We're 'not giving up 104,
though. He can’t prove foreign acts any more than he can under the
present law. He only goes back to his filing date. Just as today he goes
back only to his German or French filing date in the case of an
interference. So I sometimes feel that some of these ““problems” are
blown up out of proportion. We're, after all, only talking about
unclaimed disclosure that might be in a foreign-origin patent that we
issue in the U.S. _

MopERATOR GREEN: Mr. McGaughey raised his hand earlier.

DonaLp C. McGauGHEY: Don McGaughey from Allis-Chalmers. My
work relates to foreign patent filing, prosecution and foreign know-
how licensing. I have had a chance to be exposed to the problems
related to foreign patent filing. I see a need for a change in procedure
and my company sees a need for a change. At present, we have a very
thorough system at Allis-Chalmers for determining what inventions
should be filed in foreign countries. We do everything humanly
possible to see to it that we file our significant inventions abroad.
Because of costs, we are selective. We have patent committees located
within the domestic groups which carefully analyze every invention.
These committees make recommendations. The U.S. attorney who
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writes the case prepares a short but elaborate memorandum detailing
the practical factors involved, the commercial advantages and the
scope of protection we hope to obtain. The managers of licensing in
our international group study this information and all recommenda-
tions.very carefully.

However, the present Treaty provides only a 12-month priority
period which is not time for efficient review. All of our decision-
making must be accomplished within a few months after the U.S.
filing. During this period the invention is beautiful; everybody loves
her but nobody knows much about her faults. We always learn about
faults after the foreign patent applications have been filed. Thus, at
Allis-Chalmers, we do everything possible to make correct foreign
filing recommendations but the net effect is that we incorrectly
recommend some inventions for foreign filing. I'm appalled at the
amount of money that my company spends on inventions that ulti-
mately do not become commercialized.

Therefore, I see a need for a better system which affords companies
more time to evaluate an invention. W. C. Fields had a very famous
line where he said, “Mere details, gentlemen.” We sit here and we
talk about all the problems of PCT and I say they are mere details.
We need to improve the system. Now, maybe the PCT is a small
advance, but I think it offers a hope for improving the system, and I
think we have to approach it in that way. One of our vice presidents -
had a sign on his desk that said if every objection has to be met before
something is done, nothing will ever be accomplished. Every discussion
I attend seems to prove the truth of that statement. We seem to hope
to meet every objection before we take a step.

I personally feel from my experience that my company is going to
save money through the use of the 20-month period that PCT will
offer. We will file our international case, designate the countries and
then, as close to the 20th month as possible, we'll sit down and make a
last review of these cases to determine if we should continue prosecu-
tion in the individual foreign countries. I say that the nominal fee
($15.00 has been mentioned) I have to pay to designate a country is
well worth it to buy the 20 months of time. I also want to emphasize
that Allis-Chalmers is interested only in good patents.

Now, if the invention is commercial, we’ll prosecute to obtain even
narrow protection. But Allis-Chalmers will look at this international
search carefully and thoroughly, and in cooperation with commercial
people. We do this now, and we abandon cases because we do not
believe that the protection is valid over art that is cited in one or more
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foreign countries. We don’t want an invalid patent. We want good
patent coverage but we want fair coverage commensurate with the
degree of novelty of the invention. I see a need for PCT. I personally
think we are on the right track with PCT. I think foreign filing is
going to cost less with PCT. I also think PCT is going to improve the
procedures for foreign filing and I believe everyone ultimately is going
to benefit.

MoDERATOR GREEN: If I read you right, you're saying that the
opportunity to have eight more months in which to evaluate the
quality of this invention is so important to your company that this
overbalances other considerations, and you will save money.

MR. McGAUGHEY: I think we will save money. Now, I don’t know
whether it overbalances any other consideration.

MR. Woopwarp: Mr. Chairman, I'd like to show how much these
eight months mean by pointing out that you can’t really begin to get
evaluation from abroad for six months. This is because of security
regulations. For a company to evaluate the situation abroad—especially
the type of thing that’s made, which may be different from the U.S.
equivalent—it likes to have some feedback from abroad on its foreign
filing program. Today one often recommends filing based on the U.S.
point of view of what’s done. You can’t get much feedback from
abroad until you tell them after the six months and it comes back
months later. At best you wait, say, until about the ninth month and so
then you have three months in which to file. Under PCT you would
get 11 months instead of those three. This is a great multiplication—it
isn’t just 20 months instead of 12. From a practical standpoint for the
kind of consideration you have to have, the kind of dialogue you'd like
to have to do it intelligently, you're getting 11 months instead of three
to do the job.

MobErATOR GREEN: I think you commented on this earlier, but let
me put it this way. If this is the dominant feature, if this is the most
important thing to American innovators, can you achieve this without
PCT?

Mr. Woopwarp: You mean—

MobpERATOR GREEN: Get an extension of time through some other,
simpler mechanism?

MR. Woobpwarp: Well, this is extension of—the Paris Convention
period would do fine. It would be no problem if you could sell it.

MopERATOR GREEN: But your earlier statement, if I read you
correctly, was that you didn’t think it could be sold.

MR. Woopwarp: I've asked Europeans why they wouldn’t like it. I
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mean people who are in the type of work I'm in. They weren’t even
anxious to have it. Maybe they have been conditioned by their
governments and their laws and their patent offices. The patent offices
won’t have any part of it. They say, we want to know as of what date
the document speaks. You can’t get into much of an argument about it.
Maybe if we pushed harder we could do it. It’s an alternative way of
getting the time—and as I say, it has some features that are objection-
able to people who don’t have the type of domestic practice that we
have, where you can keep on substituting new applications as long as
the previous one isn’t patented or abandoned.
J. HAaroLDp NissEN: Mr. Chairman, may I break in?

MoODERATOR GREEN: Mr. Adams has had his hand up for a while—
can I catch him first? _

Epcar W. Apams, Jr.: Probably this speech would have been better
made before that of my friend from Allis-Chalmers here. I've been
sitting here now roughly two hours as a non-discussant and am
probably greatly misled by the ground rules which were sent out to us.
I came prepared to talk about what we would do if there were a
patent cooperation treaty: Would we use it? How would we take
advantage of it? Are there disadvantages? I've listened to a debate
which God knows I'm prepared to enter into if anyone wants me to as
to whether the proposed Patent Cooperation Treaty is the best
approach, has viable substitutes, has defects and what not. That debate
has been had. It has been argued. It will be argued again, I suppose, at
least another half-dozen times between now and spring.

It is my view that if this exercise today is to do any good, and if it is
to help anyone, bearing in mind the composition of the group invited
to come here, we should be talking about the questions that I thought
were to be asked as to what would you do under such a plan, if there
were such a plan? If I'm out of order, my apologies to the gentlemen
involved. If I'm not out of order, I hope that, after lunch at least, we
will talk about what most of us, I believe, came here prepared to
discuss.

MobgerATOR GREEN: I think your point is well taken. I do think we
needed a little bit of a grounding in the Treaty, but I think it would
be unprofitable to continue the debate on specific articles as you
indicated. A few people have raised their hands. Dr. Muller, I think
you had a question.

F. S. MuLLEr: Well, on two things, Mr. Chairman—my name is
Muller, by the way—two things on which I would like to remark. One
thing is about the universal patent and the desirability of it. Of course,
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there is an intermediate way—it need not be a universal patent at
once—there’s an intermediate step that can be taken and that is
harmonizing, harmonizing laws. I think one of the things industry is
interested in is to have perhaps 20 filings in 20 different countries or
through the PCT, that doesn’t matter, but one final document which
substantially gives the same protection in all the countries. That is the
main objection against the present system, that if you can get a patent
in Belgium which gives you this scope, you get a patent in Spain which
gives a different scope, and so on and so on. So let us not aim too far
trying to get a universal patent and let’s not discuss the question
whether PCT is an initial step towards such a universal patent, but
whether in bringing PCT into working one gets a means to get
something harmonized. Too many times I have the impression, espe-
cially when I am in an audience where Anglo-Saxon people are, that
they are always thinking is the new system consistent with my law and
they don’t look at it the way—can I do something with my law in order
to make it consistent with the international system?

A second remark I would like to make is that I am very much in
favor of what was said by my friend from Allis-Chalmers. It is re-
markable that so many people are coming forward with all kinds of
plans, and the ultimate fate of such plans is always that there aren’t
sufficient people who can adhere to it and the thing is dropped.
Ultimately the result is that we don’t get anything. It’s about time, I
think, in the 20th century that we are able to cooperate in such a way
that a simple thing as a patent case, which is so much less important
than many other things, that we can through a simple means get
protection in the countries we want by one instrument which substan-
tially gives the same protection. And if we have objections against
PCT, well, let’s start with it and let’s improve it, but let’s not try to
impede bringing it into being.

MoDERATOR GREEN: Anyone wish to comment on Dr. Muller’s
remarks?

DirecTor Harris: May I respond to Mr. Adams first? This meeting,
in a way, is an experiment; we are continually seeking to improve the
Clinic concept. The participants around the room who are not seated
at the table should not feel inhibited because they require formal
recognition by the Moderator. I asked the discussants at the table to
react one to another without formal recognition because this kind of
group-in-a-group format permits us to serve a larger number of
participants without losing the spontaneity of a smaller group. I think
your other point is well taken, Mr. Adams. The essential reason we are
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here is to find out what our innovators think and, particularly, what
they are going to do under these circumstances. However, we had to
have some type of orientation, especially for the participants who have
not been too close to PCT developments.

MOoDERATOR GREEN: Accepting what you say, it seems to me that we
should concern ourselves with principles and not specific legal require-
ments. It seems to me that the three general topics that deserve
attention might be grouped as follows: Your topic A might be called
the Financial and Administrative Features, and within that topic I
think you would have the question of costs, the question of new
procedures, and the element of the additional time that has already
been discussed. A second general topic that I think is significant is
International Trade Considerations, and within this area it seems to
me we are interested in the effect it would have on filings overseas,
how you would behave when you are filing overseas, and the question
of filing in this country by foreign firms or foreigners with the
recognition that this means that substantially a larger number of
patents might be held by people from abroad. And then the point that
Mr. Becht touched on, the question of transfer of technology through
commercial channels, the sale and licensing of patents. And I would
suggest a fourth variation, which is the possibility of Transfer of
Technology to New Countries, countries which do not now have search
systems, which might take advantage of the search systems which are
provided. This is the developing country philosophy.

Then my last general category or topic would be Looking Ahead.
* There has been some discussion of the question, is the universal patent
system a desirable goal? A related question, where does PCT accep-
tance take you as innovators? In other words, will it be in the interests
of U. S. innovators to go down the road of harmonization? Another
item that has been touched on briefly here—there are alternative
plans—EEC—the European patent. Are innovators as interested in
PCT if these should come into effect and the U. S. might have access
to them? I suggest that we worry in the environment that Mr. Adams
spoke about. Assuming that PCT will come into effect, what impact
does it have on your financial and administrative point of view? How
does that affect your overseas dealings, and what do you think is taking
you down the road? Does this seem reasonable?

DirecTor Harris: And we are interested in your reaction to the
rationale behind the major elements of PCT, including how you
would operate under it. Incidentally, John do you want to give the
participants an opportunity to write down the outline you just
presented as the program for the day?
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MobEraTOR GREEN: Is it worth repeating? Why don’t we do
this—Leona, will you type it while we're at lunch so we can have
copies—

DirecTor Harris: So copies of the program for the day are dis-
tributed to all.

MR. BRENNAN: John, could I—

MOoODERATOR GREEN: Yes.

MR. BRENNAN: Just one more background comment, and this is
occasioned by your topic A and your topic on the impact of the EEC
patent. We have heard some things that might be of interest to the
people in this room in helping them form their views on how they
would act. If the EEC patent does become a reality, and it looks now as
though it is politically possible, we understand that there is a provision
in the proposed EEC treaty that would provide for a search by the IIB
or, in the alternative, a PCT search. Now, this would mean that if
PCT and EEC treaties came into effect and we were able to get access
to the European treaty, we would be able to have a search conducted
by the U. S. Patent Office which would be acceptable under the EEC
as a search equivalent to that conducted by the guy at the IIB. I think
that this may be something that these people should bear in mind in
making their considerations and judgments. I think also that this
shows that these are not alternative treaties but are in fact complemen-
tary arrangements.

MoDERATOR GREEN: Well, let me ask Dr. Muller.

Dr. MuLLER: Yes, I am a little bit surprised by this remark, because
if I am well informed—one of the reasons for the revival of the EEC
system was especially that the French people were afraid of being
flooded by PCT applications with a U.S. search report and they would
like to avoid that by introducing the EEC patent with a compulsory
novelty search being carried out by the IIB. So I am very much
surprised that this as an alternative would be acceptable.

MRr. BRENNAN: I believe that the entire philosophy of the EEC
treaty has undergone a great revision in these last 18 months and that
the participants have become much broader in their outlook. They
are now thinking of permitting, under a dual treaty system, applicants
from many European countries, not only the six of the Common
Market, to file, and it may well be that they feel that this has grown to
such great proportions that it would not be physically possible for the
IIB to conduct all the EEC searches plus the searches that will be done
by the IIB for the PCT. I don’t know all of the reasoning behind that.
I'm not sure that it isn’t suggested in order to make it a little more
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attractive to U.S. interests. I don’t know. But we have heard from good
sources that this is in the latest draft.

Dr. MULLER: Recently?

MR. BRENNAN: Within the last two months.

Dr. MurLER: Well, you have better information, of course, than I
have.

MR. Nissen: The question of accessibility to Americans is still under
discussion. That has not been resolved and that’s a big issue there. I'd
like to make a comment on some of the statements made before. I
agree with what Mr. Adams stated, I though this was going to be
post-PCT. And one of the points that intrigued me very much was the
question that we were discussing, the extension of time. Historically,
the international convention has had the period extended from a
shorter period of about four to 12 months. We've gone from a short
convention period to a long one in time of increasing communication,
and yet you hear people saying that we must go to a shorter time—just
the reverse.

The other point on which I would like to comment is the question
of disclosures that you send abroad. Now, that will work both ways.
There are some Europeans who would like to send disclosures here.
There are many times when I will send a disclosure abroad by first
obtaining a license from the Patent Office before a U.S. application is
filed. I will obtain that license and send that disclosure abroad. So I'm
not hogbound to wait six months to get a free license—the five dollars
that it costs to get that license really is unimportant. Now, even though
you can get the license and check your people abroad within that short
time, the PCT will give you an additional eight months. There is no
question about that. The big issue, as I see it, is that the U.S.
applicants now have a one-year free period in the U.S. When you go
abroad you sometimes lose that time because there are certain coun-
tries that have an absolute novelty requirement. By that I mean you
can’t disclose the invention in any way. As an inventor you must keep
that completely secret except from those who might be in privity with
you and nothing else.

Now, the European or the foreign applicant, except for the Philip-
pines or the Canadians, have always had that problem. They have
never disclosed. Their problem has always been that they have made
an invention, they have rushed down to the patent office to get a filing
date, and then they have an opportunity to disclose. We don’t have
that concept in the United States, and as I understand PCT, the
European will now have the opportunity to run to his own patent



PCT: Views of Informed Innovators 65

office and file it there, and at the same time have that filing as an
effective filing date in the U.S.

Now, what will we do in the U.S. to achieve that same purpose? ‘It
will become difficult to discuss post-PCT and how it will work later
on, as this depends upon what your view is with respect to 11 (3) , which
is whether the first filing is an actual filing in a foreign country or mere-
ly a priority term. And it is my understanding that the French, who
have been pushing the EEC patent, which will eventually lead to the
European patent, also seem to dislike that 11 (3) provision. We are not
the only ones, and I think you must separate the PCT and 11 (3) from
the developing countries because if you really want to do something
for developing countries you should have encouraged confirmation
- patents years ago. I also think that if you are in favor of the PCT you
should be in favor of that Phase 1I. In other words you should go all
out for it rather than just one portion. Because the problems of Phase
IT are more magnified and more evident. They are more obvious. But
many of those same problems have analogies in Phase I.

DirecTor Harris: Mr. Chairman, I want to repeat, in view of what
Mr. Nissen said about confining the discussion to post-PCT, to make
sure that our innovators understand that they can question the ration-
ale behind any part of PCT, or discuss how they operate under PCT.
We want you to feel free to express your informed views either way. 1
don’t think Mr. Nissen is suggesting that we confine you to informa-
tion on the procedures you would or could follow if this draft of PCT
comes into effect, although this is important to know. We want the
informed opinion of innovators on any major aspect of the proposed
treaty, particularly from non-patent attorney innovators who have not
yet been heard. In short, if we are to join a treaty, let us do so with as
much preparatory information as possible and draft the treaty ac-
cordingly.

Now the lunch period is upon us.

MobErATOR GREEN: It’s about the right time to break for lunch.

Jack RasiNow: Can I—

MODERATOR GREEN: Yes, Jack?

Mr. RaBinow: I'm Rabinow, and I wear two hats, one—~I'm em-
ployed by Control Data and, the other, I have my own patent business,
if that may be the right thing to call it. I'm concerned, first of all, with
the argument that you have to walk before you run. I know that in
some cases you may have to do something which isn’t the best thing to
be done—but you may get stuck with it for many generations to come.
I'm not at all sure that PCT is the right direction to go on the way to a
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universal patent, which I'd like to see. I certainly would like to see
regional patents if I can’t get a universal patent—say North American
patents, South American patents, European patents—I believe that a
universal patent is still necessary. I think that it will save money and
time. I think the other—the PCT—won't. ’

As far as the eight months versus two months goes, that reminds me
of the argument the attorneys put up when the Patent Office shortened
the time for action. Everybody was going to collapse. Nothing hap-
pened. The attorneys just worked a little harder at first and then they
got used to it.

I think that, for example, the security rules could be changed quite
easily to avoid the six months’ delay because I think, in many patents,
these are silly rules anyway. I think they could say that the rule
pertains only to certain classes of patents and the rest of the patents
could be exempted, or maybe the waiting period could be cut down to
three months. I don’t see why it takes six months, for example, to see
if my phonograph arm, violates security. That’s ridiculous. I think that

-security should be applied to certain type patents—atomic energy,
perhaps—weapons—something like this.

I'm afraid that if the PCT is adopted, and I suppose it will be, what
is going to happen is that it will be very, very difficult to change it for
50 to a 100 years. I would prefer personally to see it not go into effect,
and keep pushing for something which would result in a universal
patent and which would result in much simpler procedures than PCT.
We have this problem in a big company, Control Data. I'm sure you all
have it in your companies. You make the wrong machine, thinking
that it is temporary. You'd like not to do it, you'd like to delay it for
another year and get a good machine. And you do the wrong thing,
you make the machine quickly and then you are stuck with it and you
can’t change it for 10-20 years because you were rushing a little ahead
of time.

I think this is the same case. I don’t think it is a step in the right
direction, I think what is going to happen is that we are going to be
stuck with the PCT. I don't think it’s a very good solution. I think it is
cumbersome, it’s an attempt to adjust to the present situation which is
crazy, of course, and I think what is going to happen is that we are
going to be stuck. I would much rather see us work for something
much better, even if it is delayed for another 10 years. This will delay
it by 50 to 100 years.

MopErATOR GREEN: That's a blast if I ever heard one. (Laughter)
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We ought to break for lunch, Jack, on this. I'll buy you a drink.
(Laughter.)

DirecTtor HARrris: We'll have lunch at the Adam’s Rib at 12:30, and
resume the session at 1:30. We don’t want to lose too much valuable
information at table. After a drink we’ll probably talk a little more
freely. We’'ll come back here at 1:30. Gentlemen, we stand adjourned
temporarily.

AFTERNOON SESSION

Director Harris: Gentlemen, let us begin the afternoon session.
We have a number of matters to discuss. We will attempt to stay on
schedule. John.

MobErRATOR GREEN: Gentlemen, did you all get copies of this
outline which I roughed out before we met? I have no pride in the
style of the words, but could we in a sense divide up our afternoon
into these three topics—the first one being the Financial and Adminis-
trative Features? Here it seems to me that what we are worrying about
is your behavior if something reasonably like the current PCT comes
into effect. Would it cost you more, would it cost you less, are the
differences negligible? And, second, how about these New and Alter-
nate Procedures? Are they advantageous? Are they not advantageous?
Are they negligible? And third, this question of Time, which was
touched on this morning. How significant is the 20 months’ advantage
to you? I would like to throw the floor open. Mr. Squier—

J. M. Squier: I'd like to get you in one of our engineering meetings
some time and confuse you with the aesthetics, I guess that’s what we
call them, of some of our engineering decisions. I'm going to talk for a
minute about my philosophy toward the proposed patent treaty, as a
layman and as an administrator very actively engaged in trying to get
these things locked up, so to speak, all over the world—with our
lawyers who give me good advice—I hope. But first of all, it is my
observation, not only in engineering meetings but in a meeting like
this that we tend to become over-sophisticated with the details—the
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technical aspects of whether or not things can be done. And further-
more we tend to conjecture as to whether or not all these things will
happen, and how fast they will happen if we do engage in them. So I
will direct my comments first to Jack’s that he made just before lunch,
wherein he said that he disagrees that the PCT, if it goes in, will ever
change for 50 years.

It is my personal feeling as a layman that you need an action to
create a reaction. I guess it’s not as a layman but as an engineer and
observer of social and political trends in this day and age. We have a
lot of people who don’t do anything until something is done. And I
think this is a truism. We’ll sit back and talk the PCT to death as
experts and we’ll conjecture as to whether this or that or the other
detail is right. This other fellow over here quoted a saying a while
ago, and I think it’s very apt—that if we wait until everything is perfect
we’ll never get anything done.

But, getting back to the point, it is my personal feeling that we do
need a uniform format to operate from, from an administrative
standpoint. We have so many confusing elements that bombard us
from all directions in this day and age, that any uniform format, even
a bad one, provides us an opportunity to collect our thoughts and then
to legislate or direct our attention toward the bad parts of that
uniform format. I think that this PCT treaty gives us the opportunity.
I'm sure that, like an engineering design, we can pick the damned
thing apart forever. But, I still feel we need this benchmark or this
platform to launch a uniform program worldwide. We can discuss it
later in detail.

I have some backup thoughts on this. I disagree that PCT is a bad
thing. 1 think it’s a good thing from a uniformity standpoint. I
disagree, secondly, that this program will not change for 50 years. I
think all of us have heard this cliché, that in this day and age things
are going to happen and they are going to happen at a faster pace than
we think they are going to happen. If we look back a decade in our
lives this just has to be true. Therefore, the result of this action, in my
opinion, would create change faster than as if this Patent Cooperation
Treaty were not entered into. And this is by no means perfect—neither
is our legislation. It’s all based on social and political environments.
And in the international field, those of us who are in it realize more
clearly than others that there is no single set of rules that we could
follow. We make a good set of rules and we try to adhere to them and
then we're flexible as to how we operate within the rules. A set of

“rules gives us a common foundation to operate with and within.
Now, secondly, from the administrative standpoint, I feel, and I'm
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just going on record with a few other people here, that the time
element in PCT (20 months) —if we are smart enough not to sit back-
and say, “Well, we’ve got that much longer to work” and we end up in,
the same dilemma we're in now—will afford us the time to search
domestically the validity of a given invention and so on. Then we
won'’t panic into disclosing or filing in certain countries a very poor or
unusable patent way in advance of when we’d like to. I think, as
Leonard Robbins pointed out in his argument—and I appreciated
your arguments, that’s the right way to start—I disagree that costs may
end up higher. I do agree that probably for an individual patent the
cost may be higher. But I'm looking in terms of many patents which
are filed. I think the overall cost will end up less if we pursue the good
patent approach.

Now one more personal philosophy—I don’t think in this day and
age—that we can afford to do anything selfish in nature, protective in
nature, in terms of world agreements which will work. I believe the
Patent Cooperation Treaty obviously has elements that advantage
other countries which today we consider to be at a disadvantage. I
think that if this Patent Cooperation Treaty is going to be good,
workable, good for the future of our country and our companies and
our people, that we have got to give more than we take, in our
opinion. But I don’t really think that if we go along with this Patent
Cooperation Treaty and we accept some of the things that tend to
advantage at the moment other countries, that we will lose one step. I
think our momentum will keep us out in front, our ingenuity in
bending and bobbing and flowing with this trend of events will keep
us right where we want to be, and for that reason I think we have to
adopt or accept something which tends to advantage some of these
other people, at least on paper, more than it does us. If we generate a
document as a starting point which tends to be an equalizer, I think
it’s right.

Now that isn’t looking at it from the legal standpoint obviously but
it is looking at it from a philosophical standpoint, and I'm sure in the
final analysis we're ging to be able, as managers, to contend with the
Patent Cooperation Treaty very well. We have already washed out
some of the original complication in the wording, and so on, that did
tend to confuse a little—it is still not an A B C document that tells us
everything, but we think from our company standpoint, and you have
to look at it that way, in our kind of business with a volume of patents
in the countries that we are in, we think this is an advantage to us,
having this kind of a treaty. That’s the end of my remarks.

MoberaTorR GREEN: To relate your comments to my little outline—
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let me see if I can play them back accurately. In the topic of cost, you
see no savings per patent but you feel that the ability to interpose
judgment and save time will weed out some patenting that over all—

MR. Squier: Let me qualify that a little in terms of the statement
from Allis-Chalmers. I feel again, getting back to the philosophical,
that we are better off having a good patent, a solid patent, than having
a number of rather marginal patents that we need to defend for
example against claims or counterclaims and so on. Therefore the
extra time would perhaps give us more opportunity—well, for example
just to get our own research done before we have to declare within the
12-month period. My goodness, we have to file a number of them and
if we had to clean something up in our own house, it would be to get
our own research done a little faster in the U.S. so that we knew going
in, that at least we were on solid ground with a patent in the U.S.
before we had to commit the filing in various countries all over the
world. As a result of the research that should be contained in PCT if it
.worked well, I think we are going to be able to purify our patents and
have them stronger patents, perhaps fewer of them, and the net cost
could perhaps be higher with better patents or it could be lower with
better patents. Does that clarify that?

MoODERATOR GREEN: Yes, I think it does. I wanted to go back to the
comment that Mr. Becht made earlier in which he says that industry
wants good patents and he saw nothing in the Treaty which would
provide any better patents than heretofore. Is that correct?

Mr. BecHT: Yes, I'd like to ask exactly what is different in PCT
today that would promote better applications originally. This is either
a point I'm missing or I don’t understand. I don’t see the vehicle there
to make a better application just because you have an extension of
time.

MR. SQuier: Well, I can answer that, I think. There are many times
when I'm faced with a decision and I'm sure others are, as to whether
or not we want to file a given patent within the 12-month period .
which we have around the world. Many times, and I'm sure this is the
case everywhere, we don’t even have our own patent search completed
to the extent we would like to find out if that would even be upheld
within the U.S. Well, it’s foolishness to spend our time, money and
efforts to file a patent all over the world which won’t even hold water
in the United States against another patent. Basically the extra time
and research would give us time to refile and a few other things which
we may want to do.

Mr. BecHT: I would be forced to ask you then why you filed
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originally in the States before you conducted your investigation of the
search of the patent. This is open to you right now. Basically the
system in the U.S. as I understand it—and we were discussing it at
lunch with Dr. Muller—is basically first-to-invent not first-to-file. So
you have the availability within the States and the system right now to
investigate early any application that you would like to place in the
States. The only reason for going ahead and filing an application in
the States that I know of is to compete on a foreign basis with those
countries in which there is a first-to-file rule.

I don’t see this changing under the present scope of PCT in relation
to the foreign situation because you're governed as it stands right now
by the individual rules of the country. Correct? Unless there would be
some common rules—and these are all hypothetical-you can’t really
discuss the cost of application unless you put some ground rules
in—some common basis for when you file and what the ground rules
for filing and establishing dates and priorities are. I don’t see where
the ground rules have really changed that much.

MR. SQuiEr: Well, they haven’t. Perhaps I'm talking about some own
dirty linen within our company, perhaps I'm not. But there are cases
where we have gone ahead without having all of the steps completely
firmed up here and filed in other countries that we probably would
not have. There’s no question about it with the volume we handle.
Maybe this is our problem. We have to do a lot more work within a
short period of time with a limited staff than you would if you had a
little bit longer with the same volume, if you wanted to look at it that
way. In that case, there is a cost element that enters into it, and a
certain amount of—I hate to use the word, guessing—I guess.

MR. Nissen: May I ask a question? How would your procedure
differ if you had an opportunity right now to make an international
search or if the U.S. Patent Office gave you an international search
which would provide you with all the art that you feel is necessary to
make that decision to file and have that given to you, say nine months
after filing the U.S. application? Would that accomplish what you
want to accomplish? Or do you still need the additional eight months
to incur the expense of filing fees and translation fees?

MR. Squier: Well, I guess if I can interpret your remarks—if we had
another way than what is proposed in PCT to do'the same thing, how
would you feel about it? Well, certainly for that particular element
overlooking the fact that here’s an opportunity to engage in a patent
treaty which might be a vehicle towards something better, I would
have to agree probably that’s fine.
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MoberATOR GREEN: Mr. Nissen, I fell off the wagon here—What
kind of a plan could the U.S. Patent Office visualize to do this?

MRr. Nissen: Well, the U.S. Patent Office, at least under Commis-
sioner Brenner, had indicated that they would like to get down to an
18-month allowance period. If they go down to an 18 months’ al-
lowance period, they would have to issue their first action about nine
months after filing. The present system of two official actions before
finalization, three-month terms, you would have to have a period prior
to the 12-month period within which a good first action were issued.
And at that point you should have a fairly good idea as to what you
have in that application.

Secondly, there has been a proposal for a patentability brief which I
have interpreted, and maybe incorrectly so, as the first official action
being issued by the applicant himself. He makes a search, looks at the
art, and he then assesses what his chances are. He then -files his
application putting forth the best arguments in the specification to
support the patentability of that disclosure or that invention and the
Patent Office comes along to examine that application with that
patentability brief, looking for any additional art which they feel is
pertinent, which should come to you about, or at least, prior to nine
months after filing. So you then are in a position where at that period,
you have a fairly good idea as to what the state of the art is. Now, I'm
discounting at that point the idea of uniform documents and uniform
. formalities because this can be accomplished in another way and a
much simpler way, which is another point I think may be bothersome
and troublesome to you.

MR. Squier: Well, the nine-month period, if we knew within that
time the value of our application, certainly that would solve that part
of the problem. I'm going to take this opportunity to say something
that I'd forgotten to say the first go around. We have a great deal of
concern over the Japanese aspect of our patent association. I have a
couple of very very clear disastrous cases which 1 could cite and I
won’t, about the problem involved in Japan with the single-claims rule
which really hurt us badly. So again I'm looking at a uniform format, I
guess in this case selfishly, wherein if we could through PCT generate
our claims in a more uniform method of approaching these other
governments and other situations it would help us a great deal in filing
and in accomplishing what we’re trying to accomplish. That’s our
company. '

MR. NissEn: I understand your Japanese situation. Yet the Japanese
have gone from a system which was closer to ours where they had, and
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I don’t want to call these subclaims, but they were additional state-
ments. Some people interpreted these as claims, others did not. It was
a system which could be considered to be a subtype of the type you are
considering and yet the Japanese have'gone the other way, with the
theory being that there is one statement that you use to define the
invention and you really don’t need a number of statements to define
that invention.

MRr. Squier: Well, not an invention—claims to an invention. We
know that it failed the course, and of course the problem in licensing—
I'll get into that which is predominant and should be predominant in
everybody’s mind as a separate issue in this whole situation, is that
when you face—well let’s take Argentina and Brazil, and Japan as a
prime example—governmental units which recognize for various rea-
sons patent validity and claims, individual claims which give credence
to the validity, you must somehow get better recognition of the patent
and its claims, whether you call it substatement or sub whatever,
because as-an operating company you absolutely must achieve these
goals in connection with the patent. In other words, we must recognize
the fact that a patent is one thing, but what it does for other reasons is
also important to a company. And it’s all wrapped up in one bag
really. And it’s important in my opinion to have a better handle on
our part as to whether or not it is good or bad going in than later on
fighting it in a futile case.

MR. Nissen: You would really like to see a harmonization of all the
laws of the world where the patent law in each country is essentially
the same.

MR. Squier: Well, certainly, I guess if you wanted to pin me down
personally to that philosophy, I'd have to say that I think as a country
with a fully homogenized system with everybody recognizing the
system worldwide as a final result—that we’d make out just fine and it
would simplify a lot of our lives, uncomplicate a lot of our lives and
help us make better management decisions if we knew that we were
operating from a common base. So, yes, I'd have to say very definitely.
I don’t think we need to hide behind an advantage or anything else in
this. I think we should go after something which is the same all over.

MR. NissEN: Would you be willing to adopt the Japanese system for
the U.S.?

MR. SquiEr: I didn’t say that.

MR. NissEn: I know, I know you didn’t.

MR. Squikr: I don’t even know what it is. (Laughter) I'm a layman.
(Laughter)



74 IDEA

MR. NissEn: But we have been considered to be out of step with the
rest of the world and we are consistently in the minority in this
particular area. I think the Japanese themselves are also in the
minority here too. Now whether they will adopt the so-called conti-
nental form of claiming and whether we will adopt it, is something
that I don’t think PCT will accomplish.

MR. SQuiEr: Well, being serious, we find that the Japanese probably
more so than many other countries, in spite of the differences in our
system, tend to respect strong claims, strong anything in a legal
contract, whether it be a patent, a technical assistance agreement, a
trademark agreement, or whatever. Once it is made with Japan they
are very respectful of it. So in that sense I don’t have much fear if it’s
done as a world treaty agreement. '

MODERATOR GREEN: Mr. Adams.

MR. Apams: I'd like to talk about costs and time, which is the first
question raised by the material. And I want to use the outfit I work
for as an example. I won't say typical of all, but certainly of some. We
like to think we’re innovators and that if we aren’t, we aren’t doing
our job. One of the things we do is try to obtain patent protection in
foreign countries which we can trade for patent protection foreign
innovators obtain in this country. We go through all the agonies that
my friend from Allis-Chalmers here outlined and maybe a few more
sophisticated agonies and we probably don’t come up with any more
sophisticated results. In fact, maybe ours aren’t even as good as his.

What we are interested in is improving our performance in spend-
ing our foreign patenting budget. Whether we can improve that
performance, the costs in terms of fees and the like, is not a substantial
consideration. We would contemplate probably having about the same
budget we have now for filing in foreign countries. Right now, and I
regret to say I've been a part of doing it, we inevitably make our
decisions as to which cases to file partly in ignorance, partly in
cowardice. There should be some background here. First off, we have a
policy of permitting very wide and liberal publication, which is
ingrained in history, and which is apparently necessary to encourage
scientists to work for us who would otherwise be working in university
research laboratories. This means our decision as to whether or not to
file a patent application in the U.S. is made early (and often made for
us) .

When our people have an idea with any substance, they want to
publish it at least yesterday and maybe the day before, and we have to
worry about whether or not there is an invention here, and if there is,
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whether or not we should file an application. We do our own searching
by and large and we file our U.S. applications. This happens without
reference to foreign filing considerations. So we are now presented—

Mr. RaBiNow: Excuse me, you mean nobody checks to see if it will
jeopardize your foreign filing in the material that you publish?

MRr. Apams: Yes and no.

MR. McGAUGHEY: You file early.

MR. RABINOW: You mean a scientist can publish—

Mr. Apams: He publishes after we have filed in the United States.

MR. RaBinow: And nobody tells him that he should wait awhile to
begin foreign filing,

MR. Apams: Where do you jeopardize anything except maybe in
Argentina? '

MR. Rasinow: Well, O.K. so you make sure that you get the filing
date so that you can use the convention date.

Mr. Apams: We file in the United States so that they can publish.
Does that answer your question?
MR. RaBivow: Yes.

MR. Apams: So now we're faced with lots of U.S. applications and
we’re trying to decide which ones of these we should put our money on
for foreign filing. Everyone of these has a backer in the technical area.
Not only the inventor but sometimes his management says this is the
way the art is going to go; this invention is going to be important. And
this is why I used the word cowardice. We don’t decide against this
kind of statement as often as we sometimes wish we had. We file
abroad and (more disastrously, of course) we sometimes don’t file if
there isn’t a strong contrary opinion.

Our performance in making the right guess as to the future is not
nearly what it might be. When we look at these cases later on to
decide whether to maintain them or whether to continue to prosecute
them—and now we're having deferred prosecution—or whether to
keep deferring them, we often get a new set of facts: The inventor of
A who by now has actually tried to build the thing, discovered there
was a small difficulty in his calculations. It doesn’t work. We're now oft
on approaches B, C, D, E, and F, any one of which is better than A. It’s
the feeling that given time for this kind of thing to happen, we’d make
better decisions. I don’t think any of the people who have discussed it
in our outfit think we're going to save foreign filing fee costs. We only
hope that given time we can do a better job of investing the dollars we
are willing to commit for this activity.
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MR. RaBiNow: You mean eight months would make a difference. 1
can see that five years would make a difference, or ten years.

MR. Apams: The difference is between eight months and—well,
normally at the end of the third month we are worrying about this
question.

MR. RaBiNow: And you think that having another five or six months
would give you a better choice on whether the invention is valuable
enough for the effort?

MR. Apams: We think so.

MR. Squier: Being blunt about it, any extra time enhances your
chances of making a better decision. The way our business is run
today, boy, it’s a matter of six months that makes a tremendous
difference in whether a decision is economically right or wrong. It’s
true. We're moving pretty fast.

MR. McGAuGHEY: Actually, I don’t agree with bandying about this
eight month figure. It’s true that you file a U.S. patent application
early if you have international aspirations so your people can publish
articles. Allis-Chalmers does the same thing, and we have the same
grief because immediately after U.S. filing, our international operation
and our commercial people are forced to make a decision as to foreign
filing. They must start this decision-making three months after the
U.S. case is filed.

I can predict what will happen under PCT in our company. We will
spend the $15 to designate each country in the international applica-
tion, we will then wait for the 18th month, then review the interna-
tional search results and make our decision. We will not start in-depth
decision-making relative to foreign filing within three months after
our U.S. application is filed. We will leave our in-depth review until
after we study the international search. Therefore, as a practical
matter, Allis-Chalmers will obtain more than eight months to consider
foreign filing of an invention. That time is very valuable to us; and
we'll pay the designation fee for each country to obtain this added
time.

MR. Woobwarbp: I think there will be a two-stage operation there. I
would expect that if the operation is divided on a divisional basis, on a
technical subject .matter, small-group basis, the decision of whether to
file the international application will be made in that small group.
They will screen out the cases that were just filed here so that
somebody could publish, while nobody really thinks there is anythmg
more than a defensive interest there.

As for the other cases, they will know they're spending a hundred
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dollars or so to keep the gates open to file abroad. But this will not be
the big review. John Shipman said, “We’re only going to review these
in depth once. Instead of doing it within the 12-month period, we’ll
have our serious review at the stage when we have to furnish money
for translations and national filing fees.”

MoDERATOR GREEN: Will you wait a second, I think someone over
here raised his hand. O.K. Do you want to enlarge on your comments?

Mr. Apams: Well, I guess 1 was inspired to a few further words. 1
have to second what Bill was saying and what the gentleman from
Langner was saying. That is, we would contemplate in most instances
paying the designation fees, having decided in some gross kind of way
which cases are worth—seven countries say—which are worth $15,
which are worth $20, and then make the major decision when you have
to go the rest of the way and complete the filings. This isn’t to say that
we don’t recognize there might be times when we didn’t want to use
the Patent Cooperation Treaty at all. I don’t visualize very many of
these times for our own company. However, friends of mine who are
in the pharmaceutical business, for example, sometimes prize secrecy
more than patent rights and would like to avoid being forced to the
automatic publication which happens under the Patent Cooperation
Treaty even at the expense of losing rights. I would suspect that these
people would have to make an additional decision which wouldn’t
bother us very much. I doubt we’d go down this route in the first
instance. I don’t think that would bother us very often and we
wouldn’t have that decision. We would not in general, unless there was
some very special reason with a flag attached to it, do anything other
than simply make a gross decision—is it worth X number of countries,
or Y or Z number—pay the designation fees and then make the
ultimate decision after we’ve had the benefit of the additional time.

MobERATOR GREEN: Mr. Mulcahy, you're with the Pharmaceutical
Association, do you have any comments on particular problems of the
pharmaceutical firms?

NEiL Murcany: Well, I can’t speak for any individual company as
to whether they're going to attempt to maintain trade secrets or seek
patent protection, but I feel in general that there is a trend in
industries that generate technical subject matter that could be protect-
ed by trade secrets to seek trade secret protection rather than patent
protection. Certainly in the United States where the pharmaceutical
industry has encountered numerous antitrust problems in trying to
license patents, the trade secret route should be considered. Of course
trade secret protection is applicable only to those technologies where



78 IDEA

the subject matter to be protected is not obvious from inspection of
the marketed product, such as pharmaceutical processes where it is not
obvious what the process is.

MobpEraTOR GREEN: Now, if I understand Mr. Adams, he said that
the publication features of PCT might make the pharmaceutical firm
more reluctant to go that route.

MRr. Murcany: Certainly if a company in the pharmaceutical
industry in the United States is weighing trade secrets against patent
protection, the compulsory publication features of the PCT would
tend to make them look only to the presently available methods of
obtaining patent protection without the PCT.

MR. Squier: May I ask a question, Mr. Chairman?
MODERATOR GREEN: Surely.

MR. Squier: How would the PCT route differ from the present
route today if you chose to patent the thing in the United States, at
least within the United States? I'm a little vague on this.

MRr. Apams: I'll take a crack at that. As I understand the pharma-
ceutical viewpoint—in the United States until the patent issues, you
can always abandon your application and keep it from becoming
public knowledge. And if you make appropriate choices of what
countries you file in abroad, you still have this option. Under the
Patent Cooperation Treaty, unless you pick very carefully those
countries in which you choose to get protection, your application is
going to be published in 18 months. This is not as long as you can put
off the ultimate choice between publication and secrecy, if you stay out
of the Patent Cooperation Treaty, as I understand it.

MR. Nissen: Well, there’s one further point you should consider.
Even if you want to consider the PCT and the non-PCT route to be
optional routes, the PCT requires that the application be published
unless you designate a country—unless you designate only these coun-
tries which have positively indicated that no publication should take
place. For example, you have X, Y, Z countries. If you go a non-PCT
route they have no provision for publication, no publication of the
invention is made. Now, if for some reason that country doesn’t make
a reservation on the Patent Cooperation Treaty and you file through
the Patent Cooperation Treaty selecting only, excuse me, designating
only those countries which do not formally provide for publication, the
PCT will publish after 18 months.

MobEerRATOR GREEN: Thank you. I think we've heard from—shall we
say the large and the well heeled research organizations and compan-
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ies. How about some of the smaller outfits. Mr. Nielsen, you’re pres-
ident of your own company. How do you feel about this?

Axer NieLseN: Yes, I'm kind of a little upset when I sit back here
and hear this gentleman talk about $15 for filing in some foreign
country. I have never filed anything for less than 500 bucks—$400,
$450, $500. Now you see we are two different kinds of people. This
gentleman here is talking about what it costs the corporation to file,
forgetting all the time that the corporation is paying his wages. We do
not maintain a patent attorney. So it does not cost $15 to file but it
costs perhaps your company $600 to file. And that’s a little oversight
there on your part. (Laughter)

MR. McGAUGHEY: No, I don’t think so actually.

MR. NIELSEN: Well, it just appeared that way to me. Anyhow I had
my girl count it the other day. I think there are 17 or 18 unexpired
U.S. patents and all we’ve got to do—we go out and hire a big firm of
patent attorneys and it always costs between $400 and $500 just to file.
Then we must figure out what it is we are claiming and what it is we
have got and so on.

Now, the patent application comes to Washington and after perhaps
10 months, sometime a little bit longer, the examiner grabs two
patents that seem similar to him and he cites the two patents He just
signed 400 bucks out of my checkbook (laughter) because now it’s
going to be amended by the attorney here who charges the $400, so I
just want to talk about these prices. Because I'm not used to any of
these bargain prices that you gentlemen are talking about. I never
heard $15 until today. I want to ask the question here in front of this
audience. This gentleman did answer to me personally in the elevator.
The thing that has bothered me all along is specifically what is the
disadvantage, what is the disease, what is the illness that we are trying
to cure in the present patent system? I'm a free lancer. I don’t know of
any inventors who have complained about the system as it has been up
to now. What is really the trouble with the system we’'ve got, because 1
wasn’t aware we had any. '

MobpErRATOR GREEN: You're talking about international as well as at
home, now?

MR. NIELSEN: Yes.

MR. Rasivow: I'll tell you the trouble with the system. I invented a
magnetic particle clutch and I was given all the foreign rights, and it
cost $37,000 to file in foreign countries before we got a single
action—just 22 countries, 44 patents. And it was worth it, as ‘it
happened. But this is the trouble. I'll give you another trouble with
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the system. I invented a phonograph arm which is now commercial. I
filed only in the United States. Last month Thorens from Germany
said they'd like to have a foreign license. I said “I can’t give it to you. I
don’t have any foreign patents.” I lost a lot of money because I
couldn’t afford to file for foreign patents on this invention.

I have 189 patents, of which maybe half belong to me, and half to
the company I work for. If I filed in 10 countries on 100 patents—you
can do your own arithmetic. That’s the trouble with the system.
Suppose you have 10 patents and you'd like to file them in 10 countries
each. That’s 100 patents—100 patents will cost you, say $100,000. If we
had a uniform world system of some kind this would cost you perhaps
$1,000 a patent. It won’t but it should.

So in a small company, which was my own company for 10 years, we
just couldn’t get patents in foreign countries—we couldn’t afford them.
We turned out a lot of inventions. I had a staff of people who did this.
We’d like to have patented some 50 reading machine inventions in 10
countries each. This is 500 patents. We couldn’t afford $5OO 000 or
some such money. This is the trouble with the system.

Today foreign patenting is terribly expensive and, incidentally, it
isn't $15 for the other guys either. It takes a lot of money, and
something should be done about this, because we're all doing interna-
tional business and we all can’t afford to get adequate patent protec:
tion. Only the very rich can afford it and, perhaps, they can’t afford it
either. That’s the problem.

MoDERATOR GREEN: Allis-Chalmers again.

MR. McGaugHEY: Let’s refer to the procedure under the proposed
PCT because you're right in terms of it costing you $500 to file in a
foreign country. It costs us the same amount of money. What intrigues
my company about PCT is that instead of committing this $500 per
foreign application at the time you file your U.S. application, we will
designate foreign countries at about $15 per country and obtain an
international search. If you designate and then abandon because the
search shows the invention to be old, you're only out $15 per country.
Under present procedure, if you abandon you are out $500 per
country. Further, and more important, you almost never have a search
from the U.S. Patent Office at the time you are deciding to spend $500
per country to file the foreign applications.

Right now, we're filing foreign applications blind. I like the pro-
posed procedure under PCT because we need to only spend $15 to
reserve and designate each country. We will wait for our search and
then between the 18th to 20th months, we will make a decision. I
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think we will abandon a number of cases just because we will have
the search and the benefit of commercial feedback concerning the
merits of the invention. Thus, we may pay $15 per country and save
spending $500 per country. I think most people will be willing to
pay $15 per country to designate and reserve the right to review
between the 18th and 20th months.

Mr. NieLsEn: Do you gentlemen realize that I said with a little
company that has 10 employees, no matter how good the patents we
have, we can of course not spend $100,000 for foreign patents. It’s just
out of the picture.

Mgr. RoBBins: Gentlemen, it is highly interesting to me that both
large and small corporations apparently do attach such great impor-
tance to this extra eight months—the prolongation of the convention
year. Have you really considered the ignored FICPI-II Plan which is
so simple? There you get your 20 months but you don’t have to do
anything for the 20 months. You don’t have to pay $15.00, you don't
have to select in advance, you just go ahead if you want to where you
want to within 20 months. You file your so-called international
application, which reserves your right to file it with a search report in
countries of your choice before the 20 months’ period expires. Actually
this is the essence of PCT but in the simplest form.

MR. Squikr: Leonard, isn’t it true—I'm just going back to your
opening remarks here that the FICPI Plan, whatever it is, has
nowhere near the likelihood of acceptance. It has been run around a
bit but there’s no hope that— .

Mr. RosBins: Well, the European patent profession has little
political power and the governments there are uninterested. There are
no votes attached to patents. So it’s just been brushed aside.

MR. Squier: Whereas the PCT plan does have some hope—

Mr. RosBins: Yes, but this is far simpler and answers the criticisms
that many people have raised.

MobErATOR GREEN: Mr. Nissen has a comment—

Mr. Nissen: Let’s assume that the Patent Cooperation Treaty has
passed, a number of countries have ratified it. It’s a fait accompli. Now
not all countries will ratify it, not all countries will become a member.
How do you achieve the advantages of the Patent Cooperation Treaty
for those countries that have not ratified it?

There is still a vehicle to accomplish the same thing today. BIRPI
will tell you that the IIB, which is the International Patent Institute,
will perform a search for $100 to $150. I think the figure is wrong, I
would use about $250 to $300. Now, for those applicants who believe
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they would like to have a good search, that might be the vehicle to
obtain a search, obtain it before the 12 months’ period is up, and then
assess whether they will file foreign applications.

The other vehicle would be to have no publication made of the
invention at any time, and I know the problem that Mr. Adams
pointed out, which is a difficult one, to prevent your engineers and
your technical people from publishing. But have no publication made
anywhere and after your search is made, then file. So there are vehicles
under. the present system to accomplish everything that PCT will
accomplish with the exception that you do not get the eight additional
months that PCT will provide.

MobDERATOR GREEN: Dr. Muller.

DRr. MULLER: May I just ask one question? What I'm hearing now is
only from the viewpoint of the applicant. You are saying something
about publication and secrecy and so on. But I don’t hear anything
about the interest you may have in your competitors’ patents which are
also published under the same rule. And it is always a question of
balancing an advantage against a disadvantage. It’s advantageous for
yourself perhaps to keep the thing secret but it is a disadvantage if
your competitors also have the possibility of keeping the thing. secret.
So a system according to which there is a compulsory publication after
18 months has the advantage that you are not faced by surprise with
something that prevents you from applying whatever you have in mind
to apply.

MR. Nissen: Well, many times a problem does arise where someone
comes into an office and says, look I have something here, I'd like to
get the maximum protection possible yet I don’t want anybody to
know about it. Now you will select those countries where you know
from the law that publication will not take place or you will select
countries where you know a publication may take place and you may
withdraw the application just prior to publication. So for that individ-
ual, that company, or that applicant, you may file only in those

- countries or file at a later time to prevent the dissemination of
knowledge, even though one of the purposes of patents is to dissemi-
nate knowledge. There is still a desire among many to keep matters a
trade secret and obtain patent protection so that the protection will be
available when you decide to market the invention.

MopErATOR GREEN: If I understood what Dr. Muller was saying—
apart from these devices—there has been some concern about the
publication feature of PCT because it does force this 18-month
publication which some firms at least may find disadvantageous. He
says, on balance—the fact that everybody has to publish is in the public
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interest, and you gain as much by knowing what your competitor is
doing as being forced yourselves. Is there a reaction to that comment?
Mr. Adams.

MR. Apams: I'd like to react to that and I would like to answer two
comments that were made from the table. Sure we think there is an
interest in publishing. We do it. And we wouldn’t be adversely
affected by an 18-month publication under the Patent Cooperation
Treaty. Almost everything we do is published anyway.

As to your comment, Mr. Robbins, about FICPI, if FICPI were a
viable negotiated treaty which provided the time for making better
decisions, we’d use it. And to Mr. Nissen, whose question was directed
to why don’t you use the IIB to get a search. Our problem is, I tried to
explain it—is not so much getting the search since we make our own
searches by and large. The problem is to make better decisions in
committing our funds to go the rest of the way, to decide whether or
not actually to file the application.

MobErATOR GREEN: In the interests of moving ahead on our
schedule, let me see if I can summarize the consensus with the view
that people can then correct me. Of the three topics—costs, procedures
and time—it appears that procedures are not of great significance to
PCT. There don’t seem to be any great advantages gained from them
or any substantial disadvantages with the possible exception of this
publication feature we have just been discussing. Here some firms,
particularly those who find trade secrets are important to them, might
choose not to use PCT.

Now the questions of costs and time seem to be interwoven. And I
got the impression that most people felt that on a per-case basis, there
would be no savings in costs, but that the time advantage—the
opportunity to reflect, to examine the economic potential and decide
on where the “best bets” lie, meant filing of fewer cases abroad and
therefore on the overall annual patent program there would be a
saving. Now is this a fair summary? Mr. Ross.

Mr. Ross: First of all many people have already expressed what
would be my considered views on this, but on this one item of costs, I
agree with many of our people here that probably the opportunity for
reduced total costs would be present. But how does a large, well-
heeled company do its foreign filing? It generally establishes a budget
and then it fills up its costs with whatever it can do. So that if you are
going to do more selective filing, you'll probably end up filing just
about as much as you did before, hopefully you're using better
judgment.

I'm going down into the international trade considerations here. I
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think to the point made by the gentleman at the end of the table, if
he’s got some valuable patents and he wants to file them overseas and
he’s faced with a $37,000-$50,000 bill, there’s nothing in here that
relieves him of that. The operative condition here is that he has
already established in his view that these are valuable inventions and
he wants to file them.

Where the more diversified approach is benefited is that we have
constantly to make the cowardly decision that Mr. Adams was talking
about, where you have a speculative invention, and all the time you
can get to determine whether it’s going to fly or not, is very, very
valuable. But I think where you are in the business of making overseas
filings and you have an organization in place which is motivated to do
this and you have a budget, that as you cut out the cases that you are
actually filing, it gives you more room in your budget either to file in
more countries or to take a larger slice of your original grouping.

For example, representing General Electric as I do it's a—whatever
else it is—it’s a large diversified company and we therefore come up
with inventions in many fields—some valuable and some quite cursory.
When we are faced with filing these overseas—there are so many places
you can'’t file and maybe at least 50 that are worthy, that have patent
systems worthy of the name. But if we were to take all of our U.S.
inventions and file them in say 50 countries overseas, we would have
an astronomical cost that there would be absolutely no justification for
in terms of any possible return. So just pragmatically as it works out,
being more selective and having perhaps different criteria for filing,
we end up with about three times the filings overseas that we have
domestically. And this is roughly composed of something less than 50
percent of our U.S. inventions filed in an average of seven countries.

Now why seven countries? Well, this leads into some of these other
things when you talk about a universal patent system. It has been our
observation that you can have a very valid patent but it is no use to file
in a country where there is no foreseeable opportunity for someone in
that country to exploit it. Let’s say you have something wonderful in
space technology. Well, you're not going to file this in any country—
you shouldn’t—you really have to think before you file it in a country
where there is probably not going to be any significant effort made by
entities in that country in space technology. It just isn’t worth it. So
the tendency as you're hedging your bets is that you pick the highly
industrialized countries as primary. Then as the importance of your
invention in your view is greater or has a more catholic use, you
extend this to other countries.
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I think that if we go to a universal patent—so-called, that we really
won’t need this patent for many inventions in many countries even if
it is acceptable. Because in these countries, whereas they may establish
to our satisfaction or to our custom an ordering of patents, the very
socialized, nationalistic form of government reduces the value of the
patent because it alone is not sufficient to warrant any licensing
arrangement or any return from your invention. You have to go in and
either put these people in business and provide them with technology
and training and maybe investment in order to practice the invention.
So I'm for a universal patent system which would reduce costs but I
would only see the value of this in say a European patent or one which
would include essentially the highly industrialized countries of the
world. When you get beyond this I haven’t seen too much value in it.
Perhaps I'm going ahead beyond—

MopERATOR GREEN: No, I think your timing is exactly right. You
took us over into Roman numeral II, but before we do go back to it
I'd like to know if anyone disagrees with my oversimplified summa-
tion of the financial and administrative features.

MRr. McGaucHEY: McGaughey from Allis-Chalmers—I don’t dis-
agree but I do think there are advantages to the procedures under
PCT. If you are filing foreign applications in many foreign countries,
you bog down in a tremendous amount of formal paper work. Under
present procedures, there is a high volume of paper work completing
forms and legalizations just to get the application on file in the
individual foreign countries. Of course, this work accounts for part of
the $500 cost that we talk about. I sincerely believe that PCT will be a
vehicle whereby we can simplify these formal procedures because they
are complex, they are expensive and they are time-consuming.

MobERATOR GREEN: Anyone wish to comment on that observation?

MgR. Nissen: I think you'll still need powers of attorney, and you'll
still need assignment documents. Now there is nothing here to elimi-
nate that. It’s a separate problem and certainly I can understand and
visualize a worldwide assignment which would be good. In fact, we use
certified copies to record these many times.

MR. McGaucHEY: 1 do too.
MR. NisseNn: Which is the intermediate step really.

MRr. McGaucHEY: But under PCT, I would not have to provide
powers of attorney and assignments before I analyze the international
search and perfect the national application. I would hope that PCT
would permit me to hold off preparing these formal documents.
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MR. Nissen: I think this is minor. I think you're getting to a side
issue. I think you're getting away from the direct issue involved.

MR. McGAUGHEY: I have three girls working on this in our office
and it’s not minor. (Laughter)

MR. Squier: The other thing I'd like to point out is I think we're
looking for a panacea here. When we talk about a savings in industry,
we'll break our necks to design a vehicle to save two or three percent.

This load of money, if you want to look at it that way, is no small
~ amount of money to some of our companies today. We have to take an
approach if we’re looking towards some improvement, and I think
even if we were looking at a savings of 5 or 10 percent, being real
optimistic, and for better organization of our thoughts, which would
help us from stumbling and making mistakes at the same time, I think
we personally feel that it is worthwhile. We're not looking at a big
savings, like $500 per patent. Let’s save $50 of it, if you could make it
$450 somehow. That’s a real good savings to anybody.

MobperaTOR GREEN: Now if I might revert to Roman numeral II.
Mr. Ross said much in his comments that covered most of these topics.
I'd like to “play back” Mr. Ross to make sure that I comprehended.
On volume of filing overseas, you said this is controlled by your annual
budget and if PCT comes into effect, you may file different applica-
tions in different countries but the annual volume would be about the
same.

MR. Ross: The operative thought behind that is not just to fill the
vacuum of budget. We're just as willing to save money as anybody else.
The thing is that we are already filing up to where it hurts. And if
you've got a little more hurting room, well, we’ll probably file some
more. .

MobErAaTOR GREEN: And you felt that PCT would be significant to
you only in connection with the industrialized countries because you
have found by sad experience that where you don’t have a strong
patent system and a strong industry, the obtaining of a patent is of
little significance.

MR. Ross: It’s of little significance. It has been of little significance
to us.

MoberAaTOR GREEN: We'd like now to throw the floor open to other
comments on this subject of international trade considerations.

MRr. Nissen: Earlier someone mentioned the question of regional
patents. I think that may be the direction to which we probably should
be heading. There are many countries now that use the same lan-
guage, and really the same laws, and I think these countries are ripe
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for regional patents and yet. nothing is being done in that direction
The United States is being criticized in many quarters and yet the
United States is unique in the sense that we don’t have 50 different
patents and we could have 50 patents because of the state-federal
system which exists.

MRr. RaBiNvow: Bite your tongue. (Laughter)

- MR. Nissen: That’s why I say we are unique. It could be that way.

MRr. RaBiNow: That’s all we need. (Laughter)

MRr. Nissen: And I think there should be an encouragement in
many of the countries to go the way that the OAMPI went—to have one
patent for a portion of a region of Africa.

Dr. MuLLER: Like EEC—second convention?

Mgr. Nissen: Or the European patent?

MR. Rasivow: The Nordic countries have one too, don’t they?

MobpErATOR GREEN: I believe Allis-Chalmers had a comment.

MRr. McGAuGHEY: I was interested in what Mr. Ross had to say
about developing countries because that’s going to be absolutely true
in a lot of cases. However, this may not hold true where a company has
process or method technology. I can cite you an example. Allis-
Chalmers manufactures a very fine iron ore pelletizing system. The
basic process is patented. When we look at inventions relating to the
processing of iron ore, we will file applications in the developing
countries where abundant natural resources of iron ore are available
because our process may be used in these countries. You must file a
process invention in the country where the plant will be constructed
and operated. This rationale can apply to almost any natural resource
that is processed in the country where it is mined. It just depends on
what technology the company is interested in. If a company has
technology for processing natural resources, they will use PCT to file
applications in developing countries to obtain necessary process pa-
tents.

MR. Ross: I surely can’t debate this with you because you're talking
about lines of business that I'm not in.

MRr. McGAuGHEY: That you're not in. Right.

Mzr. Ross: But I would submit that the chance of unauthorized
competition, if I can use that expression, is much lower there. You've
got to get some sort of a license from the government to supply this
process and to take the ore out, and perhaps your competition is, say, a
German concern or a Czechoslovakian concern that comes in, and that
concern has to be licensed by the government. You're telling me that
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the government would not license a German or Czechoslovak out of
respect for your patent. And I rather doubt that.

MRr. McGAuUGHEY: Again, it’s a matter of facts of the particular
situation. You may find that your process patent has unusual value in
protecting the sale of your processing equipment and in protecting the
market for the product. For example, if you knew that the iron pellets
to be made in Algeria were going to be sold in Germany, you could
legally use your German process patent to bar the importation of the
finished pellets into Germany.

MR. Ross: A German patent will, yes.

MR. McGauGHEY: Yes. You get into many situations where patents
in developed and developing countries help your commercial situation
and that’s why you need to look at every situation in the light of its
particular facts.

MR. Woopwarp: Excuse me, you can’t depend entirely on patents in
the countries where these things are going into because very often they
come into those countries in little bits of shipments to ultimate users
and so forth. If you could go to where the process is actually being
practiced as well as to these other places, you're very much better off.

MR. Ross: Well, I guess my only point had been that in our
experience there’s a law of diminishing returns and for us the cutoff
point is perhaps a bit sharper than it is for some others.

MODERATOR GREEN: Dr. Muller, you had a comment?

Dr. MuLLER: There’s one thing, it’s just a minor point. One of the
things which determines sometimes whether you can get your pro-
cesses exploited in one of these underdeveloped countries is not the
consideration of being patented, but whether you get your money—

MR. McGAUGHEY: Amen.

Dr. MuLLER: —whether it’s supported by the U.S., the Japanese, or
Russians or even political questions—

MRr. Woopwarp: I had an interesting conversation just the other
day that I think I ought to mention at this point. I was talking to Alan
Swabey who is going to the ASIPI Conference to discuss PCT with
South Americans. He said what he was concerned about was that it
might not be good for an undeveloped country to have an ‘“absolute
novelty” type of law, that nothing could be patentable if it had been
published anywhere. The type of search report and preliminary
examination provided under PCT wouldn’t do them an awful lot of
good, he thought and added that perhaps they should be encouraged
to allow some things to be patented that are not strictly novel, as long
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as they are not available in those countries, as for example by patents of
importation or something like that.

My answer to him was this: It seemed to me that no harm could
come in the long run from having the basic facts on the record, the
kind of references that are referred to in the PCT, even though
written on an absolute novelty type of standard—and perhaps some
preliminary evaluation of them—that’s all going to be advisory any-
way. There are some cases where those countries will not want to just
take patents at face value anyway, even if it might be to their
- advantage to grant some monopolies on things that are not strictly
new.

It seemed to me that the proper attitude in their case would be for
them to adopt what England adopted when it was an undeveloped
country and still retains, that is, a reference publication isn’t prior art
unless it reaches the particular country. That’s the law in India I
believe. I remember when an Indian patent attorney was discussing
this with me he said, I don’t like to see that changed. I asked him why.
He said, We don’t have some of those references here. We find it hard
to study them. I said, Oh, there’s no problem of getting them. All you
do is ask the foreign applicant to list all the art that’s been cited
against him in his country of origin and all the other places that he’s
applied to, and to furnish copies and then you have them and you can
read them. He said, Well, that isn’t the problem. He said, If this thing
hadn’t really got here until he applied we ought still to grant a
monopoly because if we take this other attitude we're simply not going
to get applications and we're not going to get the development. It
then seemed to me that if the country is in a position where it wants to
attract businesses on things that are perhaps known in other places but
are not known within the country or in the language, that they can
make their domestic law have these limitations, but it won’t help them
particularly to stay out of the PCT. I think that they should know that
at least these are the references abroad and if some of them don’t
count, you disregard them in their particular national procedures.

MobEraTOR GREEN: Saying that another way, are you saying that
PCT is going to have no effect one way or another on this problem?

MRr. Woopwarp: No, because to the extent that they do become
sophisticated, and in many areas they are, having the facts on the table
will make things better—they will not regard patents as things that are
suppressive as they would regard them if they came without a search
report in a country that has a registration type system. And further-
more they will not be tempted to put the facts on the record by asking



90 IDEA

the applicant to list everything that has happened in all the other
countries so they have that in their language on their records. You
have something standard, something they can respect, that will be an
efficient piece of paper work. It will give the competitor in that
country a reasonable starting point for evaluating the patent. He won't
be operating entirely blind although he will, as in many other
countries, have some references there that are not particularly prior
art under the national law—that will be true in our country too.

MobERATOR GREEN: May I ask a question? The government of
Argentina, recognizing it was spending a fair amount of money on
scientific work, approached the U.S. National Academy of Sciences,
Mr. Rowan’s organization here, with a view to getting advice and
guidance as to how they could relate their scientific efforts to economic
development. Dr. Harrison Brown and Mr. Rowan put together a
team that went to Argentina in August. I was a member of the team. I
went, not on a matter of patents, but on scientific communication. I
found that the policy makers in Argentina know very little about the
patent system and they don’t have any conception that it may be an
economic stimulus or deterrent. And yet they seemed quite open-
minded to change. Is the problem the fact that those who are
concerned with patents in Argentina don’t make their views known at
the proper policy levels?

MRr. Woobpwarp: I don’t think Argentina is a good example. They
have an examination type system. They are nowhere near as unde-
veloped as most of the countries we are considering. They have a lot of
problems because the relation to the government of industry and
science and everything else has been mixed up by a vast amount of
political complications. But they are a relatively sophisticated, edu-
cated and developed country. The real type problem is that of the
undeveloped country where you have a heavily one-industry economy
like Venezuela’s or a country that cannot afford an examination type
office like many of the African countries. Even India considers,
although it is an examination type country, that it cannot do as
thorough a job, say, as Argentina could .

MoberRATOR GREEN: Well, maybe I can put my question another
way: Looking at Venezuela, is acceptance of PCT going to be desirable
from their point of view and from the point of view of U.S. firms that
want to do business in Venezuela?

MR. Woobpwarbp: I've just discovered that Venezuela is an important
country for automotive matters. I never realized that. I understand
that our company files some of the seatbelt cases there. Not because .
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they make cars but because they use them there more than somewhere
else because that’s one of the places that has developed fuel sources.
I'm not quite sure of the exact answer to that, but I feel that if there is
going to be any controversy over patents or any question as to whether
the patents have been respected or not, if there’s a search report
attached to every patent rather than that the think is merely regis-
tered, I think it will have more respect and it will be better than a
patent of confirmation, because a patent of confirmation is one that is
issued in the home country and to some extent you're bowing your
judgment to what has been done in another sovereignty which might,
if you get into a fuss with a patentee, be one that you don’t
particularly like. The PCT search report and even the chapter II
preliminary examination report, because it’s done under international
auspices and in many cases will be done by an international
organization like IIB, is likely to produce patents that look better than
patents of confirmation.

MOoDERATOR GREEN: Mr. Nissen.

Mr. Nissen: I thought Mr. Green’s suggestion of Argentina was a
very good one because Argentina is a country which has ordinary
applications, is a member of the international convention so you can
obtain convention priority, and still grants confirmation patents and
furthermore has some form of an examination system. And the
original theory I believe for confirmation patents was to introduce
technology into a country because no one else had ever introduced it,
the knowledge was not available in that country, and for that introduc-
tion they would give you a right called a patent right. That patent
right would be granted for a limited period to you to exploit it.
Argentina is a country in which if you don’t exploit your patent, they
become voidable. So I thought that was a fairly good country to pick
which would really exemplify whether this search report would be of
any value.

The patents that would be attached to the search report would not
be Argentine patents. There would be no indication that they were
patents which were introduced into Argentina. It would not even
include any information pertaining to knowledge in the words of the
law that was introduced into Argentina. So that all the search report
would do is to assist someone who would like to infringe or break an
Argentine patent and to check and see well, here’s a starting point,
let’s see what Argentina has that is related to it. Now, effectively if you
are going to do something in Argentina you're going to make a good
search there anyway. You're not going to rely on a patent office search,
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I don’t care what patent office it is in the world. You will use that
patent office search but you're not going to rely on it solely.

MODERATOR GREEN: Mr. Waldes.

GEORGE WALDEs: Speaking of countries of South America, not
necessarily Argentina, I'm not as well versed with that, but Venezuela
for example—even Mexico which isn’t South America—those govern-
ments control not by patent but by transfer of foreign exchange. Now
no company in its right mind will invest or try to invest in such a
country when it knows that the benefits of this invention can never be
taken up in some form or other. As our experience shows, you might
have an invention, no matter how good or even more economical and
more suitable for such a country—it will not be allowed into the
country if there is a home industry which uses a method of maybe 50
years ago. But it does not mean that there monies must be invested
into something more important than improving said state of the art.
So consequently when you analyze patents in the light of such coun-
tries as South America, I don’t think the norms apply exactly.

MoberaTOR GREEN: Let me see what I've gotten out of this so far
and I want to stop here. Mr. Ross observed that commercial transac-
tions, transfer of technology, licensing, sale of patents with countries
which don’t have a favorable economic environment is not a very good
bet. Mr. Waldes I think has just said the same thing. He's specified—

MR. Ross: He's giving the specific example of how they control this
invention.

MODERATOR GREEN: Mr. McGaughey has observed that raw material
exploitation, where you have process patents, may be the exception to
the case where you are going to develop the plant that makes it. But
then, are we then saying that adoption of PCT by the developing
countries will not make much difference to American firms because it
won't change the fundamental economic environment in those coun-
tries.

MR. Ross: That's my view—

MR. Squikr: I think I'd agree that that basically is a true statement
if you want to look at today but I don’t think we can afford to look
only at today. I mean we've got to assume that it’s true today but if we
have some solid ground to work toward another deal tomorrow it
could be important.

MopErATOR GREEN: There’s an international economist in the back
row who's been awfully quiet. Jack, how does it happen you're not
speaking?

Jack N. BEHRMAN: I'm taking a few notes: (Laughter) Well, on
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this particular issue, John, it seems to me that we start with the
proposition that PCT is not aimed at changing the patent system, the
patent law, in any one of the signatory countries and therefore the
discussion shouldn’t be as to whether it is advantageous to sign the
PCT to change the protection or the ability to gain a patent at all, it’s
not for that purpose. It is however relevant it seems to me to ask
whether this is an appropriate step to achieve a kind of harmonization
which you've got in your top line here, or a regional patent which is a
desirable thing or secondarily desirable. That is, to start with the
question is it desirable to harmonize or regionalize patents? Is this an
appropriate step to do it? Can you entice these countries into the first
step which then induces them to take the second step? That I think is
a useful kind of discussion, but as to whether PCT itself does anything
right now, the answer is no, it doesn’t do anything. It wasn’t designed
to do so. :

MopErATOR GREEN: Putting the question another way. If it should
develop that PCT would be an incentive to international trade, if it
would make it easier to have international trade with these countries,
it would certainly make our government more excited and it would be
another plus as far as PCT is concerned. So far people are saying that
isn’t so.

Dr. BEHRMAN: It’s not designed that way. Look at the original
question that they were talking about.

MODERATOR GREEN: Mr. Adams.

MR. Apams: Speaking to your comment, I had the understanding or
maybe misunderstanding with respect to countries which are really
emerging, that really need to emerge, that the Patent Cooperation
Treaty (if you buy both phase I and phase II) would provide such of
those countries as were interested with an instant patent system where
they previously had none. They could indeed without having any
expertise in either technology or the law, grant patents which would
have some degree of relationship to alleged inventions rather than the
patent to exploit salt for example or something of that sort. Now is
this an advantage to the United States? This is a question on which
I'm not qualified to comment. I would suppose without ever having
had any experience at all in this area, that if you were going to commit
funds in such a country you would hope that either you or the other
people in that country would have patents or something else which
defined their rights in intellectual property so you would have some
place to start from in assessing the problems.

MR. Woopwarp: I'd like to add on that—that when you go into a
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country where you haven’t worked before to put some type of process
in, you may be interested in what kind of patents you can get, but you
are terribly interested in what kind of patents other people may have,
because one of the things you may find is that their language isn’t even
written in Roman letters and you have to make a search, and if you're
told beforehand that the records are chaotic even for people who know
the language, you've got one terrific problem.

On the other hand, if you know that their patent laws follow the
system that an invention isn’t patentable if it has been published
anywhere in the world before the filing date, this at least gives you
something—to know that a reference that’s good in the U.S. is at least
as good over there. And if you know enough from searching-in the
developed countries as to what kind of people have purported to have
made inventions in this thing in the last 20 years, you can take
something of a calculated risk without making a search that would be
expensive and unseemly. This is true of course without the PCT,
the Paris Union, or anything else. I would think that you would be
taking a little less of that kind of risk and have a little better area to
work in if those countries which issue patents on a registration basis
because they don’t want to have an examination system, also provide
some kind of a search report.

MobErAaTOR GREEN: Can I amend my original summary along the
lines of the comments that have now been made, that is to say that
whereas now adherence to PCT would not seem to be especially
advantageous from the point of view of American firms engaged in
international trade, as these developing countries move from an
agricultural, a primitive society to an industrial society they should
also create the institutions of an industrial society, and one of ‘those
institutions is a patent system and -perhaps the search mechanism of
PCT would accelerate that. Is that a fair summary?

MR. BecHT: I think that’s a fair assumption. There has been an
awful lot of comment this afternoon and probably rightfully so about
this magical piece of paper which is going to travel around with this
application, known as the search report. Now, as I understand it, there
are four countries basically that have been approved as searching
countries. I don’t know about the rest of you but I'd like to hear from
somebody in the Patent Office who can tell me and the group what
they would anticipate doing differently under these circumstances than
they are doing today. Within our own limited field, I have a larger
volume of foreign art concerning my field in my office in Cincinnati
than the Patent Office has out in Crystal City. And I know that I have
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to mail it to the Patent Office if I want it considered in the time that
they have to make an action. Also I'd better go to the trouble to get
this foreign patent translated because they can’t get it translated quick
enough to get it included in the action. And I've done it many times.

To me it seems to be a focal point of this whole thing—the
extension of time, the availability of information, just how good this
search is I think ties in with what Jack says back there too. PCT is
basically not changing or is not designed to change the patent system
or the quality of patents it is issuing. Basically I would agree with that
with the exception that there seems to be an awful lot of faith and an
awful lot of prestige put in this international search report. It seems to
be that it’s going to be the vehicle that puts the tag on the patent all
the way around the world. I'd like to hear—if anyone from within the
patent organization would like to volunteer—what they would do
differently from what they are doing today.

MoDERATOR GREEN: Before you answer that, Mr. Brennan, could you
couple with that the impact on the U.S. Patent Office that some people
say will result because of increased filings here by foreign firms and
foreign inventors.

MRr. BrenNAN: Well, I think the first thing that we should get
straight is that there has been no appointment of any searching
authority as such yet. The Treaty does not provide in terms for specific
national offices. There have been some indications by the U.S. Office,
by the Japanese Office and the German Office and the IIB that they
would like to be searching authorities. But this is not set. We in the
Patent Office expect that during the first years of operation of the
Treaty we will be getting search reports from various countries that
will have to be completely re-searched by our examiners. And we
expect that after a trial period, we will be able to say that—the
Germans, for example, give us very good searches in the optics field
and the Japanese appear to be giving us extremely good searches in
the semi-conductor field. After a little more time we may be able to
say that Hans Schultz in Germany is a very good examiner, he knows
his art and we haven’t found better art than that in any of his searches.
When we get to that point we will be able to rely more and more on
the search of Hans Schultz and give it more and more credence.

Over the long haul we will be able to ease some of the searching
burden that we have with respect to foreign applications coming into
this country. But I think initially we’re not planning on any great
savings in searching and this may extend for several years before we
begin to feel any relief at all. I think this is one of the things that we
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just have to accept. We're not pushing the PCT as a cure to our
backlog disease, if you want to call it a disease. We think there are
other features in it for the American applicant which make it attrac-
tive.

As far as being overloaded with foreign applicants, this is a guess on
anyone’s part. I was just looking at the figures the other day for our
incoming applications. We had something like 66,900 U.S.-origin
applications filed in 1962. In 1968 we had something like 67,200 which
is just 300 or 400 greater than it was six years ago. In the same time,
foreign applications coming into the country ran from some 18,000 up
to about 26,000. So you can see that during this period the amount of
increased filing that we have experienced in the U.S. Office has been
generated primarily by foreign applicants who are filing more and
more in the U.S. I think this is a trend that will continue because the
U.S. is after all a very rich market, and it’s a very good place to exploit
a patent.

Whether the PCT will dramatically increase this I frankly doubt,
but I don’t know. I think that what will happen in the long run is that
as the searches get better and more reliable the amount of work that
the Patent Office will have to do on all these applications will
probably level off or perhaps decrease, since the international search
will tell the applicant who files blind that he shouldn’t go ahead and
continue with his application in the United States because there is art
that he didn’t know about when he filed. Or he may find out that
developments in the field have changed things so that it is no longer a
commercial proposition. By the time the 20th month rolls around we
may find many of the applicants who originally designated the United
States have decided for one reason or another that they are not going
to continue with it.

If we do get more applications in the United States, we should be
happy because this means that we are getting technology that we
wouldn’t have had otherwise. If patents are granted and the inventions
are commercially attractive propositions, U.S. industry will pay a rea-
sonable royalty to use these advances, and I think that the ultimate
benefit is obvious. If you are against attracting foreign inventors you
may well be questioning the fundamental basis of our whole patent
system. We've never before tried to foreclose foreigners from filing in
the United States. I don’t think we should try it in the future.

MR. WaALbEs: 1 would like to ask you a question. Somebody
mentioned here before about harmonizing, or correlating, I guess, may
be the word, the various approaches to patent questions in the
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respective countries. Now, I've always been bothered with Hans
Schultz and Joe Smith in Washington examining the same patent;
their backgrounds legally and technologically speaking have been
different. Their approach or their evaluation of granting or not
granting the same patent, in my opinion, is quite different. So now we
go ahead and say, well, heck, let’s have Hans Schultz do it in the
United States, it might have passed, but in Germany not, or the other
way around. Is this correct or is this rumor or is this no problem?

- MRr. BRENNAN: Well, I think you’ve put your finger on something

that ought to be explained in a little more detail. That is, what is this
search? It is not the search and examination that you get from the
patent office today. It’s not a listing of references with application of
the references to the claims. The foreign examiner is going to be
looking for pertinent art. He will list the pertinent art. And he will
list it on a universal basis. He may, for example, list a patent that has a
U.S. filing date which would make it a reference in the United States.
On the other hand it may not be a reference in, say, France because
France may use the U.S. issue date as the effective date. This does not
mean that we're trying to get the U.S. and the French necessarily to
have the same criteria for prior art. The search report is just a listing
of pertinent references saying, for example with respect to Claim 1,
here are five references that the examiner thinks are pertinent. It is up
to each individual country to evaluate whether or not they are in fact,
under their own local standards of patentability, actually pertinent.
There may be many reasons why in one country it would be consid-
ered to be a good reference, and in another not so good, and in
another country it might even be considered not germane.

MR. WALDEs: My experience confirms that.

MR. BecHT: I seem to get out of your talk on the searching system
that you anticipated that these searches will go to different countries
depending upon the art.

MR. BrenNNAN: If T gave that impression, I'm sorry. The search
report would ultimately get to each designated office. It would be the
same search report, same list of references.

MRr. BecHT: I don'’t feel as though I'm asking the right question, or
you're not going to answer it, one of the two, I don’t know which.

MR. BRENNAN: Well, I'm afraid I don’t understand your question.

MRr. BEcut: O.K. We've got the PCT. The U.S. just won the right
and they are now an official international searching group, and 1 filed
my application and I said, fine, I want an international search. What
‘would you anticipate would be done differently out in Crystal City as
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opposed to what is being done today to give me an international
search?

MR. BRENNAN: That’s a very good question and I'm glad you asked
it. (Laughter.) We will be doing exactly what we are supposed to be
doing today. We will have the same examiners that we have today,
looking through the U.S. search file to find references. We are
supposed to have in the U.S. patent search files U.S. patents and
various foreign patents. Under the PCT we will have to have U.S.
patents, Russian inventor certificates, German, Japanese, French and
British patents, and selected Swiss patents, from 1920 onward, I
believe. Although we have these physically in the Patent Office right
now, they are not perhaps classified as well as they could be. And I'm
sure that in your experience you may find that foreign references are
not cited as often as they might be in the U.S. prosecution. They are
still good references in the U.S. under our present law, and we should
be citing them. And we will try to do a better job.

I don’t think for one minute that we are going to be a perfect
searching authority as of the first day we open up our shop for
searching international applications. We will do as well as we can and
we will hope to improve. But at the same time the international search
will be exactly the same search that we will perform on the domestic
application. This is how we expect to be able to give an international
search report at a fairly reasonable price without subsidizing the
international applicant in any way. We intend to recover through our
fees more than our full cost of operation as a searching authority un-
der PCT. But where we have the U.S. applicant who files both in the
U.S. and internationally, we are only going to charge him the differ-
ential cost which is essentially due to an updating of the search and the
cost of transferring it to a different form, which would be a clerical
operation.

MR. RoBBINS: Mr. Brennan, if an applicant files a regular national
U.S. application in the U.S. Patent Office, since searching speed is
improving all the time in the U.S. Office, you would give him his
search in this national case in say six or seven months; then in eight or
nine months he files a corresponding international application. Do you
say, well, we've done the search already?

MR. BRENNAN: Yes, we would say we've done the search already; all
we have to do now is update it because the national search was made
in search files current as of several months earlier.

MR. RosBins: I see. So you do that extra work just for the differen-
tial.
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MR. BRENNAN: That little differential for the last six, seven or eight
months, whatever it happens to be.

MoODERATOR GREEN: Dr. Behrman.

Dr. BEHrMAN: Is it possible to computerize the search as compared
to the examination?

MR. BRENNAN: I think it’s at least equally as possible to computerize
the search as the examination.

Dr. BEHRMAN: Meaning, it's impossible to do either. (Laughter)

MR. BReENNAN: I think Jack might have some comments on that.
(Laughter) This is a technical problem.

Dr. BEHRMAN: Well, I gather that it is impossible to computerize
the examination. What I was trying— :

MRr. RaBinow: Do you want me to speak for Jack Rabinow or
Control Data? (Laughter) Well, in my opinion, and it isn’t shared by
everybody—IBM, for example, disagrees—you cannot search by com-
puter. No present-day computer, including the largest we make or all
of them put together, can do even a medium search for a patent. Take
it or leave it, I'm going to bet big money on this. Control Data—our
scientists think it can’t be done. It cannot be done for the same reason
that you can’t translate languages, that is not a machine function.
There are people who think they can do it, and my answer to that
is—we’d love to see it. I'll cheer them in the streets.

MoDERATOR GREEN: I'm amazed—I was a member of the first
committee to mechanize Patent Office search under Dr. Bush. Jack
came in in those days and said it couldn’t be done, and he still says it
" can’t be done. (Laughter)

MR. RaBivow: Well, the thing that people have to realize is that the
machines haven’t changed except that they have gotten bigger. Their
logic hasn’t changed basically. Computers are still the same kind of
machines except that they are faster and larger. As for machine
translation or searching patents, you need a different kind of machine
because you aren’t looking for specific words, you are looking for ideas.
If you tell me what an idea is, then maybe we can do it.

MODERATOR GREEN: Wouldn't you say, Jack, that at the current state
of the art there are simpler searching tools that do it as well?

MRr. RaBinow: Oh, no, I didn’t say that you can’t use computers in
the Patent Office. There are many things that you can do to help with
the work. There are many things that the Patent Office does that
makes my hair stand straight up. You know it takes two days to get a
copy of something, and so on. There are many things that you could
do to mechanize—so your searching could be efficient—you should use



100 IDEA

the brain only where necessary and everything else be mechanized. But
the search itself—the thinking cannot be done by computers today.
They could mechanize many things to be much more efficient. If they
were a private industry and they were competing with some other
outfits on a direct dollar-for-dollar basis, I think they would mechanize
much more.

MobperATOR GREEN: Well, to get back to our subject—the question
of whether under PCT if PCT were in effect today—the question of
whether there would be more filings in the United States or not
cannot be precisely answered. Mr. Brennan thinks there probably will
be some more but he isn’t sure how many. This would mean some
additional workload on the Office. But I gather the Office feels that it
can encompass this and, as Mr. Brennan observed, if we get more
technology into this country either through publication or through
licensing to American firms, this would seem to be a net benefit. Is
there anybody who disagrees with that general observation? I feel that
I'm leading this group. I hate— ‘

MR. SQuier: You don’t have to apologize for being right. (Laugh-
ter)

MR. BRENNAN: A man who files in Canada may also file in seven
other countries, so you don’t want to exclude Canada.

MR. NissEN: Well, I would like to exclude those applications which
are just filed in Canada from your figures of those that have to go out.

MR. BrRENNAN: I can’t give you that figure.

MR. NissEn: I think that would be a very important figure.

MR. BrREnNAN: Well, I know this, that we file 14,000 in Britain, and
Germany runs about 12,000, and Japan runs about the same.

MRr. Nissen: Even Britain would be a good country to exclude
because of the British filing fee.

Voice: Would you care to exclude Germany and Japan? (Laughter)

MR. NissEN: No, no—but I don’t think the decision to file in Britain
at the time you file is that paramount. I don’t think the eight months
is such a large expense to any company, whether it's $15 or a little
more. I don’t think the British filing fee is that much more than $15,
so that if you (the U.S. Patent Office) are going to give a good search
as you say you will and that search will not affect your British filing, it
has no effect upon Britain. It only affects those countries which are
translation countries where you have a large application so that you
have to incur a Jarge translation expense.

MR. RaBinow: Well, this is about 70,000 patents. If you take off the
Canadian and the British, you would get about 70,000.
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MR. BRENNAN:—85,000.

MRr. RaBinow:—85,000. That kind of number—75-80,000 translation
types of patents.

MR. BRENNAN: I might want to say just one more thing.

MRr. RaBinow: Well, he’s worried about translation costs.

MR. NisseN: Well, first I was worried about inventions, then I
would want to separate the translation costs from that. There are two
concepts there. One is inventions which come into the U.S. from
abroad, to find out of what assistance this is to U.S. industry because
we are a single country with inventions coming in. The other is what
inventions we are sending out, because we may send out a single
invention to a PCT or a FEuropean patent country, which may
eliminate these separate countries which you’ve indicated. It will not
eliminate Japan, but it will eliminate the continent. And I was trying
to get at the figure of single inventions that go out.

MR. BrEnNNAN: In Germany-Japan, we file roughly 12,000 per
country. Now, this does not necessarily mean that they are the same
inventions or they are not the same. For example, we may file, say,
12,000 in Japan and 12,000 in Germany. They may look something
like this—9,000 are the same and 3,000 are different. So it’s very hard
to come down to a number on this—the way you want it. They don’t
add to each other and they don’t exactly duplicate each other. So it’s
very difficult to come down with one number and say this is what is
filed in Japan and no place else.

MR. Rasinow: Why are you interested in invention rather than the
patent in cost terms?

MR. NisseN: Because there are many applications which will be
dropped after the 20-month period too. There will be many dropped
afterwards, also. Twenty months is some magical date that was
concocted in this Treaty.

MR. RaBinow: But I want to know why you worry about inventions—
why don’t you just stick to patents—then as far as the value of the
Treaty goes and the value of the money involved—labor involved, and
search involved—it's the patents that are important. Why concern
yourself with whether it’s one invention or 100,000 inventions—what’s
the difference?

MR. Nissen: Well, because on the question of translations I have
had another theory that it’s unimportant to translate by the 20th
month or the 18th month. I think the only time you should file a
translation in a foreign country is when that foreign country indicates
they are ready to examine the application. Otherwise, you have a
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translation sitting in that country and it is of no value at that point
either. But we've got a magical date of 18 to 20 months when you've
got to incur translation costs. Now, for example, suppose you do file in
Germany or you designate Germany. In 20 months you submit your
German translation. It would be much less costly to submit a digest or
an abstract of the broadest claim that you are going for, translate that
and then sit for seven years on deferred examination, and just incur
the annual fees to maintain that application. Or, if you decide after
the fifth year that you have an important invention, you request
examination in Germany, then you make your translation. That would
really give you a saving.

MR. BrenNAN: Harold, this is only one side of the coin that we run

into so many times. You point out what a good thing it would be for
the American applicant to do this in Germany, but what are we going
to do with all these German cases sitting over here, and the Japanese
cases?
- MRr. NissEn: Yes, because you would then be getting—it's a very
good point you raise about considering the effect on the U.S. law.
You would then be getting the broadest claim that the other party
wants to assert. You would be getting an abstract. Now, if for some
reason you felt that there might be subject matter of a narrower scope,
you could then ask for a translation of those claims that the applicant
would now assert, which would satisfy your searching problems.

MR. Nissen: Mr. Brennan, you've just indicated that over 28% of
the total applications come into the U.S. from the outside. What
percentage of the applications that originate in the U.S. are filed
outside of the United States other than Canada?

MR. BRENNAN: We estimate that there are about 22,0004 inventions
filed in foreign countries.

MR. Nissen: Does that include Canada? :

.Mr. BreEnnNAN: Yes, it includes Canada. And of these, on the
average, they are filed in five to six countries so that we figure that
there’s about 125,000 applications filed worldwide. About 100,000
applications would be filed by U.S. applicants in all foreign countries
with the exception of Canada.

MRr. Nissen: I was looking for a figure which would be just an
invention figure, not an application figure—not a duplication figure.

MR. RaBiNow: Divide roughly by three if you exclude Canada. You
said the number of inventions like 30,000.

MR. BRENNAN: 22,000. Let me see if I can go through this again.

MR. NisseN: You have 125,000, take away 25,000.
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MR. RaBinow: No, he gave it to you backwards; he started with the
inventions, then he multipled by five and subtracted Canada. Try it
again.

Voicke: —22,000.

Mr. BRENNAN: I believe these are filed in Canada too. Isn’t that"
right, Bill?

WiLriam A. SmrtH III: That'’s right. We have about 19,000 filed in
Canada—1968 figures here show 22,000 inventions originating in this
country, 19,000 of which were filed in Canada.

MR. NissEN: Because PCT is of no value in Canada.

MR. BRENNAN: You would have to do this but then you've got the
question of here comes the reference, the potential reference that
we've heard so much about in the 20 months’ delay, and it is still in
German, and you're suggesting now that it still should be in the
foreign language. Not too long ago we’ve heard attorneys saying you've
got to get that translation as soon as possible or else don't let this thing
be a reference. .

MRr. Nissen: Not from myself—you’ve never heard that. (Laughter)
But from the point of view of the U.S., as soon as the foreign applicant
files in the U.S. you can tell him “Look, division or group so and so is
up to this point. In three months we expect to examine your applica-
tion, submit your translation, if you don’t your case is held to be
abandoned.” _

MR. BRENNAN: Now here’s a complication! We will soon be hearing
about a different patent system for each division.

DirecTor HArris: Excuse me. Mr. Chairman, could we come back
to the broader interests of our innovators? (Laughter) We re getting a
little too technically far afield.

MOoDERATOR GREEN: I'm reluctant to hold this conversation down
here, but I do think we were getting a little bit of a debate here.

DirecTor HARRIS: A technical, legal debate.

MobErRATOR GREEN: Before we leave this topic, though, there’s a
fellow named Joe Robinson from the international side of the Office
of the Secretary of Science and Technology. Joe, you've been awfully
quiet today. Is there anything you want to say about this international
trade item?

JoE A. RoBinsoN: Well, I've been getting educated, John.

MobEraTOR GREEN: That's good.

MR. Rosinson: You and I have been involved in the transfer of
technology problems of less developed countries. I'm frankly inter-
ested in knowing a little more about how it would help in that
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problem, what advantages there would be from the standpoint of
American industry and what disadvantages there might be.

MoDERATOR GREEN: Well, let me see if I can respond to that on
oehalf of what I think the group has said. Essentially the developing
country’s problem is such a complex one interwoven with the attitudes
of the particular country, the economic environment, the climate for
risk-taking, the attitude of the government—the control the govern-
ment takes over financial transactions—that whether you had a PCT
with Bolivia or not wouldn’t make much difference to the economy of
Bolivia. Therefore aid to the developing countries is not a significant
reason for putting in PCT. Is this a clear statement at this time?

Mr. Woopwarp: I think you have to consider, though, that the
developing countries hope to have something in it for them. They
have been invited to the Conference. They are going to be in there
negotiating the text and the mere fact that you say that it won’t help
us in the developing countries and we’re not counting on that, doesn’t
mean at the Diplomatic Conference you're not going to have represent-
atives from some countries saying, “We don’t see anything in this for
us.” Well, of course, it may mean that we don’t care whether they sign
or not, but on the other hand, if we want to put an addendum on the
Paris Union that would be of some advantage, I think we ought to pay
some attention to be able to assure them that at least it won’t harm
them, and that they might possibly get some good. One report that I
heard that’s very interesting—about how people vote at some of these
working conferences—I heard a statemeént that the Russians were
saying that if in doubt they vote the way the United States votes
because what'’s good for the U. S. now will be good for the Russians in
ten years.

MR. RaBinow: Oh, it’s down to ten years now. (Laughter).

Mr. Woobpwarp: I think that the developing countries may very
well take this very same point of view that maybe it won’t help them
very much now, but they'll take it if we can prove to them that it
won't hurt them now.

MR. RoBiNsoN: There are some practical aspects of this now, though.
Some of the developing countries are beginning to think about
establishing their own patent office. For example, I understand that
Taiwan has given some thought to that. But I've heard the opinion
expressed that at this stage of Taiwan’s development, and using
Taiwan as an example of other countries also, it would be premature
for them to lay out funds to develop a full-blown patent office. Later,
perhaps some years from now, it might be worth their while. At
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present it might be cheaper if they simply contracted out the kind of
patent services they need until they reach a point in their development
when they really need a patent office. Then would be the time to
think about establishing one but use the resources now for other
aspects of development. Now, if and when they reach that point, will
the Patent Cooperation Treaty be an assistance to them or will it make
any difference to them whether you have the Patent Cooperation
Treaty? I would think that it would be of considerable assistance to
them.

MobpERATOR GREEN: You made a reference to an instant patent
system a while ago—

MR. Apams: 1 hope I'm not just repeating my own statement, but I
have the impression that the United States is an exporter of technolo-
gy and certainly the United States is an exporter of money. It seems to
be that any time you export these commodities to a country that has a
patent system, however constituted, you export with slightly more
certainty than you do where this kind of a system does not exist. To
the extent that the Patent Cooperation Treaty either cons a country
into having a patent system or encourages it to want one, it would
seem to me that there is an advantage to the proposed system.

MODERATOR GREEN: May I tell a small story? Two years ago I was in
Greece at a United Nations conference on industrial development.
This was a fairly highly structured conference on what these de-
veloping countries should do—I think there were over 100 of them
there—to develop their industries and get to a higher economic level.
There was a fellow from BIRPI who tried to get on the program to
make a plea that there be a resolution coming out of that conference
which simply said that a patent system was one of the basic elements of
an industrialized society. He couldn’t get on the program, they
wouldn’t listen to him from the floor and they wouldn’t give him any
time. I was curious as to why this was so and I talked to quite a few of
these representatives of the developing countries. They said in effect,
“We know we don't have any entrepreneurs in our country, we know
we don’t have these local inventive resources and the capital structure,
if we set up a patent system it’s just going to increase overseas
monopolies, we're going to have a species of colonialism imposed on
us.” I think that’s wrong, but this is the attitude of many of the
developing countries.

E. C. Rowan: John—
MODERATOR GREEN: Yes?
MRr. Rowan: This prompts me to ask a question on the patent



106 IDEA

policy of developing countries. To get a running,start on it, you know,
I don’t think others know, that I'm completely an amateur in this area.
I deal with international scientific organizations and don’t have any-
thing to do with patents. This also gives me certain license to ask
outrageous questions.

I gather a patent is something that a government in an advanced
country gives to an individual or a corporation as an incentive in the
way of a monopoly to advance innovation and disclosure. It seems to
me that this is not necessarily in the interest of a developing country.
A developing country, if it is going to grant a monopoly, should not be
giving it to somebody 10,000 miles away but grant the monopoly as a
reward to somebody who is going to come into that developing country
and produce something irrespective of whether it is with new informa-
tion or well established techniques. Now, this may not be particularly
to the advantage of the United States or to companies of the United
States, but looking at it from the point of view of the developing
country, if they want to induce people to come in and produce in that
country, the way to do it is to give them a monopoly for a certain
stated number of years, irrespective of whose process they use.

MOoDERATOR GREEN: And this is what they do. That’s right.

" MRr. Rowan: And this is what they should do from the point of view
of their interests, like the Soviet Union with the copyright. From the
point of view of their interest, why should they issue a copyright?

Mgz. RaBiNow: You're confusing the issue here. There’s nothing that
precludes a country from saying that we’ll give a patent to the inventor
but we'll also give certain circumscribed rights to exploit it or we'll
tax it in such a way that the only one who will get any benefit out of it
will be the guy who comes into the country. The fact is that you must
have a base structure on which you can base this patent business. On
whom should it be based? If you give the monopoly strictly on the
basis that the government will sit around a table and say, “We’ll give
it to Joe because Joe says he’ll invest some money,” and if you will use
none of the usual criteria, you'll find that they will give it not based on
any value, but probably on who will pay the biggest graft. I think this
is quite commonly done in some of the underdeveloped countries.
This is one of the main reasons they are underdeveloped. I think that if
there is a patent system, they could still have the patents so heavily
taxed so that if you don’t use them, for example, or if you don’t use
them locally, they could go out of existence very quickly. Some
countries do this. They have very strong “working” laws—in other
words, you must use the patent. At least there’s a possible legal
structure that says, if General Electric comes in and develops and sells
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its electric irons in this country, it has a monopoly. If the underde-
veloped countries don’t grant a monopoly, the foreigners simply don’t
come in.

I spent the day with the patent commissioner of Israel trying to
understand their system. They have very strong socialist leanings.
They have a patent system and it’s getting stronger. As you talk to
them, you realize that our capitalist point of view is foreign to them to
some extent. They understand this and they’d like to change it
because they find that unless they give patent and certain tax induce-
ments and some other things, outside business people just don’t come
in.

If you don’t have a patent system you don’t have a sound structure.
You cannot use any judgment that depends on the whim of the

- government. The whim of the government, I think you will agree with
me, is a pretty poor basis for judging whether you should go in and
spend money to develop an industry or build a factory because that
whim could change tomorrow. In other words, they can give you the
necessary rights and then three years from now they can give some-
body else the right. This means that there is really no structure on
which you can base your economics.

I think that the underdeveloped countries, when they take the posi-
tion that somebody is trying to exploit (destroy) them by patents
simply means that they don’t understand the system. They don’t un-
derstand what they can do to protect themselves. They should protect
themselves and they can. I think it’s a tragedy for them that they don’t
understand the patent system. I think the net result is that people
don’t come in to invest money because they don’t know where they
will stand today, tomorrow, or next week.

MODERATOR GREEN: Can you blame them for not understanding the
patent system when very many people in our own country don't
understand it?

MR. RaBsinow: Well, I can blame Israel. I think they should have
enough brains, if you’ll forgive me, for understanding what a patent
system is. When you talk to them, you discover how their system of
incentives operates and how much of it is unsophisticated. They want
you to come in and invest but they can’t give you a guarantee that
you'll end up with protection. They say, why don’t you open a factory
here, and you say, what guarantee have I that you won'’t give the same
right to the next guy who’ll come in and have the same right without
having to do the original pioneering? They understand it better now.
They’ll be capitalists before long. (Laughter)

MobERATOR GREEN: They listened to you.
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MR. Apams: I use the word certainty, and I think Jack Rabinow is
touching on the same thing. I wasn’t so concerned with the notion that
the U. S. firm, whoever it was, might get a monopoly in exchange for
coming in as I was just in increasing the certainty that if I made my
investment there I would know what rights someone else might have to
assert against me. Would I invest my dollars and my technology and
then discover that the government of the country had given this
exclusive right to somebody else and that he was going to expect
tribute from me or else take away my investment. That’s the kind of
certainty I think I was talking about.

MR. RaBiNow: You just have to know where you stand.

MR. SQuiEr: John, back to the basic question here—if I can, I'd like
to draw a corollary which might explain my feelings about why the
PCT in its present form, for better or worse, is attractive. In our
industry, like Allis-Chalmers, we have an association called ITA—In-
dustrial Truck Association, and back several years ago we started
working together as a group to formulate some rules and regulations.
Of course, this is not unlike many industries, but again I'm trying to
draw a corollary as to how we think that product should behave in the
marketplace and what kind of industry rules we should establish. As
an industry, we wanted to establish these so that we, whom we think
know more about that product than most people, had a chance to put
our words on paper. We did this. It has worked well and in the past
decade we have seen the acceptance, in countries that you wouldn’t
believe would even be interested, of the same basic format almost
word for word as we've established in our industry.

I don’t think that the patent treaty worldwide is really a much dif-
ferent situation. If I can explain why I feel so strongly about a treaty,
I think it’s for this reason. It will put in front of people who don't
even know that this thing exists, if you will, that the problem exists—
a format. A format which by osmosis eventually will yield some sort
of a uniform program. Something they can work from.

MODERATOR GREEN: Mr. Nielsen?

MR. NIELSEN: Assuming that we could all get together on this side
of the Atlantic Ocean and decide that this is the thing to do, what
assurance or what chance have we got to negotiate that with the
various European countries, keeping in mind that the French don’t
want to let the English into the Common Market—the English
wouldn’t let them get in if they got in—they all have various patent
systems and this gentleman over here was just referring to the patent
system of Israel—are we going to be persuasive enough to come over
there and make them mend their ways and see our point?
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MR. Squikr: We were taiking about this at lunch a little, and I
think we’ve overlooked a truism here of industry in the United States
and it’s true of other places. We sit here talking about U. S. industry
and our involvement and just how we fit in this whole world picture.
And again, like G. E. and Allis-Chalmers we're talking about our-
selves. Today we have thousands of employees in these countries—we
have legal people who work for us, we have engineers who work for us,
and we sit on technical committees and we go to seminars like this in
those countries, separate from anything we’re doing here. And if we
don’t think that we are influential in what’s going to happen down the
road in those countries—forget it, we are.

MR. Woopwarbp: It works the other way once in a while. There are
one or two big bosses over there who have subsidiaries with staffs here.

MR. Squier: True. But certainly we are going to have an impact as
to whether or not some of these programs are going to be adopted and
used and followed. I must believe it’s true.

MobErATOR GREEN: I think it's a good question. I wonder if Dr.
Muller here from Holland may be able to give us an insight or two
from the European point of view.

Dr. MuLLER: Well, it’s a hard thing to answer. But I think you have
to make a distinction between the various countries. If you are referring
to, say, Bolivia or Syria, or something of this kind, it’s quite different
from a European country like Denmark, Norway, or Germany. I don’t
think that your influence in countries like the developed, established
industrial countries in Europe, will be substantial. At least not
directly. Indirectly, yes, because it is undeniable that American influ-
ence in European countries is growing. You don’t get a seat on a
government, of course, but by the mere fact that you are there and you
are taking part in the economic life—that you have some of your
people there, you are employing our countrymen in Europe in U.S.-
dominated industry, you are the boss. And this has a tremendous
influence, especially if the share of the total volume of the production
of the country is increasing. So that explains what differences there
are. I wouldn’t mention one specific country or another where the
influence is more or less, I couldn’t say. On the other hand, there are
countries like, for instance, South American countries, Indonesia and so
on, where I think the influence would be much greater, not by direct
participation in the government itself but by your various agencies over
there, by your taking part in international work which is done
there—the International Health and the Food Organization, and so on.

To give an example that perhaps is more convincing—and 1 take it
from another field which is related to the patent field, and that is
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antitrust—you perhaps may not realize how your antitrust ideas have
blown over to European and other countries and how this idea is
growing, however little we might like it (laughter), and perhaps you
don’t like that, but still it’s a fact. If you thiank of the Freiberg School
in Germany, where scientists are sent over to this country and come
back and preach the gospel in Europe. That has a terrific impact on the
thinking in European countries. And I have attended conferences where
this was referred to as a disease which, just after the war—coming over
with American people—was spreading around. Nobody could help it.

MobpErATOR GREEN: Infectious disease. (Laughter)

DRr. MULLER: So something of the same kind will happen with the
notion of industrial property.

MR. Woopwarp: Mr. Chairman, I'd like to reply to Mr. Nielsen's
question with a note of hope, and that is this. That patent systems
have existed in the European countries for quite a long time. They
haven’t been the kind we have. Many of them are registration systems
and almost all of them are first-to-file systems. But when you. get down
to an infringement case, it’s surprising—whether it’s a Belgian case,
Italian, French, German or English—on the basic issues of, is this an
invention and is it being used, the language is very much the same.
And one of the things Mr. Panel talks about in his article are the
different tests of invention. In fact, he cited the U. S. Supreme Court
and quoted from it, saying that was really one of the best statements.
And he said, whether it’s inventive step, or obviousness or, and he
named several others, that doesn’t really make much difference. What
we like to have in a European patent, he said, is to pick one particular
set of words and let that be it. But even though they have different sets
of words, they mean pretty much, basically, the same thing.

We have a community of understanding among the developed
countries that is a background for everything. We've not going to have
any great deal of difficulty in reaching some understanding as to
improving international patenting procedures with those countries.
The biggest difficulty is going to be our own interests and our own
dislikes for first-to-file and a whole lot of other things, and getting the
American law to fit—getting the thing not to worry the American law
one way or another. If we can overcome that, we won’t have any
problem.

MR. NiELsEN: May I make a remark?

MODERATOR GREEN: Surely.

MR. NIELSEN: There are some countries over there now where you
may not own property unless you are a citizen of that particular



PCT: Views of Informed Innovators 111

country. You can own publications and money and bonds but you
cannot own real property. Denmark and Sweden are two in case. And
so, if you had a good patent and you were to come over there and
‘wanted to build yourself a plant, you couldn’t do that unless it were
owned by a Swedish or a Danish citizen. Germany, I understand, is
looking that over, too. I just returned from Europe.

MR. Woobpwarp: I understand in many of those countries you can’t
have an enterprise unless it has a majority local control.

MR. NieLsen: That’s right.

MRr. Woobpwarb: Although, I don’t think you can charge that to the
patent system. Almost all of them permit foreigners to own patents.

MR. NIELsEN: But not the plant facilities.

MR. Woopwarp: But they also allow you to get royalties out in ways
that you can’t get other types of money out. That’s done under the tax
treaties and because they want to encourage technology to come there.
I think, when you talk about building plants abroad, you're dealing
with a whole other set of factors that don’t necessarily follow from an -
international patent system—that you should be able to have complete-
ly foreign-owned or foreign-controlled plants abroad. Maybe the wealth
will develop where it can, because we have had it in the past in this
country and elsewhere. But the prejudice against that is another
universal discord.

MRr. WaLDEs: I was just going to comment—or maybe I shotlld say,
ask—you brought up a question which often bothers me, about the
difference of a European approach to the patent as compared to our
American approach to that patent. Now in the case of infringement,
as far as I know the statistics, you go to court with a patent trying to
uphold your patent, and your chances are statistically less than 8
percent to uphold a patent. In Europe, it’s probably the other way
around. I'm speaking of Germany or France, or what have you. The
patent is a document which is examined and then certified that this is
an invention. At least, that’s how I understand it. And this is when we
talk about universal patents and so on—evaluation of the very same
document that is certified by these governments that will become
partners to this Treaty, hopefully, here we have a great schism. It’s
just a comment—I don’t know what you’re going to do with it.

MR. BecHT: I don’t think the comment is wholly accurate.

Mr. Rasinow: No, that’s not accurate. We disagree. Mr. Waldes,
this is not quite correct. It isn’t 8 percent in the United States.

MRr. WaLDEs: It depends on the court you use.

Mr. RaBiNow: No, no, it isn’t anything as bad as that. It’s about
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half, depending on the court and it also depends on the case. My
attorneys tell me that if you have a good patent they'll bet three to
one—four to one—that the courts will uphold it. If you have a weak
patent, a detail-improvement patent, it may be less than this. But the
general belief here is that those cases which go to court are probably
selected because they are weak. The good cases are usually settled
before they go to court—at least that has been my experience. So, the
ones that end up in court are not the best cases, and even there, half
are upheld, roughly—I don’t know the exact number but it is roughly
half. It is not as bad as you say.

MRr. WaLpEs: I challenge that. The Eastern District Court has the
worst performance.

MR. RaBinow: I think you can get a judge who hates patents.
(Laughter)

MRr. WALDEs: I've been looking for him. (Laughter) But there are
different results in different courts.

MRr. BecHT: Did you refer specifically to Germany? Within the
German patent system, when you get a patent to the point of settling
infringement, it is basically done in a civil court, the same as it is here
in the States. But there is no question about the patent. However,
there still are plenty of legal means within the patent system to wind
up with the same result—nullity suits or this type of thing. And if you
put all those actions together, the odds would probably come out
about the same.

MR. WALDEs: I merely meant that the document perhaps should
have the same value or respect.

MRr. BecHT: I think it does.

MR. WaLDEs: In those terms. I didn’t mean to get into statistical
numbers games in that sense.

MoODERATOR GREEN: You want to harmonize the courts’ decisions.
(Laughter)

MR. WaLpes: Well, no, I figure it is a valid document that’s
properly examined. That’s what this is all about, isn’t it> And when it
is approved as such, then it should be approached in that sense.

MOoDERATOR GREEN: Perhaps this is the time to move on our last
topic. The afternoon’s moving on. Looking Ahead—essentially what
we mean here is—if, as we seem to be doing, we're embarking on the
road of PCT, where is that road leading us? And within that general
subject, Mr. Robbins earlier asked the question, “Is the universal
patent system a desirable goal?” There was some discussion of alterna-
tives, not necessarily simplified but variations such as the EEC and



PCT: Views of Informed Innovators 113

European Patent. How does the innovator feel accepting PCT at the
present level, with respect to further steps in harmonization? What
might they be and how does he react to them? Does anyone want to
kick this one off? It’s nice and quiet.

MR. BecHT: There's one in every crowd, and I might as well be it
again. _

MODERATOR GREEN: Mr. Becht.

Mr. BEcHT: To begin with, I think we have to say that it’s utopian
to desire a universal patent system. Personally I don’t consider myself
blessed with enough vision to be able to visualize any type of system
under which it could possibly work, but I still think it’s the end
goal that’s out there somewhere. And it’s the direction that we want
to go to. I think that without doubt the world is daily getting smaller.
The smaller it gets the more necessary it’s going to be in the long run
to have it. How it could possibly work, I couldn’t begin to visualize,
with what we have available today.

As far as PCT is concerned, speaking for myself, I don’t particularly
agree that it’s the best step that could have been made for the
problems that exist. That’s 20-20 hindsight, and we’re all blessed with
a little bit more of that than foresight. I have great hopes for it being
at least a step to continue moving towards the utopian idea that’s
somewhere down the road. I would have little hope for substituting
any different plan at this point. Considering the time, and the general
overall acceptance that there seems to be from the member states that
have participated in getting the draft of this treaty to the point that it
is—I would have no hope for any alternate plan substituting for PCT.

MopERATOR GREEN: Jack, a little earlier you said that you thought it
would be wise to sit back and look at this and reflect on it a while.

MR. RaBinow: Well, many years ago, John, as you know, I wrote to
Adlai Stevenson and suggested that the U. N. issue a patent which
would not be utopian. It would be a piece of paper that says “You
invented this, you disclosed the following thing and the claims de-
scribe the thing specifically.” I do not believe, incidentally, that the
difference between claims in Germany or any other country are really
that basically different. I think that it is perfectly possible with today’s
technology to understand each other. I think the Germans, the
Americans, the Russians with whom I have spoken understand claims
perfectly well. The differences are quite trivial in the technology of
the claim. An invention is an invention and I believe that we all
understand each other very well, actually.

Repeating, I think a patent could be issued which would say that
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this is your invention, you did it, just as a book is copyrighted. This is
your book. However, the laws of each country could be quite different.
You could sell here, you could sell for capital gains. There you
couldn’t sell it at all, and so on. Each country could have its own set of
laws saying this is a piece of property that is ruled by the country’s
laws. In Germany you would have to abide by German laws, in
Holland by Dutch laws, and so on. And each country could have its
own system of laws, graft, customs, whatever you like. The deals could
be quite different as they are today. I think this is not utopian. I think
this can be done and I think that if it costs $2000 to make such a
universal search it would be very cheap. I think that the search could
be extremely extensive, it could cover all the files in the whole world
and still be cheaper than to do what we do today. In other words, I
see no reason why all the files couldn’t be combined if you wish to
have an international patent. They can all have copies and if they
searched to the tune of $1000 just for the search it would be very,
very cheap. I would be very happy personally to spend that kind of
money on a single search if it covered all of the available art there
really is. And I think this today could be done with or without com-
puters; whatever the computers can do technically to help could be
used.

I think such a proposal today could carry weight. I think industry is
sufficiently international today. We at Control Data work in all of the
countries of the world, practically, and I'm sure this is true of
everybody sitting in this room. And we would have a great interest in
getting such patents. I think the underdeveloped countries could
protect themselves against exploitation, against monopolies, very easi-
ly. Each country could insist that its citizens have to be involved. Japan
does this unofficially. You cannot get a patent in Japan unless you have
Japanese partners. I may be misquoting somebody, but I think I am
essentially correct, that in Japan you cannot open a business unless you
have Japanese partners and you will not get a patent issued in Japan
unless you have Japanese partners.

MR. BEcHT: No, the partnership isn’t—

MRr. RaBivow: Well, isn't it much easier to get it if you have a
Japanese partner?

Voices: No.

Mgr. RaBinow: Well, then the people who informed me misquoted,
but the fact is they tell me it is much easier to do business in Japan if
you have Japanese partners, whatever the techniques are, whether they
are formal or informal, I really don’t care. I'm perfectly willing to
have Japanese patents. Anyway I think a universal patent system could
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be achieved. I think a system could be developed which is much
simpler than this treaty type of thing. I think a single patent is best—if
we can’t do it, I'd like to see regional patents. I'd like to see a North
American patent, a South American patent, perhaps, an African
patent, maybe two African patents—a white and a black patent—
(Laughter) I think it would be perfectly possible to have—

MoDERATOR GREEN: You don’t want to see a Jewish patent, do you?

Mr. RasiNow: No, I don’t want to see a Jewish patent. I think that
would be part of the North American patent. I think we can get a
Nordic patent, a European patent, possibly a single European patent. I
think that Russia will play ball.

I talked to the Russian Commissioner of Patents. I speak Russian
fluently and he is interested in making deals, exchange of patent
rights, getting royalties both coming and going. He said he’'d even let .
us sue him in the Russian Court. I thought that would be kind of
interesting. (Laughter) I think when conditions are right we'd win
automatically. I don’t think it would make any difference what the
case was, I think we’d win. If conditions were wrong, I think we’d lose
automatically. (Laughter)

Anyway, I think it can be done. I don’t think it's utopian at all. I
think it could be very much simpler if it were done this way. The only
trouble is that the legal departments of various countries have vested
interests and I think the governments have vested interests. I think
this will take some doing to get around. But it’s not utopian. I think
this could be done in 50 years, 20 years from now quite easily. That’s
my feeling. :

MOoDERATOR GREEN: Assistant Commissioner Schneider, do you have
a comment? ‘

Joun H. ScHNEER: I did have a comment, but first I'd like to point
out that in regard to the EEC and the European patent, the U. S.
applicant may not have accessibility. However, the route to access for
the U. S. applicant might be found through our adherence to the
PCT. Failure of the U. S. to adhere to the PCT could result in the U.
S. applicant being even further from access to the European patent.
Furthermore the possibility of having available a route to the Europe-
an patent, which the PCT potentially presents, may not be available to
the U. S. again in the near future or even ever. Therefore when
evaluating ratification of the PCT it would be in the best interest of
the U. S. applicant to weigh fairly this particular advantage among
others that adherence to PCT might offer.

MOoODERATOR GREEN: You're saying, if you can’t lick them, join them.
Any other comments?
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MR. RaBiNow: May I ask a question? If there is a European patent,
do you think they would exclude us or force us to get an individual
patent? Do you think that we could not take advantage of it?

MR. ScHNEIDER: It is a possibility that we may not have access.

MR. RaBiNow: In other words, we'd have to go the old route in
individual countries?

MR. ScHNEIDER: Yes, we still have the Paris Union. I'd like to point
out further that it was the result .of a proposal presented by the
delegation of the United States of America to the Executive Commit-
tee of the International Paris Union that eventually led to the PCT.
We were actually out in the forefront on the concept, so backing out of
it now doesn’t seem to be compatible with our previous recommenda-
tions.

DirecTorR HARRIS: Is that a very formal commitment? Are we com-
mitted to it in precisely this way?

MR. ScHNEIDER: No, not necessarily, but one might questlon why we
were the ones who proposed the broad concepts initially and then
dropped it by the wayside as the thing began to gel. While we may be
in agreement with the broad concepts I'm not saying that we have to
buy a treaty which is not acceptable to us. We should continue to try to
shape the document so that it is fully acceptable to us.

DirecTor Harris: I was just curious whether we actually proposed
that they prepare a formal treaty, or if we merely suggested that they
develop some medium, according to a certain rationale, on which to
base further discussion.

MR. ScHNEIDER: It was a proposal presented by the delegation of the
United States and on that proposal the Executive Committee of the
International Paris Union recommended that the Director of BIRPI
urgently undertake a study of solutions tending to reduce the duplica-
tion of effort both for applicants and for national patent offices in
consultation with outside experts to be invited by BIRPI, having due
regard for the efforts of other international organizations.

MR. BEcHT: Commissioner Schneider, does the Patent Office consid-
er PCT to be a stepping stone or would you anticipate a like period
of time between the next action as compared with the Paris Conven-
tion and endeavors here? I think that’s really the question. I don’t
think anyone is disagreeing with the problem. It’s a question of time.

MR. ScHNEIDER: Well, I think as we view it generally, if we bypass
this opportunity, it could be a long time before we have a similar
opportunity again.

MoDERATOR GREEN: Dr. Behrman.

Dr. BEHRMAN: What were the problems in Chapter II in getting it
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put into the same sort of thing as Chapter I, and is this the next step?
Is this sort of the basis for formal discussion?

MR. SCHNEIDER: Are you addressing that to me? I would like to
defer to Mr. Brennan.

MR. BRENNAN: This dichotomy between Chapter I and Chapter II
was the result essentially of recommendations made to the Patent
Office by people in the Bar who saw many dangers in having in
addition to the search of Phase I the examination under Phase II. As
you probably know, Phase II adds to Phase I an additional five
months of decision time and it provides for an examination which
indicates in the opinion of the examining authority whether the
invention is novel, involves an inventive step, and is capable of
industrial use. ' _

As a result of this we have not been giving too much attention to
Phase II within the last two years. We’ve looked at the Treaty but we
have looked at it with the feeling, perhaps subconsciously, that the
United States is not going to adhere to Phase II. There is a provision
in the Treaty which allows us to reserve with respect to Phase IT and
presently we contemplate that this is what we will do.

I think the Commissioner was somewhat surprised about a month
ago at the ATA meeting when someone asked him, “Why?” People
from industry saw this as an additional five months’ decision time and
they thought there might be some attraction to it. Since then, other
people have raised this question. Dr. Behrman did not. And we are
now in a position where we are thinking that we should really look at
Phase II, not that we would consider adhering immediately to Phase
II but if it becomes evident after five or six years of operation under
the treaty that there are certain attractions to Phase II that would
make it desirable for us to adhere—if we get playback from industry
and innovators that they want Phase II-then we want to be in a
position to drop our reservations.

Of course, the only way we can do this is to look very closely at Phase
II during this period to make sure that it is molded to a shape con-
sistent with our national law and practices. And then if the time comes,
we will be able to drop the reservation. So there is no plan now to ad-
here to Phase 11, but we do want to look at it very closely to make sure
it'’s in the best shape possible so that if we do change our minds on this
we will be able to drop the reservation.

Dr. BEHRMAN: Isn’t Phase II really the step that Mr. Rabinow was
talking about in terms of reaching a regional patent? Isn't that the
next step?

MR. BRENNAN: Well, it may be the next step towards such a patent.
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If PCT goes well, I think you will find that a businessman with a
patent for the same invention who has claims that are drafted in PCT
style reading exactly the same in six or seven countries is some day
going to turn to his patent attorney and say, “How come those German
claims don’t cover exactly the same as the U. S. and the French and the
Belgian? I'd like to license this thing on a worldwide basis and know
that my coverage is the same in all these countries since it is the same
invention and it has the same claims.” And I think if enough of these
industrialists get together and complain to their house counsel or the
attorneys who are servicing them, and they in turn go to their
governments that there will be a tendency to harmonize the patents on
a more or less uniform interpretation.

I'm talking from my own viewpoint which is not a Patent Office
viewpoint—it's not an official position, it’s just my personal feeling that
this is the way it is going to develop. We’'re not maybe going to go out
and get another treaty to do something more—someone said osmosis,
and I think this is what is going to happen. I think we’ll just sort of
osmose into a universal patent that really isn’t a universal patent
because it’s a whole group of different patents, but they all read the
same in different languages and they all mean more or less the same
thing. I think we will have come a long way when we get there.

MobErRATOR GREEN: Can I throw in one myself? At lunch Dr.
Muller asked me—he said, “Looking on this as a first step, we have
found first-to-file so successful in Europe, why doesn’t America come
along next with the first-to-file?” Is this a fair statement?

DRr. MuLLER: Well, not exactly, but it may serve your purpose.
(Laughter)

MODERATOR GREEN: Let me say that my response to him was that I
thought this was something that would not be acceptable in this
country; that we had a whole system of publication, research, develop-
ment of invention, disclosure built upon the fact that the patent goes
to the first to invent who relies on this fact; further that interference is
not the onerous burden that some people think it is. I'd like to know
whether this is a fair statement or not, or whether I misadvised him.
Does anyone see—

MR. WoobpwARD: I can tell you why I think first-to-file won’t go here
for at least another 20 years. When you ask a company about some
change in the patent law like first-to-file, you first get to the public
relations department because when someone asks questions, then they
refer them to the director of research. Usually the director of research
is on the offensive platoon, psychologically speaking. He’s not on the
defensive platoon, and the patent attorney does much more business
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with the offensive platoon I mean in hours per day, than with the
defensive one although that depends a little bit on the company. And
it usually happens that the defensive platoon are hard-headed people
you can get along with anyway even though you allow no news
releases, but you have to baby the offensive platoon, because they are
your top talent in many erudite things and you don’t want to lose
them. So you have to be very careful of your top man in the offensive
platoon. You usually let him speak for the company on matters of
patent law.

Now his point of view is that no matter how sloppy his people are
about writing things down or remembering what they did when, he
doesn’t want them to lose any rights. And he’s not worried so much as
to what can be retrieved by his opposite number in another company
who is equally sloppy, because that’s the problem of the defensive
platoon and that doesn’t bother him. (Laughter) And you are always
going to get the offensive platoon on this question for at least the next
20 years, and they don’t want first-to-file.

MR. Rasinow: John, may I make a comment on this because I am
heavily involved. First of all, the European system doesn’t work very
well. This is fiction, with all due respect. I will quote the research
director of Zenith—Mr. Adler who just won the award as being the
inventor of the year—and Bob says that when he worked in Germany—
I think he’s German or Austrian—he said he once had a good
invention. He tells the story that he couldn’t talk to his family, he
couldn’t talk to his co-workers in the laboratory, he kept his mouth
absolutely shut because he had a good invention. It wasn’t a trivial
one. He got the thing written quietly and got the patent filed. Then
and only then could he talk to his staff. Now, he may be exaggerating,
but I don’t think so—Bob Adler is not the exaggerating type. I worked
for the government for 16 years, my own company for 10, and Control
Data for 6 years. I've worked as a consultant for the largest companies
in America—RCA, Univac, Cutler-Hammer, and many others. And I
can tell you, from my experience, in America we are not afraid to talk
to anyone. You get an invention—it may be great, it may not be
great—maybe a magnetic clutch that may be worth millions—I made
$26,000—or it may be a reading machine that is now copied by
everybody, it may be a watch regulator which made me a personal
fortune of a quarter of a million dollars. You're never afraid to talk to
anybody. You go to strangers, you go to your co-workers, you go to your
competitors. We take competitors through the plant. IBM is a very
violent competitor of Control Data. I would take the research director
of IBM without the slightest hesitation through the plant. There may
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be a new idea I won’t tell him about, not because I'm afraid he’ll steal
it but because I don’t want IBM to make a similar device. In other
words, I would like them not to start working on it yet. (Laughter)
But, generally speaking and I speak from experience on this, you can
show anybody anything, knowing that unless they are out-and-out
crooks, unless they steal all the records, they will lose any case that
goes to court. I have notes, my staff has notes, we have memos to my
boss, we have so many documents we can always go to court and show
what happened.

We have had cases of interference with IBM and others, We open
the books to each other and usually it is settled without going to
court—] have never had to go to court on an interference yet.
Interferences are a pain in the neck, but they are not so tragic. The
fact of the matter is that in America this leads to great development of
technology at a much higher rate because when you have a brilliant
idea you cover yourself by talking to people, in fact the more people
you talk to the safer you are because they are witnesses for you.

But this is not true in Europe. I would be damned if I would take
an idea which I consider valuable for Control Data and tell it to my
whole staff knowing that somebody will quit tomorrow and work for
my competitors. This happens all the time. I'll be damned if I would
talk to them before I filed, which means I would file a half-baked,
rushed disclosure which is not yet thought through, which has not yet
been discussed with my peers. In Europe they are afraid to talk. I've
talked to many people from Europe and they all tell me that they talk
only to very, very intimate friends whom they can really trust. They
will never dare to make a public announcement of an invention before
it is filed or before they can talk to somebody. I think that the thing
does not work well. The patent system works well from the patent
office’s point of view. It makes things much easier for the patent office
but it isn’t good for technology and I think the American system works
infinitely better. And today we are the leaders in technology in many
ways and this wasn’t always so. I think it is probably because our
patent system is so wide open and so safe.

MoDERATOR GREEN: I think this is the essence of what I tried to
say—he’s done it ten times better.

MR. RaBiNow: And also in ten times as many words as you would
use. (Laughter)

MoDERATOR GREEN: It is now 4:30. Is there anyone who wants to
ventilate something we haven’t covered?

Dr. MuLLER: I only want to say that I entirely disagree. (Laughter)
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MR. NiELsEN: I'd like to ask permission to leave. I've got to catch a
plane and I understand the traffic here is miserable and I'm leaving a
little after five.

MobpErRATOR GREEN: You'd better move out. Thank you for your
contribution. It was very worthwhile.

MR. NiELsEN: Thank you very much for inviting me. Glad to have
met you, gentlemen.

MOoDERATOR GREEN: In an effort to try to extract the essence of this I
had hoped that as we went from topic to topic to summary, we'd
proceed without violent disgreement. Apparently that was O.K. but let
me see if I can, in general terms, say where we stand. It would seem
that this group looks on PCT as not a panacea, not a very important
development. They also don’t see it as a disaster. I would say many, if
not most, say, well, we can live with it, we think it’s worth an
experiment. There’s another group, of which Jack is a member, which
says we can live with it but we’d rather not. We think it’s cumber-
some, expensive, not necessarily in our best interests. We would rather
work a little longer for something simpler and perhaps better tuned
to our needs.

MRr. RaBiNOow: Mr. Robbins said it much better.

MobERATOR GREEN: Well, all right. Is this a distillation of where we
come out today? '

MR. Apams: Well, I think your statement is a little more pessimistic
than his, his and mine, and maybe a couple of others’. (Laughter)

MobpERATOR GREEN: You mean my statement—we can live with it,
it’s worth an experiment?

MR. Apnams: “We don’t think it is very important but we can put up
with it.” I think “We think it’s not perfect but we’ll sure use it” was
nearer what I was trying to say.

MRr. RoBINsON: Do you think it is worth trying? That’s different
from being able to put up with it.

MRr. Rasinow: Yes, nobody says it’s not important. I think it’s
important. I think it’s certainly going to be very interesting to watch.

MRr. Woobpwarp: There’s one little advantage that hasn’t been
mentioned here that is peculiar to America under the present system.
If you file abroad in the 18-month publication countries, your patents
come out first in German, in Swedish, and so forth and so on, and
people write in to you and say you've got a case that came out on such
and so, would you send us an English translation. We will do the same
for you on ours. You go through the unseemly system of looking at
French and German and whatnot translations of American documents
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and translating them back into English. Under the PCT they will be
published first in the original language on about the same time
schedule. This will save a lot of trouble.

MoberATOR GREEN:: To go back to my comments as corrected.
There are a substantial number here who think it is important and it
should be tried. Lou, it’s time to conclude.

Director HArris: Thank you, John. Thank you, fellow discussants
and fellow participants. The exchanges have been most informative.
The information surfaced here today will be very helpful in guiding
the Institute’s research in this area. And I am sure it will be most
useful to the decision makers. I want to thank particularly those of you
who have come from great distances to be here. I want to assure you
that we are going to maintain the confidentiality of the transcript until
you have had an opportunity to edit your remarks. The information
will then be submitted to the Commissioner and also be published.
Our Clinic stands adjourned. Thank you very much.
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APPENDIX

OvuTLINE oF PCT CLINIC

The Institute is engaged in legal and economic studies on the role of industrial-
intellectual property protection in the promotion of international trade and
development. Special attention is being given to existing and proposed national and
supranational legislative and treaty arrangements. In view of the desirability for a
deeper investigation of the proposed Patent Cooperation Treaty, the Institute plans
to examine the latest (July 11, 1969) draft of the Treaty through three coordinated
mechanisms: (1) a one-day Clinic of persons experienced in innovation; (2) an
analysis of responses to a mail questionnaire; and (3) a series of personal
interviews, This memorandum is addressed to the first item—the one-day Clinic.

The Institute has selected a group of innovators with special knowledge about
the problems of patents and innovation here and abroad. These personnel include
(1) inventors, (2) economists, (3) research administrators, (4) company execu-
tives, (5) attorneys and (6) representatives of the federal government. They are
being invited to meet at the Institute headquarters to consider the short and long

. term impacts of the proposed Patent Cooperation Treaty. Since the Commissioner
of Patents has asked for information designed to uncover any unrecognized flaws or
obstacles by the end of this year, it is useful to hold the meeting in November. This
time will provide an opportunity for recording the views of the Clinic participants,
reflecting on information supplied and organizing the knowledge for publication,
including submission to the Commissioner.

Each participant is being supplied a copy of the latest version of the Treaty and
related explanatory material in advance of the meeting and is asked to consider
whether its features, if accepted, would prove advantageous to our economic
growth. There are several questions which have been raised by patent experts and
others which merit discussion. These include—How would U.S. adherence to the
Treaty

“(a) Affect international licensing of patents and related technology?

(b) Affect expenses of U.S. inventors and companies seeking patent protec-
tion abroad?

(c) Affect the procedural matters involved in obtaining patent protection
abroad?

(d) Affect protection abroad for U.S. inventors and firms?

(e) Affect the flow of foreign applications to the U.S. Patent Office?

The participants will, without doubt, wish to discuss other aspects of the Treaty.
One, which some authorities feel should influence U.S. authorities toward accept-
ance, is the extension of time for filing in other countries from 12 to 20 months
after filing at home. The significance of this feature in the context of the entire
Treaty merits examination. In an artide in the July 21, 1969 issue of International
Commerce, the Commissioner of Patents stated “Our Patent Office is concerned
about the impact upon U.S: practice of certain provisions of the draft relating to
timing of the various steps involved in the filing procedure, . . ."

To consider the rationale behind the provisions of the Treaty and the implica-
tions for U.S. interests, the participants may wish to direct the foregoing general
questions to Articles in the latest draft. The following are suggested questions and
explanatory material.
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1

At present foreign patent applications are usually filed by the following

procedure:

(1) An application is filed in the applicant’s home Patent Office.

(2) Within 12 months of this filing, individual applications are sent to the
foreign countries where patents are desired with translations where
necessary and with the respective filing fees.

Under PCT the following alternative procedure is proposed:

(1) A regular national application is filed in the applicant’'s home (country
of his residence or nationality) Patent Office.

(2) Within 12 months of this filing, an “international application” (Article
3) is filed in the home Patent Office in a language acceptable to the
searching authority (in the U.S. it would be English). At the same time,
the other countries in which patents are desired must be designated
(Article 4).

(3) Upon receipt of a search report (Article 18) based on the international
application, the applicant may file with the International Bureau, which
administers the Treaty, an amendment of the claims of the international
application (Article 19).

(4) Within 20 months of the original filing, the applicant sends a copy of
the international application (in translation where necessary) to the
Patent Office of each of the designated countries together with the respec-
tive national filing fee (Article 22).

QUESTIONS

1. How will the alternative procedure proposed by PCT
(a) Affect your expenses in obtaining patent protection abroad?
(b) Affect procedural difficulties for you in obtaining patent protection
abroad?
(c) Affect your foreign filing activities?
2. Assuming both the present and proposed PCT procedures are available,
which one would you use for obtaining foreign patent protection?

1I

Under the procedure proposed by PCT, it is contemplated that international
applications would be searched by one of five agencies: the United States, West
German, Japanese and Russian Patent Offices and the IIB (Hague Institute). The
international application (including any amendment of the claims as a result of the
search report) and a copy of the search report listing the prior art found, would be
communicated to the Patent Offices of the designated countries. If any of these
Offices are examining Offices, the usual examination for patentability would be
made (with the “head start” provided by the international search report) and there
might also be a further search. In a non-examining Office, the search report would
presumably be placed in the file and the patent granted.

QUESTION

What effect would you consider that this procedure, particularly in the non-
examining Offices, would have on the role of patents in assisting your com-
mercial operations in the respective countries?
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m

Chapter II of PCT (which is optional) provides for an international patent-
ability examination (novelty, inventive step, industrial applicability) in addition
to the international search of Chapter 1.

QUESTION

Since, at the present time, the standards of patentability are different in
various countries, the advisory opinion of one of the international examining
agencies might be different from the opinion of an examining Patent Office
in one of the designated countries. How might this affect your use of Chapter
II if this Chapter were included in the Treaty?

v
QUESTION

Assuming that the cost of filing through PCT is greater than present costs (due
to transmittal, international and designation fees as well as national filing fees),
would you nevertheless use the PCT route in order to obtain the benefits of
PCT?

A%

In addition to PCT, consideration is now being given to an EEC patent (as well
as to different patents in other European countries based on the filing and
prosecution of a single application, e.g. Nordic Plan). Under the EEC plan
(including Belgium, France, West Germany, Italy, Luxembourg, Netherlands) a
patent will be granted which will be effective in all six Common Market countries
and involve provisions governing matters arising after grant. PCT deals only with
part of the pre-grant procedures and the grant and subsequent practice remain
under national jurisdiction.

QUESTION

If the EEC patent would become available, what effect would this have on
your utilization of the PCT procedure if PCT became operative too?
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The Institute’s previous assessments of economic effects of industrial
property decisions have always taken into account the special experi-
ence of the members of the patent profession. In' addition, the
Institute has consciously sought to broaden that base of knowledge by
enlisting the help of innovators—that is, respondents concerned with
the scientific, engineering, and business actions which are influenced
by patents and which, in turn, influence decisions with respect to the
patent process. This principle was followed in the present survey. A
list of 200 experienced innovators was developed, including inventors,
research administrators, and company executives. They were sent a
questionnaire (see Appendix) designed to elicit information on four
general areas which have been the subject of discussion and debate.
These are: Costs, Procedural Aspects, Impact on the U.S. Patent
System, and Impact on International Business Transactions, including
Licensing.

We were confident that the persons approached understood the
patent system and its relation to invention, research, production and
sales well enough to comprehend the import of the questions and to
provide useful answers. The responses show that this belief was well
founded. This is an interim report to disclose early information. It
will be revised as additional materials, which are still being received,
are evaluated. However, the strong response to date permits this
tabulation and report on how many expert respondents view major
elements of the proposed Treaty.

CosTs

At present when foreign patent applications are contemplated, the
first case is filed in the applicant’s home Patent Office. Within 12
months of this filing, individual applications are filed in the foreign
countries where patents are desired, with translations where necessary
and with the respective national filing fees. Under PCT, an alternate
procedure will be available involving filing in the applicant’s home
Patent Office as before, followed in 12 months by the filing of an
“international application” (Article 3) in the home Patent Office. A
“record” copy is sent to the International Bureau. This application
must be in a language acceptable to an international searching author-
ity, which in the U.S. would be the U.S. Patent Office; therefore the
language would be English. At this time the foreign countries in which
patents are desired would be designated. Upon receipt of a search
report based on the international application, the applicant would file
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an amendment of the claims of the international application (Article
19) with the International Bureau, which administers the Treaty. The
applicant would finally send within 20 months of the original filing a
copy of the international application (with a translation where neces-
sary) to the Patent Offices of the designated countries together with
the respective national filing fees (Article 22). A reputed advantage of
this procedure is that applicants would have an additional eight
months in which to determine the commercial usefulness of their
inventions before they are required to bear the expense of foreign
filing. Thus some cases would be ‘“weeded out” as more was learned
about their actual value.

When informed of the foregoing procedure, 36 percent of those
responding to the survey felt that PCT would cause an increase in
their expenses for foreign filing, while 38 percent saw a decrease.
Thus, taken as a whole, the survey failed to evidence a clear position
on cost on the part of the respondents. However, when the survey
results were subdivided, a difference developed between innovators
who replied directly and those who looked to their patent counsel in
preparing their responses. The latter group predominantly estimated
cost increase while the former predominantly anticipated a decrease.
This same division between attorneys and inventors existed through-
out the responses. Innovators tended to be optimistic about the effects
of the Treaty, while many patent attorneys tended to see the Treaty as
ineffective or actually harmful. In terms of total effect on foreign filing
activities, most respondents (58 percent) saw no substantial change
while roughly one-fourth saw an increase in their activities. Here again
there was a split between inventors and attorneys. Inventors generally
expect to increase their activities while only 14 percent of the attor-
neys expect to do so.

Despite the pessimism over cost savings, over three-fifths of all
respondents indicated that they would use PCT. This fact is surprising
since the adoption of PCT will not preclude the old method of direct
filing. One is led to conclude that cost will not be an important factor
in the acceptance and use of PCT.

PROCEDURAL ASPECTS

Great interest has been expressed by both domestic experts and
foreign practitioners in the extension of time for filing in other
countries to 12 to 20 months after filing at home. (See Harris and
Finn, “International Industrial Property Transactions: Views and
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Experience of Foreign Experts,” IDEA, Volume 13, Number 4, page
529 at 547) . However, nearly one-half of all respondents said that the
extension of time would not strongly affect their use of PCT, the most
frequent reason being that an additional eight months was still not
sufficient to allow a determination of commercial usefulness. Nearly
three-fourths of all research executives and representatives of medium-
sized firms believed that the eight months would make no difference to
them, while only one-half of all representatives of large firms felt this
way. Only speculation can suggest why large firms feel that the
additional eight months would be more useful to them than do
smaller firms.

Certainly there are many instances in which small firms equal or
surpass large firms in moving an invention through development,
testing, and production to successful introduction. Perhaps the answer
lies in the frequency of foreign filing and in the methods employed by
large and small firms in deciding when and where to file. The large
company, with its research and development division and patent
counsel, can be expected to generate a greater number of patentable
inventions than a small firm. Further, the larger company may be in a
better position to exploit these inventions abroad, either by sale or
licensing or through manufacture by an affiliate. The smaller compa-
ny, with fewer inventions, has less international experience and has
not devised internal management methods for deciding promptly
which inventions merit overseas protection.

One representative of a firm with extensive overseas experience
observed that foreign cases fall into two groups: (1) Those in which
the company is reasonably sure that foreign protection is necessary and
potentially valuable and (2) those in which they do not have enough
facts upon which to base an intelligent judgment. He then went on to
state that usually in the latter situation, the information needed does
not develop promptly enough to make the additional eight months
significant in arriving at a sophisticated decision. Thus his company,
while large, came to the same conclusion with respect to the value of
the extension as did the representatives of smaller companies.

It is clear that the ‘“cost savings” argument set forth by the
proponents of the Treaty is simply not accepted by a large number of
American innovators working closely with the patent system. They
were similarly unwilling to accept the argument that the Treaty will
result in a more complex filing procedure. Seventy-six percent of all
respondents said that they expect PCT will either simplify foreign
filing procedure or have little effect. It must be concluded that the
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American innovator is basically unimpressed with the likelihood of
either cost savings or increased procedural difficulties.

A more controversial section of PCT (Chapter II) would provide
for an optional international patentability examination (novelty, in-
ventive step, industrial applicability) in addition to the international
search (Chapter I of PCT). Since standards of patentability are
different in various countries, the advisory opinion of one of the
international examining agencies might also be different from the
opinion of an examining patent office in one of the countries desig-
nated by the applicant.

This was pointed out to the respondents. Nevertheless a majority
indicated that they would seek such an examination if Chapter II were
adopted and implemented. The responses indicate that numerous
persons concerned with the acquisition of patents in other countries
see value in a preliminary examination. Such a finding is not consis-
tent with prior information, much of which was furnished by the U.S.
patent profession, which questions the wisdom of U.S. adoption of
Chapter II at this time. The authors feel this departure from earlier
views merits additional survey work to determine whether there are
significant differences in the attitudes of patent professionals and those
they represent.

In addition to PCT, consideration is now being given to an EEC
plan (as well as different patents in other European countries based on
the filing and prosecution of a single application, i.e., a European
plan) . Under the EEC plan a single patent will be granted which will
be effective in all six Common Market countries (Belgium, France,
West Germany, Italy, Luxembourg, Netherlands) and involve provi-
sions governing matters arising after grant. PCT deals with only part
of the pre-grant procedures; the grant and subsequent practice remain
under national jurisdiction. In response to our query as to the use of
the EEC system in preference to PCT (assuming that both are
adopted), a clear majority of those responding indicated that they
would use PCT. The question involved the assumption that both plans
would be available (although EEC may not in fact be directly
accessible to foreign inventors) and yet most would still use PCT.
Once more, patent attorneys disagreed with the majority of other
respondents in that attorneys would overwhelmingly favor the EEC
plan. This could be based on their belief that once protection is
obtained in all of Western Europe no further benefit could be
obtained under PCT.

Thus, while the plans are not necessarily mutually exclusive it would
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appear that the possibility of obtaining a single European patent is of
greater consequence to patent attorneys than are the more modest
advantages of PCT.

ImpAcT ON U.S. PATENT SYSTEM

To discover the possible impact of PCT on U.S. patent practice each
respondent was asked to assume that, as a result of U.S. adoption of
the Treaty, there was an increase in foreign applications filed in the
U.S. Patent Office resulting in some increase in the workload for the
Office; that there was some additional production or importation of
goods covered by such patents; and that a larger number of U.S.
patents were controlled by foreigners. In spite of such assumptions,
consistently 70 percent or more saw no change in their present practice
of seeking patent protection in the United States or in other countries
or in any other part of their operations. The proper conclusion is
clear. This potential result of PCT simply does not represent either a
great threat or a benefit to the American patent system. This belief
may prove to be wrong but is, nevertheless, clearly the position of
those responding to the Institute’s survey.

A more controversial provision is Article 11 (8) of the draft Treaty.
At present, the original filing of a patent application in one country
and a subsequent filing of a corresponding application in another
country within 12 months have only the effect that the second applica-
tion will have the benefit of the filing date of the first application for
priority purposes. Under Article 11 (3) of the Treaty draft, the second
application will not only have the benefit of the original filing date
but will also have the same status in all respects as an application
actually filed on the same date in the U.S. One of the effects of Article
11 (8) is that the one-year grace period provided by U.S. law would,
for a foreign applicant who files his international application first, run
back from the filing date of the international application rather than
from his actual. filing date in the U.S. In other words, a foreign
applicant would have the privilege of publishing his invention one
year prior to his international filing date and would not be restricted
to the one- year period preceding his U.S. filing date.

Thus, in view of the complaints of foreign applicants that they do
not get the same benefit from the year-of-grace -provision as U.S.
applicants do, the respondents were asked if they would be in favor of
granting this benefit to foreign inventors. Roughly 50 percent were
in favor of granting the privilege; however, inventors as a group were
much less enthusiastic, with only one-third in favor of granting this
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benefit to foreign inventors. The reasons stated were primarily polit-
ical, and in one instance it was based on the belief that certain Eastern
European countries were already exploiting U.S. inventors.

Another effect of Article 11 (3) would be to establish the interna-
tional filing date as the effective date of a United States patent issued
to a foreign inventor, and used as prior art against another U.S.
application. However, Article 27 (5) limits the effect of Article 11 (3)
to the extent that national law rather than Article 11(3) would
determine the effective date of an international application for prior
art purposes as distinguished from priority purposes.

In the U.S. the In re Hilmer decision clearly stated that the foreign
priority date could not be used for prior art purposes. If the Treaty is
enacted without Article 27 (5), the effect of Article 11 (3) would be to
overturn In re Hilmer. (See text of the address delivered by William
E. Schuyler, Jr., U.S. Commissioner of Patents, before the French
Federation of Industries at the International Chamber of Commerce,
March 19, 1970). The respondents were asked if in their experience
references had been cited against one of their patents which would
have barred its issue if the reference had been effective as of its foreign
priority date. The vast majority answered in the negative; however a
few did indicate that they would have lost valuable rights and these
few questioned the wisdom of accepting Article 11 (8) for this reason.

IMPACT ON INTERNATIONAL BUSINESS,
INCLUDING LICENSING

Under the procedure proposed by PCT, it is contemplated that
international applications would be searched by one of five agencies:
the United States, West German, Japanese and Russian Patent Offices
and the IIB (Hague Institute) . The international application (includ-
ing any amendment of the claim as a result of the search report) and a
copy of the search report listing the prior art found would be
communicated to the Patent Offices of the designated countries. If any
of these offices are examining offices, the usual examination for
patentability would be made (with the “head start” provided by the
international search report) and there might also be a further search.
In a non-examining office, the search report would presumably be
placed in the file and the patent granted.

Our experts were simply unable to agree on the effect of this
procedure on their operations. Nearly one-fifth of all those replying
said they were unable to determine what effect it would have, while
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the rest were fairly evenly divided between those who saw a benefit to
their commercial operations and those who did not.

The last question asked what, if any, changes were expected in each
respondent’s international transactions assuming PCT were in effect.
Only 10 percent predicted a change in their operations. The expected
change in one case involved greater reliance on patent protection and
less reliance on licensing know-how. Another respondent predicted
seeking broader patent protection and commercial application. How-
ever, by far the largest number of respondents indicated that they
foresaw no alteration in their present international transactions.

FINDINGS

Nearly three years have passed since the first version of the proposed
Treaty was published. During the meetings to revise the several drafts
many questions and dissents were considered and language was
modified to accommodate the points raised. These accommodations
produced the current version which, while reasonably acceptable to
most U.S. interests, does not appear to have substantial advantages or
disadvantages. Certainly the “sample” of innovators responding to this
questionnaire are neither disturbed nor enthusiastic. Three items of
information developed illustrate the above observation:

(1) The “cost savings” or “increased costs” which have been de-
bated vigorously are not a significant factor to the men who
make, administer or finance inventions. They do not see the
financial aspects as influencing their decisions to any degree.
This is logical when one recognizes that a company or in-
dividual with a commercially significant invention can be
expected to seek protection where a potential market exists
and where he can hope to obtain substantial rewards either
through overseas manufacture, sale or licensing of the patent.
The prospect of such reward will weigh far more heavily on
his decisions than the slight financial differences, plus or
minus, which would come about if the Treaty goes into effect.

(2) The extension of time for filing from 12 to 20 months is less
important than earlier supposed. In the past many have
argued that the one feature of the Treaty which makes it
valuable to U.S. firms is the eight-month extension over cur-
rent practice which permits a more careful decision on the
value of overseas filing. However, those surveyed in this
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study were less impressed. Many indicated that they would
have little more factual information upon which to base
decisions in a 20-month period than at present. This, as
pointed out earlier, may reflect the fact that most of the in-
novators responding to this questionnaire were individuals
or medium-sized firms. Perhaps such persons or companies
do not have the management techniques which are used by
major firms to appraise the value of their invention in terms
of overseas protection.

The modifications in procedure contemplated did not gen-
erate much enthusiasm either. The respondents saw them
largely as changes from accepted procedures without em-
bodying significant improvements.

This “lukewarm” evaluation of the claimed advantages of the
Treaty does not mean that innovators consider it to be without value.
On balance, they may be said to be in favor, but do not see it as
providing real savings, simplifying procedures or achieving stronger
patents. Perhaps the most significant aspect of the proposed Treaty is
that its acceptance would constitute a step along the road to more
harmonization of the U.S. patent system with those of other nations.
This, as will be recalled, was a major recommendation of President
Johnson’s Commission on the Patent System. They recommended also

that:

. . . the ultimate goal in the protection of inventions should be the
establishment of a universal patent, respected throughout the world,
issued in the light of, and inventive over, all of the prior art of the
world, and obtained quickly and inexpensively on a single applica-
tion, but only in return for a genuine contribution to the progress
of the useful arts. (Report of the President’s Commission on the
Patent System, page 55.)

One might speculate that if PCT is accepted and proves reasonably
satisfactory there will be future drafts designed to move further
toward the goal expressed by the Presidential Commission.
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APPENDIX

QUESTIONNAIRE

Costs
I

At present foreign patent applications are usually filed by the following

procedure:

1. An application is filed in the applicant’s home Patent Office.

2. Within 12 months of this filing, individual applications are filed in the foreign
countries where patents are desired with translations where necessary and with
the respective national filing fees.

Under PCT the following alternative procedure is proposed:

1. A regular national application is filed in the applicant’s home Patent Office
(country of his residence or nationality).

2. Within 12 months of this filing, an “international application” (Article 3) is
filed in the home Patent Office in a language acceptable to an international
searching authority (in the UJS. the searching authority would be the U.S.
Patent Office, and the language would be English). At the same time, the
other countries in which patents are desired must be designated (Article 4)

8. Upon receipt of a search report (Article 18) based on the international
application, the applicant may file with an International Bureau, which ad-
ministers the Treaty, an amendment of the claims of the international appli-
cation (Article 19).

4. Within 20 months of the original filing, the applicant sends a copy of the
international application (with a translation where necessary) to the Patent
Offices of the designated countries together with the respective national filing
fees (Article 22).

QUESTIONS

How will the alternative procedure proposed by PCT
- (a) Affect your expenses in obtaining patent protection abroad?
(b) Affect your foreign filing activities?

1I
QUESTION
Assuming that the cost of filing through PCT is greater than present costs (due to

transmittal, international and designation fees as well as national filing fees),
would you nevertheless use the PCT route in order to obtain the benefits of PCT?

Procedural Aspects
1II

QUESTIONS

Bearing in mind the explanatory material set forth in item I of this Question-
naire— :
(a) Would the extension of time for filing in other countries from 12 to 20
months after filing at home strongly influence your utilization of PCT?
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(b) How would the proposed PCT affect procedural difficulties for you in
obtaining patent protection abroad?

v

Chapter II of PCT (which is optional) provides for an international patentabil-
ity examination (novelty, inventive step, industrial applicability) in addition to the
international search (Chapter I of PCT). Since, at the present time, the standards

- of patentability are different in different countries, the advisory opinion of one of
the international examining agencies might be different from the opinion of an
examining Patent Office in one of the designated countries.

QUESTION

How might this affect your use of Chapter II if this Chapter were included in the
Treaty?

\Y%

In addition to PCT, consideration is now being given to an EEC plan (as well as
to different patents in other European countries based on the filing and prosecution
of a single application, i.e. a European plan). Under the EEC plan a single patent
will be granted which will be effective in all six Common Market countries
(Belgium, France, West Germany, Italy, Luxembourg, Netherlands) and involve
provisions governing matters arising after grant. PCT deals only with part of the
pre-grant procedures; the grant and subsequent practice remain under national
jurisdiction.

QUESTION

If the EEC and European patent plans would become available, what effect
would this have on your utilization of the PCT procedure if PCT became
operative too?

Impact on U.S. Patent System

VI

QUESTIONS

If a result of US. adoption of the Treaty should be an increase in foreign
applications that would be filed in the United States Patent Office and this
resulted in some increase in the workload for the Office, some additional
production or importation of goods covered by such patents, and a larger number
of U.S. patents controlled by foreigners—would any of these results modify

(a) Your practices in seeking patent protection in the United States?

(b) Your practices in seeking patent protection in other counmes?

() Any other feature of your operations?
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VII

At present, the original filing of a patent application in one country and a
subsequent filing of a corresponding application in another country within 12
months has the effect only that the second application will have the benefit of the
filing date of the first application for priority purposes. Under Article 11(3) of the
Treaty draft, the second application will not only have the benefit of the original
filing date but will also have the same status in all respects as an application
actually filed on the same date in the U.S. However, Article 27 (5) provides that
national law, rather than Article 11(8), will determine the effective date of an
international application for prior art -purposes as distinguished from priority
purposes. :

QUESTIONS

(a) One of the effects of Article 11(8) is that the one-year grace period
provided by U.S. law would, for a foreign applicant who files his
international application first, run back from the filing date of the
international application rather than from his actual filing date in the U.S,
In view of the complaints of foreign applicants that they do not get the
same benefit from the year of grace provision as U.S. applicants do, would
you be in favor of this provision of PCT which would give this benefit to
the foreign applicant?

(b) Perhaps you have been issued one or more U.S. patents over foreign
references or in fields where foreign activity paralleled your own work. If
such has been the case, could you advise whether citation of a foreign
invention as prior art, using the filing date abroad, would have resulted in
a limitation or denial of a claim or claims in your U.S. patent?

Impact on International Business, Including Licensing

VIII

Under the procedure proposed by PCT, it is contemplated that international
applications would be searched by one of five agencies: the United States, West
German, Japanese and Russian Patent Offices and the IIB (Hague Institute) . The
international application (including any amendment of the claims as a result of the
search report), and a copy of the search report listing the prior art found, would be
communicated to the Patent Offices of the designated countries. If any of these
Offices are examining Offices, the usual examination for patentability would be
made (with the “head start” provided by the international search report) and there
might also be a further search. In a non-examining Office, the search report would
presumably be placed in the file and the patent granted. '

QUESTIONS

(a) What effect would you consider that this procedure with respect to the
international search (pursuant to Chapter I of PCT), particularly in the
non-examining Offices, would have on the role of patents in assisting your
commercial operations in the respective countries?
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(b) What effect would you consider that the additional procedure with respect
to an international patentability examination (see explanatory material
set forth in item IV of this Questionnaire concerning Chapter II of PCT)
particularly in the non-examining Offices, would have on the role of
patents in assisting your commercial operations in the respective countries?

VIII
QUESTION

Assuming PCT were in effect—would you conduct your international transac-

tions, especially those relating to licensing or sale of patents, know-how, etc.,
differently than at present? If so, please explain.
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Although the primary purpose of IDEA is to communicate the research work of
the Institute, it also serves as an educational vehicle for the exchange of informed
opinion, The positions taken by the authors of papers and notes in this section
are not necessarily those of the Institute. It is hoped that the material published
in this section will stimulate researchers to undertake further study of the issues.

International Patent Systems:
Aims, Principles, Means

P. O. LANGBALLE*

SYNOPsIS

THIS ARTICLE CONSIDERS the question of whether it would be possible
or desirable to combine (1) the International Application Procedure
defined in the proposed Patent Cooperation Treaty (BIRPI
documents PCT/DC/1-5) with (2) the International (European)
Granting Procedure proposed in the European Patent Convention
drafted by the working parties appointed by the governments of the
EEC countries.

* The author is a senior partner in the firm of Hofman-Bang & Boutard, patent
agents of Copenhagen. He is also an Honorary President of the International
Federation of Patent Agents (FICPI) and President of the Working Commission.
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BACKGROUND

PROMOTION OF INDUSTRIAL DEVELOPMENT as a means for improving
the standard of living of their populations is the basic aim of patent
legislation in all countries.

Many countries have recently revised and modernized their patent
laws, and others are preparing more or less fundamental changes, but
today the most significant feature is no doubt the inter-governmental
initiatives for preparing conventions, treaties and agreements provid-
ing for the setting up of international patent systems.

The preparation of such instruments as the draft Patent Cooper-
ation Treaty (PCT) providing for an international patent application
system, and the draft European Patent Convention (EPC) for the
granting of European patents has naturally been assigned to groups of
experts appointed by the governments of the sponsoring states, but the
ultimate success or failure of these initiatives will obviously depend on
the final ratification of the proposals.

It would, of course, be premature to forecast anything about the
chances of ratification by a reasonable number of countries, the more
so because many important principles and details of the proposals are
still under debate. But it would not be unreasonable—and it may
indeed be helpful—to consider some of the political and practical
aspects which may have a decisive influence on the ultimate result.

From a political point of view it may well be questioned if the
advantages offered by the proposed systems will adequately compen-
sate for the necessary concessions and commitments. More particularly,
as regards the European countries, it may be asked if it should really
be necessary or expedient to envisage the ratification of two interna-
tional patent systems such as the PCT and the EPC, both purporting
to provide for simplification and economy by avoiding duplication of
effort at the national level: Would it not be possible and pre-
ferable to have one system comprising one international applica-
tion procedure (of which the European patent application would be a
specific feature) and one international granting procedure limited to
the countries which would adhere to the EPC?

From a practical and economical point of view it may be asked if it
is necessary or desirable to envisage the setting up of an elaborate
European Patent Office for the processing of the particular kind of
international applications referred to as European patent applications,
thereby providing for precisely such duplication of effort (at the
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international level) which each of the two systems purports to avoid
(at the national level) ?

It would seem that these rather fundamental questions ought to be
considered before the final drafting of the two conventions is com-
pleted.

Now, it is an indisputable fact that the political issues as regards
both the PCT and the EPC differ considerably from one country to
another. As regards the PCT there is one situation in the four
countries which expect to become ‘“‘Authorities” (Searching and/or
Preliminary Examining Authorities): Germany, Japan, the Soviet
Union, and the USA. The advantages offered by the PCT to the
citizens of those countries are obvious and need not be restated or
elaborated here: Their home applications which would be filed as
international applications would be processed by their own national
patent offices. There would be quite a different situation in the
presumably vast majority of other countries whose citizens would have
to depend on one of the said Authorities (or the IIB) for a consider-
able part of the processing of their applications. It remains to be seen
to what extent it will be possible to reconcile this difference (not to
say conflict) of interests. In any case, it cannot—and should not—be
concealed that strong national interests are closely associated with the
means envisaged for the operation of the proposed system.

As far as the EPC is concerned, we are again faced with conflicting
interests (and here it is correct to say conflicting), i.e. the interests
attached to the location of the European Patent Office. For obvious
reasons Germany attaches the greatest importance to the choice of
Munich as “the European Patent Capital”and for similar and equally
obvious reasons the Netherlands argues that it should be The Hague.
Luxembourg is also a candidate, although the arguments in its favor
are perhaps less obvious. Many other countries will probably be
reluctant to express any preference, although some of them may have
misgivings in regard to a potential dominance of the European patent
system by a powerful industrial country. There are many other aspects
of conflicting political (and professional) interests which may arise in
due course, but these would appear to be the most significant ones.

We are thus faced with a series of problems—political, psychological |
and professional—which will almost certainly affect the outcome of the
precious and admirable work which has so far been invested in the
preparation of drafts for international patent systems. The question
therefore arises: What can we do about it? Let us try to face it and see
if we could approach a reasonable and generally acceptable solution.
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ONE GENERAL CONVENTION INCLUDING TwoO (OR MORE)
SuB-CONVENTIONS.

Would this be possible—practically and politically? Practically, yes.
Politically, maybe—and maybe not.

From a practical point of view there could hardly be any serious
obstacles to amendments of the two draft conventions so as to provide

for one international application procedure common to the “PCT-
Route” (resulting in a plurality of national applications) and to the
applications for European patents to be granted by the European
Patent Office (including the grant of unitary EEG patents through the
special arrangement provided for in Article 8 of the EPC).

In fact, in their present form, the two proposals PCT and EPC both
comprise the following general principles:

(1)

(2)

®)

They both relate to international procedures, and both have
substantially the same aims (PCT/DC/1, par. 3-7), more
particularly they both purport to avoid duplication of effort;
They both provide for an international novelty search by
the International Patent Institute of The Hague although
(@) The PCT envisages that this Institute should pre-
ferably be one of several International Searching
Authorities, whereas
(b) The EPC provides that this Institute should
make all novelty searches for the European Pat-
ent Office; ' _
They both provide for examination in regard to patentabil-
ity based on substantially the same criteria (novelty, non-
obviousness and industrial applicability) although
(@) The PCT provides (Phase II) that this examina-
tion shall be preliminary and optional, whereas
(b) The EPC provides that this examination shall be
final and compulsory.

Bearing these similarities and differences in mind, it would seem
that the necessary and sufficient requirements for incorporating the
two systems into one General Convention would be:

(1)
(2)

To substitute the PCT procedure for the application pro-
cedure pertaining to European patent applications;

To provide that Member States adhering to the special EPC
arrangement should be bound by Chapter 1I of the PCT,
and that the European Patent Office should be assimilated
to an elected Office under the PCT;



Forum 143

(3) To provide (in the PCT) that the International Patent
Institute of The Hague shall be Searching and Examining
Authority in respect of all applications for European pat-
ents.

It will be observed that although Chapter V, Articles 117 to 123 of
the EPC do in fact provide for a certain coordination of the PCT and
EPC procedures, these provisions are confined to the establishment of
some kind of link between the two otherwise completely independent
systems, designed on the one hand to enable an international applica-
tion under the PCT to take the effect of a European application (to be
subsequently fully processed by the European Patent Office) and, on
the other hand, to enable a European patent application to be used as
a basis for an international application under the PCT. Thus, al-
though the declared aim of the EPC is to facilitate the granting
procedure in respect of European patents, it assumes the institution of
its own elaborate European application procedure before the Europe-
an Patent Office.

The practical and economical advantages of the proposed combina-
tion of the two systems into-one General Convention, the structure of
which would be comparable to that of the Paris Convention would be
twofold:

(1) There would be one set of rules governing all kinds of in-
ternational patent applications and hence no duplication of
effort.

(2) The dimensions and functions of the European Patent Of-
fice could be substantially reduced.

From a political point of view, on the other hand, there will surely
be many objections, and they will naturally be raised by the countries
whose ambitions to play a dominant part as PCT Authorities and as
“EPC Patent Capital” are at stake. However, even under the two
systems as at present envisaged, these conflicting interests are still
prevailing, and whether or not such political discrepancies would be
more pronounced under the proposed “One-Convention-System” is a
question which it may well be worth while to consider.

However this may be—and the forthcoming discussions at the
Diplomatic Conference in Washington may perhaps throw some light
on this matter—there are still the interests of the remaining countries,
which are neither candidates for a PCT Authority nor for the EPC
Patent Capital, to be considered. More particularly, as regards some of
these countries which envisage adhering to both the PCT and the EPC
and which have already stated their preference for a centralized
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searching authority (the International Patent Institute), would it be
unreasonable to expect that such countries would prefer the simplified
solution of the “One-Convention-System’? Surely these countries,
when faced with the question of the location of the European Patent
Office, could hardly wish to have the European patent system domi-
nated either by Munich or The Hague. Would it not be more
attractive to such countries to envisage the location of a comparatively
small, inexpensive and yet efficient European Patent Office in a
neutral country like Luxembourg which, at the patent level, would be
the European equivalent to Washington D.C. which was selected as an
extraterritorial capital of the United States precisely to avoid giving
preference to any of the then existing States?

Let us not forget that we are dealing here with “the shape of things
to come” and that the modern approach to research of the future is to
start with the ideal at which we are aiming and to devise ways and
means for attaining it rather than with an extrapolation of the
present.



A Multiple Patent Proposal

HAROLD L. MARQUIS*

INTRODUCTION

THE UNITED STATES PATENT SYSTEM grants a patent to the first
inventor even though he may not be the first to file a patent
application.! A complex interference procedure has been established
to determine priority between two or more persons who claim the
same patentable invention.? Priority is awarded to the inventor who is
the first to conceive the invention and reduce it to practice.? However,
the party who is the first to conceive, but not the first to reduce to
practice, is awarded priority if he is “diligent in working to obtain his
later-achieved reduction to practice continuously from a time just
before his opponent’s conception until his reduction to practice.”

* The author is Associate Professor of Law at Emory University, Atlanta.

1 Patents, 35 U.S.C. § 102 (g) (1964).

2 Rules of Practice in Patent Cases, 37 C.F.R. §§ 1.201-286 (1967). (Herein-
after cited as Patent Office Rule , which is standard patent practice usage) .

8 Patents, 35 U.S.C. § 102(g) (1964).

¢ Floyd H. and Maurice A. Crews, “Introduction to Interference Law and Prac-
tice,” JPOS, Vol. 46 (1964), p. 755 at p. 762.

145




146 IDEA

Conception refers to “the complete performance of the mental part of
the inventive act,”® while reduction to practice is “proving by demon-
stration the practical usefulness of the invention.”® The inventions are
presumed to have been made in the chronological order of the filing
dates of the patent applications,” which means that the junior party
(the last to file) must prove he made the invention prior to the filing
date or any earlier proven invention date of the senior party. The
question of priority of invention is determined by the Board of Patent
Interferences (three examiners),® with a right of appeal to the Court
of Customs and Patent Appeals® or, at the election of either party, by
a suit in the appropriate district court.’® Interference procedure is
similar to civil trial procedure except that the proceedings are usually
conducted by correspondence and the witnesses do not testify in the
presence of the Board of Patent Interferences, but rather by deposi-
tion on oral examination!! with a right of cross-examination.!? It is
the purpose of this article to analyze various patent priority systems
and to propose a new solution.

CRITICISM OF INTERFERENCE PROCEDURE
Criticism of the patent interference system® culminated in the

proposals of the President’s Commission on the Patent System!¢ and
in the Patent Reform Act of 1967' (unenacted) to replace the

5 Townsend v. Smith, 36 F.2d 292, 295 (C.C.P.A. 1929).

8 Crews and Crews, supra note 4, at p. 768.

7 Patent Office Rule 257.

8 Patents, 35 U.S.C. § 135 (a) (1964).

9 Patents, 35 U.S.C. § 141 (1964).

10 Patents, 35 U.S.C. § 146 (1964).

11 The testimony of witnesses is taken by deposition on oral examination unless
the parties agree to use affidavits or stipulations as to testimony. Patent Office
Rule 272,

12 Patent Office Rule 273.

13 A number of articles in recent years have criticized the patent interference
system and suggested reforms. See, e.g., Crews & Crews, supra note 4; Daniel V.
De Simone, James B. Gambrell, and Charles F. Gareau, “Characteristics of Inter-
ference Practice,” JPOS, Vol. 45 (1963), p. 503; George E. Frost, “Some Possi-
bilities and Limitations of Patent Interference ‘Reform’,” PTC J. Res. & Ed.
(IDEA4), Vol. 7, No. 2 (Summer 1963), p. 162; Stephen D. Kahn, “The First-to-
File Priority System: Possibilities and Problems,” IDEA, Vol. 12, Nos. 2-3 (Sum-
mer-Fall 1968), p. 944.

14 Report of the President’s Commission on the Patent System (Washington,
D.C.: G.P.O. 1966), p. 5.

15 5. 1042, 90th Cong., st Sess. (1967); H.R. 5924, 90th Cong., Ist Sess. (1967).
These identical bills were introduced by the Administration in both houses on
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present interference system with a first-to-file system. Under a first-to-
file system, “when two or more persons separately apply for a patent
on the same invention, the patent would issue to the one who is
FIRST TO FILE his application.”*® The President’s Commission was
critical of interference procedure on grounds it is expensive to the
parties, results in delays in the issuance of patents, and is no more
equitable than a first-to-file system.!?

Cost studies have demonstrated that interferences can be expensive
to the parties involved. The American Society of Inventors estimated
that the average cost for an interference was about $5,000 per party.18
In contrast, a survey of a small sample of universities and medium-
sized and small-sized firms reported a cost range of from $300 to
$40,000, with a majority of the interferences costing less than $5,000
per party.’® As with other types of litigation, the cost varies depend-
ing upon the stage at which the litigation is terminated. Interferences
in which testimony is taken can be very expensive,? while the costs
may be low if a party relies upon his filing date. Small firms and
independent inventors are less able to bear the high cost of interfer-
ences than the large corporations.

A statistical study by De Simone, Gambrell and Gareau of interfer-
ence proceedings during the 1950-60 decade disclosed that the average
time from the declaration of an interference to its termination was
nearly one and one-half years.?® The average duration ranged from
about 15 months for interferences in which no testimony was taken to
about two and one-half years when testimony was taken.?? There have
been instances of delay of a decade or more in the issuance of a patent
due to interference proceedings.? The delay problem becomes acute

the same day.

16 Supra note 14, at p. 5.

171d., at p. 6. :

18 Hearings on Patent Law Revision Before the Subcommittee on Patents, Trade-
marks and Copyrights of the Senate Committee on the Judiciary, 90th Cong., lst
Sess., pt. 1, at p. 291 (1967) [hereinafter cited as 1967 Snate Hearings].

19 Henry Van Arsdale, “Mistaken Assumptions on the High Cost of Interfer-
ence,” IDEA, Vol. 12, No. 4 (Winter 1968-1969), p. 1099 at p. 1104.

20 Kahn, supra note 13, at p. 958.

21 De Simone, Gambrell & Gareau [hereinafter cited as De Simone et al.], supra
note 13, at p. 524 (Table 1.10b; based on a random sample).

22]d., at p. 526 (Table 1.11a; based on a random sample).

28 George E. Frost, “The Patent System and the Modern Economy,” Senate
Study No. 2, 84th Cong., Ist Sess., p. 67 (1957). The issuance of the patent on
the automatic choke for automobile engines was delayed for over 20 years by
interference proceedings. Hearings on the American Patent System Before the
Subcommittee on Patents, Trademarks, and Copyrights of the Senate Committee
on the Judiciary, 84th Cong., Ist Sess., p. 287 (1956).
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when the delay caused by interferences is added on to the delay
involved in the examination of patent applications.?* The delay
caused by interferences is not only expensive to the parties, but results
in an unsettled industrial situation? which smaller firms are less able
to withstand. The cost and delay involved in interferences is partially
attributable to the complexity of interference procedure.26

Interference procedure has been criticized as being rigid and inflex-
ible,?” which may prevent the ‘“true” first inventor from obtaining a
patent. Each party to an interference must have proper support in his
patent application to make the interference “count” as a claim.?
There have been horrible examples of parties who have lost interfer-
ences because of their failure to meet trivial language in the
“count.”®

Testimony in interferences is taken by deposition on oral examina-
tion or, if the parties agreé, by affidavit.3® Consequently, the Board of
Patent Interferences make their decision on the basis of a transcript?!
without the benefit of seeing or hearing the witnesses. The law
attempts to compensate for this deficiency®? by requiring as a positive
rule that the testimony of the inventor be corroborated by independ-
ent first-hand testimony of other witnesses on all elements of proof.s3
The corroboration rule applies both to the oral testimony of the
inventor and any physical exhibits on which he testifies.3* Except as to
conception, the corroborating testimony cannot rely upon the inven-
tor’s notebooks or communications as they are regarded as self-
serving.®® The rule is especially onerous because general corrobora-

24 Kahn, supra note 13, at p. 957. A random sample of interference proceed-
ings disclosed that the average time between the filing date of the senior party
and the termination date of the interference was in excess of five years. De Simone
et al., supra note 13, at p. 525. (Table 1.10c.)

25 Maurice A. Crews, “Interference Practice and the New Rules,” JPOS, Vol.
48 (1966), p. 411 at p. 415.

28 See Patent Office Rules 201-286. The interference procedure is about as com-
plex as trial procedure. There would appear to be less justification because inter
ference procedure is concerned with only one issue—priority of invention.

27 Frost, supra note 13, at p. 176.

28 Patent Office Rule 203.

29 Frost, supra note 13, at p. 170.

30 Patent Office Rule 272,

31 Patent Office Rules 253-59, 271-78,

32 See Kahn, supra note 13, at pp. 958-62 for a thorough discussion of this prob-
lem.

33 George v. Karsel 111 F.2d 148 (C.C.P.A. 1940); Weber v. Good, 129 USPQ
32 (Patent Office Board of Patent Interferences 1960).

34 Crews & Crews, supra note 4, at p. 767.

85 Senkus v. Johnston, 166 F.2d 597, 599 (C.C.P.A. 1948); Crews & Crews, supra
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tion testimony is not sufficient? but the testimony must be a
complete factual report based on physical observation of all acts of
invention.®” If an inventor hopes to prove an invention date prior to
his filing date, he must bring others into his full confidence in the
course of making an invention.38 All details of the invention must be
explained to them,?® preferably recorded, signed and dated by the
inventor and his witnesses. Some inventors are reluctant to disclose
their inventions to others prior to filing a patent application®® and
may fail to prepare adequate records of inventorship. Kahn com-
mented that “The rule of corroboration establishes a rigid bar likely
to trap only the innocent, independent inventor who does not have the
help and advice or the particular knowledge that is available to the
corporate employee and would be known by anyone intent on falsify-
ing evidence.”4!

The statistical study by De Simone et al.*? indicates that the parties
have not encountered the difficulty of proof as was commonly thought.
The parties were able to prove conception in over 80 percent,
reduction to practice in nearly 50 percent and diligence in about 10
percent of the cases terminated by a priority judgment in which these
concepts were in issue.** The conception date proved was the same
date as alleged in over 40 percent of the cases, with an additional 28
percent of the parties proving a conception date within 90 days of the
one alleged.** The reduction to practice date proved was the same
date as alleged in approximately 45 percent of the cases with 25
percent proving a reduction to practice date within 90 days of the one
alleged.®> This study does not break down the success on the basis of
different arts (e.g., mechanical and chemical) ; one would expect that
the success rate was lower in the chemical field. These statistics do not
include the parties who do not attempt to prove an earlier invention
date, a portion of whom are dissuaded by the corroboration rule.

note 4, at p. 790.

36 Crews & Crews, supra note 4, at p. 768.

372 Wikstrom, Patent Interference Practice § 12.08 [8] at p. 1428 (1965).

38 Crews & Crews, supra note 4, at p. 757.

30 Id.

40 1d,, at p. 758.

41 Kabn, supra note 13, at p. 962. The Court of Customs and Patent Appeals
seems to be relaxing the corroboration rule a bit, See Berry v. Webb, 412 F.2d 261
(C.C.P.A. 1969).

42 De Simone et al., supra note 13.

43 1d., at p. 570 (Table 4.8; based on a random sample).

44 ]d., at p. 571 (Table 4.9; based on a random sample).

45 Id, (Table 4.10; based on a random sample).
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One complaint commonly voiced against interference proceedings is
that the rules permit the senior parties to win a much larger percent-
age of interferences than they deserve to win. According to the De
Simone et al. study, the junior parties won only 27 percent of the
priority judgments.#® Statistics of this sort have given credence to the
charge, but a further breakdown paints a different picture. The junior
parties won about 45 percent of the priority judgments in interfer-
ences where testimony was taken.*” This difference is not surprising as
the early stage of interference proceedings are designed to determine
if the junior party has a prima facie claim to an earlier invention
date.*® Indeed, the junior party cannot take an interference to the
testimony stage unless he can overcome the senior party’s filing date.*®
Since each party is informed of his opponent’s evidence prior to the
testimony stages, he is not likely to spend money in taking testimony
unless he believes his evidence is sufficient to establish priority. In some
instances a party may take testimony in an interference involving a
commercially important invention on the outside chance of winning,
or to improve his bargaining position in license negotiations, or to
delay the issuance of the patent so he can continue marketing the prod-
uct for a time without infringing.

The De Simone et al. study reveals that senior parties are only
slightly more successful than junior parties in proving conception and
reduction to practice dates.’ This comparison has to be tempered by

46 1d., at p. 521 (Table 1.6; based on all interferences declared).

47 Jd. (Table 1.8; based on all interferences declared).

48 Kahn, supra note 13, at p. 955.

49 Each party to an interference is required to file a preliminary statement
setting forth the claimed invention dates and supporting facts. Patent Office Rule
215. If the junior party fails to overcome the filing date of the senior party,
judgment will be entered against the junior party without taking any testimony.
Patent Office Rule 225,

50 DeSimone et al., supra note 13, at p. 570 (Table 4.8; based on a random
sample) . The junior parties proved conception in 779, of the two party cases in
which it was in issue compared with 86%, for the senior parties. The junior
parties proved reduction to pracuce in 47% of the cases in which it was in issue
compared with 549 for the senior parties. None of the senior parties proved
diligence, while 139, of the junior parties were successful in cases where this was
in issue. The junior and senior parties had nearly identical success in proving
the same conceptxon date as alleged. The junior parties were able to prove the
same concepuon date alleged or one within 90 days thereof in 729, of the cases,
while the senior parties were successful in 689, of the cases. The senior parties
proved the same reduction to practice date as alleged in 559, of the cases com-
pared to 429, for the junior parties. The junior parties proved the same reduc-
tion to practice date as alleged or one within 90 days thereof in 699, of the
cases, while the senior parties were successful in 75%,.
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the higher percentage of interferences either lost or abandoned by
junior parties prior to taking testimony.5!

Kahn has correctly observed that abolishing the interference
procedure for a first-to-file system would deprive over one thousand
first inventors per decade of patents they deserve,52 assuming that the
present procedure is fairly accurate in determining who is the first
inventor. While the statistics on interferences dispel some of the myths
about interferences, they cannot answer the basic questions of the
fairness of the first inventor concept and whether the interference
procedure should be modified or abolished.

It is interesting that there has been so much controversy about
interferences since only about one percent of the patent applications
filed become involved in interferences.®® There are approximately
500 interferences declared per year, which is a small amount of
litigation considering the number of patents issued® and the commer-
cial importance of the patent system. However, the significance of
interferences to society should not be measured by the small number
declared, but by the number of commercially important inventions
involved.5® It has been suggested that a higher percentage of impor-
tant inventions become involved in litigated interferences,” which
may explain the controversy over the system.

Poss1BILITIES OF MODIFYING INTERFERENCE PROCEDURE

The Patent Office has modified some of its rules and policies in
recent years in an effort to limit the number of interferences where
the junior party’s claim is weak. It instituted a policy in 1964 of not

51 Senior parties win about 729, of the priority judgments rendered in inter-
ferences. Id., at p. 521 (Table 1.6; based on all interferences).

52 Kahn, supra note 13, at p. 956.

53 1967 Senate Hearings 118 (Testimony of the Acting Under Secretary of
Commerce.) The percentage for the 1956-62 period was nearly identical to that
prevailing after 1962. De Simone, et al, supra note 13, at p. 516 (Table 1.3;
based on all interferences declared).

54 Hearings on General Revision of the Patent Laws Before Subcommittee No.
3 of the House Committee on the Judiciary, 90th Cong., 2d Sess. ser. 11, pt. 2,
at p. 601 (1968) [hereinafter cited as 1967-1968 House Hearings, pt. 2]. (Testimony
of Commissioner of Patents).

55 Utility patents are currently being issued at the rate of nearly 70,000 per
year. Patent Office, U.S. Dep't of Commerce, Official Gazette (1969) (weekly
publication containing abstracts of all patents issued that week).

58 1967-68 House Hearings, pt. 1, at p. 319. (Testimony of representative of
Patent, Trademark, and Copyright Law Section of the ABA.)

57 Id.
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“declaring an interference between applications involving inventions of
a simple nature where there is a difference of more than three months
in filing dates or for more complex inventions where the filing date
difference is more than six months, other than in exceptional situa-
tions.®® The practical significance of not declaring an interference
between conflicting patent applications is that a patent is issued to the
senior party. While this policy reduces the interferences that would
otherwise be declared between patent applications, it has resulted in
an increase in the number of interferences between applications and
patents,® as the junior party has a right to provoke an interference
within one year from the issuance of the patent.®® Nevertheless, the
patented invention enters the public domain earlier under this policy
than if the issuance had to await the outcome of an interference. As
the junior party cannot delay the issuance of a patent to the senior
party by participating in the interference, he is less inclined to
provoke an interference unless he has a good chance to win. In order
to relieve a patentee of the burden of going through an interference
with a junior party applicant who does not have a justiciable case,®
the Patent Office promulgated Rule 204 (c) .¢2 Under this rule, before
an interference will be declared between a patent and an application
with a filing date more than three months subsequent to the patent,
the applicant must file affidavits by himself and at least one corroborat-
ing witness setting out facts prima facie entitling him to an award of
priority.® If the applicant’s filing date is subsequent to the patentee’s
filing date by three months or less, the applicant need only file an
affidavit that he made the invention before the filing date of the
patentee.® This rule also tends to discourage an applicant from
provoking an interference with a patent unless he has a good case.

There have been numerous proposals to speed the issuance of
patents involved in interferences. Frost recommended issuing patents
to all the parties involved in an interference immediately after a

5 Patent Office, U.S. Dep’t of Commerce, Manual of Patent Examining Pro-
cedure § 1101.01 (3d ed. 1961, rev. 1969)

50 Crews, supra note 25. The junior party must file an affidavit under Patent
Office Rule 204 that he can overcome the filing date of the patentee before an
interference is declared.

60 Patents, 35 U.S.C. § 135 (b) (1964).

81 Supra note 25.

62 Patent Office Rule 204 (c).

83 If the affidavits do not provide a sufficient basis for overcoming the patentee’s
filing date, the Board is to render a summary judgment against the applxcant
Patent Office Rule 228,

64 Patent Office Rule 240 (b).
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decision on interference motions, with the question of priority to be
decided later.®® The date of decision on interference motions was
selected for the issuance of patents because many interferences are
terminated prior to this time. This approach would minimize" the
hardship caused by delays in the issuance of patents, but might cause
confusion through the issuance of conflicting patents. Priority among
these patents would still need to be determined by conventional
interference procedure.

Many years ago a patent attorney suggested that a patent be issued
as a matter of course to the first-to-file a patent application, the patent
to be contingent upon litigation in district court if the junior party
could convince the Patent Office by affidavits and exhibits that he had
completed the invention prior to the senior party’s filing date.®® Not
only would this litigation be expensive and result in delay, but the
period of uncertainty over patent rights would remain. In response to
the Johnson Administration’s first-to-file plan, the Philadelphia Patent
Law Association proposed that a patent should be issued to the
first-to-file, but would permit a junior party to provoke an interference
within one year of the issuance of the patent to the first-to-file.®” A bill
backed by the patent section of the American Bar Association con-
tained a similar proposal, but reduced the period for provoking an
interference to six months from the publication of an allowed applica-
tion.%® The Administration opposed this proposal as presented on
grounds that there would be no more incentive to file promptly than
under the present system,*®® but succumbing to a strong attack on its
first-to-file plan substituted a “modified first-to-file” plan incorporating
the ABA proposal.”® The “modified first-to-file” label is a misnomer
since interference proceedings were to be retained. In spite of the

65 Frost, supra note 23, pp. 68-69.

66 James A. Watson, “Defects of Interference Practice and a Proposed Remedy,”
IDEd, Vol. 11, No. 3 (Fall 1967), p. 449 at pp. 456-57. (Written prior to 1929,
but published posthumously.)

67 1967 Senate Hearings at pp. 265-66.

68 5. 2597, 90th Cong., 1st Sess. § 137 (1967); H.R. 13951, 90th Cong., Ist Sess.
§ 137 (1967) (identical bills). These bills were backed by the ABA, but were
not enacted 1967-68 House Hearings, pt. 2, at p. 425.

69 1967-68 House Hearings, pt. 2, at p. 523, (Testimony of Commissioner of
Patents.)

70Id., at p. 524. Under the “modified first-to-file” proposal, an interference
would be declared only when the junior party's filing date was within one year
of that of the senior party. In addition, a party could only obtain the benefit of
an invention date which is “no earlier than 1 year prior to his earliest public
act or earliest effective filing date, whichever came first.” Id. These provisions
were designed to encourage early filing of patent applications.
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proposed compromise, no patent reform legislation was enacted. En-
actment of the “modified first-to-file” system should reduce the num-
er of interferences, as the onus of initiating an interference would be
on the junior party. Unfortunately, any inequities inherent in the
interference system would remain.

Earlier filing of patent applications would be encouraged and the
number of interferences reduced by limiting the period prior to filing
in which a party could obtain the benefit of earlier proven conception
and reduction to practice dates. If a party were only granted the
benefit of a conception date that was no more than one year prior to
his filing date, either a significant percentage of the present interfer-
ences would be eliminated or inventors would file their applications
earlier.” In addition, a senior party with a filing date nearly one year
prior to the junior party would have an easy time winning an
interference.”? A bill introduced by Senators Dodd and Ribicoff™
adopted a proposal of the American Chemical Society™ that a party
be limited to reliance upon conception and reduction to practice
dates not more than two years prior to his filing date. The Administra-
tion accepted this approach as part of its “modified first-to-file” plan,
but reduced the period to one year.” The American Chemical Society
believed that one year was too short a period because of the long
development time required for many inventions.”® Of course, a year
limitation would apply equally to all parties, and hence should not be
productive of many inequities. As a part of its “modified first-to-file”
plan, the Administration proposed that a party not be granted the
benefit of a conception or reduction to practice date that was more
than one year prior to his earliest “public act.””” These “public acts”

1 According to a statistical study of interferences declared during the 1950-60
decade, only 189, of the junior parties and 469, of the senior parties alleged
conception dates within one year of their filing dates, while 319, of the junior
parties and 689, of the senior parties alleged reduction to practice within the
one-year period. De Simone et al., supra note 18, at pp. 579-80 (Tables 4.19-4.20;
based on random sample). A portion, but not all, of those interferences involving
a party alleging a conception date more than a year prior to his filing date would
be eliminated by such a limitation. The percentage would likely be reduced by
adopting such a system, as inventors would be stimulated to file their applications
within one year of conception.

72 1967-68 House Hearings, pt. 2, at p. 599. (Testimony of Commissioner of
Patents.)

738, 1691, 90th Cong., Ist Sess, § 135(e) (1967); H.R. 7454, 90th Cong., lst
Sess., § 135 (e) (1967). (Identical unenacted bills.)

74 1968 Senate Hearings, p. 531.

8 1967-68 House Hearings, pt. 2, at p. 524

76 1968 Senate Hearings, p. 531.

"7 1967-68 House Hearings, pt. 2, at p. 524. The Administration also proposed
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include public use, sale and publication anywhere in the world. Thus,
under the Administration’s ‘“modified first-to-file” plan, a party to an
interference could only obtain the benefit of a conception or reduction
to practice date that was no more than one year prior to the earlier of
his filing date or first public act. Enactment of this plan would
stimulate early filing, but might not greatly reduce the number of
interferences or their complexity.

One study of the Patent Office recommended awarding priority to
the first inventor to reduce his invention to practice (either actual or
constructive), but not permit a party to prove reduction to practice
more than two years prior to his filing date.”® This approach would
eliminate the need to prove diligence in the few cases where it is an
issue. Diligence is difficult to prove and involves costly testimony.
Adopting this proposal, but reducing this period to one year would be
a significant move to encourage earlier filing of patent applications
and would tend to reduce the number of interferences and simplify
the remaining interferences.

As a part of the “modified first-to-file” proposal, the Administration
proposed that interferences should be declared only where the junior
party’s filing date is within one year of the senior party’s date.”
Enactment of this proposal would eliminate from 25 to 31 percent of
the interferences presently declared, since 69% to 75% percent of the
interferences are between applications with filing dates less than one
year apart. This large amount of a reduction in the number of
interferences might not be achieved as inventors would be spurred to
file patent applications earlier. Nevertheless, the rule seems desirable
in that it would eliminate some interferences and encourage diligence
in filing. '

that a party to an interference be required to prove diligence from the concep-
tion date they rely upon until the earliest filing date or “public act.” Id. Under
present law only a party who is the first to conceive, but is not the first to reduce
to practice, needs to prove diligence. Patents, 35 U.S.C. § 102(g) (1964). He
must prove diligence from “a time just before his opponent’s conception until
his reduction to practice.” Crews & Crews, supra note 4, at p. 762. While this
proposal would stimulate earlier filing, it would further complicate interference
proceedings. “

78 Subcommittee on Patents, Trademarks, and Copyrights of the Senate Com-
mittee on the Judiciary, 1961-62 Management Survey of the U.S. Patent Office,
87th Cong., 2d Sess., p. 57 (Comm. Print 1962). (Report prepared for Depart-
ment of Commerce by a task force headed by former FT'C Commissioner Kintner.)

 1967-68 House Hearings, pt. 2, at p. 524.

80 De Simone et al., supra note 13, at p. 540. (Table 2.8b; based on random
sample of interferences declared during the 1950-60 decade.)

81 1967-68 House Hearings, pt. 2, at p. 599. (Testimony of Commissioner of
Patents.) (Based on interferences declared in the mid-1960's).
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In order to cut expenses, Bierman proposed that evidence be
submitted by affidavit rather than by deposition on oral examina-
tion.?? Since the Board of Patent Interferences neither sees nor hears
the witnesses, depositions may not provide a much better basis for
judging credibility of witnesses than affidavits.’ While an adverse
party has a right of cross-examination in the taking of a deposition, he
may be less inclined to exercise the right than in court litigation
because of the expense and its reduced impact on the Board who
neither sees nor hears the witnesses testify. A change to the use of
affidavits need not be a final bar to cross-examination if the party who
loses before the Board retains the present right to a trial before the
district court where the right to cross-examination can be exercised in
" the presence of the decision-making body.®* One other approach to
the elimination of the deposition and also of the corroboration rule is
" for the Patent Office to use hearing examiners to hear witnesses testify
and render an initial decision.®® Any party dissatisfied with the initial
decision could appeal to the Board and then to the courts as with
decisions by other administrative agencies. Statistical information on
the extent of cross-examination in the taking of depositions and its
impact upon the Board’s decisions would aid in evaluating those
proposals.

Closely related to the manner of submitting evidence to the Board
of Patent Interferences is the procedure established for review of
Board decisions. A party dissatisfied with a Board decision may, at his
option, either appeal to the Court of Customs and Patent Appeals’® or
institute a civil action in district court.8” The Court of Customs and
Patent Appeals is limited to reviewing the evidence produced before

82 Harry C. Bierman, “Simplified Interference Practice,” IDEA, Vol. 11, No. 3
(Fall 1967), p. 345 at 349. Evidence may be submitted by affidavit under the pres-
ent rules with the consent of both parties. Patent Office Rule 272 (c).

83 See Kahn, supra note 13, at pp. 961-62. The authors of a study of the Patent
Office thought that a change to the use of affidavits in place of depositions should
be viewed with caution because of the value of cross-examination in developing
facts. Supra note 78, p. 59.

8¢ Patents, 35 U.S.C. § 141, 146 (1964).

83 Federal administrative agencies are authorized to use hearing examiners,
Government Organization and Employees, 5 US.C. § 8105 (Supp. 1V, 1965-68).
The hearing examiner may render either an initial or recommended decision.
Administrative Procedure Act § 8, 5 US.C. § 557 (Supp. IV, 1965-68). This is a
technical distinction, as the Board has “all the powers which it would have in
making the initial decision.” Id.

8 Patents, 35 U.S.C. § 141 (1964).

871d., § 146. If appellant appeals to the Court of Customs and Patent Appeals,
the adverse party may demand that the appellant institute the proceeding in the
appropriate district court. Id., § 141.
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the Patent Office,®® while the parties are permitted to introduce any
relevant and competent evidence in the district court even though the
evidence was not submitted to the Patent Office.’® Interference
procedure before the Board could be improved and greater uniformity
in decisions obtained if a dissatisfied party did not have alternative
routes of review available.®® There would be less objection to the use
of affidavits before the Board if review were before the district court
where the credibility of the affiant could be adequately tested. On the
other hand, if review were limited to appeal on the record to the
Court of Customs and Patent Appeals, there is greater need for an
adequate method of testing credibility of witnesses before the Board.
Requiring the witnesses to testify before the Board would increase the
cost of interferences. The use of affidavits is not justifiable if review is
limited to appeal on the record to the Court of Customs and Patent
Appeals because the parties would not have the right of cross-
examination at any time. Limiting review to the Court of Customs and
Patent Appeals may be justified if the Patent Office uses hearing
examiners in interferences. The procedure of the Administrative
Procedure Act could be followed by granting the Board discretion
either to review on the record or permit the introduction of evi-
dence.®* This discretion would permit the Board to accept the
decisions of examiners in whom they had confidence, but to decide a
case on the merits when they had doubts about the examiner’s
decision.??

While the basic complaints of expense, delay and inequitable results
can be reduced by modifying the interference system, they cannot be
eliminated by modification as they are inherent in litigation systems.
Recognition of this central fact has prompted proposals to abolish the
interference system in favor of a first-to-file system.