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TUESDAY, SEPTEMBER 4, 1962

U.S. SeNATE,
SuBcoMMITTEE ON PATENTS,
TRADEMARKS, AND COPYRIGHTS,
COMMITTEE ON THE JUDICIARY,
Washington, D.C.

The subcommittee met, pursuant to recess, at 12:05 p.m., in room
2228, New Senate Office Building, Senator John L. McClellan
(chairman) presiding.

Present: genator McClellan.

Also present.: Clarence M. Dinkins, chief counsel; Thomas C.
Brennan, assistant counsel; Stephen G. Haaser, chief clerk, Subcom-
mittee on Patents, Trademarks, and Copyrights; George S. Green,
grofessional staff member ; and Andrejs Plakans, representing Senator

cott, of Pennsylvania.

Senator McCLELLAN. The Subcommittee on Patents, Trademarks,
and Copyrights is meeting this morning to conduct a public heari
on three bills. The first bill to be considered is S. 2639 which woul
amend title 35 of the United States Code to eliminate the require-
ment for an oath by an applicant for a patent and verification by the
applicant of an application for trademark registration. I call the
attention of those who will testify on this bill to the fact that the
Department of Commerce has proposed certain amendments to S. 2639
and has requested this subcommittee to consider them. These amend-
ments have been incorporated in H.R. 12773, which was introduced by
Congressman Donohue on August 6,1962.

The second bill that shall be considered at the hearing this morning
is H.R. 12513, which was passed by the other body on August 6, 1962,
and which provides for public notice of settlements in patent inter-
ferences. Pending the examination of this bill, the subcommittee
earlier this year withheld its approval from that portion of the drug
bill, S. 15652, which would have required that every contract, agree-
ment, or understanding entered into by any applicant for a drug
patent with any other person, granting any rigEts with respect to
the patent application, or for the purposes of having a patent granted,
be in writing and filed with the Commissioner of Patents.

The third bill to be considered by the subcommittee today is S. 2225,
which fixes the fees payable to the Patent Office. I would again
direct the attention o? the witnesses to certain revisions in this bill
which have been proposed by the Department of Commerce and
tendered to this subcommittee for consideration. These amendments
have been incorporated in H.R. 10966 which was introduced by Con-
gressman Celler on March 28, 1962. S. 2225 was introduced by me

t
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at the request of the Department of Commerce. It is significant to
note that the income of the Patent Office has fallen from 90 percent
recovery of costs following the last increase in fees in 1932, down to
about one third recovery of expenses during the past fiscal year. If
the Congress were to approve the fees proposed by the Patent Office,
when these fees became fully effective, 1t is estimated that the Patent
Office would be recovering aggroximatel 75 percent of its expenses.

A fundamental question to be examined by the subcommittee 1n con-
nection with the Patent Office fee bill is to what extent should special
beneficiaries of Government programs bear the costs of operations
attributable to these special services. The Congress has had occasion
to express itself on this subject previously. Title 5 of the Independent
Offices Appropriation Act of 1952 established an objective that services
rendered to special beneficiaries by Federal agencies should be self-
sustaining to the fullest extent possible. In considering Patent Office
fees, the subcommittee will be particularly interested in determining
whether any reasons exist as to why the expenses of the Patent Office
should not be principally borne by those who make direct use of its
services. Another question to be considered by the subcommittee
in connection with this bill is the extent to which applicants may be
encouraged to submit short disclosures by imposing greater fees for
complex applicants. The pending bill would make a major innovation
in our Eatent system by instituting a system of maintenance fees.
The subcommittee is particularly interested in determining what
impact this provision may have on the research incentive and the
functioning of the patent system.

(After hearing testimony on S. 2639 and H.R. 12513 the subcom-
mittee turned to consideration of S. 2225, a bill to fix fees payable to
the Patent Office.)

Mr. McCrELLaN. Mr. Ladd, you have quite a lengthy statement on
S. 2225, T believe. Will you agree with me that it may be inserted in
the record and not read?

STATEMENT OF DAVID L. LADD, COMMISSIONER OF PATENTS;
ACCOMPANIED BY JAMES GAMBRELL, SPECIAL ASSISTANT TO
THE COMMISSIONER; P. J. FEDERICO, EXAMINER IN CHIEF;
DANIEL DE SIMONE, LEGISLATIVE CONSULTANT; CHARLES
GAREAU, PATENT SPECIALIST; DONALD ELLIS, DIRECTOR,
BUDGET AND FINANCE DIVISION; KENNETH McCLURE, ASSIST-
ANT GENERAL COUNSEL, DEPARTMENT OF COMMERCE

Mr. Laop. Mr. Chairman, we felt if I tried to read that, this com- .
mittee would have a backlog as large as the Patent Office.

Senator McCrLELLAN. Let us file this statement, then, for the record,
orasan agpendix to the record.

All right, it will go in the record. And I will let counsel insert a
preliminary statement in the record at this point.

(The statement of Mr, Ladd appears on Ii 39.)

Mr. Divgns. Mr. Chairman, I would like to offer for the record
a notice which appeared in the Congressional Record on August 22,
1962, the text of S. 2225, and a letter from the Department of Com-
merce to the President of the Senate which suggested amendments to
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the bill. Also letters from the Secretary of Commerce and the Direc-
tor of the Bureau of the Budget, approving S. 2225, with suggested
amendments.

Senator McCrLELLAN. Very well.

(Thématerial referred to follows:)

Norice oF PunLic HEARINGS oN 8. 225, S. 2639, anp H.R. 12513

Mr. McCLELLAN, Mr. President, as chairman of the Standing Subcommittee
on Patents, Trademarks, and Copyrights of the Committee on the Judiciary, I
wish to announce that the subcommittee has scheduled public hearings on
8. 2225, a bill to fix the fees payable to the Patent Office; S. 2639, to amend the
United States Code relating to the oath of applicant for patent and to certifica-
tion by applicant of application for trademark registration; and H.R. 12513, to
provide for public notice of settlements in patent interferences, and for other
purposes,

The hearings will commence on Tuesday, September 4, 1962, at 10 a.m., in
room 2228, New Senate Office Building.

Anyone wishing to testify or fille a statement for the record should com-
municate immediately with the office of the Senate Patents, Trademarks, and
Copyrights Subcommittee, room 349A, Senate Office Building, Washington 25,
D.C,, telephone CA 4-3121, or Government Code 180, extension 2268.

The subcommittee consists of the Senator from South Carolina [Mr. JoN-
8TON], the Senator from Michigan [Mr. Hart], the Senator from Tennessee [Mr.
KerAuveRr], the Senator from Wisconsin [Mr. WiLeY], the Senator from Penn-
sylvania [Mr. ScorTt], and myself, as chairman.

[8. 2225, 87th Cong., 18t sess.]
A BILL To fix the fees payable to the Patent Office, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That items numbered 1, 2, 3, 4, 6, 8, and 9,
respectively, in subsection (a) of section 41 of title 35, United States Code, are
amended to read as follows:

“l. On filing each application for an original patent, except in design cases,
$40; and $2 for each claim in excess of ten.

“2. On issuing each original patent, except in design cases, $50, and $2 for
each claim in excess of ten.

“3. In design cases: For three years and six months, $20; for seven years,
$30; for fourteen years, $40.

“4. On every application for the reissue of a patent, $40, and 32 for each
claim in excess of ter which is also over and above the number of claims of
the original patent.

‘g, On an appeal for the first time from the examiner to the Board of
Appeals, $50.

“8. For certificate of correction of applicant’s mistake under section 255 or
certificate under section 256 of this title, $15.

“9. As available and if in print: For uncertified printed copies of specifications
and drawings of patents (except design patents), 25 cents per copy; for design
patents, 10 cents per copy; the Commissioner may establish a charge not to
exceed $1 per copy for patents in excess of twenty-five pages of drawings and
specification and for plant patents printed in color; special rate for libraries
specified in section 13 of this title, 50 for patents issued in one year.”

SEo. 2. Section 41 of title 35, United States Code, is amended by adding the
following subsection :

“(c) The fees prescribed by or under this section apply to any other Govern-
ment department or agency, or officer thereof, except that the Commissioner may
waive the payment of any fee for services or materials in cases of occasional
or incidental requests by a Government department or agency, or officer thereof.”

Sec. 3. Section 31 of the Act approved July 5, 1946 (ch. 540, 60 Stat. 427,
U.8.C,, title 15, sec. (1113), as amended, is amended to read as follows:

“(a) The following fees shall be paid to the Patent Office under this Act:

“1. On filing each original application for registration of a mark in each class,
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“2. On filing each application for renewal in each class, $25; and on filing each
application for renewal in each class after expiration of the registration, an
additional fee of $5.

“3. On filing an affidavit under section 8(a) or section 8(b), $10.

“4, On filing each petition for the revival of an abandoned application, $10.

“5. On filing notice of opposition or application for cancellation, $25.

“8. On appeal from an examiner in charge of the registration of marks to the
Trademark Trial and Appeal Board, $25. )

“T. Por issuance of a new certlficate of registration, following change of
ownership of a mark or correction of a registrant’s mistake, $15.

“8. For certificate of correction of registrant’s mistake or amendment after
registration, $15.

“Q, For certifying in any case, $1.

“10. For filing each disclaimer after registration, $15.

“11. For printed copy of registered mark, 10 cents.

“12. For recording every assignment or other paper not exceeding six pages,
$3; for each additional two pages or less, $1; for each additional registration
or application included, or involved in one writing where more than one is so
included or involved, addltional, $1. '

“13. On filing notice of claim of benefits of this Act for a mark to be published
under section 12(c) hereof, $10.

“(b) The Commissioner may establish charges for copies of records, publica-
tions, or services furnished by the Patent Office, not specified above.

“(¢) The Commissioner may refund any sum paid by mistake or in excess.”

Sec. 4. Section 154 of title 35, United States Code, is amended by inserting
the words “subject to the payment of maintenance fees,” after the words “seven-
teen years,”.

Skc. 5. Title 35, United States Code is amended by adding the following new
section after section 154:

“8 155. Maintenance fees

‘“(a) During the term of a patent (other than a design patent) a first main-
tenance fee shall be due prior to the end of the fifth year from the date of the
patent, a second maintenance fee prior to the end of the ninth year from the
date of the patent if the patent is then still in effect, and a third maintenance fee
prior to the end of the thirteenth year from the date of the patent, if the patent
is then still in effect; said fees may be paid within six months after the due
date, namely the end of the fifth, ninth, or thirteenth years, respectively, or as
otherwise provided in subsection (b) of this section, upon payment of the
additional fee prescribed for delayed payment. On failure to pay a maintenance
fee before the expiration of the time provided therefor the right conferred by
the patent shall terminate at the end of the fifth, ninth, or thirteenth year, as
the case may be, or as otherwise provided in subsection (c¢) of this section.
Such termination or lapsing shall be without prejudice to rights existing under
any other patent.

“In the case of a reissued patent, the times specified herein shall run from
the date of the original patent.

“(b) Notice of the requirement for the payment of the maintenance fees shall
be attached to or embodied in the patent. The Commissioner shall send a
separate notice of the requirement for the fee, without unreasonable delay, after
the due date has passed without the fee having been paid, to the patentee and
any other party having an interest in the patent as shown by the records of the
office on the due date, at the address shown by the record of the patent, and
the fee, together with the additional fee prescribed for delayed payment, may
be paid within thirty days from the date of such notice or within six months
from the due date, whichever period expires later.

“(c) Any inventor to whom a patent was issued (or his heirs if the inventor
is deceased) and who owns the patent may, at a time not earlier than six 3nonths
prior to the due date and not later than the final date provided in subsection (b)
of this section, request deferment of the first maintenance fee if the total sum
received by anyone, since the date of the patent, from or under or by virtue of
the patent, or from the manufacture, use or sale under the patent of the in-
vention, was less than the amount of the fee due, and a statement under oath
to this effect accompanies the request. The fee shall thereupon be deferred un-
til the time the second maintenance fee is due and shall be payable within the
game time as and in addition to such second maintenance fee and with the
.same result if not paid.
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“Any inventor to whom a patent was issued (or his heirs if the inventor is
deceased) and who owns the patent may, at a time not earlier than six months
prior to the due date and not later than the final date provided In subsection (b)
of this section, request deferment of the second maintenance fee, and further de-
ferment of the first maintenance fee (if such fee has been deferred under the
first paragrapb of this subsection), if the total sum received by anyone, during
the preceding four years, from or under or by virtue of the patent, or from the
manufacture, use or sale under the patent of the invention, was less than the
amount of the fee or fees due, and a statement under oath to this effect accom-
panies the request. The fee or fees due shall thereupon be deferred untll the
time the third maintenance fee is due and shall be payable within the same time
as and in addition to such third maintenance fee and with the same result if not
paid-P’

The analysis of chapter 14 of title 35, United States Code, immediately preced-
ing section 151, is amended by adding thereto:

“155. Maintenance fees.”

Sec. 6. Subsection (a) of section 41 of title 35, United States Code, is amended
by adding the following:

*12, a, First maintenance fee, due on the expiration of the fifth year of the
patent, other than a design patent, $100.

“b. Second maintenance fee, due to the expiration of the ninth year of the
patent, other than a design patent, $300.

“c. Third maintenance fee, due on the expiration of the thirteenth year of the
patent, other than a design patent, $500.

“d. On delayed payment of a maintenance fee, $25.”

SEc. 7. (a) This Act shall take effect three months after its enactment.

(b) Item 1 of section 41(a) of title 35, as amended by section 1 of this Act,
does not apply in further proceedings in applications filed prior to the effective
date.

(¢) The amendment of item 2 of section 41(a) of title 35 by section 1 of
this Act does not apply in cases in which the notice of allowance of the applica-
tion was sent prior to the effective date and in such cases the fee due is the fee
specified by item 2 prior to its amendment.

(d4) The amendment of item 3 of section 41(a) of title 35 by section 1 of
this Act applies in the case of applications for design patents filed prior to the
effective date for one of the lower terms and which are amended after the effec-
tive date to one of the higher terms.

(e) Item 4 of section 41(a) of title 35, as amended by section 1 of this Act,
does not apply in further proceedings in applications for reissues filed prior to
the effective date.

(f) Item 3, of section 31 of the Trademark Act as amended by section 3 of
this Act, applies only in the case of registrations issued and registrations
published under the provisions of section 12(c) of the Trademark Act on or after
the effective date.

(g) Section 155 and item 12 of section 41(a), enacted by sections 5 and 6
of this Act, do not apply to patents issued prior to the effective date.

SEec. 8. Section 266 of title 35, United States Code is repealed.

The chapter analysis of chapter 27 of title 35, United States Code, is amended
by striking out the following item :

“266. Issue of patents without fees to Government employees.”

OFFICE OF THE SECRETARY OF COMMERCE,
Washington 25, D.O., March 22, 1962,
Hon. LYNpON B. JOHNSON,
President of the Senate,
Washington, D.C.

Dear MR. PRESIDENT: There are enclosed four copies of draft legislation that
revises H.R. 7731. The earlier bill was designed to increase fees collected by
the U.S. Patent Office of the Department of Commerce in the consideration and
issuance of patents and registrations of trademarks and the performance of
related activities. There are also enclosed copies of a section-by-section analysis
and explanation of the revised legislation. The fees which would be modified by
the revised proposal are presently established by statute and, therefore, con-
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gressional action s necessary to effect changes. The new fees and statutory
changes which are proposed also require congressional action.

As was noted in my letter of transmittal, dated June 13, 1961, accompanying
H.R. 7731, the last major change in patent fees was in 1832 when the application
and issuance fees were raised to $30 each. Immediately after the 1932 revision
of fees the Patent Office was collecting in fees a sum exceeding 90 percent of
the cost of operating the Patent Office. Although gince that time the costs of
operation of the Patent Office have risen considerably, no major adjustment
of fees has been made to effect the same recovery of costs. In each of the 4
years, 1958-61, the Patent Office recovered in fees approximately one-third of its
cost of operation. For fiscal year 1962 the estimated receipts on the basis of
current fees would amount to approximately 32 percent of the proposed budget
for that year. The fees presented in the proposed bill have been calculated so
that if they were in full operation, the cost recovery would be approximately 75
percent. However, it should be noted that certain of the mew fees proposed ;
namely, the maintenance fees payable after a patent has issued and the trade-
mark affidavit fee payable after the registration has issued, would not be effec-
tive immediately to bring in receipts since they apply only to patents and
trademal('lk registrations issued after the effective date of the proposed legislation,
if enacted.

The principal purpose in submitting this revised form of H.R. 7731 is to design
the fee structure for patent and trademark activities so that not only are
approximately 75 percent of operating costs recovered, but the fees charged for
filing an application and for issuing a patent bear a more reasonable relation to
the cost of examining a specific application and issuing a particular patent. In
the past, patent fees have distinguished only incidentally, if at all, between short
and clear disclosures, and long and obscure ones. This revised legislation pro-
poses to encourage clarity, brevity, and improved form by fee differentials.

The Department urges early congressional action to enable the Government to'
effect greater recovery of costs from special beneficiaries of this Government
program as well as to encourage better practice hefore the Patent Office by
applicants. Such action would be in furtherance of the administration’s policy
of charging special beneficiaries of Government programs for the costs of opera-
tion attributable to special beneficiaries. }

The Bureau of the Budget advises that the draft bill would be consistent with:
the administration’s objectives.

Sincerely yours,
EDWARD GUDEMAN,
Acting Secretary of Commerce.

SECTION-BY-SECTION ANALYSIS AND BXPLANATION OF LEGISLATION To F1x THE FEES
PAYABLE T0 THE PATENT OFFICE, AND FOR OTHER PURPOSES

SEQTION 1

Section 1 of this bill makes various changes in the existing fees payable to
the Patent Office in patent cases.

The first change in this section is to raise the fee payable on applying for a
patent from $30 to $40, with the further payment of a charge of $2, instead of $1;
for each claim presented in excess of 10, rather than 20 (item 1 of sec. 1) and 4
new fee of $10 for each independent claim presented at any time in excess of 1.
This application filing fee is the most important fee payable in the Patent Office
and accounts for 32 percent of the receipts of the Patent Office. The different
treatment accorded independent claims as compared to the total number of claims
is to encourage applicants to use the dependent form of claim which, because it is
easier to examine, will reduce examination time.

The second change in fees in this section is the raising of the fee payable for
issue of a patent from $30 to $40, and the addition of a charge of $10 for each
page of specification as printed and $2 for each sheet of drawing (item 2 of
sec. 1). The issue fee, which is the second most important of the Patent Office
fees and accounts for 19 percent of the receipts of the Patent Office, is also
extended to cover relssue patents. This new type of issue fee is designed to
improve the relationship between the size of a patent and the cost of examining
and issuing it.

The fees payable in design patent cases are changed from $10, $15, and $30, for
design patents of terms of 334, 7, and 14 years, respectively, to a filing fee of
$20, and issue fees of $10, $20, and $30 for terms of 3%, 7, and 14 years, respec-
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tively (item 3 of sec. 1). The design patent fees account for less than 2 percent
of Patent Office receipts and the increases here are of about the same order
proportionately as the increases in the other patent application fees. The
form of the fees has been changed to parallel the filing and issue fees for other
types of patent applications.

The fee for filing for a reissue is changed “to parallel the fee charged for
original applications (item 4 of sec. 1).

The fee on appeal to the Board of Appeals is increased from $25 to $50 if
the Board considers the appeal and an additional charge of $50 exacted for an
oral hearing if required (item 6 of sec. 1). This appeal fee accounts for less
than 4 percent of Patent Office receipts.

The fee for filing a disclaimer (item 5. of sec. 1) or for petitioning to revive
an abandoned application or for the delayed payment of an issue fee is increased
from $10 to $15 (item 7 of sec. 1). :

The fee for recording each assignment of an application, patent, or legal
paper is Increased to $20, instead of $3, with $1 for each two pages over six and
50 cents for each additional item in one writing (item 10 of sec. 1).

A few adjustments in other fees are also made by this section.

Patent fees of a new type and a new concept of paying the issue fee are
provided in sections 4, 6, and 8.

BECTION 2

Section 2 of the bill provides that Government departments and agencies
shall pay the same fees as are pald in the Patent Office by others, except as
otherwise provided.

SECTION 8

Section 3 of the bill makes various changes in fees payable in the Patent
Office in trademark cases. This section is in the form of a complete rewriting
of section 31 of the Trademark Act providing for fees. The items bave been
tabulated and numbered for convenience of reference and a few minor fees have
been omitted from the act to be included in the group of fees fixed administratively
by the Commissioner.

Three major changes in trademark fees are made. First, the fee on filing
an application to register a mark is raised from $25 to $35 (item 1 of sec. 3).
Second, a fee of $10 is made payable at the time that an affidavit to maintain
the registration in force must be flled (item 3 of sec. 3). This fee is made
applicable only in the case of registrations issued after the effective date of the
legislation if enacted (sec. 9(d)). Third, the fee for recording an assignment
of a trademark registration or any other paper is increased to $20 (item 12
of sec. 3).

A few adjustments in other fees have also been made. For the first time,
a fee i1s made payable on the filing of a petition to revive an abandoned trade-
mark application (item 4 of sec. 8). Also, the fee ($10) for the flling by a
registrant of an application to cancel or surrender a registration issued to it
has been dropped. The additional revenue which would be received in trade-
mark cases under this revised schedule of fees would make the function of
examining and issuing trademark registrations and related activities of the
Patent Office, considered separately, substantially self-sapporting.

SECTION 4

This section provides for a different concept of paying the issue fee (provided
for in item 2 of section 1) and is designed, in part, to simplify the issue problems
in the Patent Office, thereby permitting earlier dissemination of disclosures of
applications found to contain inventive subject matter.

The issue fee is to be paild after the patent issues, but in some cases the Com-
missioner may require a deposit to be charged against the fee before the patent
issunes.

SECTIONS &, 6, 7, AND 8

Sections 5-8 introduce a maintenance fee {n patent cases. After a patent is
issueqd, the patentee is required to pay a fee of $100 at the expiration of the fifth
year, & second fee of $200 at the expiration of the ninth year, and a third
fee of 300 at the expiration of the thirteenth year, from the date of the patent.
These fees are required to maintain the patent in force, and failure to pay
them results in a lapse of the patent rights. A period of grace of 6 months is
provided, and a deferment provision allows an {nventor who still owns the patent
to defer payment if he has not made any money from the patent.
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SECTION 9

‘By this section, the issue fee, as provided for in item 2 of section 1 of this act,
is made applicable only to applications which have not had a notice of allowance
mailed prior to the effective date of this act if enacted, and the maintenance
fees, as provided for in sections 5 through 8 of this act, are made applicable only
to patents issued after the effective date of this act.

SECTION 10

Section 10 repeals section 266 of title 35, United States Code, relating to fees
in certain Government cases, in view of the provisions of section 2 of the bill.

THE SECRETARY OF COMMERCE,
Washington, D.C., August 17, 1962.
Hon. JoaN L. MCCLELLAN,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights,
UBRB. Senate, Washington, D.C.

DEAR SENATOR MCCLELLAN : As you know, some time ago the Department of
Commerce recommended to Congress a bill to revise patent fees. Over the years,
the fees authorized by statute have become very much out of date and there is
a strong need for new legislation on this subject. I personally feel that in the
interest of economy for the Federal Government, that is to collect fees which
will cover a greater percentage of the operating costs of that Office, this is long
past due.

Extensive hearings have now been concluded in the House under the chair-
manship of Representative Willis of Louisiana. I understand the House com-
mittee unanimously reported a bill to revise the patent fees. Also, the Rules
Committee has granted a rule and we anticipate the bill will be scheduled in due
course for consideration by the House.

I understand there has been some reluctance to schedule consideration by the
Senate committee unless and until it appeared that favorable action would be
taken by the House. I can appreciate this and I am writing you at this time to
request, in view of the progress which has been made in the House, early con-
gideration by the Senate committee, As chairman of the subcommittee which
would initially consider this bill, I should greatly appreciate your putting it -
on your subcommittee schedule for early consideration. As we move along
toward the end of the present session of Congress, I recognize that scheduling
of bills both for committee consideration and floor action becomes increasingly
difficult. A great deal of time has been expended upon the presently proposed
legislation, both by executive officials and by Members of Congress, and it would
be most unfortunate if the proposed legislation would not finally be acted upon
because of the crowded schedules occurring in the closing days of the session.

Accordingly, I am bringing this to your attention and shall greatly appreciate
anything you can do to expedite consideration of the proposed legislation by
your subcommittee.

Sincerely yours,
LuTHER H. HODGES,
Secretary of Commerce.

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington D.C., August 31, 1962.
Hon. JoEN L. MOCLELLAN,
Chairman, Subcommitiece on Patents, Trademarks, and Copyrights of the
Committee on the Judiciary, U.8. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: In connection with the testimony of Patent Commis-
sioner David L. Ladd, in support of 8. 2225, as revised, a blll “To fix fees payable
to the Patent Office, and for other purposes,” 1 am pleased to present the
following statement which was prepared for the consideration of the Congress.
I am also pleased to note that the Committee of the Judiciary of the House of
Representatives has reported favorably on the bill. This letter sets forth the
general policy of the administration on the matter of charges for Government
services rendered to identiflable recipients, as well as our views on the merits of
the subject bill.
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In the conduct of their various activities many Federal agencies are required
to provide certain services, supply products, or authorize the use of public
resources which convey special benefits to identifiable recipients above and be-
yond those which accrue to the public at large. In falrmess to the taxpayer,
who carries the major burden of support of Federal activities, the Government
has adopted the policy that the recipient of these special benefits should pay a
reasonable charge for the service or product received or for the resource used.

The Congress gave statutory expression to this basic principle in title V of
the Independent Offices Appropriation Act of 1952 (5 U.S.C. 140) which estab-
lished as an objective that services rendered to special beneficiaries by Federal
agencies should be self-sustaining to the fullest extent possible. It is our opinion
that the patent system does provide such a special benefit to identifiable re-
cipients, i.e., the inventors, applicants, and holders of patents, and that accord-
ingly these beneficiaries should bear a fair share of the cost of the system’s
support. The monetary value of rights acquired through the patent system is
often very large. A large subsidy to the system is not necessary to protect the
public. In fact, the bill seeks only to restore the well-established principle that
the patent system should be substantially self-supporting by providing for fees
which are commensurate with current needs.

At present many problems bear heavily on the Patent Office. The complexity
of applications and mounting search load have reduced the production of ex-
aminers and forced a persistent expansion of the size of the examining corps.
1n addition, salaries, printing, and other elements of continulng overhead cost
are sharply increased. A major new effort is being initiated in research and
development which wiii require increased support. In order to overcome severe
problems created by personnel turnover and excessive backlogs, attention is also
being focused on the need for additional space and the modernization of exam-
ining facilities.

Action by the Congress to modernize patent fees will contribute to the im-
provement of the patent system in at least three ways. First, the fee structure
which would be introduced by enactment of 8. 2225 will provide remedies to
certain ineflicient practices by reducing the number of unnecessary complicated
claims and inactive patents. Second, the additional revenues generated by in-
creased fees will at least partially offset the cost of providing desirable im-
provements in the range and level of Patent Office services. Finally, enact-
ment of the bill will provide important evidence of the determination of the
beneficiaries of the patent system to joln with the Government in accomplishing
whatever improvements may be necessary to preserve this country’s traditional
system of patent examination and award.

To summarize, it is our position that S. 2225, by updating the patent fee struc-
ture, provides for recovery of a fair share of the costs of the Patent Offce
through a fair and reasonable system of fees. Furthermore, the revisions to the
fee structure incorporated in the bill provide valuable corrective measures
which would further benefit the operation of the Patent Office and the patent
system. Accordingly, we concur in the intent of the legislation and strongly
recommend its enactment.

Sincerely yours,
Davmo E. BeLL, Director.

(Subsequently the following was ordered printed in the record at
this point, by the chairman:)

ExECUTIVE OFFICE OF THE PRESIDENT,
BUREAU oF THE BUbaET,
Washington, D.C., September 7, 1962.
Hon. JoEN L. McCLELLAN,
Chairman, Subcommitiee on Patents, Trademarks, and Copyrights,
Committee of the Judiciary, U.8. Senate, Washington, D.C.

DEsR MBR. CHAIRMAN: In connection with the testimony of Commissioner of
Patents Davig L. Ladd in support of 8. 2225, as revised, a bill to fix fees pay-
able to the Patent Office, and for other purposes, it has come to our attention
that a statemeut of the position of the adminfstration on the matter of fees
paid by other Federal agencies would be helpful.

The subject bill provides that patent fees apply equally to all parties, in-
cluding Federal agencies, except that the Patent Commissioner would be able
to walve Federal fees for incidental or occasional requests. It is our view that
this provision is fair, desirable, and in keeping with good budgetary practice.
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It is a principle concern of the Bureau of the Budget that the costs of services
that are provided by Federal agencies will be determined and collected in all
cases where a speclal benefit accrues to an identiflable recipient. We are simi-
larly concerned that services which are provided for Federal agencies as a result
of their requests will be shown as actual costs of the operation of those agencies.
1t 18 our bellef that the budget requests of the individnal agencies, as presented

to the Congress in the executive budget, should in fact present the complete
picture of the fiscal plan of that agency.

Since one of the major efforts represented by 8. 2225 is to provide the Patent
Office with a sounder and more rational flscal structure, it seems consistent that
Federal agencles should pay for services rendered and the Patent Office should
not be required to flnance services provided to other Federal agencies. We
strongly support the enactment of 8. 2223, as revised.

Sincerely yours,

ParLire 8. HUOGRES,
Asgsistant Director for Legislative Reference.

Senator McCreLLaN. Mr. Commissioner, would you identify your
associates, please.

Mr. Laop. I will be pleased to, Mr. Chairman. On my left is Mr.
James Gambrell, the special assistant to the Commissioner of Patents.
On his left is P. J. Federico, Examiner in Chief of the Patent Office.
On his left is Mr. Daniel De Simone. On his left, Mr. Charles Gareau.
On my immediate right is Mr. Donald Ellis, the Director of the Budget
and Finance Division of the Patent Office. And on his right Mr.
Kenneth McClure, who is in the General Counsel’s Office of the De-
partment of Commerce.

Senator McCreLLAN. Thank you very much, Mr, Commissioner.

All right, you may proceed.

Mr. Laop. As you know, Mr. Chairman, the Department of Com-
merce has sufgested revisions to S. 2225, and those revisions corre-
spond to a bill, H.R. 10966, which has been introduced in the House,
and reported out favorably and unanimously, and without amendment,
by the House Committee on the Judiciary.

Senator McCLeLLAN. It has not been passed by the House yet 1

Mr. Laop. It has not, sir. It has been granted a rule, and awaits
floor action.

Senator McCreLraN. Do you anticipate it likely will be passed?

Mr. Laop. That is my expectation.

Senator McCreLLaN. Before the session ends?

Mr. Laop. Yes sir.

Senator McCLELLAN. Very well.

Mr. Lapp. In my testimony, therefore, I will refer to the proposed
revision as the bill, and will direct my attention to it.

The bill is another in a series which has been submitted over the

ears to increase the Patent Office’s fees, and therefore the revenues
1n the Patent Office. A number of those have heretofore been reported
out favorably by various committees, and one, I think, even passed
one House of the Congress.

In any event, a short history of these bills is given in the report
which emanated from the House Committee on the Judiciary, on
H.R. 10966. _

There has been no significant increase in the fees of the Patent Office
since 1932. At about that time, the Patent Office recovered substan-
tially all of its expenses by fees. . i

Since the early 1940’s, the disparity between income and expenses
has steadily widened, and today we recover only about 31 percent of
our budget expenses.

~
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This is shown rather clearly on figure 1. These figures are included
as o part of the prepared statement. But I am going to ask Mr.
Gareau to display enlargements of them for the review of the com-
mittee. .

Senator McCLELLAN. Are these charts you are now referring to al-
ready in the prepared statement ?

Mr. Laop. Yes, sir.

Senator McCreLLAN. Very well,

Mr. Lapp. This growing disparity between the revenues of the Office
and its expenditures has not escaped this committee. This fact was
commented upon in the 1958 committee report, when the observation
was made that we recover approximately only one-third of our ex-
penses by fees. There has been a further decline since that time.
And, as I say, it is now about 31 percent. So in sum, not only is there
a disparity between our revenue and our expenses, but that disparity
ig steadily growing on an established long-range trend.

Senator McCreLLaN. What would you think is the fair ratio to be
borne in the overall, let us say, of the operation of the Patent Office,
by the public—because the public benefits from it, too—and by those
who take advantage of the services.

Mr. Lapp. Mr. Chairman, I think that question goes to one of the
fundamental disputes which you will hear in the testimony on this
legislation.

There are those who at one extreme say that the Patent Office is a
public service, should be subsidized, and no consideration should be
given at all to the amount of the recovery of its expenses by way of
fees.

On the other hand there is the policy of the Bureau of the Budget,
which has been set forth in memorandums, to the effect that where
there is a service performed by a Government agency, in which there
is first of all a general benefit to the public, and secondly, a special
benefit to special users, as they are caﬁed, there should be some rea-
sonable cost recovery to reflect this distribution.

This bill is premised upon a 75-percent recovery of our current
budgeted expenditures. If you asked me to defend 75 percent as
against 80, or as against 85, or as against 70, or 65, I think it would be
impossible to do so. But a three-quarters recovery is deemed by the
Bureau of the Budget, and by us, to be a reasonable allocation of the
burdens on the Patent Office,

Senator McCLeLLaN. In other words, for the Federal Government
the public, to bear 25 percent of the cost involved of operating the
Patent Office you feel would be equitable.

Mr. Labp. %hat is correct.

I might say, Senator, that in my discussions with people in the
Bureau of the Budget and in our own department, there 1snot so much
concern as to resolving this philosophical issue about what this per-
centage should be, as there is, at least to some extent, to closing this
growing gap between our revenues and expenditures.
~ Senator McCreLLaN. When were these fees last fixed by law ?

Mr. Lapp. In 1932—the major fees from which t)e overwhelming
proportion of our income comes.

Senator McCreLLax. What has been the general cost of operating ?
How much has it increased during this period of time. Let’s take the
salaries.of the employees, percentagewise.
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Mr. Laop. Those data are given for the Patent Office in the state-
ment.

Senator McCLeLLAN. Let’s just take the Patent Office. What per-
centage has it increased? Let’s take salaries.

Mr. Laop. Let me give an example. The average salary for Patent
Office employees in 1940 was approximately $2,600 per annum. Today
the average salary and benefits amounts to $8,100; that is, $7,500 for
salary, and $600 for benefits. And that is an increase of about 210
percent.

Now, if we go to another major item of our budget, which is print-
ing and reproduction—and about one-sixth of our total budget goes to
the Government Printing Office to print the patents—we get this in-
formation:

Printing and reproduction costs now comprise, as I have said, about
15 percent of totaf operatin% costs. The largest element of 'Pﬁinting
costs, over 70 percent, involves specifications of patents. The rate
g‘er page for printing of patent specifications was $4.41 in 1940.

oday it is $14.75, which is an increase of 235 percent since 1940.

To print the specifications and drawings and to publish the issuance
in the Official Gazette, the average patent of today costs about $63.
At 1940 prices, the cost would be about $19. The increase in cost
amounts to $44, or about 230 percent. So those figures will give you
a general idea.

enator McCLeLLAN. Mr. Ladd, on the average, how much do we
increase the fees by this bill? I mean you have taken the average of
costs there. Now, for the same services, by what percentage are we
increasing the fees over 1932 or 1940%

Mr. Lapp. I could make this point very quickly by referring to fig-
ures 5 and 7.

On figure 5, on the left hand side, there is shown the basic fees which
are paiguunder present law on a patent application. That $60 rep-
resents a $30 filing fee, and a $30 final fee. There are other fees which
are involved, but they are comparatively negligible.

On the right-hand side is shown an adjustment for what is commonly
called the decreased purchasing power of the dollar.

I now want to lay aside maintenance fees for the moment. For an
average patent, under the new law, the cost would be $144 in Patent
Office fees; $131 of that is represented by. what would ordinarily be
called a cost of living adjustment. The $13 would represent a real
increase. But the $131 would represent simply a cost of living ad-
justment.

Now, by looking at figure 7, you can see the comparison in millions
of dollars of the amounts which are covered under the present law,
and which would be covered under the legislation.

The recovery from filing fees is today about 214 million. Under the
legislation, over $5 million would be recovered. _

ou can see similar comparisons there for patent issues, designs,
trademarks, ex parte appeals, and recordin;fv assignments. And on
the right-hand side, you see an entirely new fee which is proposed by
this legislation, which would be the maintenance fees.

Senator McCrrrLraN. A maintenance fee—that is a new thing.
That is something new altogether.

Never have charged it before.



PATENT OFFICE FEES 13

Mr. Lapp. The U.S. Patent Office has never charged it before,

Senator McCreLraN. Explain what you mean by a maintenance fee.
On what did you base or predicate it ?

Mr. Laop. It is a fee which is required to be paid periodically as a
condition of maintainingythe patent in force.

Senator McCrLELLAN. You mean you give a patent for 17 years, is
it—

Mr. Lapp. That is correct.

Senator McCLELLAN. You say at the end of 5 years you have to
pay another fee?

r. Lapp. $100, under the bill.

Senator McCreLLaN. In what period ?

Mr. Lapp. Attheend of 5 years.

Senator McCLELLAN. I just took that out of the air. Is that right?

Mr. Lapp. That is correct. I think the fact that you took it out of
the air, Senator, shows that the time period is not unreasonable.

Senator McCreLLaN. I just thought that is what you meant—in
order to keep the patent alive, to maintain it.

Mr. Lapp. That is correct.

Senator McCLeLLAN. Although it is granted for 17 years, but to
keep it alive if it proves profitable, and the fellow wants to keep it,
he contri]l;utes something to the maintenance of the Patent Office,
so tospeak.

Mr. Laop. That is correct.

Senator McCLELLAN. That would be, then—he would have to pay
three times, over the 17 years—$300.

Mr. Laop. Under the bill he would pay at the end of the 5th year
$100, at the end of the 9th year, $200, and at the end of the 14th
year, $300.

Senator McCLELLAN. It isa graduated scale.

Mr. Lapp. That is correct.

Senator McCLELLAN. It goes up.

Mr. Laop. The idea is to try to place, first of all, part of the cost
of maintaining and administering the patent system on those who
benefit from it. And secondly, to make those payments at a time
when the person can determine whether his patent has been actually
of commercial value to him.

Senator McCLeLLAN. Now, may I ask you this. Suppose he fails
topay. Then what happens?

r. Lapp. The patent lapses.

Senator MCCLELLAN. Tll:i)sa.bant lapses.

Mr. Lapp. There is, however, a 6-month grace period. But once
that grace period is passed, the patent lapses.

Senator McCLELLAN. There might very well develop something—
a fellow might invent something, and not get it well marketed in 5
years. Isthatright?

Mr. Lapp. This is an objection which has been made. But actually
there are some data which are available on this.

There have been studies made about when the patents which are
ever used at any time during the life of the patent come into com-
mercial use. And as a matter of fact, my predecessor, Commissioner
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'Watson, in testifying before the House committee on this, said, and
Iquote:

Recent but as yet unpublished studies by the George Washington Patent,
Trademark, and Copyright Foundation bave indicated, for instance, that of
those inventions which are both exploited and patented by corporations, 40 per-
cent are commercially exploited even before the application is filed, 50 percent
are commercially exploited for the first time during the pendency of the
application.

Senator McCreLran. Well, I guess we could talk about this for a
long, long time. Generally you feel that the fees proposed here are
reasonable, and they will bring up the income of the Patent Office to
around 75 percent of the outgo, the cost of operating it.

Let me ask you this: Have you had serious complaints from any
sources against these increases ¢

Mr. Laop. To understate, we have had very serious complaints.
And you will hear a number of them here today.

Senator McCreLLAN. Some of the folks here don’t want to pay any
increase ¢

Mr. Laop. Some do not. I would say that there is general con-
sensus in the bar and among those who benefit from the patent sys-
tem that at least some kind of increase is in order.

Senator McCreLraN. I don’t know, there may be others—I would
raise some question—there may be an issue about this maintenance
fee. It seems to me like it is pretty high. I don’t know. It may
not be.

Mr. Laop. Let me,if I may——

Senator McCrerLLan. Off the record.

(Discussion off the record.)

Senator McCreLLan. We will recess at this time until 3 o’clock this
afternoon.

(Whereupon, at 12 :25 p.m. the hearing was recessed, to reconvene at
3 p.m. of the same day.)

AFTERNOON SESSION

Senator McCrLerLraN. The committes will resume.
Mr. Commissioner, do you have anything further ¢

STATEMENT OF DAVID L. LADD, COMMISSIONER OF PATENTS—Re-
sumed ; ACCOMPANIED BY JAMES GAMBRELL, SPECIAL ASSISTANT
TO THE COMMISSIONER; P. J. FEDERICO, EXAMINER-IN-CHIEF;
DANIEL DE SIMONE, LEGISLATIVE CONSULTANT; CHARLES
GAREAU, PATENT SPECIALIST; DONALD ELLIS, DIRECTOR,
BUDGET AND FIANCE DIVISION; AND KERNNETH McCLURE,
ASSISTANT GENERAL COUNSEL, DEPARTMENT OF COMMERCE

Mr. Laop. Mr. Chairman, before we recessed I had touched upon
the fact that the growing &isparity of the income and expenses of
the Patent Office had been noted by this committee. I mentioned a
reference to the annual report of this committee for the year 1958.

The concern for this disparity is also expressed in the annual report
of the committee for 1959 at page 2bwhere the report states that one

of the principal objectives of this subcommittee is to test the possibil-
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ity of increasing the revenue of the Patent Office so that the growing
gai) between expense and revenue may be closed.
likewise made a very brief mention of the special user policy of

the Bureau of the Budget. And I should like to make reference to a
letter which I understand Mr. Bell, the Director of the Bureau of the
Budget, has sent to you, sir; and also to the Bureau of the Budget
Bulletin 58-3 dated November 13, 1957 ; and the Bureau of the Budget
-Circular A-25 dated September 23, 1959.

Senator McCreLraN. Counsel, do we have each of the documents
-that the Commissioner has referred to?

Mr. Dinkins. Yes, sir.

Senator McCrLELLAN. They may be printed in the record at this
-point in the order in which the Commissioner referred to them.

(The documents referred to are as follows:)

EXECTCTIVE OQFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., November 18, 1957.
Bulletin No. 58-3.
"To: The heads of executive departments and establishments.
Subject: User charges for certaln Government services.

1. Purpose.~—This bulletin calls for the preparation of legislative proposals
essential for the development of an equitable and uniform Government-wide
-policy on charges for certaln Government services or property.

Following a careful and thorough joint interdepartmental review of this
-problem, the President has approved the recommendations made to him. The
review, including these recommendations, is attached for information and
. guidance.

The President has requested the Bureau of the Budget_to initiate actions in
. accordance with those approved recommendations. This bulletin, therefore, re-
. quests each executive agency to prepare legislative proposals for removing all
present limitations or restrictions on the agency’'s authority to (a) recover full
costs for Government services which provide a special benefit; and (b) obtain a
+falr market value for Government-owned resources or properties sold or leased.

This bulletin supersedes Bureau of the Budget Circular No. A-25 dated
*November 5, 1953, the coverage of which was more limited.

2. Coverage.—Except for the specific exclusions mentioned later fn this bulletin
- the legislative proposals should include all areas in which existing legislation
- prohibits or restricts the application of charges or fees. The proposals should
. also include areas in which existing legislation is silent on the subject of such
-.charges but where the agency considers an expression of congressional policy
. desirable prior to initlating charges.

Legislation ahall be conaldered restrictive when it does not permit full cost
recovery by the Federal Government for Federal services or products provided
which convey to some recipients a special benefit above and beyond that ac-
. cruing to the public at large. In addition, legislation shall be considered re-
» strictive if it hampers (a) the realization of a fair market value from the sale
or use of federally owned resources or property or (b) the application of sound
: business management principles and comparable commercial practices in the sale
. of such resources and property. .

‘The areas excluded from the attached document (see second paragraph under
“Coverage’) are also excluded from the provisions of this bulletin. In addition,
this bulletin does not apply to the disposal of property under approved pro-

. grams to charitable, governmental, and related agencles or instrumentalittes.

3. Data to be submitted.—Legislative proposals will be submitted to the Bu-
reau of the Budget in accordance with Circular A-19, revised, not later than
“February 1, 1958. They shall be accompanied by a short explanation of their
background and effect.

4. Other actions.—In those areas where present legislative authority is ade-

. quate and no legislative proposal is submitted, the head of each agency should
.-determine and, act on applying user charges in his agency in accordance with
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the recommendations in the attached report and the provisions of existing law.
These actions should not be deferred pending efforts to remove or clarify legis-
lation restricting user charges in other areas.
By direction of the President:
PERCIVAL F. BRUNDAGE, Director.

(Attachment to the Bureau of the Budget Bulletin, No. 58-3)
UseEr CHARGES FOR CERTAIN GOVERNMENT SERVICES
THE PROBLEM

Among the numerous services performed by the Federal Government in the
public interest, many provide an added special benefit to individuals or groups.
The Government is also extensively engaged in the sale and leasing of Govern-
ment-owned resources and property. Uniform Government-wide policies or pro-
cedures for applying user charges, however, do not exist. Variations in charges
for similar activities exist between and even within agencies, resulting in hidden
subsidies, inequities, and a burden on the general taxpayer. Efforts to correct
the present situation have been piecemeal and have had only limited success.
The President, however, on several occasions has stated his firm belief
in the principle that, as a matter of equity, the recipients of the special benefits
should pay for the full applicable cost of the special services provided, and that
a fair market value should be obtained from the use or sale of Government-owned
resources or property.

JOINT INTERAGENCY BTUDY

To achieve the above objective, the President requested that several executive
agencles join together to study the problems involved and make any necessary
recommendations to him. In the resulting report an overall review of agency
user charge practices has been made and recommendations have been developed
with respect to (1) general policies governing charges, (2) specific standards
and criteria to be used in determining fees, and (3) measures for implementing
a positive user charge program.

COVERAGE

The scope of the study was Government wide in its application, but the study
itself covered only a selected number of agencies and operations within those
agencies. The activities examined on a sample basis included licensing; testing,
inspection and grading; use of air and water navigation aids and facilities;
use of money and credit; publications; maps, charts and aerial photographs;
gpeclal studies, recreation and tourist facilities; grazing; oil, gas, and mineral
leasing and mining claims; miscellaneous land uses; and use of Government-
owned patents. Selected operations which reflect the major non-Federal users
or beneficiaries within each of these general activities were examined.

It was agreed that even though there had been a request to examine the fee
aspects of water resources (power, flood control, and irrigation), this area
should be excluded from the study because comprehensive recent studies already
exist. Similarly, the areas of postal rates, fringe benefits for military and Fed-
eral employees, and sale of surplus property have been excluded from the scope
of this review. 'Also excluded are the activities of the legislative branch, the
judiciary, and the municipal governments of the District of Columbia and the
Canal Zone.

GENEEAL BITUATION

Basically there are two broad categories of charges: Those related to recov-
ering the cost of providing a special service or benefit and those concerned with
recovering a fair market value for the use or sale of federally owned resources
or property. With respect to the first, there is no consistent approach in the
application of user charges. In some cases the special services are provided
by Government agencies without charge. In others the fees are equal to a
portion of the costs, and in a few instances the full cost of providing the service
is recovered. The method of determining costs varies from agency to agency. In
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some cases all or a portion of the revenues are earmarked for use by the agency,
while in others all receipts are deposited as miscellaneous receipts in the gen-
eral fund of the Treasury. In several areas the exact amount of the charge is
specified in legislation ; in others legislation provides for a charge, but the exact
amount is left for administrative determination; in a number a charge is neither
specifically called for nor prohibited by legislation, but is based on an adminls-
trative determination; and in some instances a charge is prohibited by law.

ILLUSTRATIONS OF VARYING PRACTICES

beSome examples illustrative of different agency charge practices are set forth
low :

1. In the licensing activity, the charges range from zero to 100 percent of the
costs. No charge, for example, is made for the issuance of Federal Communi-
cations Commission and Interstate Commerce Commission regulatory licenses.
On the other hand, the regulatory operation concerned with the national banks
by the Comptroller of the Currency is self-sustaining, and the issuance of pat-
ents and the registration of trademarks by the Patent Office is approximately
45 percent self-sustaining. Within the Federal Power Commission the licensing
of utility company hydroelectric power facilities is nearly self-sustaining, while
a comparable license in the natural-gas fleld is provided free.

2. In the field of publications some agencies refer requests for publications
to the Superintendent of Documents, who sells them. Other agencies provide a
similar type of publication free. In fact, the same publication may be for sale
by the Superintendent of Documents and given away free by the sponsoring
Agency.

3. For maps and navigation charts the sales price is generally determined by
applying a modified proportional cost concept (full cost of printing and distri-
bution, including plate preparation for all copies) in contrast to the incremental
cost concept (cost of printing and distribution of only those additional copies
to be sold), which is used as the basis for cstablishing the sales price of pub-
lications sold by the Superintendent of Documents. A much greater propor-
tion of printed maps are sold than is the case for publications. Although the
practices in the mapping agencies are generally uniform, there are some incon-
sistencies as, for exanmple, in the case of the Corps of Engineers. One corps
district distributes its waterway bulletins and navigation charts free, while
another district applies a nominal charge.

4. In the use of money and credit, the Export-Import Bank recovers costs.
But this is one of the few cases of complete recovery, since the rates charged
by most lending agencies are considerably below costs because of statutory lim-
itations or program considerations.

5. In testing and inspecting, the General Services Administration recovers
costs for product qualification tests for procurement, while the Department of
Defense pays a large share of the costs of similiar tests. Within the Department
of Health, Education, and Welfare, the Food and Drug Administration recovers
the cost of testing batches of antibiotic drugs, while there is no charge for batch
tests of vaccines tested by the Public Health Service, another bureau in the
same Department. Due to various provisions of law, international agreements,
and administrative regulations, the charge policy for inspections performed out-
side regular duty hours varies between inspecting agency (Treasury, Justice,
HEW, Agriculture, and others), location, day of the week, and also the type of
transportation inspected.

6. The Federal-aid highway program may be considered to be on a self-
sustaining basis, while the Government recovers-only a relatively small portion
of the costs of providing airway and inland waterway navigation aids and
facilities.

7. In the recreation area, the costs of conducting tours of dams are now re-
covered by the Bureau of Reclamation, but no charge is made by the Corps of
Engineers.

Similar variations exist in the choice of methods used in determining charges
for the use or sale of Government-owned resources or property. The charge
may be based on competitive bidding in one agency for a resource or use of
land while in another agency the charge for the same resource or use is deter-
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mined by appraisal or is based on a fee schedule not necessarily related to
market value. In some instances, the amount charged is specified by legisla-
tion enacted many years ago, and despite changes in values or conditions, the
rate has remained the same.

8. There is a wide variation in charges between Federal agencies and private
eompanies for grazing privileges on similar rangeland. For example, in the
Klamath and Lake County area of Oregon within a radius of 100 miles, the
;eﬁs per cow-month for rangeland, much of which is similar in value, vary as

ollows :

Bureau of Land Management (Interior) $0.15
Forest Service (Agriculture) .44
Indian Service (Interior) 1.38
‘Weyerhauser Timber Co. (private) .99-1. 08

In a 1953 study made by the Forest Service comparing the same type of pri-
vately owned land with national forest land, the following extreme differences.
in charges for cattle were noted :

Average 1953 | Average 1953
{ee per cow- | fee per cow~
State Natlonal forest month on month for
national similar pri-
forests vate land
Montana. . .--] Tewis and Clark..._.._. $0.78 $5.00
Oolorado. . Uncompahgre. ...o...... .65 6. 50
Arfzona. Apache. .o .._...__ 42 $2, 50-5. 00
b G TN T Boise_ ..o eeeeeaan 50 4 80
Utah. Dixe__ 67 5.00

9.  With respect to oil and gas leasing, the situation adjacent to the San Juan
River 1n southern Utah is representative of the variation in governmental charge
policies. The Navajo reservation lies to the south of the river and public domain
on the north side. Several oil companies paid rentals of $1 per acre for the pub-
lc domain for a §5-year lease, while at approximately the same time they paid
$6.25 in rentals per acre for 5 years plus a bonus ranging from $1.27 to $129 per
acre for leases within the reservation. The charge for a noncompetitive 5-year
lease of public domain lands is one-third lower today than it was from 1935 to
1940. Likewise, the charge for oll and gas leases on lands that have been ac-
quired by the Government is lower today than it was in 1947. The present charge
is $1 per acre for a 5-year lease compared to the 1947 rate of $5 per acre for a simi-
lar period plus a bonus., In the case of acguired 1ands administered by the Forest
Service, the average bonus amounted to over $§19 per acre prior to 1947.

All leases involving Indian lands and the Outer Continental Shelf require com-
petitive bidding. In contrast, on public domain and acquired lands, no competi-
tive bidding is required when the lands are outside the boundary of a known geo-
loglc structure. These noncompetitive leases represent over 95 percent of the
number of leases, acreage under lease, and workload.

10. In the case of mineral leasing, the Government receives a 25-cent per acre
annunal rental for prospecting permits for certain minerals, while permits for
other minerals are granted on approximately 2 million acres with no charge.

11. Under the mining laws, title to the land is granted the claimant for $5 per
acre, frrespective of timber or other nonmineral values, which may be worth sev-
eral hundred dollars per acre. The $5 fee was established in 1872 and has re-
mained the same since then.

Many of the special benefits provided by the Government service represent
hidden subsidies which have developed over the years, and, in some cases,
reflect efforts which were made to stimulate an “infant” industry or provide
temporary aid to a specific segment of the population. As these benefits and
subsidies continued, the recipients became accustomed to them, and now naturally
oppose initiation of charges or any increases. Increases have not been made in
many fees even though costs to the Government and values to the recipient have
risen manifold.
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PROGRESS TO DATE

Many inequities have been noted during the past several years, and the ad-
ministration has initiated corrective action in a number of areas, including the-
following :

1. New and substantially higher filing fee schedules have been established by
the Bureau of Land Management for public land transactions. This has raised:
annual receipts from this source from $397,000 to over $842,000 in the past few

ears.
v 2. Atter request by the Department of State, the Congress repealed a fixed serv-
ice charge, established in 1789, for authenticating copies of records, thus permit-
ting the establishment of charges commensurate with current costs.

3. The Bureau of the Budget issued circulars on fees for licensing, registration,
and related activities (A-25) and for copying, certification, and search of records
(A-28).

4. Sc)aparabe laws were passed. to assess a reasonable registration and renewal
fee for brokers under the Commodity Exchange Act and to increase the fees for
executing passport applications. Legislation to increase patent fees was also
proposed in the last Congress to raise the proportion of costs (as currently cal-
culated) recovered by the Patent Office from 45 percent to 78 percent.

5. Fees have also been increased for a number of uses of Federal land, such
as grazing on the public domain, the sale or lease of small tracts on the publie
- domain, summer homesites on the national forests, entrance to various nationa}
parks and monuments.

Progress has thus been made, but it has been piecemeal and quite limited in
scope. In some cases the Congress rescinded actions taken by the executive
branch, or caused a deferral of administration plans to increase charges. The
Congress, for example, passed legislation discontinuing the fees which were being
charged for certificates in lieu of lost military discharges. In view of studies
being conducted by Senate committees, action was deferred on the charging of
fees for licensing, registration, and related activities as preposed by the Bureau
of the Budget. The study of fees for Government services which was completed
by the Senate Committee on Government Operations on February 1, 1956, con-
eluded that the congressional committee having oversight jurisdiction of the
agency providing the special benefit should (1) ascertain the need for adjusting
fees and (2) initiate appropriate legislative action required to implement the:
agency fee program.

CONCLUSIONS

The problem should be examined from the viewpoint of the Government as &
whole. While limited success might be obtained by continuing a piecemeal
approach, greater strides can be made from a Government-wide approach to
assure equity and comparability in charges for related services and for use or
sale of Government-owned resources or properties. It is felt that this approach
would enlist the support of groups concerned with the general overall objectives
of equity, fairness to the general taxpayer, and fiscal soundness. It would
provide the basis for eliminating arguments sometimes advanced by individual
pressure groups that they have been singled out for discriminatory treatment..
In addition, it is believed that the existence of a clear expression of administra-
tion and congressional policy would provide the necessary stimulus for an
aggressive program.

The successful implementation of the recommendations which follow will (a)-
provide greater equity in the provision of Government services, (b) reduce pres~
sures for special services, (c¢) provide a yardstick to evaluate future legislation
and prﬁgram requirements, and (d) increase receipts by many miilions of dollars
apnually.
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RECOMMENDATIONS

That an active approach to the solution of the user charge problem be devel-
oped ata’nd that the following policies and principles be adopted on a Government-
‘wide basis:

A. General policy for charges

1. Cost recovery for services.—Where a service (or privilege) provides special
benefits above and beyond those which accrue to the public at large, a charge
should be imposed to recover the full cost to the Federal Government of rendering
that service. For example, a special benefit will be considered to accrue and a
-charge should be imposed when a Government-rendered service:

(a) Enables the beneficiary to obtain more immediate and substantial
gains (sometimes measurable in monetary terms) than those which accrue to
the general public (e.g., granting a patent) ; and/or

(b) Provides business stability or assures public confidence in the busi-
ness activity of the beneficiary (e.g., certificates of necessity and convenience
for airline routes) ; and/or

(¢) 1s performed at the request of the recipient and is above and beyond
the services provided to other members of the same industry or group, or to
the general public (e.g., passports, visas, airman’s certificates).

2. Sale or use of federally owned resources or property.—The fair market vaiue
should be realized from the sale or use of federally owned resources or property.
‘Sound business management principles and comparable commercial practices
should be followed so far as practicable and feasible. Generally this activity
slllould be revenue producing and should not be based on the recovery of costs
alone.

B. Costs, fees, and receipts and their determination

1. Agency respongibility.—The primary responsibility for the initiation and
«development of a program of charges and fees continues to be in the agency. The
.agency should :

(a) Determine the extent of the special benefits provided;

(b) Apply accepted governmental accounting principles in determining
costs;

(c) Establish the charges; and

(d) In the case of the use or sale of Government-owned resources or
property, apply sound business management principles and comparable
commercial practices.

2. Determination of costs to be recovered.—The computation of the cost to
‘the Federal Government of providing services shall be in accordance with ac-
cepted governmental accounting principles. Costs shall be determined or esti-
mated from the best available existing records in the agency, and should not
necessitate the establishment of new cost accounting systems. The cost com-
‘putation shall include all direct and indirect costs of carrying out the activity,
includiug but not limited to:

(a) Salaries, employee leave, travel expense, rent, cost of fee collection,
postage, maintenance, operation and depreciation of buildings and equip-
ment, and payroll burden costs (e.g., retirement and employee insurances) ;

(b) A proportionate share of the Cabinet department (or other agency)
supervisory costs ;

(¢) A proportionate share of military pay and allowances, where ap-
plicable;

(d) The costs of enforcement, research, establishing standards, and regu-
lation to the extent the agency head determines these costs are properly
chargeable to the activity.

3. Establishment of fees to recover costs.—The maximum fee will be governed
"by the total costs involved and not by the value of the service to the beneflciary.
The rate of fee established should not seriously impair the objectives of the
program or other public policy. The cost of providing the service shall be re-
viewed at least once every 3 years and the fees adjusted accordingly.

The agency may make exceptions to recovery of full costs under the illustra-
‘tive conditions stated below :

(@) The cost of collecting the fees would be an unduly large part of the
receipts from the activity.
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(b) The furnishing of the service without charge is an appropriate cour-
tesy to a foreign country or international organization.

(c¢) Comparable fees are set on a reciprocal basis with a foreign country.
(In line with the policy of requesting legislative changes for the removal
of legal limitations, the Department of State should endeavor to renegotiate
those international agreements which prohibit the establishment of a fair
and equitable user charge for special benefits provided by the KFederal
Government.,)

(d) The special beneficiary is engaged in a nonprofit activity designed for
the public safety, health, or welfare.

(e) Payment of the full fee by a State, local government, or nonprofit
group would not be in the interest of the program.

The application of such exceptions would be subject to the review, when
necessary, of the advisory committee on fees and charges (see Recommendations
for Implementation of Policy).

4. Dispostion of receipts.—All receipts shall go to the general fund of the
Treasury as miscellaneous receipts except:

(@) Where it is intended that an agency or program or some part of a
program be operated on a fully self-sustaining basis from receipts for
services performed or proceeds from the sale or use of Government-owned
resources or property.

(b) Where the agency head can demonstrate that earmarking of receipts.
is necessary to encourage the initiation or increase of fees or charges.

(¢) Where the receipts are used to offset the cost of authorized special
services or programs for which the demand is irregular and unpredictable,.
such as inspections performed upon request outside of regular duty hours.

The present system of sharing receipts with States and counties for the use:
of land and sale of resources should be left undisturbed.

C. Recommendations for implementation of policy

To implement an equitable and uniform user charge program in line with the
general policies, it is recommended that :

1. The Bureau of the Budget request the executive agencies to prepare legis-
lative proposals removing all present limitations or restrictions on the agencies”
authority to (a) recover full costs for Government services which provide a
special benefit; and (b) obtain a fair market value for Government-owned re-
sources or properties sold or leased. These proposals should incorporate a recom-
mended expression of congressional policy on charges and fees, and authorize the
President to initiate such rules, regulations, and advisory groups as he deems
necessary to implement an aggressive and continuing user charge program
throughout the Government.

The agency proposals should also include areas where legislation is now silent
on the initiation of user charges and where the agency considers an expression
of congressional policy desirable prior to inltiating charges.

2. This program of user charges should be carried through within the existing.
governmental framework in both the agencies and the Bureau of the Budget.
The Bureau of the Budget would continue to exercise its coordinating role.

3. After enactment of authorizing legislation, the President should designate-
an advisory committee of five qualified persons, familiar with Government
operations, to advise the President and the agencies and to provide guidance
to the Bureau of the Budget on the public policy considerations involved in
applying user charges. The advisory committee would concern itself principally
with determinations of the extent of public interest or special interest on those
issues referred to it by the agencies or by the Bureau of the Budget. The Bureau
of the Buadget would furnish the secretariat for this committee.

4. Increased efforts to carry out the recommended policies should be effected
in those areas where legislative authority already exists for initiating or increas-
ing charges, concurrent with the efforts to obtain legislation for the removal
of restrictions in other areas.
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ExECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., September 23, 1959.
Circular No. A-25.

To : The heads of Executive Departments and Establishments.
Subject : User charges.

1. Purpose.—Bureau of the Budget Bulletin No. 58-8 of November 13, 1957,
get forth some general policies for developing an equitable and uniform system
of charges for certain Government services and property. This circular incor-
porates the policies contained in that bulletin and gives further information
with respect to: (a) the scope of user charge activities; (b) guidelines for
carrying out the approved pclicies; and (¢) agency submission of periodic status
reports. It also prescribes Standard Form No. 4 on which periodic status re-
ports are required.

Because this circular applies also to the areas previously covered by Bureau
of the Budget Circular No. A-28 of January 23, 1854, that circular is hereby
rescinded.

2. Qoverage.—Bxcept for exclusions specifically made hereafter, the provi-
sions of this circular cover all Federal activities which convey special benefits
to recipients above and beyond those accruing to the public at large. The spe-
cific exclusions which continue to be governed by separate policies are fringe
benefits for military personnel and civilian employees; sale or disposal under
approved programs8 of surplus property; postal rates; interest rates; and fee
aspects of certain water resources projects (power, flood control, and irriga-
tion). In addition this eircular does not apply to activities of the legislative
and judicial branches, the municipal government of the District of Columbia,
the Panama Canal Company. or the Canal Zone Government.

3. General policy.—A reasonable charge, as described below, should be made
to each identifiable recipient for a measurable unit or amount of Government
service or property from which he derives a special benefit.

(a) Special services.

(1) Where a service (or privilege) provides special benefits to an iden-
tifiable recipient above and beyond those which accrue to the public at large,
a charge should be imposed to recover the full cost to the Federal Govern-
ment of rendering that service. For example, a speclal benefit will be
considered to accrue and a charge should be imposed when a Government-
rendered service:

(a) Enables the beneficiary to obtain more immediate or substantial
gains or values (which may or may not be measurable iIn monetary
terms) than those which accrue to the general public (e.g., receiving a
patent, crop insurance, or a license to carry on a specific business) ; or

(b) Provides business stability or assures public confidence in the
business activity of the beneficiary (e.g., certificates of necessity and
convenience for airline routes, or safety inspections of craft) ; or

(¢) Is performed at the request of the recipient and is above and be-
yond the services regularly received by other members of the same in-
dustry or group, or of the general public (e.g., receiving a passport, visa,
airman’s certificate, or an inspection after regular duty hours).

(2) No charge should be made for services when the identification of the
ultimate beneficiary is obscure and the service can be primarily considered as
benefitting broadly the general public (e.g., licensing of new biological
products).

(b) Lease or sale—Where federally owned resources or property are leased or
sold, a fair market value should be obtained. Charges are to be determined by
the application of sound business management principles, and so far as prac-
ticable and feasible in accordance with comparable commercial practices.
Charges need not be limited to the recovery of costs; they may produce net
revenues to the Government.
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4. Agenoy responsibility.—The responsibility for the initiation, development,
and adoption of schedules of charges and fees consistent with the policies in this
circular continues to rest with the agency. Each agency shall:

a. Identity the services or activities covered by this circular;

b. Determine the extent of the special benefits provided;

c. Apply accepted cost accounting principles in determining costs ;

d. Establish the charges; and

e. In determining the charges for the lease and sale of Government-owned
resources or property, apply sound business management principles and
comparable commercial practices.

8. Oost, fees, and receipts, and their determination.—

(@) Determination of costs.—Costs shall be determined or estimated from the
best available records in the agency, and new cost accounting systems will not
be established solely for this purpose. The cost computation shall cover the
direct and indirect costs to the Government of carrying out the activity, in-
cluding but not limited to :

(1) Salaries, employee leave, travel expense, rent, cost of fee collection,
postage, maintenance, operation and depreciation of buildings and equip-
ment, and personnel costs other than direct salaries (e.g., retirement and
employee insurance) ;

(2) A proportionate share of the agency’s management and supervisory
costs ;

(3) A proportionate share of military pay and alowances, where ap-
plicable;

(4) The costs of enforcement, research, establishing standards, and regu-
lation, to the extent they are determined by the agency head to be properly
chargeable to the activity.

(d) Establishment of fees to recover costs—Each agency shall establish
fees in accordance with the policies and procedures herein set forth. The pro-
visions of this circular, however, are not to be construed in such a way as to re-
duce or eliminate fees and charges in effect on the date of its issuance. The
maximum fee for a special service will be governed by its total cost and not by
the value of the service to the recipient. The cost of providing the service
shall be reviewed every year and the fees adjusted as necessary. In estab-
lishing new fees and increasing existing fees the agency may make exceptions
gz the general policy (paragraph 3, above) under such conditions as illustrated

low.

(1) The incremental cost of collecting the fees would be an unduly large
part of the receipts from the activity.

(2) The furnishing of the service without charge is an appropriate
courtesy to a foreign country or international organization; or comparable
fees are set on a reciprocal basis with a foreign country.

(3) The recipient is engaged in a nonprofit activity designed for the pub-
lic safety, health, or welfare.

(4) Payment of the full fee by a State, local government, or nonprofit
group would not be in the interest of the program.

(c) Disposition of receipts.—Legislative proposals shall generally avoid dis-
tarbing the present rule that collections go into the general fund of the Treasury
as miscellaneous receipts. However, exceptions may be made where:

(1) It is intended that an agency or program or a specifically identifiable
part of a program be operated on a substantially self-sustained basis from
receipts for services performed or from the sale of products or use of
Government-owned resources or property.

(2) The agency can show that the initiation or increase of fees or charges
is not feasible without earmarking of receipts.

(3) The receipts are in payment of the cost of authorized special benefits
for which the demand 1is irregular or unpredictable, such as inspections
performed upon request outslde the regular duty hours.

This circular is not intended to change the present system of sharing with
States and counties receipts from the lease of certain lands and the gale of cer-
tain resources.
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6. Changes in existing law.—In cases where collection of fees and charges for
services or property in accordance with this circular is limited or restricted by
provisions of existing law, the agencies concerned will submit appropriate
remedial legislative proposals to the Bureau of the Budget under the established
clearance procedure, as provided in Bureau of the Budget Circular No. A-19.

7. New activities.—In the establishment of new Federal activities which would
provide special benefits, the agencies concerned are to apply the policies and
criteria set forth in this circular.

8. Reports to the Bureau of the Budget.—Each agency shall make a report by
December 31, 1959, for each bureau or comparable organizational unit, of the
costs and charges for all services or property covered by this circular, and shall
also make a report of changes not later than December 31 of each succeedlng
year as a result of its annual review of such costs and charges. The initial re-
port for any new agency hereafter established (including those established by
reorganization) shall be submitted on December 31 following the end of the first
fiscal year during which the agency was in operation. Each report shall cover
the situation as of the preceding June 30, and shall be prepared in accordance
with the instructions set forth in the attachments to this circular.

By direction of the President:

Mavurice H. Stans, Director.

(Attachment A to Circular No. A-25)
INSTRUCTIONS FOR THE PREPARATION OF ANNUAL REPORTS oN Uskr CHARGES

1. Form and coverage of reports.—Reports shall be prepared on Standard
Form No. 4, as illustrated in attachment B. An original and two copies will be
required.

The initial report should represent a complete inventory of all services of the
agency which provide a special benefit to recipients above and beyond those ac-
cruing to the public at large, and all activities under which federally owned
resources or property are or could be sold or leased.

Subsequent reports covering the annual review of costs and charges shall cover
only (a) services and activities not reported earlier; (b) services and activities
for which charges have been changed ; and (c) services and activities for which
changes in the applicable category (as described below) have taken place.

2. Preparation of Standard Form No. 4—(a) A separate form will be pre-
pared for each of the following categories, where applicable :

(1) Special services for which existing charges are producing full cost
recovery ; and lease or sale activities which are returning fair market value.

(2) Special servics for which existing charges are producing less than
full cost recovery ; and lease or sale actlvities for which less than fair market
value is being obtained.

(3) Special services and activities for which no charges are currently
being made, and for which charges are apparently required by the provisions
of this eircular. ’
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(4) Special services and activities for which no charges are to be made
in accordance with the policy guidelines and exceptions provided in this

circular.
(5) Services and activities which have been discontinued or transferred
. to other agencies since the previous report. (This category is not applicable

to the initial report.)

The category of items covered by each form will be identified in the heading
by placing an “X"” in the box corresponding with the number of the category
as shown above. Forms need not be submifted for categories in which there
is nothing to be reported.

(b) Columns on the form will be completed as follows:

(1) Enter the identification number for the service or activity. Each
service and activity shall be assigned an identification number which shall
be retained from year to year, to facilitate identification in future annual
reports. Agencies may devise their own coding systems for this purpose.

(2) List each special service provided under a heading “Special services,”

and each lease or sale activity under a heading “Lease or Sale.”

(3) Enter the unit for measuring the service or property provided.

(4) Enter the amount of the charge being made for each unit as of the
preceding June 30. In cases where there are various rates for differing
situations, a summary schedule of rates may be attached in lien of listing
each rate individually.

(5) Enter the date the charge shown in column 4 became effective.

(6) Enter the amount of the charge which was made previous to the
date in column 5.

(7) Enter the number of units of activity for the last completed fiscal
year. .

(8) BEmter (in thousands of dollars) the cost of providing the service
or the fair market value of resources or property sold or leased.

(9) Enter (in thousands of dollars) the amount of collections (net of
refunds) during the last completed fiscal year.

(10) Enter the symbol of the receipt account, appropriation account, or
fund account (excluding deposit funds) to which the collections were or
will be credited.

(11) Enter any pertinent explanatory comments relating to the infor-
mation shown in the preceding columns. On reports covering categories 2,
3, and 4, specifically note in this column, for each item, the reason(s) that
full cost recovery or fair market vaiue is not obtained. Also indicate
whether full cost recovery for special services or fair market value for
lease and sale activities can be obtained under existing law; the status of
specific legislative proposals (e.g., under study, drafted, cleared, intro-
duced, or reported) ; and the status of proposed administrative changes in
fees and charges, including effective dates.

On reports subsequent to the inltial report, indicate in this column the
previous category in which the item was reported. On reports covering
category (5), identify the services and activities transferred to other agen-
cies or organizational units and the agency or organizational unit to which
the transfer was made.
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Mr. Lapp. Thank you, Mr. Chairman. I do not intend to spend
very much time in elaborating upon what I consider to be one of
the central points of the controversy to be resolved by the subcom-
mittee and by the Congress in the consideration of this legislation,
namely the question of how much of the expenses of the Patent Office
should be borne by the public as a whole and how much by the special
beneficiaries. I do think it relevant, however, to quote from the 1959
report of this subcommittee to indicate that the special user theory
has some support:

Whether the gap between the Patent Office income and expenditures is nar-
rowed by establishing renewal fees or by increasing initial fees, a larger share
of the cost of the patent system probably ought to be borne by the patentees.
‘While it may be assumed that the functioning of the system itself confers tangible
public benefits for which the public should reasonably pay, it is also true that
the system is intended to confer and does confer specific financial advantages
upon the persons who make use of the system. It therefore does not seem
unfair to provide that those who receive the advantages should contribute a
major share of what the system costa

As I mentioned this morning, there is a general consensus, I believe,
in the bar and among those persons who are interested in patent
matters that, especially inasmuch as the basic Patent Office fees have
not been increased since 1932, that some rise of some order is in order.

As a matter of fact, there is in the record of the hearings in the
other House a letter from the U.S. Chamber of Commerce which
endorses the special user theory and specifically recommends that
the Patent Office recover not 75 percent but 100 percent of its total
expenditures.

oreover, there is some su}l)port for almost every feature of the
bill. For example, I will explain later that there is an effort in the
bill to encourage practice before the Office which would allow us to
examine applications more ex?editiously and I think more fairly.
And there is a differential fee for independent and dependent claims
which, as I say, I will explain later. :

This concept, for example, has been endorsed by the New York
Patent Law Association, although disapproved by the Patent Section
of the ABA, as no doubt a later witness can elaborate for you in
detail.

I will add, as I have insisted before bar associations across the
country, that the Patent Office is under great stress now, and that
this bill has not been drafted for the willful convenience of a Gov-
ernment agency. It has been drafted, rather, in an effort to ration-
alize our practice in the Patent Office and allow us to handle the back-
log which has burdened this Office for many, many years.

e problems which we are trying to be responsive to are those
which have been analyzed in trenchant detail in the annual report of
this subcommittee which was published, I think, in March or April
of this year. The bill generally is directed at two objectives: It is
directed first at the objective of increasing the revenue of Office. And
that I have already exﬁlained. There is an objection that the imposi-
tion of these fees might depress or discourage filings. We have in-
cluded a table in the prepared statement, table 10, which shows that
in the experience abroad where fees have been increased—with the
exception of the experience in Germany—the increase in fees has
seemed to have no perceptible effect on the number of applicationsy:
which are filed. 3
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I might say that a full recovery of the expenses of the Patent Office,
which we are not here advocating, is not unprecedented either in the
United States or abroad, as figures 1, 3, and 4 attached to the pre-
pared statement will show.

I think it is also important to understand that the fees paid to the
Patent Office represent but a fraction of the total cost of obtaining a
patent. By far the greater proportion of expenses connected with ob-
taining patents from the Patent Office is for legal and other expenses.
And as a matter of fact, under the present law, according to our calcu-
lations, the basis of which is set forth in great detail in the prepared
statement, not more than 9 percent of the total cost of obtaining
patents is represented by Patent Office fees, and under the revised
schedule of fees as proposed by this bill it would not exceed 20 percent.

I think it is also relevant to call attention to a statement made by
my predecessor. Mr. Watson, in his testimony before the House com-
mittee on H.R. 10966, where he said :

I will say this, however, that I have never seen an invention of importance
fail to be patented because of the impoverishment of the inventor, but he will
have to surrender part of his control.

It is my understanding that the House committee requested of
prospective witnesses that they file data available to them about the
costs, all of the costs of obtaining patents, so that the relationship of
the Patent Office fees to the total cost might be more clearly under-
stood. And as a matter of fact, there is a letter written on behalf of
the NAM which appears in the record of those hearings which I inter-
pret to say that that information would be forthcoming. According
to my information, however, the data requested have not yet been
supplied.

I have explained already in my testimony this morning that most
of the increase represented by the proposals in this bill would rep-
resent a cost-of-living adjustment between the 1932 fees and those
which we propose to institute at this time.

We believe that the provisions of the bill will lead to better practice
in the Patent Office. We believe that they will in the long run tend to
reduce the long pendency of applications in the Office with which this
committee has long been concerned, as evidenced by the reports of the
committee in 1956, 1957, 1960, and 1962 at pages 6, 4, 20, and 13, re-
spectively.

Let me talk briefly about the kind of fees which are proposed. We
propose a modest increase, $10 from $30 to $40, in the Eling fee. We
propose a modest increase from $30 to $40 in the issue fee.

There is another important element of issue fee, however. And that
is a charge based on the number of pages of specifications and the
number of sheets of drawings.

There is a provision which imposes a charge for independent claims
over one, and distinguishes in the charges between dependent and
independent claims.

There is also a proposal to impose maintenance fees which we
began to discuss this morning, which would be $100 in the 5th year,
$200 in the 9th vear, $300 in the 13th year.

In addition to these, there are also fees proposed which I would
consider minor, an increase in the fee for appeals, the recordation of
assignments, and for trademark applications.

59438623
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And now I would like to turn to the maintenance fees which I
characterized this morning as the most controversial aspect of this
legislation.

We have proposed a schedule of maintenance fees for one simple
reason. (Given a decision on the question of what percentage of our
costs we should recover in the Patent Office, the question then arises,
how should these revenue-producing fees be distributed. We have
already stated that this legislation proposed to recover 75 precent of
our presently budgeted expenditures. Bperating from that basis, we
have suggested the imposition of maintenance fees which, let me be
frank, some peovle characterize as taxes—and I have no objection to
that characterization—in order to avoid raising the filing fees and
the other fees.

One objective was to keep the filing fee as low as possible to avoid
the discouragement of filing applications.

There is another policy at issue, I would submit, which is here
involved. And that is a belief that part of the costs of the adminis-
tration of the patent system should be imposed upon those people
who benefit from it. And I take it that it is not altogether inconsist-
ent. with the opinion that was expressed by this committee in the 1959
report:

The subcommittee staff believes that with adequate safeguards to prevent
lapsing of a patent right through inadvertence, renewal fees appear to be a fair
means of putting the cost burdens of the patent system where they belong; that
is, on the patents which are able to earn a commercial reward.

The maintenance fees will allow a person to decide at a time after
issuance whether or not his patent is of suflicient commerical value to
him to pay the maintenance fees and thus keep it in effect. As I have
explained, the overwhelming majority of the patents which do come
into use at any time come into use either prior to the filing of the
application or during the pendency of the application.

There is another provision in the bill which has been inserted in
response to the objection that the bill would bear particularly hard
upon the small, indigent, individual inventor. Here as a premaise it is
important to understand that over 70 percent of all patents which are
issued today are issued to corporations. Moreover, for the individual
inventor who has not signed his patent a special provision has been
built into the bill so that at the time that the first and second renewal
fees become due, and if he has not received revenue or benefit from
his patent equal to the value or the cost of the renewal fee, he may file
an affidavit to that effect, and thereby defer the payment of the re-
newal fee. At the 13th year, however, he must fish or cut bait. But,
as I have said, since the overwhelming majority of the patents which
are going to go into commercial use do so either prior to application
or during pendency, this means that very, very few risks have to be
undertaken.

I might say that the imposition of renewal fees is not universally
opposed by the bar or by industry, and as a matter of fact, this par-
ticular aspect of the bill was supported by my predecessor, Mr.
Watson, in the hearings before the House.

Let me turn now to the charges for independent and dependent
claims. And it will help if I give a brief explanation of what is
involved.

A claim is a kind of definition which appears at the end of a patent
specification, and defines the scope of the protection. The claims can



PATENT OFFICE FEES 31

be either independent or dependent in form. .\n illustration of this
1s given on figure 14. If you will compare those claims in the second
column in independent form and in the right-hand column in de-
pendent form, those claims are of identical scope.

I need not say that the dependent claim is much easier to examine.
We did run a controlled experiment in the Patent Office and proved
out statistically that this was so. But I will submit that the best
evidence on this point is not even the controlled experiments. The
best evidence on that will be testimony of two men from the Patent
Office Society. They are experienced examiners who do this day in
and out, and they can tell you the difference between examining an
independent and a dependent claim.

Let me emphasize this. For the basic fee an applicant will have one
independent claim and nine dependent claims without further sur-
charge.

M(%reover—and let me emphasize this point strongly—we are not
forbidding the use of independent claims. What we are trying to do
is to recover a reasonable part of the additional cost upon the Office for
examining claims in that form. In short, if the applicant feels that
it is important to him to have independent claims, he may have them.
But he must pay for them.

There are objections that use of dependent claims is undesirable
because dependent claims can be left dangling after a patent has been
adjudicated and the independent claim held invalid. The answer to
that is that the applicant always has recourse to reissue for the nar-
rower claims if he wants. And moreover, about 1 percent of all the
patents which are everissued get into litigation at all.

I have now only two more points to make. One goes to adininistra-
tive costs. Many objections have been made that the increase in the
administrative costs of this bill would heavily offset the increased
revenue which would be recovered. This is an objection which tends
to be made against any new legislation. But we have made estimates
of the cost of administration. They are set forth in detail in appendix
C-2tothe statement. And it is here important only for me to say that
the cost of administration will represent less than 1 percent of the
increase in income which would come to the office as a result of this
legislation.

Senator McCreLLaN. Is it your contention that it would discourage
people from applying for patents, is that what you mean?

Mr. Lapp. No, I am talking now about the cost internally to the
Patent Office for administering the new legislation, keeping track of
wlien maintenance fees are due, what kinds of charges have to be made
on the basis of dependent claims——

Senator McCrLeLLax. Are we contending that the cost of adminis-
tration will equal revenues?

Mr. Lapp. That is the objection. I might say that from the people
who have objected to the legislation on this basis I have seen no alter-
native analysis of the expected costs of administration which would
contradict those which we have placed in the record.

Let me turn finally to the small inventor, for whom we must always
have respect. But unfortunately in debates on fees the debate often
tends to get colored somewhat emotionally by his plight. As I have
said, over 70 percent of the patents which are issued today are issued
to corporations. e have tried to take care of the small inventor by
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the imposition of maintenance fees which allow him to postpone the
payment of fees until such a time as he can see whether the patent is
golng to be commercially valuable to him. In this way, by the use of
maintenance fees, we have been able to keep the filing fee quite low.

Finally, as to the usual fee, which will also apply to the small in-
ventor, we have on the basis of studies in the office discovered that the
applications from independent inventors, applications which have
not been assigned, tend to be small in size, and therefore would not in-
cur as heavy an issue fee under this bill as the larger applications.

That completes my statement, Mr. Chairman. And I will be glad,
obviously, to answer any questions that you or the other members of
the committee may have.

Senator McCrerLan. Very well.

T still have a question on this maintenance. I am not sure that that
would be vital. The rest of it generally I see no objection to. But
this is an innovation, this maintenance fee. And I am wondering if
you are not starting in at a pretty high figure.

Mr. Lapp. There are several points I would like to make in response
to that. There are only two major industrialized countries today
which do not have maintenance fees: Canada and the United States.
There are those who argue that by virtue of that difference our patent
system is superior, and I leave them to make their argument. But in
any event it cannot be argued that maintenance fees are unprecedented.

gecondly, the maintenance fees which are proposed by this legisla-
tion are lower in dollars than those which are imposed by Germany,
for example.

Senator McLELLAN. You mean lower in cost?

Mr. Lapp. If you took the total amount of fees which are required
to be paid Germany to maintain the patent for its full term, and trans-
lated that sum from deutsche marks into dollars, the sum proposed in
this bill for maintenance fees in the United States would be lower.

Senator McCrerLran. How long has Germany had the system?

Mr. Lapo. Many years.

Mr. Feperico. They have had it practically from the beginning of
their patent law, 1877,

Senator McCrerran. Let me ask you: What are anticipated reve-
nues from this item, annual revenues ?

Mr. Lapp. That is shown on figure 7. And it is over $5.5 million.

Senator McCreLLan. The proposed figure is over $5.5 million with
this maintenance fee?

Mr. Lapp. That is right, $5,750,000, to be exact.

Senator McCrrrLLaN. It occurs to me that it is a little high, since
you are just starting it. It might be better to put it into effect at a
lower rate for the next half a dozen years or more and then possibly
revise it upward.

Mr. Lapp. Mr. Chairman, let me say this: It is for this committee to
decide, in the light of the recommendations of the Bureau of the
Budget and the Department of Commerce, whether it agrees that the
Patent Office should recover the level of fees which we suggest. That
decision, sir, obviously is yours. If our judgment on this is accepted.
then one must make the choice of where these fees are to be imposed.
Now, in the first bill which was introduced by you at the request of
the Department of Commerce, the maintenance fees were substantially
higher.
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Senator McCreLLan. I introduced it by request. That doesn’t mean
that I subscribe to it.

Mr. Laop. I understand that, sir.

Senator McCreLLAN. I subscribe to the need of the legislation to
increase the fees, I think.

Mr. Lapp. Let me make it clear, Senator, I carefully explained that
it was introduced by request, because I understood what the introduc-
tion of a bill by request means.

Senator McCreLrax. We frequently introduce bills by request of an
agency of the Government to get the issue before the legislative body
for the processing. And in the processing of it you may agree that it
is good, or you may conclude that it needs modification.

Very well.

Mr. Laop. To conclude that point, the main difference between the
bill as originally submitted and the revision about which we are talk-
ing here 1s that some of the revenues which are proposed to be re-
covered by the higher maintenance fees of the first version we now
propose to recover by what we call the regulatory features of the bill,
namely, fees geared to the size of the patent and to the form of the
claims.

Senator McCrLerLan. Let me ask you this: As I understand it now,
your estimated revenues, I think, will amount to three-fourths of the
cost of operating the Patent Office ?

Mr. Laop. Yes; and that is based upon our current budget.

Senator McCreLLaN. If youintroduced the maintenance fee as pro-
posed by you and reduced it to something like half, say $2.5 million
of that anticipated $5.75 million, what percentage then would we
recover of revenues of the cost of operating? Take off about $2.5
million or $3 million and let’s see what we would have.

Mr. Laop. Approximately 65 percent.

Senator McCreLLaN. Would it amount to 10 percent of 100 percent;
in other words, 10 percentage points? In other words, reduced from
75 to_the anticipated 65, or something around two-thirds that you
would be recovering of the cost of operating ?

Mr. Lapp. That is correct.

I might make this clear also, Senator. The maintenance fees, of
course, would be prospective in their operation; they would not apply
to patents which have already been issued. As a result, therefore,
there would be no recovery for maintenance fees at all until 5 years
after the enactment of the legislation.

Senator McCLeLLaN. Let me ask you, now, would it be retroactive ?

Mr. Labp. Noj; it will not be.

Senator McCrLELLaN. In other words, on patents already issued
there would never be any maintenance fee ?

Mr. Laop. That is correct ; there would not be.

Senator McCLeLLaN. It would only apply to future patents?

Mr. Laop. That is correct.

Senator McCreLLax. Then the fellow who got his patent last year
will not have to pay, whereas if this bill goes into effect whoever gets
his patent this year will have to pay?

_ Mr. Lsop. Depending upon the effective date of the legislation. But
it is entirely prospective in operation.

ﬁSen?ator McCrerrax. The cutoff date is the date the law goes into
effect ?

Mr. Laop. That is correct.
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Senator McCLELLAN. I guess there is no way to avoid it, there will
have to be some date, some line of demarcation to separate those
ia;ga,inst whom it would be assessed and those against whom it wouldn’t

e.

Mr. Laop. That is right.

Senator McCrLeLLaN. But this does not apply to patents which have
been granted and are now running, and it is only prospective as to
the future?

Mr. Lapp. That is correct.

Senator McCueruan. They do raise the question, then, that this is
going to discourage incentive and initiative, is that the principal
objection to it ?

Mr. Lapp. That is one of the objections. I would not call it one
of the principal ones. My answer 1s twofold. In the first place, the
patent office fees represent but a fraction of the total cost of obtaining
a patent. Under this bill, they would represent, by our estimates,
the basis of which is shown in this statement, less than 20 percent
of the total cost of obtaining the patent.

Secondly, the experience abroad shows that the raising of fees has
not had a perceptible effect, with the exception of Germany, and there
it was not great.

Senator McCrrLrax. With the exception of Germany ?

Mr. Lapp. Of Germany, and there the effect was not great, assum-
ing that the effect was from the fees. And for that reason I do not
believe myself that the imposition of these fees will depress the incen-
tive to apply for patents.

Senator McCrerran. Senator Kefauver?

Senator Kerauver. Mr, Chairman, first, I might acknowledge that
T am not as familiar with the patent laws and matters as I would like
to be. But I agree with the chairman. This strikes me as a rather
high maintenance fee, at least to start with.

I believe you have said that about 30 percent of the patents issued
are to individuals.

Mr. Lapp. That is correct, Senator.

Senator Krrauver. And if you include small corporations, that
would bring it up to 50 percent ?

Mr. Lapp. T have no way of making that estimate.

Senator Kerauver. I think there are some estimates showing that
that might be true.

This might be a real burden on an individual intrepreneur who
might not have very much money.

And then another thing, Mr. Commissioner, why do you break it
up into three installments? AsT get it here, it is the 5th year, the 9th
year and the 13th year. Efficient companies, of course, would keep
books and records. But if 30 percent of these people are individuals,
might not they have a hard time keeping up when their payments
are due?

Mr. Lanp. There are several comments I can make, Senator Ke-
fauver. In the first place, the period was chiosen to try to give a sub-
stantial time between the issuance of a patent and the due date of the
first maintenance fee in order to enable the patentee to determine
whether his patent has commercial value to him.

Secondly, to avoid the hardships which would be imposed upon
the individual; that is, the owner of an unassigned patent, the provi-
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sion has been built into the bill that if he has not received income
equal to the amount of the fees, he may by filing an affidavit defer
the first and second payments, and in that way we have tried to avoid
a hardship. .

I might say that in some foreign countries the maintenance fees
which are required to be paid must be paid annually. As a matter
of fact, maintenance fees originated in some countries as a system of
installment payment. In England, prior to 1852, the fee for obtain-
ing a patent was in the neighborhood of $500, payable before the
patent was granted. And to ease this burden the British instituted a
system whereby only some of this amount was payable before the
patent was granted, and the remainder in two installments due at
certain intervals after the patent had been granted. Later, the install-
ments were made more frequent and the amounts reduced.

Senator Kerauver. When you compare our patent system with those
of foreign countries, isn’t it true, though, that traditionally the United
States has more individual inventors than they do in most of the
foreign countries?

Mr. Lapp. That I can’t answer. Perhaps Mr. Federico can answer
it for you.

Mr. Feperico. The proportion of patents issued to corporations in
most of the major foreign countries now runs about 80 percent, where-
as in the United States 1t is presently around 70 percent.

Senator Kerauver. So then there are more individuals who get
patents here than in foreign countries?

Mr. Feperico. Yes.

Senator Kerauver. Isn’t it true, Mr. Ladd, that some of these peo-
ple who invent a better mousetrap, or some new invention, are some-
times—I wouldn’t say eccentric, but they spend their lives working on
something they are interested in, and they do not have very much
money ?

Mr. Laop. Of course, that is true.

Senator Kerauver. Do you plan to send notices to the holders of
atents when their maintenance fee is due like the Internal Revenue
ervice does?

Mr. Laop. It is not provided for in the bill, and I personally would
not recommend it. We do propose to print on the patent 1ssued a
schedule of dates when the fees are due. Many American Jaw firms
and lawyers, by virtue of handling the payments of foreign mainte-
nance fees owned by their clients, have established systems for keeping
account of the due dates of these fees. And, as a matter of fact, a
recent article in the Journal of the Patent Office Society, mention of
;)vhigh is included in the prepared statement, indicates how this can

e done.

Senator Keratver. Mr. Ladd, I can’t even remember when my in-
surance policy premiums are due except when I get a notice from the
company.

Mr. Laop. I suspect, sir, that if your lawyer was handling your af-
fairs he would remember when they were due, especially if he were
getting a fee for handling your affairs.

Senator Keratver. A small man wouldn’t have a lawyer. There
was Thomas Edison, for instance.

Mr. Laop. I take exception to your statement that the small man
does not have a lawyer, because well over 75 percent of the applications
received in our office are prepared by an attorney.
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Senator Kerauver. That may be true, but that doesn’t mean that
he has a lawyer on an annual retainer basis.

Mr. Lapp. That is quite true. Many corporations do not have a
lawyer on an annual retainer basis.

Senator Kerauver. But they have better ways of keeping books
and records. I know I have had an experience, Mr. Ladd, and I am
sure Senator McClellan has had some, too, where an individual will
come to us who thinks he has an invention worthwhile, and we will
give him the name of some patent lawyer that he can go to see.

I think there ought to be some provision for sending out notice to
the holders of patents as to when their maintenance fees would be due.

Mr. Lapp. If that provision were to be included, the estimate for
additional administrative costs of including such requirements for
notice on the part of the Office is given in appendix C-3.

Senator Kerauver. How much would that amount to, Mr. Ladd ¢

Mr. Lapp. Approximately $35,000 additionally.

Senator Kerauver. $35,000 a year?

Mr. Lapp. Yes.

Senator Kerauver. Well, comparatively that is rather a small
amount.

Mr. Laop. I agree, it is a negligible amount compared with the total
amount of revenue that is expected to be recovered by the Office.

Senator KErauver. I believe that is all, Mr. Chairman.

Senator McCreLLaN. Counsel ?

Mr. Dingins. After Senator Kefauver’s question a few minutes ago,
Mr. Ladd, you referred to this 96 percent of applications for patents
filed by individuals other than inventors. I notice that that appears
on page 62 of your statement. And I take it you mean by that that
they are either handled by patent lawyers or patent agents.

Mr. Laop. That is correct, persons registered, licensed to practice
before the Office.

Mr. Dingins. And that would leave 4 percent filed by the inventors
themselves?

Mr. Laop. That is correct.

Mr. Dinkins. I notice in your statement over on table 6 you show
that the total legal fees in individual patent cases, not counting the
field of interferences, the current fees run between $450 and $900 per
case.

Mr. Lapp. That is correct.

Mr. Dinkins. Now, when those figures are contrasted with your
issuance fees, which we have raised from $30 to $40, it shows that the
other legal expenses are much greater, doesn’t it %

Mr. Lapp. Yes, it does. To be fair, however, I want to point out
that the issue fee includes not only a basic $40 fee, but also an addi-
tional fee based upon the number of pages of specifications and sheets
of drawings. But still your point holds, Counsel.

Mr. Dinkins. Mr. Ladd, there has been a lot stated about the in-
dividual inventor, how you can extend the time for him to pay these
maintenance fees to 5, 9, or 13 years.

We have received some complaints that some small corporations and
companies are being discriminated against under this bill, that you
are giving a more favorable treatment to the individual inventor than
you are to some small corporations and companies.
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I have a letter here, for example, from a nursery company which
says:

At the present time we have 349 active plant patents. In many cases these
patents are active in connection with further plant research, but themselves are
no longer in commercial production, and as a consequence no direct income is
derived therefrom.

Now, as I understand it, this particular company under your main-
tenance fee system would have to pay those fees on 349 patents whether
they were making any money out of them or not, and you couldn’t
grant them extensions like you do the individual inventor.

Am I correct in stating that?

Mr. Laop. That is correct.

May I reply?

Senator McCrerLaN. And if they have 349 patents—they may not
be a little company, but if they have 349 patents, they would have to
gay within the 5 years, the first 5-year period after this bill passes,

35,000.

Mr. Lapp. They have a substantial outlay for their patent program,
there is no question about that.

Senator McCreLLax. As I understood. you awhile ago, they
wouldn’t have to pay anything on these, these are already granted?

Mr. Lapp. That is correct. :

Senator McCrrLLAN. But if they accumulate 349 more after a 5-
year period they would have to pay for those?

Mr. Lapp. That is correct.

Senator McCrLeLLan. I wonder if you know if that is an unusually
large number of patents for one little company to hold.

q Mr. Laop. For a little company I would say that is a sizable patent
ossier.

Senator McCreLLAN. The fact that these are plant patents, would
not that explain the numerical extent of the patents as compared to
other patents?

Mr. Laop. The fact that they are plant patents makes the number
even more surprising to me.

Senator McCrerLan. Would they have to pay this maintenance
fee on plant patents, too?

Mr. Lapp. Yes.

Senator McCrLELLAN. Are any patents excluded ?

Mr. Lapp. No, except design patents, which have varying terms and
can be ignored for patent purposes.

Senator McCrLELLAN. ﬁ covers everything except design patents?

Mr. Lapp. We don’t discriminate in that respect.

Senator McCreLrLax. I want to be sure I get you correctly on this.
You can extend the time of payment of maintenance fees by individ-
uals, but not by companies and corporations?

Mr. Lapp. That is correct.

Senator McCrrrrax. One other question. What are the present
application fees now ?

Mr. Lapp. The filing fee is $30, plus $1 for every claim over 20.

Senator McCrLeLLAN. $1 for every claim over 20%

Mr. Labp. Over 20.

Senator McCreLLaN. What is the issuance fee now ¢

Mr. Lapp. The same.

Senator McCLELLAN. $30%
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Mr. Labp. Yes.

Senator McCreLLax. And you propose to raise that to $407

Mr. Laop. That is correct, plus these charges for claims.

Senator McCLELLAN. Sir?

Mzr. Lapp. Plus these charges for claims.

Senator McCreLLaN. Why couldn’t you raise it to $50, and that
would take up some of the slack? It doesn’t seem to me like $100 is
too much for a patent.

Mr. Lapp. Precisely to avoid imposing heavy charges early, and
allowing the small inventor, if you will, or anybody else, to file his
application at a minimum cost, and to allow the principal burden of
this fee schedule to fall at a time when the patentees are enabled to
determine whether the patents has merit.

Senator McCrLELLAN. In other words, you don’t want to discourage
people from filing ?

Mr. Lapp. Not at all, we do not.

Senator McCreELraN. You want to encourage them, and therefore
you do not want to place a heavy burden or a deterrent right in their
face at the time they contemplate trying to secure a patent ?

Mr. Lapp. That is correct. Alternative proposals have been made
to impose filing fees of $100 or more and final fees of $300 or more.
And we feel that it is better to allow these fees to fall at a later time
in the life of a patent when the patentee can decide whether or not he
really is going to get a commercial return.

Senator McCrLELLAN. You mean after it has been established
whether it is profitable, whether the invention is profitable?

Mr, Lapp. That is correct.

Senator McCreLLan. You feel it is better to have the maintenance
provision as a method of securing revenue than to have a fee for the
issnance of the patent, a larger fee?

Mr. Laobp. Yes

Senator McCreLnan. I was just trying to rationalize this situation.

Mr. Lapp. You grasp the rationale of the bill exactly, sir.

Senator McCreLran. Counsel ?

Mr. Dinkins. Mr. Ladd, we have a letter referring to some testi-
mony you gave before the House Committee on the Judiciary last
April, and there is one point about which I would like to have your
statement. The letter states:

In discussing large applications in his statement before the House Committee
on the Judiciary on April 19, 1962, the Commissioner of Patents referred to
patents Nos. 1,817,451 and 2,975,957. Under the new fee bill, the fees for prosecut-
ing the applications from which these patents matured are estimated to be $11,910
and $7,834, respectively, due to the large number of independent claimants.

Would you care to comment on that, sir?

Mr, Laop. I have not made the computation, sir. I would like to do
it. It is not surprising that those patents were chosen from the testi-
mony, of course, because they are extreme cases.

What we are trying to do is to take care of the differences in size be-
tween the extremely small applications and the extremely large appli-
cations. We have one application which was issued in the Patent
Office which is approximately that high [indicating], and which
weighs approximately 414 pounds. I dare say that the cost for legal
services which went into the preparation of that application—and I
have heard informally that it was 215 man-years—would represent an
investment of substantially more than $11,000.
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Patent 2,925,957 which was referred to by the writer, would not
have cost $7,834. It comprised 354 sheets of drawings, 216 pages of
printed spectfications, 132 independent claims and 111 dependent
claims, thus the total prosecution charges would be $4,722 under this
bill. This breaks down to $2,908 for issuing the patent and $1,774 for
excessive and independent claims. I do not know what patent 1,817~
451 would have cost but it had over 900 claims which seems rather
excessive,

Senator McCrerLLAN. Isthere anything further?

(No response.)

Senator McCrerLran. Thank you, Mr. Commissioner. I want to
thank all of you for your presence and cooperation.

(The prepared statement of David L. Ladd, Commissioner of
Patents, follows:)

STATEMENT OF DAvVIiD L. LapD, COMMISSIONER OF PATENTS, BEFORE THE SUBCOM-
MITTEE ON PATENTS, TRADEMARKS, AND COPYRIGHTS OF THE COMMITTEE ON THE
JUDpIcIARY, U.S, SENATE, RELATING TO A REVISION OF S. 2225, A BiLr To Fix THR
FEES PAYABLE TO THE PATENT OQFFICE, AND FOR OTHER PURPOSES, SEPTEMBER 4,
1962

I. INTRODUCTION

Mr. Chairman and members of the subcommittee, 30 years have passed since
the last significant increase in patent fees. Meanwhile, the cost of operating
the Patent Office has moved steadily upward with the steadily mounting deficits
being made up by the Treasury of the United States.

We believe that the fees payable to the Patent Office should be raised, not next
year, not in 1964, but now.

The question of the adequacy or inadequacy of Patent Office fees arises not
only when a specific bill is under consideration, but is a subject of continual
discussion among persons interested in the patent system. Members of the
Senate and House Appropriations Committees have repeatedly shown concern
about the relationship between our fees and our expenses. Thus, in 1961, as
in most years, fees were discussed in some detail; and during the discussion,
Congressman Gary, of Virginia, commented :

“I do not know how the citizens of this country expect the Government to
pay increased costs and not increase their charges. Apparently there is very
little complaint when private business increases its charges to cover increased
costs, but the minute you suggest increased charges to take care of increased
costs in providing Government service, a howl goes up from all quarters. I
suppose it is just a part of the philosophy that is developing now that the
Government should take care of the people rather than the people take care
of the Government. I think it is a very dangerous philosophy, myself.”

Members of the Senate have likewise expressed their concern. In fact, the
revised bill we are now presenting and our arguments on its behalf respond
to studies recommended in the report made by this subcommittee (S. Rept.
1481, May 9, 1962) pursuant to Senate Resolution 55 (87th Cong.).

No one likes to pay increased fees any more than higher taxes. They are
never greeted with enthusiasm, and they are accepted only when there is a
compelling need. It gives me no great satisfaction to advocate higher fees.
Yet, I agree with the Bureau of the Budget that it would be irresponsible for
us not to suggest ways to offset the greatly increased costs of Patent Office
operations.

The revised version of 8. 2225 (H.R.7731) was transmitted to the President
of the Senate and the Speaker of the House of Representatives by the Depart-
ment of Commerce on March 22, 1962. It was introduced in the House as
H.R. 10966 but I shall hereafter refer to it as the revised bill, or simply as the
bill. It is designed, like its predecessor, to recover about 75 percent of our
budgeted expenditures. but the incidence of the fees has been rearranged to
encourage more efficient and economical practice before the Patent Office.
Especially in this respect, the revised bill is different from those which have
been introduced in the past.
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The bill has six goals:

1. To provide a more reasonable cost recovery;

2. To include economic incentives to efficient and economical examina-
tion of patent applications;

3. To defer the payment of the maintenance fees to a time when the
patent owner is in a better position to judge the value of his patent;

4. To reduce the number of unused patents in force;

5. To avoid unduly discouraging the filing of new applications; and

6. To decrease the time during which an application is pending in the
Patent Office.

Any fee bill assumes a concern for income. A fee bill must provide an amount
of money which, in the considered judgment of this committee and the Congress,
is a reasonable proportion of the operating costs incurred by the Patent Office.
As I mentioned earlier, this revised bill is designed to recover, eventually, ap-
proximately 75 percent of our currently budgeted operating costs, a figure
adopted by this and the previous administration.

The Bureau of the Budget, in consultation with various agencies, has deter-
mined that a reasonable part of the cost of Government services should be
recovered whenever their recipients receive a special benefit from those services,
and that the principle should apply to patent owners inasmuch as they receive
such a benefit. I am wholly in accord with its judgment and with the user
charge concept it espouses. The reasonableness of the 75 percent recovery
figure is reinforced by the fact that, historically, our Patent Office and those
of most foreign countries have been substantially self-supporting. Only during
the last 20 years has our income materially failed to cover our operating costs.
Furthermore, the gap is widening each year.

Congress has been responsive to the needs of the Patent Office. Starting in
fiscal 1956, for example, we have been permitted to increase the examining force
substantially to reduce our backlog. This buildup in the size of our examining
corps, it was believed, would permit us to eliminate the backlog. It was pro-
posed that after the Office had reduced the workload to a normal one, the exam-
ining corps would be allowed to decline in size by virtue of our heavy turnover.
While there has been a substantial reduction in the backlog, it is now clear that
this rapid buildup in personnel did not fulfill all of its goals. It is still relevant,
however, for its emphasizes that we received sympathetic treatment from the
Congress.

Not only does the number of patent applications filed each year increase, but
the disposal rates of examiners have continued to drop in accordance with a long-
established trend. This is due largely to the increased complexity of the subject
matter to be examined and the increased complexity and increased quantity of
the prior art that must be searched.

These and other reasons for the present difficulties of the Patent Office were
explained in detail this year to the subcommittee of the Senate Committee on
Appropriations which examines our budget requests. A copy of our statement
which was submitted to Senator Holland’s committee has been supplied to your
staff.

These problems have created a crisis in our examining system. We are at-
tacking the overall problem on several fronts: research and development in in-
formation retrieval, reorganization of the administrative apparatus of the
Office, including establishment of a planning and program evaluation group to
check performance and evaluate substantive changes in the field of patent law,
improvement of the physical facilities of the Office, and revision of our per-
sonnel and promotion policies. We have also adopted, as a quasi-emergency
step, a policy of expediting action on older cases in the Office. The overall result
is that, in fiscal 1962, we not only checked the rise in our backlog, despite the
fact that more applications were filed than we anticipated, but reduced it by
some 4,000 cases. More recently, we have undertaken to implement many of the
recommendations of the management survey, which was completed in April of
this year and with which this subcornmittee is familiar.

In short, we are attacking this problem on a number of fronts, but it appears
clear to us that we will continue to need substantial budgets. It is no longer a
case of asking Congress to be generous temporarily. These heavy and growing
burdens on the Patent Office are a natural result of the revolution in research
and development in both the Government and private industry sinee the war.
We know now that the greatly increased expenditures for research and develop-
ment are not merely temporary. We know that burdens on the Office will
continue to grow. The solutions we are seeking will therefore require addi-
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tional money. The present bill is no panacea, but it will alleviate or reduce the
outflow from the Federal Treasury as we work toward the solution of our
problems.

This bill does more, however, than perely increase income. Equally im-
portant, it provides incentives to hetter practices before the Patent Office which
will result in more efficient examination of patent applications. Most fee bills
have been designed to increase income, little consideration being given to a fee
structure that influences the conduct of the examination process. One of the
basic purposes of this bill is to use fees to encourage applicants and attorneys
to follow what are believed to be orderly and efficient practices. This is the
reason behind the substitution of this bill for S. 2225.

The estimated total revenue from the fees of each bill is comparable, but the
incentive features we have built into this revised bill will improve practice and
more reasonably relate the cost of examining a given case to the fees collected.

The third enumerated objective is to defer payment of the maintenance fees,
which will eventually represent about 25 percent of all Patent Office income, to
a time when the patent owner is in a better position to determine the value to
him of his patent. The first maintenance fee would become payable before the
end of the fifth year of the life of the patent. At that point, the patent owner
can evaluate his patent, determine what, if anything, his patent has earned, and
decide whether it is worth paying the fee to keep his patent in effect. For any
patent of value, this first maintenance fee of $100 must be considered nominal.
Inventors who still own their patents may defer the first fee (and the second)
if they have not realized anything from their patents.

The fourth objective is an ancillary benefit stemming from the use of main-
tenance fees. Patents that are not being exploited and have no reasonable pros-
pects of being used should be discarded at the earliest possible time so that the
so-called “deadwood” does not impede commercially usable innovations. Main-
tenance fees would encourage patentees to discard patents for which commercial
uge is not expecied.

Moreover, many patent applications are filed as “defensive” applications.
Such applications are filed primarily to protect the applicant against possible
future charges of infringement should someone else decide to file on the same
invention. There is often no initial intention to enforce a defensive patent
against others, the purpose of the “defensive” application having been consum-
mated with the publication of the patent. (This phenomenon is discussed in
detail in Study No. 2, “The Patent System and the Modern Economy,” prepared
for your subcommittee.) :

The lapse of such patents because of nonpayment of maintenance fees, or re-
newal fees as they are sometimes called, would also reduce the number of
patents that must be considered in infringement investigations and place more
of the expenses of the Patent Office on owners who are exploiting their patented
inventions commercially and, therefore, benefiting from the patent system.
Then too, unless maintenance fees are instituted, the major patent fees will have
to be increased steeply. In my judgment, Patent Office fees that are paid to
obtain patents should only be high enough to encourage good practice. The
balance of our income should be recovered by fees which bear some reasonable
relation to the value of the patent to its owner.

This points up the fifth objective of the bill. It will produce the necessary
income, yes; but in doing so, it will be 2 minimum deterrent to the filing of new
patent applications. No matter how little fees are raised, it might tend to deter
filing of a few applications. Erven so, a fee bill should be structured to minimize
any such adverse effect on filing, consistent with the income that must be re-
covered. We believe this bill is congistent with the premise.

The sixth objective—to decrease the time lag between filing of an application
and its issuance—is obtained by streamlining the issue procedure. By the
changes proposed in this revised bill, we are going to be able to cut 6 to 9 months
off the lag between the time the application is filed and the time the patent is
issued.

Thus, the present fee bill endeavors to recover a more reasonable part of our
costs, to encourage better prosecution before the Office, to fix payments of some
fees at more convenient times, to encourage patentees to allow unused patents
to lapse, and to decrease the time during which an application is in the Patent
Office. all without significantly discouraging the filing of new applications.

In light of the foregoing discussions, it will now be easier to perceive why
patentees and patent owners are regarded as special beneficiaries of the patent
system. This view is important to understand because of the fact that this bill
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was developed with the user-charge concept of the Bureau of the Budget in
mind.

This is not at all to deny or minimize the broad general benefit which the
patent system and the issuance of patents confers upon the public as a whole—
a benefit attested to by the fact that a 17-year monopoly is given to the inventor
in return for his contributions. The patent system by its very nature en-
courages invention and, equally important, encourages early and complete
disclosure and investment in the invention to bring its benefits to the public.
To restate this classic and almost universally accepted rationale for the patent
-8ystem does not, however, mean that the public should be expected to give the
exclusive grant and pay all the costs of securing the grant. Since the patentee
is a special beneficiary, it is not unreasonable to request him to pay the major
part of the cost of securing his patent.

II. GENERAL REASONS FOR INCREASING FEES

This bill, broadly speaking, presents this committee with two questions: (1)
Does the Congress concur in the view that the Patent Office should again recover
.a major part of its operating costs, specifically about 75 percent instead of the
present recovery of about 30 percent? (2) If the Congress does want us to
recover a higher percentage of our operating costs, then the present fee schedule
must be changed and the only remaining question is, In what manner shall the
new fee schedule be structured?

This revised bill represents a definite point of view on both of these questions.
The answers which we have submitted for your approval are that (1) the Patent
Office should once more recover the major portion of its costs, and (2) certain
of the fees through which costs are recovered should be distributed in a manner
designed to improve the examining procedures and to further the high purposes
of the patent system.

I believe that it will be helpful if I deal with these two questions separately.
Therefore I will turn immediately to a discussion of the disparity between our
operating expenses and our income. Thereafter, I shall turn to the manner in
which we propose to change the fees to close this gap and, at the same time,
to encourage better practice before the Patent Office.

Historically, the income from patent and trademark fees and services have
covered our operating costs. Only in the last 20-odd years has there occurred
an increasing divergence between income and operating costs. Figure 1 graphi-
cally illustrates the fact that our operating costs have risen sharply, particularly
in the last 15 years. Our income has fallen behind our expenses at an increasing
rate. When the last major fee change was instituted in 1932, it was to reestab-
lish the balance between income and operating costs that had permitted our
operation through the years to be substantially self-supporting.

This problem is not unique to the U.S. Patent Office. Patent operating costs
have increased drastically in many other countries. For example, figure 2
compares operating cost increases for a number of countries, including the
United States, using the average for 1930-39 as a base of 100. Using this base,
our operating costs today are approximately 500, while those of Germany,
Switzerland, Great Britain, the Netherlands, and Canada are over 300, 500, 550,
800, and 1,100, respectively. And that is not the end of the story.

Figure 3 gives an idea of the average cost recovery for a number of countries,
including the United States, during the period 1957-60. A number of countries
show surpluses. Although a number of others did not break even, they were
far closer to break-even points than was the United States. We continue to
have the lowest recovery ratio of any of the countries for which we could find
financial data. In 1961, for example, our fees recovered approximately 32 percent
of our operating costs, whereas in 1932 the percentage was 81 percent, even
before legislation of that year again assured an income comparable to operat-
ing expenses—a relationship that continued for a few years.

Figure 4 illustrates the percentage of cost recovery for these countries and
the United States for the averaged period 1930-39 and the years 1950 through
1960.

Whatever can be said about the specific amount the present fee bill will bring
in, some substantial adjustment in income to the Patent Office for services ren-
dered to applicants and patentees i long overdue. There is far too great a
difference between our present cost recovery figures and those following the last
major legislation in 1932, judged against our own history and against the
experience of other industrialized countries as well.
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The estimated income from this bill assumes full application of the fee sched-
ule proposed therein (see table 1) ; but the full income from the revisions
cannot be realized until 13 years have elapsed from enactment—primarily be-
cause the maintenance fees proposed in the bill would apply only prospectively
to patents issued after the effective date of the legislation. Thus, initially, the
recovery would amount to no more than 55 percent of our budgeted operating
costs for fiscal 1963.

Quite aside from the question of whether our income from services and
examination activities should cover all of our operating costs, it is revealing
to look to the changes in the 1932 fee structure necessary to provide a com-
parable situation today. Taking into account only what is commonly called
the decreased purchasing power of the dollar, the 1932 filing and final fees,
which totaled $60, would have to be raised to $131 in 1962. This is illustrated
by figure 5. Beyond this adjustment, this revised bill would require only an
additional $13 for an average-size patent (not counting the maintenance fees)
and in over half of the cases no additional amount at all. In short, a substantial
part of this bill represents what we can call a cost-of-living adjustment of 1932
fees, not new burdens.

The reasons for the large increases in the Patent Office budget since 1932 fol-
low the pattern of Government services in general. For the most part the
increases represent simple, relentless increases in the basic expenses of our oper-
ation. F¥or example, the principal components of our budget are employee com-
pensation and benefits and printing costs. Taken together, these expenses rep-
resent over 95 percent of our budget today, they represented over 95 percent of
our budget in 1932, and they represented over 95 percent of our budget in 1940.
In 1940, when the growing disparity between income and expenses began, the
average salary for Patent Office employees was $2,600 per annum. Today the
average of salary and benefits amounts to $8,100—$7,500 salary, and $600 bene-
fits—three times as much. (See tables 2 and 3.)

In 1940 the rate per page for printing patent specifications was $4.41. At the
time of the hearing in the House on the companion to this bill (H.R. 10966), it
was $14.75, today it is even higher—all in all practically four times the 1940
amount. To print the patent specifications and drawings, and to publish the
issuance in the Official Gazette, the average patent of today costs about $63. At
1940 prices the cost would be about $19. The present cost, therefore, is more
than three times what it was in 1940. (Incidentally, all our printing is required
by law to be done at the Government Printing Office and the cost of this appears
in our budget.)

If we look to other Government fees, we see that those costs have also risen
(table 5). Not so the major patent fees. They have remained pegged to the
1932 level. This has naturally and inexorably caused us to recover less and less
of our operating costs.

Also illustrative of the marked change that three decades have wrought in
costs is the increase in minimum fee schedules for typical legal services. We
see in table 4—Wisconsin is used as an example—that, whereas the minimum
fee for drafting a simple contract in 1928 (just before the depression) was $3,
it is now $15. The minimum fee for organizing a simple corporation was $75 in
1928; it is now $230. It is unnecessary to expound on this at length. The
increase in the cost of legal services, and of all other services, reflects a dras-
tically changed economy—a fact of which we are all aware.

Further evidence of increased charges to cover increased costs, particularly
relevant to the Patent Office, is provided by estimates of charges made by
patent lawyers for various patent services in 1937 as compared to those made
in 1959. The total cost of obtaining a patent is also indicative of the relative
burden of patent fees in the scheme of things. Table 6 gives some figures taken
from different editions of a widely used book, “Inventions and Their Manage-
ment,” by Berle and de Camp. In the last column of table 6, we have revised the
figures and updated them to 1961 on the basis of informal discussions with
patent lawyers throughout the country. These revisions have been corroborated
to some extent by data provided us by National Aeronautics and Space Admin-
istration, which received bids from three patent law firms in California for the
preparation of patent applications (table 19).

The data provided in table 6 can be supplemented, perhaps, by witnesses who
may appear at these hearings on behalf of the bar associations. I am sure that
they can, at least of their own personal knowledge, give the committee additional
information about legal expenses connected with patents.

Table 6 shows that most costs connected with patent prosecution and litigation
at least doubled between the mid-1930°s and 1960. As a result, Patent Office
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fees now constitute only approximately 9 percent of the total costs to a patent
applicant. And most patent attorneys will tell you that there are few minimum
cost applications. Surely, there is no reason why Patent Office fees should not
undergo a change at least proportional to the changes that have occurred in the
cost of legal services connected with patent procurement. We must remember
that the vast majority of the applicants filed in 1961 were prepared and filed by
attorneys. Even with the increase in filing and issue fees proposed by this bill,
the total fees would normally amount to less than 20 percent of the cost to an
applicant in obtaining a patent on a simple invention (see figure 6, for a
comparison).

IIl. SUMMARY OF PROVISIONS OF THE BILL

I shall not summarize the various provisions of the bill, commenting briefly
on the underlying objectives of these provisions and the increased income antic-
ipated. These objectives will be considered in detail later.

Table 7 is a compilation of the more important Patent Office fees, indicating
when they were instituted and also the amount of the fees that preceded them.
Figure 7 illustrates the income differences between the major fees presently re-
quired and those called for by the bill. In summarizing the provisions, it may be
helpful to refer to appendix C-1, which is an explanation of the examining
process and includes a schematie diagram showing the incidence of the fees.

Section 1, patent fees

Section 1 of the bill makes changes in various fees now payable to the Patent
Office.

The two basic fees in patent cases are a filing fee payable when an application
for patent is filed and an issue fee payable for the issuance of a patent. Each of
these fees is now $30 (with an additional fee of $1 for each claim in excess of 20,
the effect of which is negligible). Together, the filing and issue fees account for
approximately 50 percent of the present income of the Patent Office.

Item 1 of section 1 proposes to raise the filing fee from $30 to $40 with a fur-
ther payment of $10 for each independent claim in excess of 1 and $2 for each
claim, independent or dependent, in excess of 10. (The difference between in-
dependent and dependent claims, and why the latter should be encouraged, will
be apparent when we have considered figure 14.) It is estimated that this re-
vision will approximately double the income from filing fees for original and
reissue applications. (See table 1.)

Item 2 of section 1 would raise the required to issue or reissue a patent from
$30 to $40, with an additional charge of $10 for each page of specification as
printed and $2 for each sheet of drawing. It is estimated that this change will
more than double the income from the issue or final fee. (See figure 7.)

It will be noted that item 2 of section 1 covers both original and reissue cases.
The reason that reissue cases are also covered will be understood where we have
discussed item 4 of section 1.

Item 3 of section 1 covers design cases and would require a filing fee of $20
and an issue fee of $10 (patent life of 315 years), $20 (7-year life), or $30
(14-year life)}. At present, the fee in design cases is simply a filing fee of
8§10, $15, or $30, depending upon the desired term of the patent, so that an
applicant usually files for a 3%-year term and, upon allowance of his design
application, requests that the term be increased to 7 or 14 years, paying the
balance of the fees. This practice is burdensome to both the Patent Office
and the applicant and is a principal reason for the proposed change in design
fees. The increased income anticipated under this change would be less than
£90,000 a year, but it is estimated that the change will reduce to a reasonable
extent some of the burdens of the Office and, for that matter, on the applicant
himself.

Item 4 of section 1 changes the filing fee for reissue cases. At present, the
fee for reissue cases is merely a flat charge of $30 for filing the application.
Item 4 calls for a filing fee of $40, plus $10 for each independent claim which
is in excess of the number of independent claims of the original patent and
$2 for each claim, independent or dependent, which is in excess of 10 and also
in excess of the number of claims of the original patent. The additional income
that will result from the proposed change in fees for reissue cases is slight, for
there are only about 200 reissue applications filed each year. But, the revision
will establish uniform treatment for all patent applications, whether original
or reissue.
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Currently there is no fee for issuing a reissue patent. Yet it costs as much
to print a reissue patent as it does an original patent, and certainly the cost
of examining such applications, although it starts from where the previous
application left off, usually is substantial. It is therefore not unreasonable
to require that reissue applicants pay the same fees that new applicants pay.

Item 6 of section 1 changes the fee on appeal to the Board of Appeals from
$25 to $30, if the Board consideres the appeal solely on appellant’s brief, and
to 3100 if an oral hearing is requested. It is provided, however, that if the
appeal is withdrawn prior to any substantive consideration by the Board, the
net cost to the appellant is §25, the rest of the appeal fee being refunded to him.

Here, the purpose is twofold: (1) to increase the appeal fee so that it is more
nearly commensurate with the expense involved, and (2) to encourage submis-
sions on briefs or, at least at & minimum, make a charge for oral hearings,
rather than burden those who are willing to submit their appeals on written
briefs.

Beyond this, we want to encourage intended withdrawals at the earliest pos-
sible time. Approximately 60 percent of the appeals filed do not proceed to
hearing or decision; as to these, there would be no change in the appeal fee.
Of those decided, in only 30 percent is the examiner reversed in whole or in part.

In many cases, after the brief is filed, the case is reconsidered by the examiner,
the claims allowed and the appeal withdrawn. In other cases, the appellant
may lose interest in the invention and abandon efforts to get his patent. In
either event, the proposed appeal fee will encourage appellants to resolve the
issue and withdraw the appeal at an early time. This should have a salutary
effect on the backlog of the Board of Appeals.

Item 10 of section 1 pertains to the recording of assignments. At present
a basic charge of approximately $3, with small surcharges for size and additional
items, is made to record an assignment, even when a number of applications,
registrations, or patents are assigned by one instrument. The combined charges
average about $3.20. Item 10 of section 1 of the bill proposes a charge of $20
for each item recorded. The substantial increase in income to the Patent Office
that would result from this charge is illustrated in figure 7. One of the prin-
cipal purposes in raising the fee for recording an assignment is to place more
of the burden for Patent Office operations on those applications, patents and
registrations which have proved to be valuable. Presumably, there would be no
trafic in patents, applications, and registrations which are valueless. Con-
versely, if anyone goes to the trouble to arrange an assignment of any one of
these, it must have some value.

Items 5, 7 and 8 deal with procedures of relatively infreguent occurrence and
the income from them is small. They have been changed, however, to keep them
in line with the other provisions of the bill. The reference in item 8 to certifi-
cates under section 256 of title 35 is new and to this extent a minor new fee has
been added.

The sale of copies of patents at 25 cents per copy accounts for a large fraction
of Patent Office income—at present about 20 percent of the total. No change
in this fee is proposed, but item 9 of section 1 adds a provision giving the Com-
missioner authority to raise the charge to not more than $1 in the case of patents
above a certain size and for plant patents printed in color.

Sections 2 and 10, fees to be paid by Government agencies

Section 2 of the bill provides that patent fees shall apply to Government
agencies. They are thus to pay the same fees as anybody else, except that fees
for incidental or occasional requests may be waived. Section 10 makes a coordi-
nating change.

Objections may be raised to this provision on the ground that it is purely a
boolikeeping operation and should not be required. To this, there are several
answers. For one thing, it would seem desirable to keep a record of how deeply
other Government agencies are involved in the patent procurement business, It
would be useful to know the amount of money spent by these agencies for patent
procurement and administration. This information would be helpful, for ex-
ample, in any evaluation of Government patent policy.

We are not exempt from making payments to other agencies of the Federal
Government. Most notably, we paid the Government Printing Office nearly $3
million in 1961 for printing patent specifications and various publications such
as the Official Gazette. If interagency transfers are simply bookkeeping entries,
this should not have been necessary. However, I think it is a good thing. It
causes us to keep our printing costs in mind and look for ways to simplify,
reduce patent size, and the like. In general, it acts as a break on the total out-
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lay for the Patent Office operation and is, therefore, I believe, salutary in effect.

It does not seem unreasonable to allow the Patent Office to receive inconie
from other Government agencies that file and prosecute patent applications.
The applications filed by these agencies take up examining time and require other
patent service functions just as do those filed by individuals and companies.

Table 1 (at footnote 1) points out that we would realize approximately $300,-
000, based on the current volume of business, from fees paid by Government
agencies if the bill is enacted. In view of the increasing commitments of the
Government in research and development programs, its patent activity is bound
to increase.

I believe the other agencies should pay for our services, and a number of
Government agencies, including the Bureau of the Budget, agree with this view,
Any Government agency should be made to think twice before ordering many
copies of many different documents. People tend to treat costs more respectfully
when they come out of their own budget. It is good business to put some
restraint on practices like ordering 7,882 copies of patents with a sale value of
$1,970.50 which required 2 man-weeks to fill, and then notifying the Patent Office
that the copies were not wanted after all. This is not an isolated case.

Moreover, we have referred to what we call the incentive aspects of the bill
to promote more efficient prosecution before the Office. There is no reason to
believe that this incentive would be any less effective on practitioners repre-
senting Government agencies in soliciting patents than on those representing
private clients.

As a matter of fact, the similar sections in the previous bill, H.R. 7731 (com-
panion of S. 2225) were presented in response to sentiment expressed by members
of the House Judiciary Committee. During an earlier hearing in 1955, on
H.R. 4893, a bill which required Government agencies to pay only certain fees
and not all the major ones, it was that committee’s suggestion that Government
agencies should pay the same fees required of anyone else. The committee re-
ported a substitute bill, H.R. 7416 (H. Rept. 1201, 84th Cong.), which required
Government agencies to pay all fees, including filing and issue fees.

There is another compelling reason for this provision. The Patent Office goes
before the Appropriations Subcommittees each year and is required to make a
showing of how its income stacks up against its operating costs. Part of our
deficiencies arise because Government agencies do not have to pay fees. If we
can receive reimbursement for expenses charged against the Patent Office be-
cause of demands of other Government agencies, as we must pay them for the
services they render to the Patent Office, financial responsibilty will be fixed
and encouraged ; and accountability to the Congress will be much easier for all.

Section 3, trademark fees

Section 3 of the bill makes various changes in the fees required in trademark
cases. There are three major changes and a few minor ones. First, the fee for
filing an application to register a mark is proposed to be raised from $25 to $35;
second, a fee of $10 is made payable at the time an affidavit of use is filed (at
the end of 5 years) ; and third, the fee for recording an assignment of a trade-
mark registration is increased to $20 to be consistent with that for recording
patent assignments.

For the first time, a fee is made payable on the filing of a petition to revive an
abandoned trademark application. And, the fee for surrendering a registration
has been dropped.

Section 4, payment of issue fee

This section of the bill proposes a different procedure for paying the patent
issue fee. At present a notice of allowance is sent to the applicant. There then
is a 6-month period within which the final fee must be paid, and thereafter the
patent normally issues within 7 weeks. (There is also a provision for the de-
layed payment of the issue fee up to 1 year.)

It is proposed that once the notice of allowance has been mailed to the appli-
cant, the Patent Office will proceed to issue the patent in due course, which
will still take a few weeks because of checking, typesetting, and printing time.
Following the notice of allowance, a reasonable period will be provided (in the
Patent Office Rules of Practice) during which an applicant may, for example,
file a continuation or division application or file for a patent in a foreign country.
After this period has expired the patent will be processed for issue. Within 3
months after issue, the issue fee must be paid.

However, section 4 will permit tlre Commissioner of Patents to require a de-
posit to be applied against the issue fee before issuing the patent. This provi-
sion will give sufficient flexibility to the Commissioner so that in the case of
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particularly large applications, the heavy cost of printing will not be incurred
without good likelihood that the fees will be paid.

Two reasons lie behind this particular method of paying the issue fee. First,
it will allow the Patent Office to issue patents substantially sooner; in fact, the
waiting period of 6 months for paying the final fee effectively vanishes. This
decrease in the period of pendency will permit us, without anything more, to
get new technology to the public at an earlier date. Second, because the patent
is printed before the issue fee is due, the applicant can easily calculate the issue
fee before its due date.

If the fee were to be paid after the notice of allowance was sent out, but be-
fore the patent issued, it would be necessary to make a rough page count of the
application and an estimate of how many printed pages are involved. Since
applications may have many interlineations and other additions and deletions
during the course of prosecution, it might be quite time consuming to attempt
to make such an estimate. It might also be inaccurate in the final analysis. But,
by waiting until after the patent issues, and basing the charge on the number
of sheets of drawings and pages of specifications as printed, it permits the appli-
cant to make an exact determination of the amount of the final fee and submit
it within 3 months of the issue date.

Sections 5-8, maintenance fees

Sections § through 8 of the bill introduce maintenance fees in patent cases.
Section 8 specifies that to keep a patent in force after it issues, fees of $100, $200,
and $300 are to be paid on or before the 5th, 9th, and the 13th anniversaries of
the issue date, respectively. The successive payment of these fees is required to
maintain the patent in force. Failure to pay any of them would result in the
lapse of the patent. Section 8 also provides for a delayed payment fee of $25.

Let me make a few comments on maintenance fees.

First, a grace period of 6 months is provided in which to pay the maintenance
fees as they become due. This is to save the patentee if he misses the anniver-
sary date for some reason. The grace period provision also satisfies our obliga-
tion under the International Convention for the Protection of Industrial
FProperty.

Section 6 of the bill permits deferment of the first or second maintenance fees
(or both of them) by an inventor who still owns his patent and has not, prior
to the date the fee is due, received value from the patent at least equal to the
amount of the fee. For example, at the end of the fifth year, if the inventor
still owns his patent, and has not made money, or received equivalent value
from or under the patent at least equal to the $100 fee required, he can file an
affidavit to this effect and the payment will be deferred until the second main-
tenance fee is due.

At the end of the ninth year, if the inventor has not made at least the $200
then due or received such value, he can request a deferment of the second fee
by affidavit; a second deferment of the first fee can also be requested.

At the time the third maintenance fee is due at the end of the 13th year,
however, even though the inventor has not realized anything on his invention,
the patent will lapse unless the fees then due are paid. This means an inventor-
owner can maintain his patent in force for 13 years without any payment of
maintenance fees, unless and until he has successfully exploited his invention at
least to a point where the benefits therefrom are equal to the amount of the
first or second maintenance fees.

In the case of maintenance fees and assignments, there is here an effort to
place part of the burden of running the patent operation on those patents which
prove successful at least to some extent.

The basic provision for maintenance fees is in section 6 of the bill; section
8 specifies the amount of the fees; and sections 5 and 7 make incidental
amendments.

Section 9, time of coming into force

Section 9 specifies the effective date of the act and also the applicability of
various of ifs provisions to certain special situations.

Thus, maintenance fees are not required for any application (or patent) in
which the notice of allowance was sent prior to the effective date of the act.

The new patent issue fee and the issuance procedure apply only to cases in
which the notice of allowance was sent after the effective date of the act.

The new trademark affidavit fee applies only to registrations issued after
the effective date of the act and to certain old registrations for which affidavits
are required after the act goes into effect.
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IV. OBJECTIVES OF THE BILL
A. INCOME RESULTS8 OF THE BILL

Figures 8, 9 and 10 may be helpful as background material and I shall briefly
describe them at this point. The income from the major fees presently in force
is pictorially broken down in figure 8. Figure 9 is a bar graph indicating the
distribution of operatmg costs among the three major functions of the Patent
Office. 'We can see in figure 9 that patent examination and adjudication func-
tions account for ap: roximately 77.1 percent of our operating costs, the trade-
mark examination and adjudication function for approximately 41 percent,
and the miscellaneous costs under administration and program services for
approximately 18.8 percent.

Figure 10 compares the cumulative fee income of selected foreign countries
with that of the United States, both under the present U.S. fee schedule and
under the provisions of the bill.

The anticipated income under this bill is based on estimates for fiscal 1962.
(See table 1 which compares Patent Office income under the present fee schedule
with that anticipated under the provisions of the bill.) 'The estimated income
for fiscal 1962 under the present schedule of fees is $7.7 million (our actual
income for fiscal 1962 exceeded this by approximately $493,000, due primarily
to a higher rate of receipts and disposals). This figure is 31 percent of the
budgeted operating costs for 1962, and even a smaller percentage of the budgeted
operating costs for fiscal 1963.

It should be noted that no income from maintenance fees would be received
until at least 5 years from the effective date of enactment and that 13 years
would have to elapse before maintenance fees could become maximally opera-
tive. Moreover, the trademark affidavit fee would not be applicable until at
least 5 years from the effective date of enactment. If we exclude these fees
from the bill, the anticipated income would be $15 million, which is approxi-
mately 60 percent of the budgeted operating costs for fiscal 1962 and less than
55 percent of those for fiscal 1963. However, if all the fees were in full effect,
the anticipated revenue would be $20,984,000, which amounts to approximately
75 percent of the budget submitted to Congress for fiscal 1963.

B. HOW THE REVISED BILL ACHIEVES ITS8 OTHER OBJECTIVES

I would like to turn now to some of the conditions—other than our low cost
recovery which I have already discussed—which I feel can be improved by the
proposed bill. They are, in the order in which I shall discuss them :

1. The absence of a relation between the size and complexity of a given
application and the fees involved ;

2. The lack of incentives to encourage better practice before the Patent Office ;

3. The delay in issuing patents; and

4. The accumulation of unexpired patents that are never used or whose
disclosures are commercially obsolete.

1. The absence of a relation between size and complexrity and the fees involved

Item 2 of section 1 of the bill is directed to this condition. It calls for a charge
of $2 for each sheet of drawing and $10 for each printed page of specification,
thereby making the issue fee somewhat proportional to the size of the applica.
tion. There is nothing startling about this proposal nor the condition it seeks
to rationalize.

Simple fairness suggests that there should be a substantial difference between
the charge on patents exemplified by No. 1,817,451 and on patents exemplified by
No. 1,826,026. The former includes 40 sheets of drawings and 99 pages of printed
specification, while the latter consists of 1 drawing and 1 printed page of spec-.
ification. Nonetheless, even in 1932, the basic filing and final fees assessed for
pboth were the same.

The situation is no better in the 1960’s. Patent No. 2,925,957 (which includes
354 sheets of drawing and 216 pages of printed specifications) was obtained for
the same filing and final fees totaling $60 that were required for patent No.
2,955,299 (which consists of 1 sheet of drawing and 1 page of specification).

Admittedly, in both comparisons, charges were made in the larger cases for
claims over 20; but the fees for the smaller and larger cases are still comparable
even when that is taken into account.

Here. we are concerned not with how much money we should receive from
patent fees, but where the money ought to come from. I think-everyone would
agree that there was a marked difference in the time required to examine the
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patents 1 have cited. Patents 1,817,451 and 2,925,957 are what are commonly
referred to as “jumbo” patents. They required large amounts of time on the
part of the examiner, particularly when contrasted with the time required to
act on patents 1,826,026 and 2,955,299. HEven if it is assumed that the large
patents contribute far more to the storehouse of technical knowledge—an as-
sumption of doubtful validity—there is no reason why inventors, whose inven-
tions are described in short applications, should be required to pay a large
share of the cost of examining and issuing the ‘‘jumbo” patents. Many pioneer
patents—for example, 821,393 (fiying machine), 879,532 (triode vacuum tube),
2,524,035 (transistor)—involved relatively short patent disclosures.

Figure 11 compares disposal rates for the average examiner who examines sub-
ject matter of different degrees of complexity. Those divisions that handle more
complex subject matter have average disposal rates substantially below those that
handle ordinary or simple inventions. And the complex application divisions even
have disposal rates substantially below the overall average for the Office, whereas
those handling simpler subject matter are well above the overall average.

Figure 12 illustrates this another way. It shows the relationship—or more
precisely, the lack of relationship—between the number of claims and number
of sheets of drawings and pages of specification, based on a sample of U.S.
patents issued in 1961. With respect to this sample, though table 11 shows
that the overall average number of sheets of drawing is 2.0, the average number
of pages of printed specification is 3.7, and the average total number of claims
is 6.7, it is shown that the overall averages cover a wide range. If there were
perfect correlation, all the lines connecting the number of claims to the average
number of sheets of drawings and to the average number of pages of specifica-
tion would be parallel. In our judgment, it is not fair to these applicants on
the low end of the range to have to pay the freight for those on the high side.
It is our hope that this condition will be, in part, corrected by the structure
of the present fee bill.

Not only does the uniformity of the present fees unnecessarily assess the
applicant who files a short and succinct disclosure, but it provides no economic
incentive to the good practitioner. We want to encourage applicants and at-
torneys who file good applications and in some way discourage those who employ
unnecessary drawings, redundant and excessive descriptions, and unreasonable
permutations and combinations of claims.

‘We believe that the discrepancy between the size and complexity of inventions,
on the one hand, and the fee involved on the other, needs correction. A more
reasonable relationship should be established between these factors, and this is
what item 2 of section 1 of the bill is designed to do.

2. The lack of incentives to encourage better practice before the Patent Office

(a). Olaim obscurity end prolizity.—As I mentioned earlier, item 1 of section
1 of the bill calls for a charge of $10 for each independent claim in excess of
1 and a charge of $2 for each claim, independent or dependent, in excess of 10.
Item 1 of section 1 of the bill has provisions that will do much to discourage
the unreasonably multiplied permutations and combinations of claims filed by
some applicants and to encourage the dependent form of claim.

The need to check the unnecessary multiplicity of claims contained in patent
applications has been long acknowledged. In 1924, a Committee on Patent
Office Procedure was formed by the Secretary of the Interior (the Patent Office
was then a bureau of the Department of the Interior) by inviting several Patent
Law Associations, the Chamber of Commerce of the United States, the National
Association of Manufacturers and the American Engineering Council to nom-
inate representatives to serve on the Committee. As would be expected, the
membership of the Committee was distinguished.

The Committee filed its report with the Honorable Herbert Hoover, then
Secretary of Commerce, on April 15, 1926. (The Patent Office had by that time
been transferred to the Department of Commerce.) Among the observations
and recommendations of the Committee was the following:

“The work of the Patent Office is enormously and unnecessarily added to by
the multiplicity of claims contained in applications. There is no one change
which would be so helpful in the present situation as the placing of a limit upon
the number of claims. There are attorneys who make a practice of writing
claims by a permutation and combination formula or system. Such a practice
is unnecessary and is fearfully wasteful of public money.”

I want to emphasize that this observation was made 36 years ago. Later
commentators on the patent system and the Patent Office have perceived the
same difficulty. For example, Mr. George E. Frost of Chicago in his monograph
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“The Patent System and the Modern Economy”, which was published as study
No. 2 in the series sponsored by your subcommittee, said :

“* % * A broad field for improvement—helpful to the Patent Office, the public,
and applicants alike—lies in simplifying and streamlining the preparation and
prosecution of patent applications. Excessive numbers of patent claims, for
example, extend the time required for the examiner to pass on an application
and, if embodied in the issued patent, they unnecessarily complicate the efforts
of competitors to evaluate the patent and labors of a court in enforcing it. * * *
The solution to the problem * * * lies in giving the Patent Office ample author-
ity to control the number of claims and in placing a substantial incentive upon
the applicant to submit only such claims as are really necessary.” [Emphasis
added.]

Item 1 of section 1 of the bill, by setting different fees for dependent and inde-
pendent claims, is designed to provide the incentive of which Mr. Frost speaks.

To date, the only effort to impose a fee for claim multiplicity became law in
1927. It invoked a nominal charge of $1 for each claim in excess of 20. How-
ever, the regulatory effect of this nominal charge, if such was intended, is not
demonstrated by the facts. A study designed to evaluate this effect showed that
in the applications surveyed there was no statistically significant decrease in
the number of claims over 20.

One phase of an examiner’s job is to analyze the differences between claims
so that he can ascertain in what areas he should look for anticipatory art. In
an effort to measure the time required for an examiner to analyze the differences
in scope when the forms of the claims are different, a number of experienced
examiners were asked to evaluate a selected number of patents having claims
in both independent and dependent form. (The independent form requires ho
reference to any other claim, while a claim in dependent form incorporates a
previous claim by reference and adds some additional elements or limitations.)
Figure 13 demonstrates that even in the case of simple patents, the time saved
in analyzing the differences between claims is approximately 2:1 in favor of
the dependent form of claim. .

To make tlie point more clear, consider patent No. 1,817,451. It includes not
only 40 sheets of drawings and 99 pages of printed specifications but over 900
claims. Reflect for a moment on the difficulty faced by an examiner, even if
he is experienced, in analyzing the differences between these claims, a job
which he must do to perform his examining task properly. There is no reason
why prolixity even approaching this magnitude should be allowed. Certainly,
it should be discouraged.

One way of reducing the number of claims is simply to require applicants to
limit the number of claims which they file. But we submit that restraints
through financial incentives will be more effective than a mere power in the
Patent Office to restrain prolix claiming. An applicant can always contest a
Patent Office rejection of claims for multiplicity. The work imposed on the
Office in adjudicating such a contest can be as great as an adjudication on the
merits of the claims themselves. The cost incentive that we propose is self-
executing and continuing.

Figure 14 is helpful in demonstrating the difference in form between inde-
pendent and dependent claims and the marked advantage of the dependent form.
In this display of the claims for a simple inventive concept, note that the four
claims of the patent were written in independent form—a form that makes it
difficult to ascertain the differences between them without a careful comparison.
Yet claims 1, 2 and 4 differ from claim 3 only in minor ways. Claim 3 is the
broadest claim, but the reader is not aware of this in his first scanning. Had the
claims been written in the dependent form you see in figure 14—with claim 3,
first—the examiner’s job clearly would have been easier. He would have been
able to tell immediately that the claims differ from one another only slightly.

Multiply this savings in the time to analyze one application by the more than
80,000 applications examined per year. many of which concern much more
difficult technology than does the patent illustrated in figure 14, and you will
be able to appreciate what this dependent claim form can mean in our efforts
to reduce the backlog of pending applications. This bill will encourage the
drafting of claims in dependent form to the everlasting appreciation of all those
in and out of the Office who must subsequently evaluate them.

As I have noted, the purpose of the proposed fee for claims is to put a premium
on limited numbers of claims and on the dependent form, not only for the sake
of the Patent Office, in which the examining process will be made easier, but
also for the sake of the courts. The courts in a number of instances have com-
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mented rather critically on the unreasonable number of obscure claims before
them.

Judge Learned Hand, whose opinion was quoted in Victor Talking Machine
Co. v. Thomas A. Edison, Inc., 229 Fed. 999, 1001 (24 Cir. 1916), said after the
trial of the infringement action :

“* * % the courts should discourage * * * practice which permits 48 claims
upon a simple and perfectly obvious machine like this. Such claims violate the
very purpose of any claims at all, which is to define the forbidden field. In such
a waste of abstract verbiage it is quite impossible to find any guide. It takes
the scholastic ingenuity of a St. Thomas with the patience of a yogi to decipher
their meaning, as they stand.” [Emphasis added.]

And as to prolixity, Judge Hand remarked :

“% * * amid the wilderness of words I have tried to find and tread a path of
logic, though the simpler way might have been to rest the case upon broader
lines.”

In 1873, Mr. Justice Bradley said in Carlton v. Bokce, 17 Wall. 463, 472 (U.S.
1873), with respect to ambiguous specifications and nebulous claims:

“Without deciding that a repetition of substantially the same claim in dif-
ferent words will vitiate a patent, we hold that where a specification by
ambiguity and a needless multlpllcatlon of nebulous claims is calculated to
deceive and mislead the public, the patent is void.”

The evils of which Judge Hand and Mr. Justice Bradley spoke are still pre-
valent. For example, Judge Brown in Thurber Corp. v. Fairchild Motor Corp.,
269 F. 2d 841, 850 (5th Cir. 1959) said:

“There is no question but what the claims are complex and drafted with
language and in a style that makes them difficult if not impossible for laymen—
and indeed, for most lawyers and judges—to understand. As an example of
that with which the jury was confronted, we have set forth in the margin the
334-word sentence which is claim 45 of the * * * patent.”

The dependent form of claims is important, not only because it facilitates the
examining process in the Patent Office and makes the interpretation by the
courts easier should the claims ever be litigated, but also because it helps
industry to understand better what is being claimed by others.

The purpose of claims is to define the invention clearly, not to obscure it—
for the Patent Office, the public and the courts. And the dependent form of
claim sets out in clear relief the differences between claims, a fact which alone
would eliminate some lawsuits, since claim ambiguities are often the central
issue.

This clarity is especially important when new claims are added late in the
prosecution of a patent application. There, unless the examiner can readily
grasp the relationship of the new to the older claims in the same case, there
is a hazard that limitations upon which the examiner has insisted as a condition
of allowance may be omitted and the omission escape his notice.

In a lecture before the Practicing Law Institute in 1956, Mr. Harry R. Mayers,
general patent counsel of the General Electric Co., listed the disadvantages
of excessive patent claims as (1) the adverse effect upon an examiner’s deter-
mination of patentability, and (2) the adverse effect upon a court's approach
both to the issue of validity and infringement and to the application of the
doctrine of equivalents.

Finally, it is appropriate to note the position taken by the Patent Office Society,
an organization counting among its members more than 900 examirers, before
Subcommittee No. 3 of the House of Representatives during hearings on com-
panion bill H.R. 10966. It made the point in the following language:

“Examiners know from experience that dependent claims take less time to
examine than those in independent form. We also know that dependent claims
minimize the mental gymnastics necessary to decipher large number of claims
which obscure the invention, rather than setting it out clearly for us. An error
anywhere in the train of mental gymnastics involves the risk that a claim will
be allowed that should not have been allowed.

“We are rightly indignant when claim langnage is unduly verbose, when claims
are unduly multiplied, and when they are written in independent form for no
apparent reason other than to equivocate, or even hide, the inventive concept.

“Examiners know, of course, that it takes much longer to examine a jumbo
application than it does a simple one. We recognize that some inventions are
necessarily complex and their descriptions necessarily long, but many cannot
be defended on either ground. The issue fee of H.R. 10966 will place a penalty on
unnpecessary length.
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“H.R. 10966 proposes to change the appeal fees and we applaud the direction
taken. We know that it takes a great deal of time to carefully prepare the
Patent Office side of the issue before our Board of Appeals, which issue is
ordinarily whether we should allow claims so broad that we believe they intrude
on the public domain. Examiners believe that an appeal, filed as delaying tactics
to keep an application of little merit in ‘patent pending’ status, should be dis-
discouraged.

“Patent examiners know these things because each one of us judges eight or
so applications a week, week after week, and year after year. Examiners are
in the best position to know what eats up examining time and what kinds of
reform will help us do our jobs better.

“Because society members know these problems they commnend H.R. 10966 to
you. In the vital areas of practice mentioned, it makes an effort to rationalize
our examining process. The result will be in the public interest.”

(b) Ezcessive and circumlocutory disclosures.—I mentioned previously that
item 2 of section 1 of the bill would set a charge of $2 for each sheet of drawing
and $10 for each printed page of specification. We hope by this measure to
limit obfuscating verbiage by encouraging an applicant to consider seriously
his inventive concept when he first prepares the application. In far too many
applications, the invention is submerged in circumlocution. This not only makes
it difficult for the courts when they are called upon to interpret the patent
document, but also places an unconscionable burden on the examiners during
the prosecution of the application. We want to use the fee structure of this
bill to promote adequate, but concise, disclosure, consistent with the require-
ments of the patent laws.

(¢) Appecals.—Item 6 of section 1 of the bill, as I mentioned earlier, calls
for an appeal fee of $100, $50 of which would be refunded if an oral hearing
is not requested prior to consideration by the Board. In the event the appeal is
withdrawn prior to any substantive consideration by the Board, then the cost
to the appellant would be only $25, the rest of the appeal fee being refunded to
him.

The Board of Appeals receives for its consideration over 4,000 cases each year
and its backlog is high. Another 6,000 appeals are filed annually, but withdrawn
before consideration by the Board. One thing which contributes to the Board’s
problems is the fact that so many oral hearings are requested and then not
attended.

Table 8 sets out some statistics on the Board. Approximately 25 percent of
the applicants requesting an oral hearing withdraw their requests and often
they do not notify the Board that they are not going to appear until a few days
before the hearing date. What is more, about 33 percent of the appellants
scheduled to appear for oral hearings do not even bother to inform the Board
that they are going to be absent.

‘While we cannot calculate with absolute certainty what this means in terms
of the loss of efficiency, there can be no question that the loss exists. Equally
important, such practice diminishes respect for the Board and the Patent Office.
It is the type of practice that should not be countenanced on any basis. An
attorney would not ignore a hearing scheduled before a judge in a court of law
without informing the court. Knowing the consequences, he would be mindful
of his obligations.

The proposed appeal fee has been arranged to encourage timely withdrawals
of appeals, and to encourage parties to waive oral hearings when they are not
necessary or there is no intent to be heard. Then too, the tactic, noted by the
management survey report, of using a pending appeal as “cold storage” for a
hopeless application may be discouraged by the appeal fee arrangement.

3. The delay in issuing patents

The unreasonable delay between the time a patent application is filed and
the time the patent issues is a longstanding problem which the Patent Office has
faced and which has occasioned regretful comment by a number of persons inter-
ested in the patent system. (See the discussion of Dr. Vannevar Bush in this
subcommittee’s study No. 1, “Proposals for Improving the Patent System.”)

Ideally patents should issue promptly. In every appropriations hearing for
the Patent Office, for many years, the Congress has expressed concern about the
backlog. Indeed, it is often the dominant element of discussion at the hearings.
The substantial buildup in the staff of the Patent Office since 1955 was authorized
with the understanding that it was done to reduce the backlog.

There are several compelling reasons why patents should issue promptly. First,
a patent is granted for 17 years from the date of issue, and an unduly prolonged
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pendency extends the life of the patent. The Senate at one time was so much
concerned about long pendency that it passed a bill to limit the life of patents
to not more than 20 years from the time of filing (8. 2688, 76th Cong., passed
the Senate April 26,1940).

Moreover, the consideration for the grant of the patent is the disclosure of
the invention to the public; and that disclosure is made to the public when the
patent issues. This consideration is of special importance today when the
rate of techmnological innovation is at an alltime high and increasing. Beyond
that, while a patent is pending, important business decisions about investment
must often be delayed both on the part of the applicant or his assignee and on
the part of competitors. All of these reasons argue for as prompt an examination
and issuance of patent applications as possible.

While the period of prosecution of an application has varied over the years,
at the present time it takes an average application more than 3 years to go
through the examination process. Consistent with proper examination, this
period should be reduced to provide for early publication, thereby stimulating
the research and product competition of others.

A fee bill, at least in part, should seek to reduce unreasonable delay in prose-
cution, and it is believed that the issue procedure provided by this bill works
toward this end.

Figure 15 compares the period of pendency of a typical application in 1960
and 1961 with the period expected under the new arrangement. In 1960, the
typical period was 37 months; and even with the shortened time for response
following the third Office action, which, as I have said, was instituted in 1961
to speed up final disposition of the older cases, the period now averages 34
months. Under this bill, the average spread between the application filing date
and the issuance of the patent would be reduced to approximately 27 months.
This would be accomplished by issuing the patent after allowance as a matter
of course, and collecting the fee after issue. The present practice is to notify
the applicant that the patent is believed allowable, give him 6 months in which
to pay the final fee, and thereafter permit him to defer issue of the patent up
to 90 days after the final fee is paid (see appendix C-1).

‘While section 4 of this revised bill permits the Commissioner to issue the
patent after notice of allowance of the application is given to the applicant, we
intend to provide by rule for a reasonable period of time—for example 30
days—during which the applicant may file divisional or continuation-in-part
applications or file foreign applications or the like. Although the New York
Patent Law Association approved all of the fees in H.R. 10966 except the
maintenance fees, it felt that section 4 of the bill should be amended to avoid
jeopardizing any right applicants have now under current practice. We agree
that an applicant should continue to have the privilege of abandoning his appli-
cation, or filing a divisional or foreign application. However, it should be pro-
vided for by rule. It should be recognized that, in the past, there has been a
5- to 7-week lag between the time an application is passed to issue and the time
it actually issues as a patent because of processing. This normal delay in addi-
tion to the 30 days we plan to provide should be adequate.

This bill will not in itself reduce the period of pendency of applications as
much as we would like to reduce it, but it will help.

4. The accumulation of unexpired patents that are never used

A reduction in the number of unexpired patents, for which use or potential use
is not contemplated by the patentee, would do two things. First, it would
eliminate patents that owners believe are not valuable enough to justify payment
of the fee. Thereafter, these patents would not impede other commercial ven-
tures. Second, it would simplify right-to-use investigations, which are under-
taken by parties prior to commercial use of a product to ascertain whether or
not they will be infringing the rights of others.

I explained earlier the maintenance fees that would be required by sections
5-8 of the bill. If the history of the patent systems of European countries may
be used as examples, we have every reason to believe that a dramatic reduction
in the number of patents in force at any one time will occur under & main-
tenance fee system. Figure 16 illustrates the renewal experiences of a selected
number of foreign countries. Roughiy speaking, in the experience of these
foreign countries, after the first 5 years of the period considered, around 80 per-
cent of patents were still in force, after the ninth year about 30-50 percent were
still in force and after the thirteenth year only 20-23 percent were still in force.
Most of these times run from the filing date of the application and not the issne
date; in our calculations we have adopted the figures of 50 percent after 5



5 PATENT OFFICE FEES

years, 25 percent after 9 years, and 15 percent after 13 years, these times being
from the issue date of the patent.

What this means can best be appreciated when it is remembered that we now
issue approximately 50,000 patents each year (and this number will increase as
the present trend continues). Assuming this rate, however, we would have ap-
proximately 850,000 patents in force, say, 15 years from now. On the other
hand, if maintenance fees are in effect during that period and the experience of
European countries proves to be ours, instead of 850,000 patents there would be
only about 430,000 still in force. The resulting simplification in infringement
searches and in other investigations, primarily concerned with patents stiil in
force, would be of considerable help to industry. Moreover, new businesses
would be far freer to utilize prior art in the development of their products and
processes.

V. POSSIBLE OBJECTIONS TO THE BILL

Arguments may be made, just as they have been in the past on bills designed
to raise the level of fees for Patent Office services, that the proposed bill will
impede progress in general, and, particularly, that some of its provisions are
discriminatory.

If we were to catalog the anticipated objections to this bill, they would go
something like this:

A. Fees should not be raised because the patent systemn benefits the public
and the applicant is a public benefactor to be honored, not taxed.

B. Higher fees will suppress the flow of applications by reducing the incentive
to inventors, and the patent incentive to technological innovation will abate
accordingly.

C. Maintenance fees destroy incentives to invent and are unreasonably
burdensome.

D. The claim differential charges are unreasonable, arbitrary, and discrimi-
natory.

E. The issue fee is harsh and unworkable.

F. The fee for recording an assignment is much higher than the actual cost
of recording the document.

G. The fee structure favors applicants and unfairly discriminates against
patentees and assignees.

* H. The provisions of the revised bill are too expensive to administer by the
Patent Office and by patent owners.
Let us take them up in order.

A. Argument: Fees should not be raised at all

There is little support for this contention at the present time. Bar associations
and most private attorneys have believed for a number of years that some
reasonable increase in fees is both desirable and necessary. The American
Patent Law Association as early as 1953 adopted a resolution which stated in
part:

“Whereas it is understood that the Director of the Bureau of the Budget,
after studying the question of charges which should be made by the various
departments of the Government for services which it renders, made a statement
which may be summarized in substance as follows:

[ ] * * * * * *

“3. Where the service rendered is one which is partly of direct benefit to the
recipient of the service and is also of service to the public generally, an equitable
division of the costs should be made between the two ;

* * * * * * *
“Now, therefore, beit
* * & * * * *
“II

“Resolved, That the granting of patents and the distribution and sale of patent
copies is beneficial to the public as well as to the patentees and is a joint service
to both, the cost of which should be equitably divided.

* * * * * * *x?!

More recently, the board of managers of the APLA, although rejecting the
companion bill H.R. 10966 in toto, approved of increased filing and final fees.
Similarly, the Patent, Trademark, and Copyright Section of the American Bar
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Association during its 1962 meeting approved of a moderate increase in filing
and final fees.

Contrast these positions with the position taken by the U.S. Chamber of
Commerce. It approved companion bill H.R. 10966, except that it felt that the
bill should provide full recovery. Their letter to Chairman Willis of Subcom-
mittee No. 3 of the House Committee on the Judiciary reads as follows:

“Dear MRr. WiLLis: The national chamber urges your subcommittee to recom-
mend a realistic schedule of fees which would enable the Patent Office to be
self-supporting. H.R. 10966, now being considered by you, would substantially
increase such fees, but would not provide sufficient revenue to recover all Patent
Office costs.

“The chamber believes that whenever practicable, the costs of Government
programs, which provide special benefits to identifiable groups or individuals in
excess of benefits to the general public, should be borne by those receiving the
benefits.

“The Patent Office does provide special benefits to inventors, applicants for
patents, and holders of patents. We believe they should bear the cost of the
patent system. For many years they did. The Patent Office was self-supporting
over a large part of its existence. However, the fee structure, instituted in 1932,
and designed to maintain a balance between income and expenses at that time,
has been woefully inadequate in the face of increases in operating costs since
approximately 1940.

“A table of income and operating costs of the Patent Office, submitted to your
subcommittee by the Commissioner of Patents, is a graphic portrayal of the
inadequacy of the out-of-date fee structure. In the period 1900 to 1940, income
from fees actually exceeded operating costs in 22 years, and in the same 41-year
period only 5 years show income of less than 90 percent of costs.

“Cost recovery has eroded rapidly since 1940; it has not again reached 90
percent. In a steady decline, it has dropped to 32 percent in 1961 and is estimated
at 31 percent in the current yeur.

“It is true that income from fees has increased 77 percent—$4.3 million in
1940 to $7.6 million in 1961. But operating costs in the same years increased
413 percent—$+£.6 million in 1940 to $23.6 million in 1961. Substantial increases
in personnel costs (including eight general pay raises since 1945) and printing
and reproduction costs have left fee collections far behind.

“The chamber is of the firm opinion that under existing rates the general public
is subsidizing the specific beneficiaries of the patent system. It strongly recom-
mends enactment of legislation which would provide for recovery of the costs of
the Patent Office by means of an equitable fee system.

‘“We urge your favorable consideration of this letter. Also, I will appreciate
it if you will include this in the record of hearings on H.R. 10966.

Sincerely yours,”’—
and so forth.

The fact that we have covered our operating costs in the past has also sug-
gested to many others that there should be some relation between fees and
operating costs. For example, the report of the House Committee on Appropria-
tions of the 79th Congress, 2d session, Report No. 1890 (1947), said in part:

“The committee believes that this agency should again be made self-sustaining
by increasing many of the fees connected with the processing of applications and
the sale of copies of patents. Recommendations for major changes in the present
fee system are now before the Patent Committee of the House.”

As you know, members of the House and Senate Appropriations Committees
have made it clear for many years that the Patent Office should collect a higher
percentage of its operating costs. For example, at one appropriations hearing,
Senator Ferguson said :

*We have been talking about this in the Judiciary Committee for years, and
the chairman has urged this for years. There seems to be always a resistance
in the Patent Office on charging, on getting your fees sufficient to carry it.”
(Department of Commerce appropriations for 1952, Committee on Appropria-
tions, U.S, Senate, 82d Cong.. 1st sess.)

In sum, the argument that our fees should not be raised is no longer con:onant
with the hmee
B. Argument: Higher fees mean fewcer applications

This objection is leveled against any bill that proposes to raise fees. It is,
I believe, ill founded. We may approach this contention by considering the per
capita figures for application submissions. The per capita filing of applications
in the United States is less than in many European countries even though these
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countries have substantially higher fees. Table 9 makes this clear. For example,
in Germany the per capita number of applications filed is 1.01 per 1,000 popula-
tion. By contrast, the United States per capita figure is 0.44. High per capita
figures are also prevalent in Great Britain (0.61), the Netherlands (1), Sweden
(1.65), Norway (1.09), and Switzerland (2.63). A large proportion of the appli-
cations filed in these countries are filed by U.S. companies. These figures exceed
those of the United States, even though all of the European countries named
have maintenance fees—which American patent owners pay just as others do—
and the total sum of the fees paid during the life of a patent is considerably
greater than the U.S. total of $60.

The experience of European countries fails to bear out the fear behind this
objection in another way. European countries have not found that the number
of applications filed decreases significantly after they increase their fees (table
10). Many European countries increased their fees in the 1950’s, some even
twice. There was no significant change in the number of applications filed before
and after the fees were changed. This suggests, at least to some extent, that
increases in fees have not had depressing effects on the number of patent appli-
cations filed.

Here, again, it is relevant to say that the present filing and final fees (and
those proposed by this bill) constitute a relatively small part of the applicant’s
cost of obtaining a patent of average size when an attorney is employed. (Table
6 and fig. 6.) And approximately 98 percent of all applications filed in the U.S.
Patent Office are prepared by someone other than the inventor. It is not un-
reasonable to assume that this percentage reflects, with a small margin of error,
the number of applications prepared by attorneys. Additionally, many of the
few inventors who prepare their own applications subsequently have them
prosecuted by an attorney, upon either their own initiative or that of their
assignees, as the case may be.

Now let me talk about the “garret,” indigent or independent inventor, about
whom thig subcommittee, I expect, will hear a great deal if past hearings are
a guide. It is sometimes asserted that by increasing the fees even slightly.
we will discourage the independent inventor from filing his application, and
therfore, will prevent the public from obtaining his inventive contributions.
In spite of the fact that inventions are coming increasingly from complex re-
search centers, we feel, nevertheless, that the independent inventor should be
given consideration.

This bill treats him equitably. It permits him to defer the first two mainte-
nance fees if he has not been successful in exploiting his invention. It minimizes
the increase in the filing fee in comparison to the issue, appeal, assignment
and maintenance fees, so that he can have his “day in court” at a minimum price.
And, finally, under this bill the small application that he usually files is less costly
than are the lengthy applications filed in most cases by corporations.

In point of fact, much of the rhetoric against rises in Patent Office fees is
inevitably cast in terms of the small inventor. Yet, as shown by our assign-
ment records, approximately 70 percent of patents issued in 1961 were assigned
to companies. Moreover, when the bar associations are pressed to decide whether
they are more concerned about the small inventor and his opportunity to get a
low-cost hearing in the Patent Office or about the imposition of maintenance fees,
they usually conclude that increased Patent Office income should come, if at all,
from higher filing and issue fees. Yet, often before he is in a position to ex-
ploit his patent, the filing and issue fees apply full force to the small independent
inventor. This point and others are cogently discussed by Stephen H. Frishauf,
senior patent attorney for the International General Electric Co., in an article
published in the Journal of the Patent Office Society (44 JPOS 219 (1962)) :

“When the costs of Patent Office operations are charged against the issued
patents, it is possible to lower, or keep at a lower level, those fees which now
are levied by the Patent Office at the time of filing or grant of a patent. The
burden for applying for a patent is distributed, at the present time, rather heavily
at the time the application is prepared. The Government fee of $30 is a com-
paratively minor item. The attorney’s charges, or, in a corporate department
the time charged by the attorneys. in preparing the patent application. (and a
possible incentive bonus to the inventor) are usually very much in excess of this
fee. The cost of drawings, particlarly if they involve any degree of complexity,
also is large and a single sheet, on the average, approaches the cost of the
Government filing fee. Although the percentage increase in the total costs to the
applicant, if filing fees are raised, may be comparatively low, the burden will
still fall at a time when in many instances, the invention is as yet untried in
the marketplace. Since it is the policy of our Nation to encourage disclosure of
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inventions, (which disclosures can be made entirely apart from the printing
of a patent afterwards) then it would appear that efforts should be made to
decrease the costs to applicants at the time of filing. Later on, as experience
is gained in the actual use of the inventiion, it will be apparent whether the
invention represents that kind of technical advance which can be profitably
exploited. If it does, the inventor will reap the benefits; yet even if the inven-
tion is not commercially successful, the main purpose of the patent system,
publication, has been achieved. When the applicant, however, only has ex-
penses, they should preferably be kept to a minimum. It appears fairer to place
the burden at least of official costs at the time when a gain is realized—during
the lifetime of a commercially successful patent.”

C. Argument: Maintenance fees destroy incentive and are unreasonably bur-
densome.

It is fair to say that the organized bar officially opposes maintenance fees.
The American Patent Law Association has reiterated its opposition to mainte-
nance fees in any form. And more recently, the section on Patents, Trademarks
and Copyrights of the American Bar Association at its annual meeting in San
Francisco passed a resolution disapproving in principle the imposition of main-
tenance fees under any circumstances.

To avoid any misunderstanding, let me emphasize that the bar does not
unanimously oppose maintenance fees. And, as reported the proceedings of the
patent, trademark, and copyright section of the American Bar Association,
after the 1961 St. Louis meeting (pages 53-G0) :

“Robert C. Watson [the former Commissioner of Patents] * * * said that
during six trips to Europe during his service as Commissioner of Patents he
asked two questions of the heads of foreign patent offices. These were: First,
Is there a full cost recovery in your country of the cost of operation of the
Patent Office? The answer always was “Yes.” Second, Is there any disposition
by any elements in your country to eliminate maintenance fees? The answer
wag always “No.”

“IIe saw many advantages to the adoption of a system of such fees * * *”

Mr. Watson reaffirmed his view at the 1962 San Francisco meeting. In addi-
tion to my predecessor’s views, Mr. Elmer J. Gorn, Patent Counsel for the Ray-
theon Manufacturing Co., and Mr. William R. Woodward, Patent Counsel for
the Western Electric Co. dissented from the Special Fee Committee’s position
opposing maintenance fees. Mr. Gorn said:

“If we are to oppose maintenance fees, we must face the alternative of an
increase in filing and final fees. The report, while condemning maintenance
fees and supporting an increase in filing and final fees, fails to indicate what the
magnitude of the latter is to be. It seems obvious that if Congress were to
eliminate the maintenance fee provisions of H.R., 10966 and were to substitute a
corresponding increase in filing and final fees, it would add about $100 in such
fees to those already proposed in the bill. For a modest sized case of two sheets
of drawings, seven printed pages of text, and no extra claims, the total of such
fees would amount to $254 as compared to $60 at the present time. Frankly, I
believe that such an increase would be more of a restraint on the filing of patent
applications than the proposed scale of maintenance fees. Virtually every appli-
cant, when he files his application, is bound to believe that, before any of the
maintenance fees become due, his patent will be worth much more than such
maintenance fees. It is another matter to have to pay $250 or more in fees
before he can expect to get any return from his patent.”

Mr. Gorn’s views were shared by a substantial minority of those attending
the convention who, in common with him, believed that it was not enough merely
to oppose maintenance fees but that it was necessary to make a choice between
maintenance fees and steep filing and final fees. They preferred maintenance
fees.

D. Argument: The claim fee differential ig unrealistic and unfair

I have already dealt at length with the unreasonable impositions that vast
numbers of prolix claims in applications make on examiners, judges, and other
attorneys. I think that this alone answers the argument that economic in-
centives for better claim practices are unfair or unrealistic.

One may look at the claim practices in European countries, where applica-
tions are filed on most important U.S. inventions. Table 11 enumerates the
characteristics of the average patent in the United States, Great Britain., and
Germany. These figures show that the average U.S. patent is substantiallly
larger than its German and British counterparts, and that in the United States
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the number of independent claims in a patent averages 4.38, compared to 1.02
in German patents, and 2.70 in British patents.

Certainly there are differences in patent practices and law in Great Britain,
Germany, and the United States (both as to the approach they take to patent
disclosures and as to the breadth of protection their courts provide), but the
fact remains that these examining countries, in common with most other exam-
ining countries in the world, require the applicant to limit himself to a few inde-
pendent claims. In Great Britain, rarely is an application filed that has more
than four independent claims. Any number over a very few is rejected by the
examiner, as a matter of course. The British patent agents, recognizing that the
courts will uphold the Office in this connection, withdraw excessive claims. More
often, they are never submitted. In Germany, practice requires that a main
claim be used with other claims depending from it, as I illustrated to you in
connection with figure 14. Any other method of claiming is almost always re-
fused consideration.

The section on patents, trademarks, and copyrights of the American Bar Asso-
ciation at its annual meeting in 1961 voted in favor of a surcharge on independ-
ent claims, by passing the following resolution: “Revolved, That the section
approves the principle that, in the case of any additional fee for excess claims
over a predetermined maximum, a lesser fee be charged for claims in dependent
form to encourage their use.” However, at the 1962 convention, the section
changed its earlier position by adopting the following resolution :

“Resolved, That the American Bar Association disapproves in principle any
establishment of filing fees which would differentiate between the different
forms of claims.

“Specifically, the association disapproves those provisions of H.R. 10966 which
provide for lower filing fees for dependent claims than for independent claims.”

Others have backed these features of the bill. The New York Patent Law
Association in its May 1962 Bulletin made the following statements:

“We are in accord with sections 1, 2, and 3 of H.R. 10966. The increased fees
they provide appear to be justified generally by the need for additional revenues
to offset the increased cost of Patent Office operations. There is merit, too, in
their encouragement of succinctness and brevity in patent applications, their
requiring higher fees for applications which are normally more demanding of
Patent Office services, and their discouragement of filing appeals for the purpose
of delay.”

This judgment by the New York Patent Law Association and by numerous
respected practitioners of patent law throughout the country reinforces the
view of the Patent Office, the Patent Office Society and numerous courts that
dependent claims are easier to understand, are less wasteful of people’s time
and should be encouraged. And I believe the bar would unanimously agree
that the encouragement by economic incentives, rather than legislative or admin-
istrative fiat, is preferable.

E. Argument: The issue fee is harsh and unworkable

The size of an application, in terms of the number of pages of specification
and the number of sheets of drawings, has a direct bearing on the amount of
time it takes an examiner to study and understand the invention, regardiess of
how many claims define the invention. It seems eminently fair to me, without
saying how much an issue fee should be, to say that a greater portion of the
cost of operating the Patent Office should be borne by those applicants who file
the longer and more complicated patent applications than by those applicants
who file short, succinet, and simple disclosures.

The reasonableness of the components of the proposed issue fee is evidenced
by the cost of printing alone. (See table 3.) Even if we completely ignore
the increasing difficulty of examination, which is at least roughly related to
the length of the specification and the number of sheets of drawings, the cost
for printing and publishing an average patent in fiscal year 1962 was $63.
This amounts to a printing charge per page of approximately $15 (excluding
the printing cost of $11.95 per page for the Official Gazette which is partially
allocable to the patents issued in a year). As I have noted, this is not an
internal cost which is subject to the natural error of any estimated cost, but
is the amount which the Government Printing Office charges us for printing the
patent specification. In addition, it costs us $1.74 for each sheet of drawing
in the patent.

If we add to the printing cost and impact of the complexity factor, the cost
of examining the application and providing other services in connection with it,
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it is abundantly clear that the proposed charge of $10 for each page of specifica-
tion as printed and $2 for each sheet of drawing is quite low.

Originally we considered proposing a charge for the number of pages of speci-
fication as filed and the number of sheets of drawing as submitted. One of the
difficulties with this proposal, however, was the objection earlier raised by
members of the bar to the effect that it would be difficult to compute the actual
fee in advance. For this reason, we preferred the issue fee arrangement set
forth in companion bill, H.R. 10966. Under the concept embodied in the bill,
it is a simple matter for the applicant or his attorney to determine the exact
amount of the issue fee after the patent issues but before the fee is due.

Some have opposed a charge based on the size of the patent, arguing that the
charge for the number of claims is really a charge for length, and hence, to-
gether with the issue fee, a double charge for size. Our studies do not bear out
this theory. Though there is some rough correlation between the length of
applications and the average number of claims, figure 17 shows that the scatter
for applications is large. (In fig. 17 the horizontal lines represent the average
number of claims per 40 pages of specifications.) The data for figure 17 were
taken from two divisions that handle complex subject matter and a high per-
centage of “jumbo” applications, but the fact remains that the variations in the
number of claims for applications of a given size are extreme.

This should dispel any misgivings that our claim differential charge is pri-
marily a charge for lengthy applications. Rather, it is a charge to encourage
clarity in claiming and to discourage prolixity. It is the proposed issue fee
which attempts to account for the length and complexity of applications. And,
too, the small independent inventor is considered. For studies show that it is
the assigned applications in complex arts that are long, not the bulk of unas-
signed applications describing less complex inventions.

‘While the patent section of the American Bar Association is opposed to obtain-
ing part of the fees based on the length of the application and the number of
drawings, the New York Patent Law Association approved of this proposal as
being one which will encourage ‘“succinctness and brevity in patent applica-
tions.” Some have argued that the issue fee would be costly to administer. On
the contrary, as I shall later explain in detail, the cost of administration would
be comparatively small.

F. Argument: The agsignment recording fee i8 too high

This bill proposes a substantial increase in the fee for recording assignments.
I do not pretend that this is based upon the actual cost of the work to the Pat-
ent Office. It is primarily an effort to provide income which otherwise would
have to be recovered by increasing the other fees required by the bill. But let
me hasten to say that there are quite defensible reasons for a recording fee of
the size provided for. Patents would not be assigned if the assignee did not
consider them of value. At least, we know that this recordation fee is being
assessed upon a party who is receiving value from the patent system.

As I have stated, about 70 percent of patents nowadays are issued or assigned
to American or foreign companies (table 12)., Surely, when the cost of an
average application prosecuted by corporations is in the range of $1,000 to $2,500,
the assessment of a $20 recording fee for recording this assignment, if they
want to avail themselves of the constructive notice it imparts, is not unreasonable.

In sum, all we are trying to do is assess some part of our operating expenses
against assignees of patent and trademark instruments rather than against the
applicants themselves. Under this arrangement, until an inventor is able to
sell his invention, nothing is required from him by the proposed recording fee.
Once he has successfully sold his invention it would not seem unreasonable to
require the purchaser to pay a fee for the privilege of recording the valuable
interest transferred to him.

G Argument: The fee structure discriminates against patentees

The objection may be made that this bill discriminates against patentees
and assignees. We have exercised judgment, however, in allocating the fee
cost as hetween applicants, patentees, and assignees to obtain both the necessary
incentives to good practice and the necessary revenue.

For example, the charge of $10 per page of printed specification and $2 for
each sheet of drawing is a charge designed to reduce excess verbiage in appli-
cations as filed. To this extent, the applicants whose applications are abandoned
do not pay this charge for complexity and length; it is instead borne by the
patentees.
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It is our judgment that a greater proportion of the cost of examining and
issuing patents should be borne by those who are successful in obtaining patents
than by those who are unsuccessful. And let me reemphasize at this point that
the issue fee is considerably below the actual cost of issuing patents.

Maintenance fees are more favorable to applicants than to patentees. Appli-
cants will not bear the maintenance fees at all. However, 4 or 5 years after
the patent issues, the patentee is in better position to judge whether his inven-
tion is worth the cost of the renewal fee. If it worthless, he skips the fee and
the patent lapses. If it has value—as little as $100-—he pays the fee and is
confirmed in his rights and benefits for another 4 years.

In all these cases, to some extent, we have proceeded on the theory that bene-
ficiaries of issued patents should bear a larger part of the burdens of the Patent
Office and the patent system which made these benefits possible.

I want to emphasize that I do not regard this as a naked, ability-to-pay prin-
ciple. As between the applicant and the patentee, the examination system is
for the patentee, not the applicant. Our examination system is a great hurdle
to the applicant; it is a great safeguard to the patentee. An applicant must
convince the Patent Office that his invention is patentable over all the world’s
prior art; and this can be an arduous task. A patentee, however, because of
his success in the Patent Office, has a legal presumption of the validity of his
patent and also of priority against the award of patents to rivals later claiming
the same subject matter.

I suggest, therefore, that it is not at all unreasonable that the patentee share
more significantly than the applicant in the cost of maintaining an examination
system,

H. Argument: The provisions of this bill are too copensive to administer

The argument has been made that various parts of this revised bill will be
too difficult and too expensive to administer. The proponents of this argument
believe that a good bit of the income to be gained by the provisions of the bill
will be lost through the increased cost of their administration.

I want to dispel all such misgivings and make quite clear to your subecom-
mittee that the cost of administering the bill cannot reasonably be termed exces-
sive. In fact, this cost represents substantially less than 1 percent of the in-
creased income anticipated under the bill.

A study and estimate of the cost of administering all ot the provisions of this
bill was prepared for the House Subcommittee No. 3. This study is attached as
appendix C-2. It shows that the cost of putting all of the provisions of the
revised bill into effect comes to something less than $100,000. On the other
hand, the increased income anticipated under the bill is approximately $13
million. I am sure all will agree that these figures completely refute the con-
tention that the bill would be too expensive to administer.

I would add here that another study made by us—at the request of a member of
the House subcommittee—estimates the cost of giving a second notice to patent
owners when maintenance fees are due (attached as app. C-3). Even this
second-notice procedure, which I do not believe is really necessary, would add
only approximately $35,000 to the total cost of administering the provisions of
the bill.

Moreover, it is, I think, specious to contend that patentees are not capable of
instituting economical and efficient procedures to keep up with maintenance fees
as they become due. Apropos this contention is Mr. Frishauf’s article, to which
I have already referred, in which he states:

“Given the choice whether to spend more money at the time of filing (and pos-
sibly making a wrong decision not to file at that time) or spending money for
maintenance fees after the patent had a possibility to prove itself, it is felt that
the latter is of a greater advantage. The mechanics of periodic payments are
simple—a card index is sufficient. If the number of patents is not very large,
such a card index can be kept by a clerk having other duties. The decision as to
whether to maintain or drop a patent can be made on the basis of inquiries
reduced to routine questions circulated from time to time among appropriate
personnel within the organization of thie patentee, if the patentee or the patent
attorney does not have sufficient personal knowledge to make, or recoinmend a
decision himself.”

VI. ARE TIERE ALTERNATIVES?

As I have noted earlier, it is argued by some that the amount sought to be re-
covered by this revised bill is excessive. I do not agree. This revised bill pro-
poses to recover only 75 percent of our currently budgeted expenditures and to
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do so by a fee structure which will not be in full operation for 13 years. More-
over, because the complexity of applications and the scope of search of the
prior art increase with each passing year, our expenditures will also increase.
Consequently, for this reason alone—and there are others which I shall get to
shortly—in 13 years what might have been a 75-percent recovery will be con-
siderably less.

But that is not all. There are other factors that reduce or will reduce the in-
come-to-cost ratio of the Patent Office operation.

First, space to house the patent operations and overhead costs such as lighting,
heating, maintenance, etc., are not included in our budget. Nonetheless, these
costs—estimated at 15 percent of our budgeted expenditures—are borne by the
general public. In actual fact, therefore, applicants and patentees would be pay-
ing, 13 years after enactment of this bill, not 75 percent but only about 65
percent of what it now takes to operate the Patent Office.

Second, while our costs for 1962 were estimated on the basis of then-currert
printing costs (over $3 million), we have recently been informed by the Govern-
ment Printing Office that these costs have increased approximately 7 percent,
which is a substantial rise.

Third, if the Federal salary reform bill of 1962 (which is badly needed to help
us attract and keep qualified professionals) becomes law, it will increase our ex-
penses over the next 3 years, and reduce—along with the other factors men-
tioned above—what now appears to be a 75-percent recovery to a recovery of
about 60 percent.

There are some who argue, not only that the amount we seek is too great, but
also that the incidence of the fees is unreasonable. For example, the patent
section of the American Bar Association, while condemning companion bill
H.R. 10966, provides no better guide for us than that it favors a ‘“moderate
increase in patent application filing fees” and that it believes that ‘“‘all fees of
the Patent Office other than filing and issue fees should be increased to take
into account the extent of inflation since 1932 when the present fee structure was
set.” The American Patent Law Association is more specific. After disapprov-
ing H.R. 10966, it approved a filing fee of $50 and a final fee of $75.

The cost-of-living increase in fees proposed by the patent section of the ABA
would increase our present revenues by approximately $114 million; but as to
the filing and final fees, we have no way of knowing what “moderate” fee in-
creases mean. The APLA proposal would increase our estimated revenue for
fiscal 1962 by approximately $4 million, an amount which would still leave our
recovery ratio at approximately 41 percent.

Another proposal was made before the House subcommittee during hearings on
companion bill H.R. 10966. It recommends, besides miscellaneous fee increases,
a $100 filing fee and a $300 final fee, but the latter does not have to be paid until
the owner wants to enforce his patent (which occurs in less than 1 percent of the
cases). Because of this permissive final fee, this alternative is not a cure,
although the steep filing fee would bring our recovery ratio up to approxi-
mately 47 percent.

Aside from the inadequacy of income recovery under these proposals, all of
them reject the features of this bill that would help us do our job more efficiently.

i VIII. CONCLUSION

To these alternative proposals and others which may be made, we can only
say that we have made an effort to allocate the impact of the fees consistent
with the substantive features we believe are important, so that those who have
applications, patents, and registrations of demonstrated value, will bear a larger
share of Patent Office costs attributable to them than will those who are not
so fortunate.

Persons opposing this fee bill must make up their minds, assuming some fee
increase is necessary, about where the burden should be placed. If they do not
want to harm the independent inventor and the incentive to invent, then they
would appear to concur in our judgment. On the other hand, if they really
do not care about the small inventor, they can suggest substantial across-the-
board increases in major fees.

In any event, it should be incumbent upon those who object to specific
features of this revised bill to suggest what other fees should be increased
or what new fees should be established to make up for the loss that will occur
if the feature they comsider objectionable is eliminated or modified. For ex-
ample, it can be argued that the assignment fee is unreasonable. But if the
amount of this fee is materially reduced, which fee should be imncreased to
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make up the loss? Should the maintenance fees be increased to a higher level,
as they were in the earlier bill S. 2225? Should the filing fees be raised to
$100, $200, $300? Should the issue fee be doubled or frebled so that the other
fees can be reduced? In each case, a judgment must be made as to where the
burden of fees for the operation of the Patent Office should be placed.

Let me sum up. The first question here is, should the Patent Office
recovér a substantial portion of its costs? Many Members of Congress have
said yes, the Bureau of the Budget says yes, we say yes. And the President
through his budget has also said yes.

The second question, then, is how should the fees be changed? We submit
that they should be adapted to influence beneficially the work of the Patent
Office and the courts, consistent with the recommendations of expert commit-
tees and knowledgeable commentators on the patent system.

As I emphagized at the hearing before the House subcommittee, in theé
final analysis the issue is one of fiscal responsibility. If one is not to use that
phrase as mere pious talk, then he who speaks must be fiscally responsible even
when it tfouches his own pocket. We must not talk only about those sacrifices
which others are supposed to make. And that is particularly true of the bene-
ficiaries of the patent system, which is now in rough waters and will need even
more congressional help in the years ahead.

APPENDIX A-—LI1sT OF FIGURES

Figure Description

1. Income and operating costs, U.S. Patent Office (1910-63).

2. Operating cost increases—Trends in United States and selected foreign coun-
tries compared on 1930-39 base.

3. Recovery of patent costs (1957—60 average)—United States and selected for-
eign countries compared.

4. Cost recovery—-United States compared with selected foreign countries.

5. Patent fees (Umnited States)—Present fees in terms of 1932 dollars compared
with 1962 dollar-equivalent and fees proposed in the revised bill for an
average application. .

6. Patent costs—That portion of total costs for obtaining a patent represented
by present filing and issue fees and those proposed by the revised bill.

7. Income from selected fees (1962 estimates)—Present fee schedule and that
of the revised bill compared.

8. Income by fees (1961)—VY¥rom various Patent Office fees.

9. Distribution of operating costs (1961)—For U.S. Patent Office.

0. Cumulative fees comparison-—United States compared with selected foreign
countries.

11. Disposal rates aud complexity factor—Comparison of average disposals per

year by examiners in different technical areas.

12, U.S. patent parameters (1961 sample)—Relationship between pages of speci-

fication, sheets of drawing, and number of claims.

13. Claim analysis—Average time for analysis of independent and dependent

claims of selected patents. .

14. Claim form: Independent versus dependent—The independent claims of a

simple patent are analyzed and rewritten in dependent form.

15. Pendency of U.S. applications—Comparison of periods between filing and

issue of a typical application: 1960 versus 1961 versus revised bill.

16. Patent renewals—For selected foreign countries.

17. U.S. application parameters (division 42 and 68)—Relation between pagés.

of specification and number of claims; random selection in complex arts
handled by divisions 42 and 68.
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FI1aURE 6
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FIGURE 13

CLAIM ANALYSIS

AVERAGE TIME (MINUTES)

(o] 25 50 75 100 125 150 175 200
l . ]
-~ Saving 13 !
Patent -—— Independent ' l l
i 2 Dependett l. »'
l

##* 3 0

|
|

%4
*5
6
Saving 40
%7 Saving 40
i
Saving 52 !
Avg. ;
(2-7 Inc)
(o] 25 50 75 ico 125 150 175 200

Preparsd by. US. Department of Commerce, Patent Office (196 2)



76

CLAIM FORM:

THE INVENTION

A life preserver that is worn around
the neck as a neckband. The neck-
band houses an hourglass—shaped
gas-gell that breaks and thereby in-
flates the neckband preserver when
the neckband is grasped and bent.

Feh 1, 1961 " e Reerc 197032¢

T capiourt e merm wcr

Mot s 2, 17

PATENT OFFICE FEES

F1GURE 14

INDEPENDENT vs. DEPENDENT

INDEPENDENT FORM (The claims as patented)

1. An inflatable neckband, comprising a narrow thin flat wubular
band comprising a relatively heavy flexible inelastic neck en-
gaging backing portion, and a thin t ighly elastic outer portion
extending substantially the length of the band, and sealed at its
ends, an elongated hourglass shaped cell mounted within said
tubular band and containing liquified gas, a flexible air-tight tube
closely surrounding said celi and disposed in said band, and
having one end extending through an end of said thin elastic
outer portion in sealed relation theretc, said tube being open
at its other end within said band, and having an air-tight re-
movable closure in its one end whereby cells may be replace-
able.

2. An inflatable neckband, comprising a narrow thin flat tubular
band comprising a relatively heavy flexible inelastic neck engag-
ing backing portion, and a thin highly elastic outer portion ex-
tending substantially the iength of the hand, and sealed at its
ends, an elongated hourglass shaped cell mounted within said
tubular band and containing liquified gas, a flexible air-tight
wbe closely surrounding said cell and disposed in said band,
and having one end extending through anendof said thin elastic
outer portion in sealed relation thereto, said tubebeing open at
its other end within said band, and having an air-tight removable
closure in its one end whereby cells may be replaceable and
means for manually flexing said tube to bend and break a cell
contained therewithin.

3. An inflatable neckband, comprising a narrow thin flat tubular
band comprising a relatively heavy flexible inelastic neck engag-
ing backing portion, and a thin highly elastic outer portion ex-
tending substantially the length of the band, and sealed at its
ends, an elongated cell mounted within said tubular band and
containing liquified gas, a flexible air-tight wbe closely sur-
rounding said cell and disposed in said band, and having one end
extending through an end of said thin elastic outer portion in
sealed relation thereto, said tube being open at its other end
within said band, and having an air-tight removable closure in
its one end whereby cells may be replaceable.

4. An inflatable neckband, comprising a narrow thin flat tbular
band comprising a relatively heavy flexible inelastic neck engag-
ing backing portion, and a thin highly elastic outer portion ex-
tending substantially the length of rthe band, and sealed at its
ends, an elongated cell mounted within said tubular band and
contatning liquified gas, flexible air-tight tube closely surround-
ing said cell and disposed in said band, and having one end ex-
tending through an end of said thin elastic outer portion in
sealed relation thereto, said tube being open at its other end
within said band, and having an air-tight removable closure in
its one end whereby cells may be replaceable and means for
manually flexing said tube o bend and break a cell contained
therewithin.
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CLAIM ANALYSIS DEPENDENT FORM
CLAIM 3 + qas cell is HOUR- A neckband as in claim 3 in which said gas cell is hour-
GLASS SHAPED glass-shaped.
CLAIM 3 + gas cell is HOUR- A kband as In claim 3 tn which said Uie b
GLASS SHAPED and con . neckband as in claim 3 in which said gas cell is hour-
MANUALLY BROI:E: ': inblelun ‘ glass-shaped and means are provided to break said cell
preserver manually.
BROADEST CLAIM .
CLAIM 3 + gos cell caon be .
MANUALLY BROKEN o inflote ::\e‘rlreckbanc:lns in claim 3 and means to break said gas
the preserver manually.
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APPENDIX B—Li1ST OF TABLES

Table Desgcription

1.
2.

o & L

©

13.
14.

15.
16.

17.
18.

19.

Fee income comparison (present and revised bill) —Estimates of income from
the various Patent Office fees.

Major cost increases since 1940 (Patent Office)—Increases due to personnel
compensation and benefits, printing and reproduction, and the increasing
volume and complexity of the workload are given.

. Change in personnel compensation and printing costs (1932-62).
. Increase in minimum fees for selected legal services (1928-62).
. Changes in selected Government fees—For example, Bureau of Standards,

AEC, Departments of the Interior, Treasury, and Agriculture.
Patent service cost estimates—Comparison of typical patent legal fees in
1937, 1959, and 1962.

. Comparison of selected U.S. fees—Prior versus present revised bill.
. Board of Appeals Statistics—The number of appeals filed, pending, disposed

of, and in which oral hearings were requested during the years 1957-61.

. Per capita figures on patent applications flled in selected countries (195660

average).

. Effect of fee increases on applications filed (selected countries).
11.
12,

Average size of patents (selected countries—1961).

Assignment of U.S. Patents (fiscal years 1955 and 1961)—By U 8. corpora-
tions, foreign corporations, U.8. Government. and individuals.

Fee income comparison (present and S. 2225 and revised bill)—Estimated
incomes in 1961 under each of the fee schedules.

Income and operating costs, selected countries—Over the years 1950-60 and
the average for 1930-39.

Income by fees (1957~61)—DFor the various U.S. Patent Office fees.

Operating costs and employment by cost centers—During the fiscal years
1952-61.

Income and operating costs—Patent and trademark operations—For fiscal
years 1960 and 1961.

Comparison of total fees, selected countries—United States compared as to
fees charged, average number of patents issued per year, and term of

atent.

BiI()ls on overflow patent applications (National Aeronautics and Space Ad-

ministration)—For preparation of patent specification and claims.



TaBLE 1.—Fee income comparison (present and revised bill)

Estimated . Estimated | Change from
Descriptlon (section and item of Present fee income, Proposed fee, revised bill income, present fee
revised bill) fiscal year 1962 basls income
1962
Thousands Thousands Thousands
Patent filing, original patent (sec. 1, ftem 1). [ $30 oo im e caes 2, 4 $40.__ , 320
$leach claimover 20 . _______ ... $2 cach clalm over 10
.............. $10 each independent claim over 1...._..__ 1, 660
Subtotal___...... e fem e ceeccacecmemceccccmacecemcemneaane 2,488 e eaceaemememcemmemmcma— e 5,312 +$2,826
Patent issue, original patent (sec. 1, item 2— | $30_.._.. - 1,510 | $40__ 1,872
part). $1eachclaimover20__________._......___ 10 | $10 each page of specifications as printed__ 1,685
.............. $2 each sheet of drawing.....oocooo._______ 187
Subtotal 1, 520 3,744 +2,224
Patent issue, reissue patent (scc. 1, item 2— $40 - 8
part). $10 each page of specifications as printed.. 7
$2 cach sheet of drawing.....o_...._. - 1
Subtotal 16 +16
Design filing (sec. 1, item 3a) $20 100
Subtotal . - 100 -2
Design issue (sec. 1, item 3b) cewcac o cenecnnn- None. -- —--| $10 for 3%4 years.... - 1
$20 for 7 years. 8
.............. $30 for 14years....-o-caeea- aannn 77
SUDBEOLAlL oo oo iicemcmrecemeeemacsmsme]mecmm e meeeemmm—ecemccmemmmeeanecanmcamcc|ccememecncemen]acecssamsasmesseesmmaasmemescsacaememammane 84 +8
Patent filing, reissue patent (sec. 1, item 4).___. $30 6| $40... ..
$1 each excess elalm over 20. __..___________ (O] $2 each excess clalm over 10_______._.___.____ [0}
.............. $10 each excess independent claim______.__
ubtotal oo ooeoooo [ P 11 +5
Patent disclaimer (sec. 1, item 5) $10.____ 1] %15 1 ®
Patent appeal (scc. 1, item 6).... $25 250 | $100 with oral hearing_ . .ocao_ ... 300
.............. $50 without oral hearing. 60
.............. $25 if withdrawn. o oceo i aea 150
Subtotal . .oooooo__. . ——- 250 500 4250
Patent petition to revive (sec. 1, item 7—part).| $10 71 815 11 +4
Patent petition for delay of issue fee (sec. 1, | $10. 2| $15 3 +1

item 7—part).
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Patent certiflcato, see. 255 or 256 (sec. 1, item 8)_| $10 e o

Patent coples (sec. 1, item 9) . ooeooeaaaaaa .. 25 cents, except deslgns. . o eoceneaa o
10 cents for designs......
$50 annual for librarics

Subtotal..._._... - -
Recording patont assignments (scc. 1, 1tom 10).| $3 for 6 PAECS .o mev oo cmcmaccccccccccmemcaa
$1 cach 2 pages over 6
80 cents each extra item
BUbtOtal. o oo accec e omcceeee|eamac e cceccasmamemcaccccacammc e ne

Tradomark flling (sce. 3, itom 1).. ——
Trademark atfidavit (sec. 3, item 3)..

Trademark petition to rovive (scc. 3, item 4).

New trademark certifieato (sce. 3, item 7).

Trademark certificato of correction or ame
ment (sec. 3, item 8§).

S I3 T (] +2
1,504 | 25 cents, oxcopt designs. oo cceeonecicnnn. 1,520
5 | 10 cents for designs, [
$50 annual for ltbraries. . oo oooooooiaias 1
$1 for large ones and plant patents in color. 15
- 1, 550 140
$20 oach ftomn. oo ccicicaaes 1, 600
1. ——
10
191 {. 1,600 +1, 409
832 4235
150 <4150
2 +2
3 +1
3 +1

Tradewark disclaimer (see. 3, item 10). 0]
Recording trndemark assignments (soc. 3, itom | $3 for 6 POEES. oo eeeecueccccacemcococcmeees
12). $1each 2 pagesover 6. oo ocoo.. (O]
80 cents each extra itom...
Subtotal._....___. S 15 [cecccamoccccncmncmccamacescsmmaamnanaacann 264 +249
Patont maintonance (S€¢. 8) .oocoaceccccnnenn- NODNO. .o mcmmcmccccccccccmce—mamm—ee $100 1st fee, prior to end of 5th year._...... 2,247
$200 2d fee, prior to end of 9th year._ . 2,120
.| $300 3d fes, prior to end of 13th year....... 1,370
szrs for dolayed payment of a maintenance 4
cC.
Bubtotal._.... . N . N SO PRSP .- 6, 750 -+-5, 750
Other fees not changed O S 1,014 {oooeeoeoo - 1,051 +37
7 OO OO P 7,700 |ecoecanaae . - 20, 984 +13, 284

1 Less than $500. NOTES

1. Estimated income from H.R. 10060 includes amounts applicable to other Gavern-
ment agencies under sce. 2 ($203,000).

2. Fstimated amounts for trademark aflidavits and patent maintenauce are included
to show the resulting income if all the provisions were in full operation during 1962.
However, fees for theso items would not be effective Immediately to bring In receipts.

3. Major volume assumptions for reviscd bill fees (1962 basis) patent filing, original
patont: 83,000 ngpllcutions with averago of 2 claims over 10 and 2 independent claims over
1 (averago combined feo, $64). Patont issue, original patent: 52,000 patents, less 10 per-
cent forfeltures, with average of 3.6 pages of specifications and 2 sheets of drawings (averago

cotnbined fee, $80). Design filing: 5,000 design applications. Design issue: 3,000 design
patents, & percent for 3%4 years, 10 percent for 7 years, 85 percent for 14 years, Patent
appeals: 10,000 appeals, 30 percent considered with oral hearing, 10 percent considered
without ora) hearing, 60 percent withdrawn. Recording patent assignments: 80,000 items
(patent, application, or any other paper) involved in 60,000 writings. Trademark fling:
23,600 applications. Trademark afidavit: 15,000 affidavits. Recording trademark as-
signments: 13,200 items (trademark registration or any other paper) involved.n 3,300
writings. Patent maintenance: First fee, 22,470 patents (50 percent of 1957 Issuances of
44,949), 2d fee, 10, 643 patents (25 percent of 1953 issuances of 42,471), 3d fec, 4,567 patonts
(15 percent of 1949 issuances of 30,446).

Source: U.S. Department of Commerce, Patont Office (1962).
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TABLE 2.—Major cost increases gsince 1940 (Patent Office)

Note: Costs were relatively stable from 1932 to 1940. During this period,
income from fees averaged about 95 percent of operating costs.

PERSONNEL COMPENSATION AND BENEFITS

Salary and related benefits for employees now comprise about 80 percent of
total operating costs. Since 1940, there have been eight general increases in
basic compensation of classified employees:

1. Federal Employees Pay Act of 1945 Percent

(Public Law 79-106), effective July 1, 1945 14
2. Federal Employees Pay Act of 1946

(Public Law 79-390), effective July 1, 1946 14
3. Federal Employees Salary Act of 1948

(Public Law 80-900), effective July 11, 1958 9
4. Classification Act of 1949

(Public Law 81—429), effective October 30, 1949 3
5. Classification Act of 1949, Amendments

(Public Law 82-201), effective July 8, 1951 10
6. Federal Employees Salary Increase Act of 1955

(Public Law 84-94), effective March 13, 1955 7.5
7. Federal Employees Salary Increase Act of 1958

(Public Law 85-462), effective January 12, 1958 10
8. Federal Employees Salary Increase Act of 1960

(Public Law 86-568), effective July 10, 1960 7.6

Also, the following legislation requiring employer contributions from
operating funds for employees group life insurance, retirement, and
health benefits has added costs which, in relation to personnel compen-

sation, amount to . _____________ . _______ - 7.5
1. Federal Employees Group Life Insurance Act of 1954
(Public Law 83-598), effective August 29, 1954 — .3
2. Civil Service Retirement Act Amendments of 1956
(Public Law 84-854), effective July 14, 1957 6.5
3. Federal Employees Health Benefits Act of 1959
(Public Law 86-382), effective July 10, 1960) .7

The combined cumulative effect of these changes in compensation and benefits
has been to increase the 1940 basie cost rates by an average of about 120 percent.
Other increases in average salary and related employee benefits are attributable
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to progressive changes in position structure since 1940, comsistent with Civil
Service regulations. The largest single factor has been the effect of improved
promotional oportunities for professional members of the staff.
The average salary for Patent Office employees in 1940 was approximately
$2,600 per annum. Today the average of salary and benefits amounts to about
$8 100 ($7,500 salary and $600 benefits), an increase of about 210 percent.

PRINTING AND REPRODUCTION

Printing and reproduction costs now comprise about 15 percent of total opera-
ting costs. The largest element of printing costs (over 70 percent) involves
specifications of patents. The rate per page for printing of patent specifications
was $4.41 in 1940 ; today it is $14.75, an increase of 235 percent.

To print the specifications and drawings, and to publish the issuance in the
Official Gazette, the average patent of today costs about $63. At 1940 prices, the
cost would be about $19. The increase in cost amounts to $44, or about 230
percent.

GENERAL

In addition to the very substantial increases since 1940 in the cost rates for
personnel compensation and benefits and for printing and reproduction (to-
gether comprising 95 percent of total operating costs), a very significant in-
crease in total cost of operations ig attributable to the ever-increasing com-
plexity of applications and the enlarging search task facing the examiners in
considering and disposing of applications. In 1940, an examiner was able to
dispose of about 120 patent applications, on the average, in a year’s time. Now
the average is about 80, a decrease of one-third in productivity. This in itself,
is equivalent to an increase of 50 percent in the cost of doing the same quantity
of work.

The remaining major factor affecting the change in total operating costs since
1940 is the increase in quantity or volume of work. Principal indicators of the
greater volume of work today include an increase of over 25 percent in the nu-
ber of patent application disposals, nearly 25 percent in the number of patent
issuances, over 50 percent in the number of printed copies furnished, over 150
percent in the number of certificates prepared, and nearly 300 percent in the
number of pages of records reproduced and furnished. As compared with about
62,000 patent applications filed during 1940, the rate is now nearing 85,000 per
year, an increase of 37 percent in annual intake. As compared with about
116,000 patent applications pending disposal in 1940, there are now about 200,000,
an increase of 72 percent in total workload.



TaBLE 3.—Change in personnel compensdtion and printing cosis (1932-62)

Operating cost (in thousands of dollars)

Printing price per page °

-

Average Average
Aversge compensa- patent
Fiscal year Personnel Printing employ- tion and Patent application
compensa- and repro- Other Total ment benefits speeifi- Patont Official disposals por
tion and duction cations drawings QGazette exsminer
benefits
3,460 1,657 108 5,315 1,428 167
3,033 1,486 70 4, 589 1, 408 161
2,761 1,050 66 3,877 1,345 135
3,100 978 79 4,154 1,293 119
3,331 1,013 103 4,447 1,325 113
3,377 1,027 88 4,492 1,353 107
3,378 1,008 91 4,477 1,35 112
3, 534 1,001 81 4,616 1,370 128
3, 557 1,010 ] 4, 663 1, 364 120
3,625 994 126 4,745 1,368 120
18,816 3,720 1,123 23, 659 2,301 79
19, 922 3,922 901 24,745 2,400 79
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TABLE 4.—Increase in minimum fees for selected legal services (1928 versus

1962) *
Service Minimum Minimum
fee, 1628 fee, 1962
Simple Contract. oot cemccam e £15
Uncontested, simple divoree 75 175
‘Organizing a simple corporation. . _...._.__..___... 75 250
LS o oo e oo emc et e cememcememmmmcceemcenmmee e 3 10
Handling a small estate__.._ e cmm e eem e ——————— 50 150
1 Figures are for Wisconsin, and were furnished by the State Bar of Wisconsin.
TABLE 5.—Changes in selected Government fecs
Actlvity Agency Current fee 01d fee
Registration of futures commission merchant_._.__.. Agriculture_ . _....___. $30,00 | $10.00 (1636)
“Testing of eye-protective devices____.._._.. Bureau of Standards. .. 20,00 | 11,50 (1849)
Recording a trademark or a copyright. 75.00 | 25.00 (1954)
Personnel security investigations for secret clearance. 385.00 | 305.00 (1958)
Testing of stemming devices for permissibility.._... 1,250.00 | 950.00 (1057)

Nore.—For other Government fee charges, see “User Charges—a Progress Report,” Issued by the
Bureau of the Budget, May 1960, and Report No. 1467 of the Senate Committee on Government Opera-

tions, entitled “Fees for Government Services,” 8¢th Cong., 2d sess., 1956.

TABLE 6,—Patent service cost estimates

Service 16371 1959 * Present 3

1. Preliminary search $15-$25 $35-360 $50-$100
2. Preparation of specification and elai 70-120 4 120-270 200450
3. Preparation of drawings, per sheet 15-20 At least 25 25-45
4. Total legal fees (no appeals or interferences) 100-150 150-500 450-800
5. Attorney’shourly rate. . .. ... Atleast 5 At least 20 20~-50
8. Infringement study (average complexity). 50-1 ®» 250-(?)
7. Validity study .. 100-200 100-200 200-(?)
8. Litlgation, attorney’s fees per day in court 300 300 6 200-400

1 Inventions and Their Management, A. K. Berle, et al. (Ist ed. 1937),

1 Inventions, Patents, and Their Management, A, K. Berle, et al. (1959).

2 These figures were derived through conversations with experienced patent lawyers.

4 Thijs is taken from Inventions and Their Management, A. K. Berle et al., . 189 (2d ed. 1847).

& No specific figure given.
46 hours.

Source: U.S. Dept. of Commerce Patent Office (1962).
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TARLE T.—Comparison of selected U.S. fees

Description Prior Revised bill
Pam(x)n mmig: lca ti $25. $40
application..... .
riginal app $2 each claim over 10.
10 each independent claim
over 1.
Reissue application.._._. $15...__ eeemcmmmmemaman 40.
1 2 each excess claim over 10.
10 each excess independent
claim.
10 for 314 years..._
Design application...... 15 for 7 years (188 20.
Pat.eg ; im‘i: licat; 25 30 (1027) 40,
riginal & cation..... P U, .
Einalapp 1 each claim over 20 | 10 each page of specifica~
1932). tion as printed.
Zo each sheet of drawing.
fi,
Relssue application. __ m“?ﬁd;s %arig:t:é. specifica-
2 each sheet of drawing.
10 for 3% years.
Design application....._ cem 20 for 7 years,
30 for 14 years.
100 with oral hearing.
Patent appeal ... ) 1. S, 1450 without oral hearing.
25 if withdrawn.
2 per 1,000 words__.__. 3for6pages. .. .__.__..
1 for each additional | 1 each 2 pages over 8
Recording assignments...... 1,000 words. 30, 20 each item,

Patent maintenance__...___

Patent:

25 'cents each extra
item.

50 cents each extra
item.

Certificate.

Affidavit

Petition to revive__._...
New certificate......___
Certifieate-of correction.

Disclaimer

Recording assignments.

100 first fee, prior to end of
5th year.

200 second fee, prior to end
of 9th y

300 tmrd iee, prior to end
of 13th year.

25 for delayed payment of
& maintenance fee.

}20 each item.
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TABLE 8.—Board of Appeals statistics

89

Calendar year
1957 1958 1959 1960 1961
Appeals filed:
P New. 6, 269 9, 564 10,040 10, 787 10, 855
Reconstderation .. _oacoaao. 278 263 263 343 384
Oral hearings: !
ADpearances._...oo.ooomceceee 1,079 1,126 506 1,478 1,320
Failure to appear (w/o prior
notlce) oo oo 483 364 254 751 611
Disposition:
Dismissalg 2. 5685 1,405 1,144 1,149 980
‘Withdrawals:
By applicant ________..__ 1,650 2,685 3,387 3,528 3,618
Byoffice. oo 923 1,315 2,217 2,303 A
Decisions. 2, 155 2,203 2,870 2, 860 3,811
Reconsideration. . ..co._.. 279 256 264 325 352
Appeals pending: 3
On Board docket_____..._._._ 4,406 5,039 6, 254 8, 750 7,380
Total 6,049 8,081 9, 530 10, 199 10, 662

1 An oral hearing is requested in approximately 60 percent of all appeals filed.

For those cases not totally

withdrawn (approximately 40 percent of all appeals filed) the request for oral hearing is withdrawn about
25 percent of the time, and often occurs 1 or 2 days before a scheduled hearing.  All appeals for which requests
for oral hearing are not withdrawn are formally docketed for the hearing. In approximately 33 percent of

these docketed appeals, there is a failure to appear without prior notice.
2 Usually caused by appellant’s faflure to file a brief or areply brief.
3 At June 30 of year indicated.

TABLE 9.—Per capita figures on patent applications filed in selected countries

(195660 average)

Number of Population in Ratio
applications 1] thousands?
Switzerland . . cicceens 13,615 5,185 2.63
Sweden..__ 12,212 7,415 165
Austria_ .. 8, 936 7,021 127
Belgium.__ 10, 925 9,053 1.21
Norway._ 3,860 3,626 1.09
Denmark. 4,722 4, 1.05
Germany._ __ 54, 932 54,373 1.01
Netherlands. . 11, 264 11,221 1.00
France..._..__._ 32,366 44, 500 .73
United Kingdom_ 331,738 51, 680 .61
United States... 476,752 173, 260 .44
Ttaly..._____ 420, 649 48, 635 .42
JBPAM oo e ccaeese——aaa 37,998 91,760 .41

1 Includes applications filed by foreigners.
11958 estimates.

3 Complete speciflcations only.

¢ Excludes designs and reissues.

8 4 years only.

Source: U.8. Department of Commerce, Patent Office (1962).
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TaABLE 10.—Effect of fee increase on applications filed (selected countries)

Number of applications filed
Country
1951 1952 1953 1954 1955 1956 1957 1958 1959 1960
Germany.....o..-. 60,202 | 59,317 [154,778 | 53,452 | 52,988 | 54,492 | 56,610 57,110
Great Britain. 24,368 | 26,629 328,658 | 29,136 | 20,611 | 30,878 | 33,653 | 35,412
Sweden._____. 311,708 | 12,133 | 11,838 |.______. 11,859 412,174 | 12,304 12, 744
Switzerland_.. 13,177 | 13,781 | 14,144 [212,666 | 13,124 | 13,616 | 14,606 14, 664
The Netherlands... 9,053 | 9,646 | 9,607 | 10,075 {¢10,330 | 11,038 | 12,247 12, 629

1 Fees raised in 1955.

2 Fees raised in mid-1955.

3 Fees raised on July 1, 1953.
4 Fees raised in fall 1958.

8 Fees raised Jan. 1, 1956.

¢ Fees raised in 1957.

Source: U.S. Department of Commerce, Patent Office (1962).

TABLE 11.—Average 8ize of patents (8elected countries, 1961)

United Great Germany
States Britain
Printed pages of specification . aaal_._ 3.70 2.75 2.16
Sheets of drawing. ..o occccaoo_o_o 2.00 170 1.32
Independent claims 4,38 2.70 1.02
Total claims_ —— 6.73 9.50 4.70

1 The printed pages of the British and German patents have been converted to equivalent pages of U.S.
patents in accordance with the following: 1st page of U.S. patent equals 1.91 British pages and 1.87 German
pages; other page of U.S. patent equals 1.38 British pages and 1.13 German pages.

Source: U.S. Department of Commerce, Patent Office (1962).

TaBLE 12.—Assignment of U.8. patents* (fiscal 1955 and 1961)

Entity 1955 1961
(percent) (percent)

U.S. corporations 52.85 69. 67
Foreign corporations 5.73 10. 26

All corporations. I 58. 58 69. 93
U.S. Government._.._ 2.27 2.72
Individuals . - 39.15 27.35

112 ) D - 100. 00 100.00 -

1 Excludes reissue, plant, and design patents.
Source: U.8. Department of Commerce, Patent Office (1962).



TABLE 13.—Fee income comparison (present and S. 2226 and revised bill)

Estimated Estimated Estimated | Change from present
Deseription (sectlon and ftem of income, income, {ncome, fee income
reviged bill) Present fec fiscal year | Proposed fec, B, 2225 1962 Proposed fee, revised bill 1962
1962 basis basis
8. 92225 |Revised bill
Thousands Thousands Thousands
Patent filing, original patent (see. | $30. ..o $2,440 | $40-ac oo o $3,320 | $40 oo eeoceeaaioaen ,
1, item 1), $1 cach claim over 20_. 46 $2 each claim over 10.. 332 | $2 each claim over 10..__.__... 332
$10 each independent clajm 1, 660
over 1.
2113 2171} R SRR AT R B L - U 5,312 +3$1, 166 +$2, 826
Patent {ssue, orizinal patent (sce. | 830. ... ... 1,510 | 350.ucccccmmnmccen- 2,600 | $40- v omo e 1,872
1, {tem 2—part) sl cach claim over 20.. 10 $2 each claim over 10.. 104 $IO each Euofe of specifications 1, 685
as printe
________________________________________________ $2 each sheet of drawing.._..._ 187
1] 131173 E O SO 1,520 |oocmae et 2,704 | 3,744 +1, 184 +2,224
Patent {ssue, refssue patent (see. 1, | None .o oomiooofommoamaaat NONe - cccrceememeeeee _T .......... 0. oo 8
ftem2—part). | i r e e $10 each page of specifications 7
as printed.
................................................ $2 cach shect of drawing.._..__ 1
210103 701X RPN (AR UUR PO JURURUROURIRS USROS MOUUEUPRIOIU RIS (PR U OUPIRPI P U pprpppupuuyuury I (| B PSP, +16
Deslgn filing (see. 1, ftem 3a) - ... 210 for 314 yenrs. 21 | $20 for 3% years..__...
$15 for 7 years... 6 | $30 for 7 years.. .
$30 for 14 yenrs__._.... 75 | $40 for 14 years...__...
Subtotal. oL +52 -2
Design Issuo (sec. l,' item 3b) $10 for 344 years____ ... __.__ 1
320 for 7 yearS. .o ooceeo . 6
$30 for 14 yenrsS.aeccmuan oo 7
Bubtotnl. . oo caeee e emeee s cmcm e ae e mm e c e e me e m e m e e e e[ e oo -7 +-84
Patent filing, reissuc patent (see. ¥, | $30.ammcomercomoeeneas 6] $A0. e oeeee 81 840 e ammceees 8
item 4), $1 each excess claim ) $2 each cxcess claim O] $2 each oxcess claim over 10... O]
over 20. over 10.
................................................ $10 cach cxcess independent 3
claim.
BUbLOtR). o e ee e eeeemae {1 3 S JOR 8. 11 +2 +5

Sece footnote at end of table, p. 93.
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TABLE 13.—Fee income comparison (present and S. 22256 and revised bill)—Continued

Estimated Estimated Estimated | Change from present
Description (section and item of income, income, income, fee income
revised bill} Present fee fiscal year | Proposed fee, 8, 2225 1962 Proposed fee, revised bill 1962
1962 basis basis
8.2225 (Revised bill
Thousends Thousands Thousands
Patent disclaimer (sec. 1, item 8) . _| $10_ ... s $L§ $10. . e aaeaeee $1 [ 815, e $1 [cooaaC @)

Patent appeal (sec. 1, item 6) $100 with oral hearing.________. 300
. $50 without oral hearing 50
$25 if withdrawn._.__._._..... 150

210103 701 71 ) IR PRI PP Rotor I-.t; | 2 F st I - || RS, 500 +$250 +£50

Patent petition to revive (sec. 1, | $10. ..o ocoooee__. $10. oo E3 V- ) § O PR, +4
item 7—part).
Patent petition for delay of issue | $10_...____.__.__...__ 2| 810, s 21§15 - - : 2 PSR, +1
fee (sec. 1, item 7—part).
Patent certiﬂcatc, sec, 255 or 256 | $10. oo 4815 et [ 3 3 SN 8 +2 +2
(sec. 1, item 8).
Patent copies (sec. 1, item 9) ... 25 cents, except 1,504 § 25 cents, except 1,529 | 25 cents, except designs......-. 1,529
designs, designs.
10 cents for designs. ... 5 | 10 cents for designs._.. 61 10 cents for designs. .- cucccmmac 5
$50 annual for libraries. 1 | $50 annual for libraries. 1 | $50 annual for libraries........ 1
$1 for large ones and 16 | §1 for large ones and plant 16
plant patents in patents in color,
color,
Bubtotal oo e cieees 1,510 | e cceceeeee 1,550 | e 1,560 +40 +40
Recording patent assignments (sec. | $3 for 6 pages-.-......- 180 | $3 for 6 poges-.--ace--- 180 | $20 each ftem..._occeeeoeoaone. 1,600
1, item 10}, $1 each 2 pages over 6. 1 [ $1 each 2 pages over 6. 1 ceeefemmmmaanan
50 cents each extra 10 | 50 cents each cxtra 10 .. . [
item, item,

Subtotal. oo aen 191 1,600 |ccnmemearean +1,409
Trademark filing (sec, 3, item 1)... 823 | $35.__ 823 +235 +235
deemSark affidavit  (sec. 3, 150 | $10 150 +1560 +150

ite
Trademark petition to revive (sec, 1} $15. 2 +1 +2
Nclztw tra)demsrk certificate (sec, 3, 3| 815 3 +1 +H
em 7
Trademark certificate of correctlon LI 3 U3, 3 +1 +1
or amendment (sec. 3, item 8).
Trl%demark disclatmer (sec. 3, {tem ® F3 1 S o O] O]

¢6
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Reoordlnf trademark assignments | $8 for 6 pages..... [P 10 | $3 for 8 pages..........
(sec. 8, Item 19), 81 each 2 pages over 6__ m $1 each 2 pages over 6.. (O]
50 cents each extra 5 | 31 cach extra {tem.....
item.
Bubtotal_....o....oo.... P N | -3 P, 20 [oee e eccccmmaeccmcan———— 264 +5 +249
Patent mointenance (sec. 8)........ NODe.eanemcmcccamamcne|occacaaas $100, 1st fee, prior to 2,247 | $100, 1st fee, prior to end of 5th 2,247
end of 5th year. Yesar.
............ $300, 2d fee, prior to 3,193 | $200, 2d fee, prior to end of 9th 2,129
cnd of 9th yesr. year,
............ $500, 3d fce, prior to 2,284 | $300, 3d fee, prior toend of 13th 1,370
end of 13th year. year.
............ $25 for delayed pay- 4 | $25 for delayed payment of & 4
ment of a mainte- maintenance fee.
nance feo.
BUbtotal. meneeacceeeevaf e emee e e e 7,728 —- 5, 750 +7, 728 +5, 750
Other fees not changed. .o o cavervae|amcanmninmcccmacaacaanan 1,014 | cccccccccacaeas ) 1) I, 1,051 +37 +37
e ) S S A (1.1 P 18,554 . 20, 984 +10, 834 +13, 234
1 Less thon $500.

1. Estimated incomo fromn proposed logislation includcs amounts applicable to other
G?lvcmmont agencles under sec. 2 ($225,000 under 8. 2225 and $293,000 under the revised

11l).
2. Estimated amounts for trademark aflidavits and patent maintenance are included
to show the resulting income if all the grovislons wera in full operation during 1062.
e effective immediately to bring in receipts.
8. Malor volumo assumptions for 8. 2225 fees (1962 basis): Patent filing, original patent:
83,000 applications with averago of 2 claims over 10 (averago combined fee, $44).

However, fees for these items would not

NOTES

atent

Trademark aflidavits: 15,

ercent for 14 years.
affidavits.

issue, original patent: 52,000 patents with average of 1 claim over 10 (average combined
fee, $52). Design filing: 5,000 design applications, including effect of term extensions, 42
percent for 3}4 years, 8 percont for 7 years, 50
23,500 applications.

Trademark filing:
Patent maintenance: 1st
fee, 22,470 patents. (50 percent of 1057 1ssuances of 44,939); 2d fee, 10,643 patents (25 percent
of 1953 issuances of 42,571); 3d fee, 4,567 patents (15 percent of 1949 issuances of 30,446).

Source: U.8, Department of Commerce, Patent Office (1962).
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TaABLE 14.—Income and operating costs,

{In millions of dollars)

selected countries

Country 1930-39 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1957-60
average average

United States: -

TNCOMe. o omoe oo eemmmeccmmacmemeem 4,269 5. 448 5. 504 5.378 5.620 6.055 5.872 6. 547 6.830 6. 939 7.347 7.435 7.122

Operating CoStS o o ooueromamncancacan 4.535 11.023 11. 248 12.219 12.130 11.934 11. 629 14, 472 16. 513 19. 526 20. 779 21. 508 10. 581
Germany:

TNCOMe. oot 3.748 |. (Y ] 4. 421 5.046 5.239 5.041 6. 408 7.095 7.749 8.942 8. 525 8.328

Operating eostS. .o oooeoomoomoaeaaaos 2,147 O] O] 4.132 4. 529 4.994 5.681 5. 689 8. 264 7.302 7.212 7. 436 7.053
QGreat Britain:

TN COMIC . o et e e eeeeeae 1.823 2.624 2, 596 2.710 2.747 2.808 3. 608 4,200 4.250 4. 446 4,732 8.370 4.699
c Operating coSt8. e eo oo oceeeaaes 1.215 1.851 2.181 2.825 3. 531 3.718 4.144 4.402 5.132 5.193 5.852 8. 782 5. 718

anada:

TCOMC oo e ceceeeaeeann . 418 .620 . 680 707 .791 1.008 1.143 1.298 1.329 1. 441 1. 655 1. 669 1.523

S Operating CostS. oo mmmmn o cccamaaes . 201 . 842 L752 .829 . 877 1. 005 1.255 1. 553 1.811 1.972 2.239 2. 296 2.080
witzerland:

INEOME e oo m . 445 . 663 . 685 . 766 . 866 . 922 . 961 1.168 1.326 1. 466 1. 550 1.634 1.404

Operating costs . 210 . 487 . 547 . 596 . 633 . 623 .615 . 650 . 764 . 863 . 974 1.150 . 926
Sweden:

INCOINe . oo . 348 . 780 . 965 . 926 1.083 1.361 1. 565 1.486 1. 583 1.752 [O)] m 1. 667

Operating costs . 277 .851 .928 1.114 1.276 1. 3561 1. 396 1. 458 1. 642 1.799 ) O] 1.720
The Netherlands:

Income. ... . 306 .699 .714 L770 . 786 . 661 . 693 .729 1.016 1.193 1.328 1.213 1.187

Opexi:)ting [ T . 219 . 541 . 594 . 632 . 733 .919 1,099 1.323 1. 503 1.628 1.723 1.785 1. 660
Dennark:

INCOME. o - oo e oo cmacemeeemene . 088 311 .245 . 267 . 308 . 338 . 354 . 397 . 412 . 448 . 584 0] . 481

Operating costs. oo emocmceceemeen . 062 .234 . 257 . 280 . 307 . 333 . 350 . 397 . 417 .433 . 468 ) . 439

1 Not available.

Source: U.S. Department of Commerce, Patent Office (1962),
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TaBLE 15.—Income, by fees, 195761

Fiscal 1957 Fiscal 1958 Fiscal 1959 Fiscal 1960 Fiscal 1961
Pereent Percent Pereent Percent Percent
Amount foftotal| Amount |oftotal| Amount |oftotal| Amount |oftotsl| Amount |of total
Patent fillng fee, including extra eladms .. ..o oo $2, 207, 183 33.7 | $2,299,476 33.5 | 82,341,478 32.0 | $2,372,169 32.0 | $2,419,034 317
Patent final fee, lncludhlg extra elodmS. e ee oo 1, 353, 326 19.9 [ 1,371,666 20.0 | 1,502,805 20.6 | 1,434,962 19.3 | 1,368,368 17.9
Patent coples. oo e 1, 328, 440 19.5 | 1,324,841 19.3 | 1,395,467 19.1 1,414.959 19.1 1, 503. 712 19.7
Reproduction of records. R 459, 625 6.7 , 547 7.1 587, 538 8.0 638, 280 8.6 722, 368 9.5
Tradetnark Aling feo. . 570, 456 8.4 511, 989 7.9 557, 893 7.6 583, 241 7.9 573, 767 7.5
Patent appeals. . oo oooo el 142, 495 2.1 192, 332 2.8 238, 725 3.3 249, 485 3.4 245, 730 3.2
Rocortllnr asslgnments .. ... __ 184, 301 2.7 175, 529 2.6 184, 457 2.5 189, 323 2.5 196, 387 2.8
Design iing fee, including tern extensions. - 89, 863 1.3 89, 481 1.3 94, 591 1.3 96, 375 1.3 02, B08 1.2
Trademark renewal fee. ... o._.__ . 103, 602 1.5 79,718 1.2 80,122 1.1 98,032 1.3 87, 503 1.2
Certifleation of copies . ... - 46, 785 .7 48, 197 .7 54,151 .7 58, 805 .8 66, 487 .8
Drawings and corrections - 37, 559 .6 56, 972 .8 62,201 .8 57,613 .8 61, 908 .8
Trademurk copies ool . 22,909 .3 23,755 .3 26,085 .4 31, 867 .4 31,798 .4
Trademark oppositions and canecliations - -.ooooo oo - 31,495 .5 26, 100 .4 30, 490 .4 32, 750 .4 29, 640 .4
Subseription serviee for CopIOs. v ou e ceeeemo oo - 23,454 3 24, 822 .4 26, 571 .4 26, 180 .3 28, 522 .4
T rePOrtS © o e - 23,152 3 20, 542 .3 20, 590 .3 22,445 .3 24,112 .3
Speeial service onorders. oo ooooi oo - 14,113 2 16, 559 .2 15,133 .2 19, 458 .3 96, 639 1.3
Classifled Msts of patents. ..o ... ___ - 6, 083 1 7. 826 21 14, 830 .2 0, 754 1 7,955 .1
Other fees (wpproximately 4010n uumber) ess than $10,000 cach. ... _____ 81, 104 1.2 79,751 1.t 80 557 11 85, 560 1.2 79, 444 1.0
Bublotn] e 6, 816, 935 100.0 6, 866, 103 100.0 7,313,603 100.0 7,421, 267 100.0 7,635, 282 100.0
Excess of coupon sales over coupon redemption_ . ... . , 920 |ooooo_ 72,418 |oooo... 33,501 [______.. 13,881 |.o.... 12,916 | _.____.
Total income, - .canean.. e mmemveereeeemeanocecmmemaanenm————— 6,829,855 |........ 6,938,521 [.__..... 7,347,194 [L______. 7,435,148 .. ..__. 7,648,198 |.__.....

Source: 11,8, Departinent of Commerce. Patent Office (1062),
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TaBLE 16.—Operating costs and employment by cost centers

{Fiscal years]

1952 1953 1954 1955 1956 1957 1958 1959 1960 1961
Operating cost:

Patent examining operation. .c.coeeoecacecnna- $8, 579,148 | $8, 586,801 | $8,416,540 | $8,164,037 $10, 311,858 $11, 834, 828 |$14, 481,278 (§15, 287, 036 |$15, 552,484 | $17,027, 087
Office of Research and Development ... e eeaceace|occecmccmen)ommmmmcmcacfoaamcaccme e oe 194,040 290, 267 372,738 3186, 955 390, 979 460, 408
Board of Patent Interferences 80,443 81, 602 82, 767 02, 760 109, 522 , 203 3,473 119, 429 126,475 156, 660
Board of Appeals........ 178,381 176, 866 167, 518 184,269 200, 819 370, 883 358,048 454, 530 553, 914 582,168
Trademark examining operation.......o...._..... 710,162 720, 310 700, 400 653, 921 898, 907 666, 826 733,219 773,429 771,005 836, 827
Trademark Trial and Appeal Board..........____ 28,030 29,136 26,876 27,840 22,614 49, 481 55, 626 89, 312 113, 583 130, 087
Office of CommiSSIONer caccmccamecoccccroacance 100, 466 87,072 97,482 114, 666 130, 987 147,084 186, 741 182, 066 180, 248 180,417
Office of BoliCitor oo oecea 78, 52! 79,637 84, 736 91,174 09, 868 126, 750 150,131 176, 208 194,313 237,246
Office of Administration. . ccemcomcnrais 2,463,402 | 2,368,087 | 2,357,608 | 2,300,621 | 2,703,108 | 2,034,363 | 3,164,600 | 3,283,214 | 3,581,418 3, 088, 337
Office of Information Services.......---.... ceafemeca———- ———- - a-- - - 18, 731 4], 49, 665
Reimbursed services to other 8ccountS. .o .c oo feommococoema]oaeccacmcaec]rccmcem e e re e mma e caeee o 1,292 2,288 ) U2 (R , 944

B 43 7 ) R 12,219, 557 | 12,129,581 { 11,033,034 | 11,620,318 | 14,471,723 | 16,514,087 | 10, 528,142 | 20,701,925 | 21,505,872 | 23,858,824

Average employment:

Patent examining operation._ .. oo_____._.. 1,185 1,118 1,043 985 1,136 1,378 1,567 1,405 1,487 1,512
Office of Research and Development.. ... cooo|acmcmmmmacce]rmmacecmmmonomecammmcneiacecaaaanas 8 10 14 20 27 36
Board of Patent Interferences....c.---.cccccueoee- 8 8 8 9 10 8 7 8 9 11
Board of Appeals. - cmccomccaeen 27 27 26 26 27 49 42 47 52 52
Trademark examining operation. . ceceeeooooocon 114 112 106 08 95 95 100 95 94 95
Trademark Trial and Appeal Board....____..._.. 3 3 3 3 2 4 4 11 13 14
Offico of COMMISSIONer - cccecaumaeacccomcacaanan 16 14 14 18 16 16 17 17 17 15
Office of Bolicitor . - eacenan 9 9 10 11 11 15 17 18 20 22
Office of Administration. ... coeoooooooio. 507 488 441 403 411 461 487 484 517 540
Office of INformation BErViCes.  cumeocaccvaemaccacalamecsmvanern|mmamameanan|enacccocaonfoconnnaaaaan - (RN R 2 4 4
Reimbursed services to other accounts. ... oocculoemmmmmmeo | ccieec | emea e - a.—- (R PR FRSP

B 417 Y ORI 1,869 1,717 1,651 1,551 1,718 2,036 2,255 2,197 2,240 2,301

Source: U.8, Department of Commerce, Patent Office (1962).
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TaBLE 17.—Income and operating costs, patent and trademark operalions

Fiscal year 1860 Fiscal year 1461
Trade- Trade-
Total Patent mark Total Patent mark
operations | opera- operations | opera-
tions tions
Income:
1. Patent filing fee, including
extra claims__. $2,372,169 | $2,372,169 |..ccco_._ $2,410,034 | $2,419,034 |.eeueeo.-
2. Patent final fee
extra claims. 2| 1,434,962 | 1,434,962 1, 368, 368
3. Patent copies._... | 1,414,959 1, 414, 959 1, 503,712
4. Reproduction of re: - 638, 280 632, 159 22, 368
5. Trademark filing fee...... 583,241 |_cmooooaeaoe 573, 767
6. Patent appeals_______ 249, 485 249, 485 245, 730
7. Recording assignments____ 189, 323 178,945 195, 387
8, Special service on orders.__ 19, 458 18, 599 859 96, 839
9. Design filing fee, includ-
ing term extensions...... 96, 375 96,375 |-meeeaeoaa 92, 908
10. Trademark renewal fee..__ 98,032 ocmemmeo - 98, 032 87, 503
11. Certification of copies. ... 58, 805 51,719 7,086 66, 487
12. Drawings and corrections. 57,613 53, 846 3.767 61, 908 57, 969 3, 939
13. Trademark copies....-.... 31,867 [memmmmeceace 31, 867 31,798 |emeciaccaan 31,798
14, Trademark oppositions
and cancellations......__ 32,750 Joeoomameeol 32,750 20,640 |occmaoaaoao 29, 640
15, Subscription service for
copies 26, 189 26, 077 112 28, 6522 28,522 |eeamecauee
16. Title reports.... 22,445 2, 406 20, 039 24,112 1,271 22, 841
17. Other fees (approximately
40 in number), less than
$10,000 each____.___...... 95,314 75, 680 19, 634 87,399 67, 891 19, 508
Subtotal. . ___________. 7,421,267 | 6,607,381 813,886 | 7,635,282 | 8,830,675 804, 607
Excess of coupon sales over
coupon redemption.__._____ 13,881 13, 576 305 12,916 12, 645 an
Total income. 7,435,148 | 6,620,057 | 814,101 7,648,108 | 6,843,320 804, 878
Percent of operating cost._, 35 32 75 32 30 68
QOperating cost:
Patent examining operation.._| 15,552, 464 | 15,552,464 |- 17,027,067 | 17,027,067
Office of Research and Devel-

opment_____.. ... _ioeoo. 390, 979 390,979 lceeeoan . 460, 406 460, 406
Board of Patent Interferences. 126, 475 126,475 156, 660 158, 660
Board of Apreals. ....._..___. 553, 914 553, 914 582, 168 582,168
Trademark examining opera-

tion.__. ... ... 771,095 [-cneeeaeo.o. 771,095 836,827 |occeeaooaam
Trademark Trial and Appeal

Board._ ... 113,583 |-cceccoaoaan 113,583 130, 087 |-ccccaeecun-

Subtotal ... 17, 508, 510 | 16,623,832 | 884,678 | 19,193,215 | 18,228, 301 966, 914
Office of Commissioner 1._____ 180, 248 171,145 9,103 180, 417 171,324 ,
Office of Solleltor 1. ___________ 194,313 184, £00 9,813 237, 246 225, 289 11,957
Office of Administration 1.____ 3,581,418 | 3,400,556 | 180,862 | 3,988,337 3,787,325 201,012
Office of Information Services!. 41, 383 39, 203 2,060 49, 665 47,162 2,503

Total operating cost 3....... 21,505,872 | 20,419,326 | 1,086,546 23,648, 880 22,457, 401] 1,191, 479

1 Distribution estimated.
? Excludes reimbursed services to other accounts.

Source: U.S. Department of Commerce, Patent Office (1962).
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TABLE 18.—Comparison of total fees, selected countries

Term of patent Fees (dollars)
Average from—
issued Type of
Country patents renewal
per year Issue or | Filing
Filing | publica- and Renewal [ Total
date |tion date| issue (total)
United States:
Present 60 0 60 fomee .
Proposed (average size) 144 600 744 | Periodic
TANCe. - - cceeemcmmcmmn 17 282 299 | Annual
Germany 26 2,435 2,461 Do.
QGreat Britain.. 22 462 84 Do.
{7:13 2 S 9 211 220 Do.
Canada-..... 60 0 60 [
Belgium__._. 6 609 615 { Annual
Switzerland. 14 589 603 o
[:]41: ) 1 D 6 94 100 Do
Spain. 7 90 97 Do
Australia. 26 284 310 Do,
Sweden. < oo ocooecmcmomcanaaen 40 710 750 Do.
The Netherlands ..o 46 332 378 Do.

Source: U.8. Department of Commerce, Patent Office (1962).

TasLE 19.—Bids on overflow patent applications (National Aeronautics and
Space Administration)

Price ranges of proposals
Ttem

A B C

Preparation of documents in the form of patent specification
and claims describing (from an adequate disclosure assured by us)
formal patent drawings furnished by us.

1. For mechanical and general cases:
(a) For the Ist sheet of drawings. ... ___.______.__ 275 ( 600 250 { 450y 250 250
(b) For each additional sheet_ ... oo oo cooioo 75 75 501 150 | 150 150
2. For electrical and electronic cases:
(a) For the 1st sheet of drawings_ ... ... 3001 650 350 { 600 250 250
(b) For each additional sheet. 100 | 100 { 100§ 200 | 150 150
3. For chemical or other no-drawing cases, subject to 8 mutually
acceptable staterment in each instance of the maximum num-
ber of pages desired in a given case:
(a) For the 1st 12 pages of specification. . ..cocooaoceecoacn 300 ¢ 630 1 330 | 650 | 250 250
(b) For cach additional 4 pages. . _ov oo aeccocacaeaeee 100 { 100 50 | 150 { 100 100

NoTE.—Separate cost of drawing preparation 335 per sheet.
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APPENDIX C

C-1. The examining process.
C-2. Estimate of additional administrative costs relating to changes in fee
structure proposed by H.R. 10966.
C-3. Estimated cost of notifying patent owners of maintenance fees under H.R.
10966.
ApPENDIX C-1

THE EXAMINING PROCESS

The following is an explanation of the movement of a patent application
through the Patent Office. (No account is taken of interferences, examination
of design applications, reissue applications and trademarks in this explanation.)

The attached figure is a flow diagram of the patent examining process, par-
ticularly with reference to those steps in the process at which various fees are
collected and the impact of the provisions of the revised bill. The heavy lined
boxes in the flow diagram indicate passage of an application through the exam-
ining process from the time it is filed until it is finally rejected and abandoned
or appealed, or, alternatively, it is allowed and passed to issue. The dotted
boxes and lines indicate optional petitions and other procedural undertakings
that may occur during the prosecution of a patent application.

The typical application that arrives at the Patent Office includes one or more
sheets of drawings, a specification, consisting of an introduction and a detailed
description of the invention, and a series of claims setting forth the specific
invention for which protection is sought. The filing fee and an oath by the
applicant stating that he believes himself to be the inventor and that there are
no prohibitions to his applying for or obtaining a patent, must accompany the
application. Once these papers are received by the Office, the application is
docketed and given a serial number and filing date, which number and date
thereafter identify it during its pendency in the Office.

The application then passes through a classification operation which results
in its assignment to the appropriate examining division where the examining
process begins. Once the application reaches the examining division, the applica-
tion is docketed and assigned to one of the examiners who, ordinarily, takes the
application up in chronological order (first in, first out).

During the examination process, a series of “Office actions” by the examiner
and responses or ‘“amendments” by the applicant are exchanged. When the
examiner first takes an application up to act on it, he studies the nature of the
invention, and the scope of the claims. Thereafter he conducts a search of the
prior art which includes U.S. and foreign patents and literature to find out what
has gone before. With the best available prior art at hand, the examiner eval-
uates the claimed subject matter and in an Office action addressed to the appli-
cant, he analyzes the references he thinks are pertinent to the claims submitted.
He points out why certain ones of the claims are not patentable over the cited
art, and also, perhaps, may allow some of the claims or indicate that some are
allowable if certain changes are made.
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Once the applicant receives this first Office action, he normally has 6 months
in which to respond by way of an argument with or without amendment. His
response normally will be one in which he makes certain changes in the claim
language and/or argues the inappropriateness of the cited art. Thereafter,
the examiner again takes up the application, reviews the arguments of appli-
cant’s attorney, and responds. In most cases the examiner will reapply the
references he originally cited, and in a few cases he will conduct an additional
search to find new references which are more pertinent to the claims as amended.

When the applicant receives the second Office action, he again responds (ordi-
narily within 6 months), perhaps conceding the propriety of some part of the
rejection and contraverting other parts. A number of these exchanges between
the examiner and the applicant normally occur until an issue is reached, at which
time the application is finally rejected or all of the claims remaining in the case
are allowed. In the latter case, a notice of allowance is sent to indicate that
the patent application is ready for issue. The number of these exchanges aver-
ages between three and four per application.

If all, or certain ones of the claims are finally rejected by the examiner, the
applicant has 6 months in which to file a notice of appeal to the Board of
Appeals if he wants to contest it, in which case the Board will review the final
rejection of the examiner to determine whether it was proper. While the
Board’s function is judicial in nature, it is quasi-judicial in fact because its
appellate function is within the Patent Office. It is not an independent judicial
entity.

Unless a notice of appeal is filed within 6 months, the application is abandoned.
This is indicated on the flow diagram. This is the end of the matter unless,
within a reasonable time, the applicant petitions to revive the application; but
he must show that the delay was unavoidable and why the Commissioner should
exercise his discretion to permit a revival. A prescribed fee must accompany
the petition to revive.

If instead of permitting the application to become abandoned, applicant flles
a notice of appeal, the appeal fee must be submitted. Within 60 days, the appli-
cant must file his brief which is followed by an examiner’s answer. The appeal
may be decided on the briefs or, in addition, an oral hearing may be requested.

After the decision of the Board of Appeals is known and the applicant is still
dissatisfied, he may either appeal to the Court of Customs and Patent Appeals
or institute an original action in the U.S. District Court for the District of
Columbia to seek an order requiring the Commissiioner of Patents to issue a
patent to him.

If the application, instead of being finally rejected, is allowed, it is passed
to issue. Within a short time thereafter a notice of allowance is mailed to the
applicant, after which the applicant has 6 months within which to pay the final
fee. After this fee is paid the application is prepared for printing and will
issue in 30 to 60 days unless a request for deferment, up to 90 days after the
date the final fee was paid, is made.

In the event the final fee is not paid within the 6-month period but a year has
not elapsed from the date the fee was originally due, the applicant may petition
for leave to make late payment of the final fee. If the reason for failing to
make timely payment is adequate, the petition will be granted by the Commis-
sioner. A fee must accompany such a petition.

Once the patent issues, its 17-year life begins. During the life of the patent,
the owner may, if it appears necessary or desirable, file a disclaimer of certain
claims, for which a fee is required. He also can petition for correction of a
mistake of a clerical nature. If it was the fault of the Office, there is no charge,
but if it was the patentee’s fault, then a fee is required. An assignment may be
recorded at any time during pendency of the application or after the patent
issues.

Though the foregoing explanation is applicable to our present practice, it can
be seen on the flow diagram of the attached flgure that the polnts at which
maintenance fees would fall due are indicated. Most of the fees proposed by
the revised bill are also identified at their point of application.
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APPENDIX C-2

ESTIMATE OF ADDITIONAL ADMINISTRATIVE CosTs RELATING ToO CHANGES IN FEE
STrRUCTURE PrOPOSED BY H.R. 10966

Consideration has been given to the probable extent to which the provisions
of the revised bill would cause an increase in administrative costs in the Patent
Office. Two categories of possible effect need to be considered: (1) The effect
of fee transactiong, and (2) the effect upon program services relating to the
processing of applications, patents, and other items for which a change in treat-
ment or procedure would be necessary.

I

Apart from exercising accountability control on redemption of over 5 million
Patent Office coupons per year, under either the present fee structure or the
structure of the bill, the Finance Branch processes approximately 625,000 fee
transactions and 9,000 refunds per year under the present fee structure. Assum-
ing the fee structure of the bill to be fully effective, it is estimated that there
would be about 820,000 fee transactions and 16,000 refunds per year, increases
of about 30 percent in fee transactions and 80 percent in refunds. For this
change in the fiscal accountability task, it is estimated that additional costs in
the Finance Branch of the Budget and Finance Division would amount to about
$15,000 per year.

II

The principal change in treatment or procedure in the program service areas
of the Office would concern the newly proposed maintenance fees. Here the
Patent Office would be required to maintain individual patent status records
to keep track of payments and fee deferment affidavits, and to provide a means
of giving public notice as to patent termination due to nonpayment of fees. By
extending the use of machine records systems now employed by the Patent
Office, the basic records can be created and maintained at an approximate an-
nual cost of $10,000. By further extending the application of this system,
adequate notice by publication can be accomplished for an estimated $17,000 per
year. -An additional estimate of $8,000 per year would appear to be adequate
for other contingencies relating to operations affected by maintenance fees, mak-
ing a total estimate of $35,000 per year as the net additional administrative
costs associated with the maintenance fee provisions of the bill.

OTHER

Other less significant changes in treatment or procedure in the program service
areas of the Office include the following :

1. In addition to a determination concerning the total number of claims in
patent applications as filed, required under the present fee structure, a deter-
mination would need to be made concerning the number of such claims which are
in independent form, to ascertain the admissibility of claims in relation to the
amount of filing fee payment.

2. BEach amendment which changes the claim structure of a patent application
would need to be considered, along with the application and any prior amend-
ments, for a determination as to the admissibility of claims in relation to the
amount of fee payment. .

3. Instead of a determination concerning the number of claims in each allowed
patent application, as is required under the present fee structure, a determination
would need to be made concerning the number of pages of specifications as printed
and the number of sheets of drawings, for each patent issued, to ascertain that
requirements concerning the issue fee have been met. It can be noted that, under
the present fee structure, over 20,000 allowed application files (roughly 5 months
of allowances) are on hand at any given time awaiting payment of final fees.
Under the bill, there probably would be about half this number of patented files
(maximum would be 3 months of patent issuances) on hand at any given time
awaiting payment of the issue fees. Associating the payment of issue fees
with the pertinent cases would involve procedures similar to those which are
now necessary to associate the payment of final fees with the pertinent cases.

4. Upon termination of each patent appeal proceeding, a determination will
need to be made concerning the portion, if any, of the appeal fee to be refunded.

5. Instead of a determination concerning both the number of pages and the
number of “items” involved in one assignment “writing,” as is required under
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the present fee structure for both patents and trademarks, a determination con-
cerning only the number of “items” would be needed under the bill.

Considering that some increases and some decreases of administrative effort
would evolve, the collective net effect of these other changes on the operational
effort in the program service areas would appear to be amply covered by an
estimate of $35,000 in additional annual cost.

In all, therefore, it is estimated that the total change in annual administrative
costs relating to changes in fees structure proposed by H.R. 10966 would amount
to an increase of approximately $83,000, equivalent to substantially less than 1
percent of the additional income to be realized.

Particularly with respect to the use of dependent claims and the use of short
and concise statement in specifications, the bill is intended to provide economic
incentives to exert beneficial effect upon the substantive prosecution and exami-
nation of patent applications in the Patent Office. As a matter of judgment, it
can be suggested that the value of these beneficial effects may far exceed the
additional administrative costs which are estimated to be involved in administer-
ing the provisions of the bill.

ArPENDIX C-3

EsTIMATED CosT OF NOTIFYING PATENT OWNERS OF MAINTENANCE FEfSs UNDER
H.R. 10966

These estimates of the cost of notifying patent owners before the maintenance
fees of H.R. 10966 become due are based on the following assumptions:

1. Fifty thousand patents are issued each year on which the issue fees are
paid.

2. The number of patents for which maintenance fees will become due when
the maintenance fee provisions of H.R. 10966 are fully in effect is 87,500 per year,
based on 100 percent of the patents in the 5th year (50,000), 50 percent of the
patents in the 9th year (25,000), and 25 percent of the patents in the 13th year
(12,500) being in force.

The maintenance fee provisions of the bill will require the Patent Office
to provide notice of the maintenance fees and their due dates as part of the
patent, and to maintain individual patent status records to keep track of pay-
ments and fee deferment affidavits. These status records will be used to notify
the public that specified patents have lapsed because the maintenance fees have
not been paid nor an affidavit filed. By extending the machine records system
now employed by the Patent Office for other purposes, these patent status
records can be created and maintained for approximately $10,000 per year.

Further extension of our machine records system can generate and address
separate notices to each patent owner that a maintenance fee is coming due. If
the address of the patentee of record at the time the patent issued is used, the
estimated additional cost is $15,000 per year.

A really effective system of notification, however, would require the Patent
Office to maintain a record of ownership and address changes for all patents
in force. Assuming the owners cooperated fully in notifying the Office of changes
of ownership and addresses over a period of years so that the system could
work perfectly, it is estimated that it will add another $20,000 to the $15,000
figure. It is appropriate to note that this procedure would require patent owners
to meet their responsibilities of ownership.

As an alternative to the expensive and possibly ineffectual system of indi-
vidual notices sketched above, the Patent Office could identify in the weekly
Official Gazette, the patents for which maintenance fees are coming due. Patents
for which maintenance fees are past due though within the grace period of 6
months could also be identified. This double notice would appear to offer ample
protection to the patent owner interested in further maintaining his patent and
it can be accomplished for an estimated cost of $17,000 per year as compared
to the $35.000 cost of individual notices.

Senator McCreLLax. Senator Kefauver, will you take charge of
the committee now? You may run as long as you like this afternoon.

Senator Kerauver (presiding). Will you call the next witness,
Mr. Dinkins.
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Mr. Dingins. Mr. John W. Anderson, president of the National
- Patent Council. .
Senator Kerauver. Mr. Anderson, we are glad to have you, sir.
Will you come around, please.

STATEMENT OF JOHN W. ANDERSON, PRESIDENT, NATIONAL
PATENT COUNCIL

Mr. AnpErsoN. I appreciate this opportunity to speak. I was par-
ticularly interested in listening to the gentlemen who just now oc-
cupied this table and who are to a large extent the custodians of
what I consider the most important American institution established
under our Constitution as a stimulus to economic progress.

I regret that I must in part disagree with them, particularly as to
the basis from which the problem dealt with by the legislation here
proposed should be approached.

To cdomply with the formalities, my name is John W. Anderson.

Senator Kerauver. Mr. Anderson, we have your full statement, and
all of it will be printed in the record.

Mr. AxpersoN. May I read the statement and interpolate here and
there based upon the things that I have heard at this hearing, if that
is possible. And I shall make it as brief as I think the importance of
the subject permits.

Senator Kerauver. Very well. You may proceed in your own way.

Mr. Axperson. Thank you, sir.

I speak to S. 2225 in behalf of the National Patent Council of
which I am the president, and of the small manufacturers of America
who, since the organization of that council, have supported it.

I speak in behalf of the Anderson Co., of Gary, Ind., of which I am
founder and president. My company manufactures improved and
patented devices for original equipment and replacement, in the auto-
motive field .

I speak, in the broadest sense, in behalf of the American people—
of this and oncoming generations. I presume so to speak because of
the clear intent of our Constitution that—

The Congress shall have Power * * * To promote the Progress of Sclence
and useful Arts, by securing for limited Times to Authors and Inventors the
exclusive Right to their respective Writings and Discoveries ;

Not only does that provision of our Constitution establish clearly
its intent. It is the only provision of our Constitutin that expressly
directs Congress as to the means by which effect is to be given to the
intent of the provision.

Back of all the smoke and dust thrown up from time to time by mis-
guided assaults upon various features of our incentive economy, in-
cluding that patent system which is its indispensable catalyst, there
functions inexorably a law as basic as any other of the immutable
lawsby which our destiny is shaped.

Le;t us coin a phrase—and call it “the law of propulsion by incen-
tive.”

To build a strong nation there must be provided, and maintained
persuasively, broad inducements to create and to produce.

Therefore, in seeking to understand what has made America by far
the strongest nation in all history, we are led to expect within it and we
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find within it the strongest and most ingenious pattern of obstructions
to giracy ever devised—activating a normally diligent people having
at hand adequate natural resources.

The American Indian had at his feet every natural resource out of
which our Nation has built its world supremacy.

He exacted from those resources nothing beyond a hand-to-mouth
subsistance.

He was therefore defenseless against the slightly more advanced
equipment of the invadors who dispossessed him.

America otherwise is populated by races and nationalities migrated
but yesterday from ancient foreign countries.

Some of those countries have possessed, for untold centuries, natural
resources even greater than those of our Nation.

Until goaded by inventive diligence inspired in our incentive
economy, those countries had made, out of those greater resources, no
marked industrial progress, throughout a history infinitely longer
than the comparatively short span of years elapsed since the founding
of our Republic.

Wherein lies the difference?

From what has come, in America, the greater inspiration for in-
vention and production ?

Surely, the answer must be somewhat obscure—or other nations,
equally ambitious, would have found it.

None of them did—completely.

May I remind you that we have in recent years the spectacle of a
tremendous somewhat specialized technical development in Russia,
which has never had a patent system, but which has based its phenom-
enal progress in great part upon a complete history of the patenting,
and therefore the full public disclosure, of inventions originating in
America. Russia is presumed to have today a copy of each patent
ever issued by the United States. As fast as additional U.S. patents
are issued Russia gets copies. Thus we see a boastful enemy honor-
ing the superior significance of our patent system as promoting eco-
nomic growth and national security.

Thus again we are reminded that our Founding Fathers, but lately
removed from the follies and oppressions of other lands, laid the pat-
tern of our Constitution and our basic law more closely to the design
of eternal verities than has been the pattern of life in any country.

Immediately before you is a proposed “antipropulsion” law—S.
2295,

S. 2225 proposes that fees in the Patent Office be increased in
amounts varying from 25 percent to more than 600 percent of the
present fees.

Additionally, the bill calls for oppressive new fees to tax, periodi-
cally, on an ascending scale, the patent itself-—on penalty of forfeiture
of the patent.

S. 2225 has a harsh provision by which the owner of the patent, if
through neglect or incapacity or otherwise, finds that his patent has
been forfeited, can never recover it—although later it may develop
that that patent has been of tremendous importance in one industry
or another, and has great value.

Even the well-established case law relating to misuse of patents
does not have such a “sudden death” provision in it. It merely pro-
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vides that the patent cannot be enforced until the misuse has been
terminated, whereupon the patent assumes its full force and is avail-
able for prosecution of infringers.

It is sometimes years before industry catches up with the inven-
tion—and wants a license, or wants to buy the patent. Punishing
perlodical “maintenance” fees—as has been proven in foreign sys-
tems—would only serve—and perhaps are in fact here intended—to
terminate patents prematurely—without compensation to the in-
ventor—long before the normal expiration of the patent.

The attitude of larger and richer corporations toward patents on
‘Inventions of smaller potential competitors varies with the sensitive-
‘ness of the conscience of the corporation. Some large corporations
are scrupulously considerate of competing patent rights, whether as
.yet commercialized or not. Some large manufacturers are notorious
for their hostile and destructive attitude toward competing patents.

Such large manufacturers scornfully appropriate patented inven-
tions of smaller people, then bludgeon their way through whatever, if
any, legal action the smaller fellow is able to finance.

In fact there is found in the range of attitudes toward the smaller
fellow’s patent rights about every conceivable category of moral and
commerecial integrity, or lack of it, that can be found in any other area
of human activities.

It is not difficult to imagine that predatory manufacturers would be
delighted to see enacted such a so-called maintenance fee provision
as that of the present bill. From year to year such provision would
sweep conclusively out of competition with them thousands of hard-
won patents on hard-won inventions, by inventors or smaller assignees
who, if permitted to live, would have an opportunity possibly to re-
cover something for their investment in money and effort made in
responding to our Nation’s constitutionally projected incentives to
create and produce.

Does it not seem reasonable to suggest that if this oppressive system
of taxation is adopted—the act should provide that even after the
patent has been suspended, the owner could reinstate it at any time,
without prejudice, by paying the delinquent fees?

Surely it is not in the public interest to promote monopoly and
stifle creative incentive in America—with the punishing deprivations
that would follow in fields essential to our very security as a nation.

To do so clearly might sacrifice many times more potential Federal
income from taxes arising from industries that might have been
created by new inventions, vastly more income than could be expected
from inventors or their assignees through so-called maintenance fees
taxation of the patentee hoping to break through to a reward made
possible by our patent system.

Usually only prosperous corporations would be able to pay such
maintenance taxes. The less prosperous owner likely would default
and permit confiscation of his patent. In periods of prolonged de-
pression even normally prosperous corporations might be compelled
to forfeit potentially valuable patents.

When a patent terminates, the inducement to start production of
the product usually likewise terminates. It will be remembered how
Government’s persistent and prolonged efforts—to issue, for a few
dollars each, licenses under patents presumed to be owned by Govern-
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ment—ifailed because the licenses offered gave no protection against
copyists.

Confronted with the appalling population explosion we are told is
just ahead, maybe we would be wise to relieve our patent system of
all its impediments, including stifling interdepartmental influences,
and get more of the new industries and new employment that system
has proved it can create.

This council suggests respectfully that there should be no increase
in patent fees, no gepressive taxation under the guise of “maintenance
fees.” And there should be no reluctance by Government to divert,
out of the Federal T'reasury, whatever funds may be needed to expand
the services of the Patent Office. And, as a long overdue stimulatin
facility, should not Government provide whatever new and enlarge
building may be necessary to house vital activities in support of con-
stitutional incentivism motivated by our patent system ?

And should we not give, to the need for funds to expand Patent
Office facilities, priority over every proposed contribution to economic
and military growth of foreign nations whose people may have no
desire or capacity to understand—or emulate— the American incentive
system that creates the wealth they seek from us.

Why promote an expanded global image of Uncle Sam as Santa
Claus, while our inventors and producers must see him as a nondis-
criminating and constantly hungrier tax collector?

Should we expect accelerated economic growth to result from an
abandonment of the constitutional incentivism conceived and released
by our Founding Fathers, and embrace instead a cold, mathematical,
budgetary concept of our patent system ?

Enactment of S. 2225 would have at once a discouraging effect upon
our inventors and upon those who help finance their inventions. Such
an act surely would tend to dry up the sources of invention—thus
reducing sources of tax income normally arising out of patents and
their use. Worse—it would at the same time weaken our capacity for
national defense.

Patent Office fees are but a small part of the monetary return to the
Government from inventions protected by patents. Every patented
invention is a potential source of important revenue to Government
through increased employment, and through taxes on incomes of new
enterprises created to exploit such patented inventions.

We are often reminded of stories of the origin and development of
prominent industries in America. Back of most of those stories is an
invention that somebody had the courage and felt the inducement to
create, to finance, to develop, until it could be put into production.

_ From there on, other related inventions, through diligent applica-
tion to their development, built a stronger and stronger corporation
giving employment to many thousands of people, and establishing
sources of taxes of great importance to Government—in fact, tax
income tremendously greater than the figures I have heard discussed
here today in connection with comparisons of the cost of operating
the Patent Office under one fee arrangement or another.

The public has been challenged more than once by National Patent
Council to identify a single product of American industry—from
baker’s bread to building brick—that does not have embodied in it
patentable, or once-patented, invention, or that has not been made
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cheaper and better because of patented or patentable inventions em-
ployed in its manufacture or transportation.

That may seem like rather an astounding challenge. However, it
has been made many times over the years, and no one has as yet come
forward with a contrary example.

If as some convenient time you want to get an intimate reaction to
what that challenge means, just begin with your kitchen at home,
then go through every room in the house. Examine every device,
every facility, every appliance, that adds to the comfort, security, and
convenience of modern living, and note how many of them still bear
the old patent marks. Possibly the patent has long since expired and
the mark is omitted. But almost everything you find there, from can
openers to television, has come out of that fountainhead of creative
incentive which is our patent system.

What an amazing spectacle would be presented by a Congress:

overned by the erroneous presumption that our Patent Office 1s to
%e operated solely or partially in the interests of our inventors and
their assignees—and arguing therefrom that the office should be self-
supporting.

And does not amazement increase when we see the same Congress:
continue a program of appropriating billions of our taxpayers’ dollars.
to strengthen the economy—and military power—of foreign nations
who may or may not prove later to be our friends.

National Patent Council has long insisted that, in applying pressure:
to the goose that lays the golden egg, the neck should be avoided.

Please be assured that the subject bill—with its ill-advised reach:
for general funds—will so resttrict the respiration of the “goose” as.
to seriously reduce our Nation’s supply of creative “golden eggs.”

Yes, this bill’s enactment would greatly discourage contributions.
of American inventors to our economic strength and national security.

By so depriving our Nation of new fountainheads of creative and
productive achievement, such an antipropulsion law would be certain
to impair public confidence in legislative processes that permitted such
ill-advised infliction of deprivations upon our children’s children.

Those representing the budgetary approach to the questions here-
discussed have presented today an imposing book of charts, figures,.
and statistics apparently compiled at substantial expenditures of effort
to establish facts having no relation to the basic constitutional purpose
of the patent system.

While in many respects interesting, that material could easily be
disastrouly misleading in the event that, among the inventors dis-
couraged by enactment of the subject bill, there were to be a single
Edison, Bell, or other similarly endowed creative citizen.

If T may impose for just a few more minutes, Mr. Chairman——

Senator Kerauver. Mr. Anderson, we will be glad to hear you..
‘We have six more witnesses, I think,

Mr. AnpersoN. Out of deference to them, I shall make this very
short. ’

Senator KEraUuver. Very well,

Mr. AnpersoN. On the question of who is the beneficiary of the
patent system, I want to make this suggestion.

The patentee has only a speculative interest in the patent—for 17
years only. As far as is known, Congress has not insisted upon grant--
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ing to the patent owner, against his income from the patent, any
depletion allowance against income taxes.

If the invention is not a good invention and never serves the public,
the inventor, or his assignee, will have lost his money and effort,
possibly including “maintenance fees” he may have paid.

It it 1s a good and useful invention that is widely manufactured and
sold, the public is the perpetual beneficiary. .

After 17 years, the invention is available to the public without
gy patent restrictions. Anybody thereafter can make it, as we all

ow. :

The availability to the publie, after 17 years, 1s with no time limita-
tion. There are still in wide use in America devices that came into
being because of the inducement of our patent system, the patents on
which have expired several times 17 years ago. The public remains
the permanent %eneﬁciary.

It would be difficult to estimate what the Government collects in
taxation of incomes from industries that would not exist today if it
had not been for the inducements, the incentives, of our patent system.

T would say that on the basis of such division of benefits, it would
seem that patent fees already are too high, and that so-called mainte-
nance taxes could be classified as a form of extortion, or alternatively,
as a device for the extermination of competitive patents.

We have not heard from the testimony, so far, anything about the
extent to which maintenance fees, or periodical and ascending rates
of taxes, in foreign countries, have served unfairly the selfish inter-
ests of large manufacturers in those countries. Those manufacturers
no doubt would very much dislike to see any change in that tax sys-
tem, because the system sweeps under the rug, from year to year,
thousands upon thousands of patents that might otherwise have to be
recognized with some sort of compensation to the man who labored
long to create and/or helped finance the inventions.

We have heard here that 70 percent of the patents today are issued
to corporations. That makes no reference to a very decided trend that
has been going on for many years in this country, since it came about
that the inventor operating independently could not always finance
his operations.

So the man with talent—and I am speaking now from the experience
of our own corporation—the man able to create, eager to invent, as-
sociates himself with a smaller corporation upon terms that give him
a continued interest and income from whatever of his inventions it
manufactures.

We have a number of such men working with our corporation.
Each has, based upon our sales volume, a permanent interest in, and
income from, every invention of his that becomes a part of any prod-
uct that we make, or that is made by one of our licensees. And that
income continues beyond his death, to his family, during the full
life of the patent.

Thus we have diverted the broad incentives of the patent system
to an internal apparatus that puts impetus and power into the
smaller corporation.

Many small corporations operate on the same basis—corporations
that afterward get larger, employ more people and pay more taxes—
because of resultant creative contributions to their growth.

§9438—62—S8
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Our corporation was set up in 1918. It has devoted itself for more
than 40 years to the creation and production of patented inventions.
Today it is a prosperous business, giving employment to about 1,200
people. It has at all times a large number of patents pending.

Small-—yes. But there are so many of those smaller operations
throughout the country that in the aggregate they supply a tremen-
dous amount of the impetus that our economy gets throungh incentives
created by the patent system.

Now, I do appreciate the time I have been given to address you.

Senator Kerauver. Thank you very much, Mr. Anderson. We ap-
preciate your appearance here.

Mr. AnpersoN. Thank you again for the opportunity.

Senator Kerauver. I want to say that particularly, as to this main-
tenance fee, the size of it—I agree with a good many of the things
you have said.

Thank you for coming and giving us the benefit of your views.

Mr. AxpersoN. Thank you very much. It has been a privilege.

Senator Kerauver. Mr. Lanham, do you want to come around and
get started ?

The acting chairman is delighted to have the Honorable Fritz G.
Lanham with us. It was my pleasure to serve with Mr. Lanham in
the House of Representatives for many, many years, where I knew him
to be a fine gentleman, statesman, and legislator.

Mr. Lanham served with distinction in the House, where they have
the 5-minute rule.

We will not ask you to put the 5-minute rule into effect today, Mr.
Lanham, but if you can get as near to that as possible, we would
* appreciate it.

Before we begin, we have just had notice of a rollcall. T shall
have to leave for about 10 minutes, but then I shall return.

(A short recess was taken.)

Senator Kerauver. The committee will resume.

Mr. Lanham, you have your statement here. It will be printed in
full asif read. You may proced as you wish.

Go ahead, sir.

STATEMENT OF HON. FRITZ G. LANHAM, REPRESENTING THE
NATIONAL PATENT COUNCIL

Mr. Langam. Mr. Chairman, I recall with great pleasure our asso-
ciation in the House in many years of service, and I congratulate
you upon the wonderful legislative stature you have attained and how
it has grown and increased in your eminent work for the betterment
of our country in all its branches and in both bodies of the U.S.
Congress.

Senator Kerauver. Well, you are mighty nice, Mr. Lanham. We
appreciate a little encouragement occasionally. We get a. whole lot of
the other kind, as you very well know.

Mr. Lavuaaym. I understand that, Mr. Chairman.

Mr. Chairman and members of the subcommittee, my name is
Fritz G. Lanham and my home city is Fort Worth, Tex.

It is my pleasure to represent the National Patent Council, a non-
profit organization of smaller manufacturers devoted to the preserva-
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tion, protection, and promotion of our American patent system, which
from the beginning of our Government has been one of its cherished
fundamental institutions and the basis of so much of our country’s
progress and prosperity. It certainly behooves us to keep it true to
1ts original beneficent purpose.

For the last 25 years of my congressional service before my volun-
tary retirement I was a member of the Standing Committee on
Patents, Trademarks and Copyrights of the House of Representatives.
That service enabled me to understand and appreciate the vital impor-
tance of our patent system in our national economy and the imperative
necessity of adherence to its principles for our growth and develop-
ment. The knowledge gained in that valuable experience prompts
me to oppose vigorously the enactment of S. 2225 to increase the fees
of our Patent Office.

In my judgment, a proper designation of this measure could well
be “A bill to discourage further the activities of our creative citizens
from undertaking discoveries that would promote our country’s prog-
ress in science and the useful arts.”

It should be borne in mind that, though the proposed increase of pat-
ent fees may be of little consequence to large corporations and patent
attorneys, it is a very serious matter to many small and independent
businesses that depend for successful operation upon patents discover-
ed by small and independent inventors.

This bill indicates a misunderstanding of the primary purpose of our
patent system and is based upon premises that are not tenable in keep-
ing with that purpose. The patent system was designed to encourage
and enable inventors, with as little restriction as possible, to prosecute
their beneficent labors for our progressive development and prosperity.
‘We all realize that some patent fees are necessary to prevent crackpots
from interfering at will with the normal operations and activities of
the Patent Office, but existing fees are adequate to assure by their pay-
ment the confidence of applicantsin the merits of their discoveries.

Bills similar to the pending one have been introduced in three or
four Congresses, but fortunately have failed of passage. Back in
1947, with reference to such a proposal, Mr. Thomas F. Murphy, then
the Acting Commissioner of Patents, testified as follows:

If fees are raised, we will have less applications coming in. Therefore, the
small inventor, possibly, would be the one that would be squeezed out.

Representative Horan then inquired :
What would squeeze the small inventor out?

And Mr. Murphy replied:

The cost of filing applications. That is the thought of many. If we increase
costs, then the man with little money will not be able to file applications, as he
would if fees were low or if the service were free.

Let us consider that man with little money but possessed of creative
ideas for our betterment. So often he goes without sufficient food and
sleep to accomplish his worthy purposes. And there are many more
of such inventors than you may imagine.

After all, Mr. Chairman, an inventive idea that results in a patent
originates in the mind of an individual.

And these so-called small inventors with little money, gentlemen,
have been the source of many of our basic discoveries. Such instances
could be cited in considerable number.
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For example, let me mention one such instance. I refer to the ef-
forts and activities of the Wright brothers. All over our land they
were ridiculed for attempting the supposedly impossible feat of mak-
ing the flying carpet of fable%)ecome an actual fact. And when their
first successful flight was reported, fewer than half a dozen leading
newspapers of the country published that significant news item. But
I had it from the mouth of the telegraph operator who sent out that
report that many editors either telephoned in or wired asking what was:
the matter with that drunk telegrapher. :

And yet, these small inventors so ridiculed by all made possible and
practical the great aviation industry which has revolutionized many
phases of the world’s transportation problems and brought to our
Government great amounts of revenue from industries and jobs created
through the mventive service of these Wright brothers.

Do we wish to discourage the further needed efforts of such inven-
tors to be helpful to our country’s progress by diminishing their
incentive as this bill proposes? The constitutional provision con-
cerning patents was designed to protect them. It recites that the
power of Congress in promoting the progress of science and the useful
arts is to be exercised—How !—“by securing for limited times to
authors and inventors the exclusive right to their respective writings.
and discoveries.”

Is it either logical or patriotic to amend the Constitution by pro--
scribed legislative enactment to deny them that security and that.
exclusive right?

The pending bill, like others of its kind heretofore introduced and
properly not passed, is based upon the unjustified assumption that
the Patent Office should be altogether or very largely self-supporting -
through its fees and other charges imposed upon the inventors. As
recently as 1957 the then Secretary of Commerce stated with refer-
ence to a similar bill that “The purpose of the proposed legislation
is to place the Patent Office on a wholly self-sustaining basis.”

As we consider this surprising suggestion, let us remember that the.
very great bulk of governmental revenue is derived from industries,
large and small, established and jobs created through the discoveries
of these patentees. Unemployment would become unbearably stagger-
ing but for that governmental income.

Now, what is the congressional and governmental attitude con-
cerning the other Federal departments and agencies? Do we expect
them to be wholly self-supporting or even largely so? You gentlemen
know very well that we have no such policy and shouldn’t have.

So it becomes appropriate to ask what becomes of all this revenue
the Government receives through the use of patents? You know
the answer as well as I do. It is passed out through appropriations
to various governmental departments and agencies that exist and
carry on through governmental bounty and that make no correspond-
ing contributions to the Federal revenue.

What Government service has promoted our progress and our com-
fort and convenience and security like the American patent system ?
Through it we have made our Nation wealthy and outstanding in every
character of worthy achievement. There is no avenue of American
life that it has not blessed with its beneficent contributions.
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But now through this bill it is proposed that we single out our
Patent Office, thus so helpfully differentiated in its operations from
-other governmental institutions, and reduce and impair the incentive
of inventors to continue to bless our land with new and useful dis-
coveries, and thus even demote the progress of science and the useful
arts.

In my judgment, the committee’s prime consideration is the matter
of giving assurance that American ingenuity unhampered can continue
through undisturbed incentive to manifest i1ts wholesome and progres-
sive influence upon our American life.

Adoption of the proposals of this bill would put a brake on the
valuable activities of many of those whose contributions make and keep
our country great and would dilute or destroy the encouragement of
the incentive to continue their arduous labors in our behalf. That
:seems somewhat equivalent to saying that the Government will go on
playing a beneficent godfather to our citizens in general but that it
will take all the toll 1t can from those who through their discoveries
mmake possible the prosperity of our Government and our people.

Now let me call attention to another provision of the pending bill.
It is that, in addition to the heavy expense of an applicant for patent
in his labor and costly research and usually the payment of a greatly
increased fee to a patent attorney to prosecute his claim, he must pay
the Government what is called maintenance fees before the 5th, 9th,
and 13th anniversaries of the issuc date of his patent. If his patent
has not been remunerative, he can keep it without such payment until
the 12th anniversary and then either pay or surrender his patent 4
years before its normal expiraation.

You will note the hearings of the House Subcommittee on Patents
that this provision was objected to strenuously by practically all wit-
nesses except the proponents of the measure who endorsed it upon the
ground that it would produce more revenue for the Patent Office.

Let me inquire what maintenance fees the Government is recom-
mending for lawyers and doctors and others of many categories who
carry on their useful work? The patentees pay their income taxes on
what they receive, just as we do, but what logical reason can there pos-
sibly be to assess this extra income tax against these benefactors so
largely responsible for all our progress?

élll it what you please, but in essence it is an unjustifiable increase
in their income taxes not applicable to our citizens in general.

It may be interesting to you to observe that the House bill along this
line, introduced many months after the introduction of the pending
Senate bill, indicates some change of heart of the proponents of this
measure about such extra income tax. The Senate bill recommends
that on the 5th, 9th, and 13th anniversaries of issuance of a patent, the
mmaintenance fees should be, respectively, $100, $300, and $500. In the
later House bill they are named, respectively, $100, $200, and $300.

Maybe the thought came to the proponents that, after placing the
burden of additional fees on inventors for the consideration of their
applications for patents, 1t would be unduly unjust to keep the main-
tenance fee so high. Perhaps they remembered also that there is exist-
ing law to warn an inventor that, if he creates something useful for
national defense, a term so comprehensive that it includes practically
-everything, the Government will take his discovery from him and turn
1t over to some contractor who had nothing to do with that discovery.
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And now the adoption of the pending bill would make it still less
beneficial to an inventor to carry on his useful labors. Such labors led
to the undoubted erstwhile preeminence of our country, but many con-
tend that in several important fields of discovery we are running second
to a totalitarian regime. Whether or not that is true I do not know,
but I do know that we cannot continue to be preeminent if we destroy
the incentive of those upon whom we must depend to achieve and hold
that preferred status.

In conclusion, let me cite a little Scripture which by way of rever-
ent paraphrase seems pertinent. In the 17th chapter of First Kings
we are told that in a long period of drought Elijah was admonished to
dwell by the brook Cherith and to drink of the brook and be fed by the
ravens. We are told in that Holy Writ, “And it came to pass after a
while that the brook dried up because there had been no rain in the
land.”

I hope and pray that it may never be & fitting paraphrase of that
Scripture to say of the work of the creative citizens of our country,
“And it came to pass after a while that the source of our inventive
progress dried up because there was no incentive in the land.”

I thank you for your patient hearing.

Senator Xerauver. Mr. Lanham, it is good to see you and to have
you here. We appreciate your statement very much.

Mr. Laxnmaaym. Thank you very much, Senator. I am glad to have
had the pleasure of appearing before you.

Mr. Divkrxs. Mr. Chairman, our next witness is Mr. William E.
Schuyler, Jr., chairman, Section of Patent, Trademark, and Copy-
right Law, American Bar Association.

Senator Kerauver. It is good to have you here, Mr. Schuyler. You
proceed, siz.

STATEMENT OF WILLIAM E. SCHUYLER, JR., CHAIRMAN, SECTION
OF PATENT, TRADEMARK, AND COPYRIGHT LAW, AMERICAN
BAR ASSOCIATION

Mr. ScruyLer. Mr. Chairman, I previously have identified myself.
I will dispense with that and ask that my prepared statement, if it
please the committee, be incorporated in the record.

Senator KXeraUvER. It will be incorporated fully in the record.

Mr. Scauyrer. The chairman, at the outset, mentioned one or two
areas in which he was interested in testimony. In that connection, he
suggested that since fees had not been changed since 1932, that a
change might be timely, and the American Bar Association supports
that suggestion.

The association is in favor of a reasonable increase in fees, particu-
larly in view of the changed economic condition since 1932.

The association suggests that these fees be increased, but not spe-
cific amounts, because that is within the judgment of the legislature—
we would rather direct ourselves to matters of principle.

Senator Kerauver. Mr. Schuyler, I will have to ask that you in-
dulge me for another recess. We have another rollcall. T will try
and be back in 10 minutes again.

(A short recess was taken.)
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Senator Kerauver. Mr. Schuyler, when we recessed, you had said
that the American Bar committee felt that there should be some raises
in fees, but you were not going to be specific about it.

Mr. Scuuveer. That 1s right, Mr. Chairman. The American Bar
Association has not gone into the amount of specific increases in fees.

Senator Kerauver. All right,sir. You go right ahead.

Mr. Scuuyrer. There is a recommendation that we offer, that any
increase in fees should be made in a greater proportion in the issue fees
than in the filing fees.

Without belaboring the record, the reason is to avoid to the extent
possible any discouragement of the filing of patent applications. It
1s the feeling that a man is more amenable to an increase in fee when
his patent is about to issue, if it has been allowed, than at the time it
is filed. So the association recommends that a greater increase be
made in the issue fees than in the filing fees.

Senator Kerauver. Does the assoclation take a position about the
maintenance fees?

Mzr. Scauyrer. Yes, Mr. Chairman.

Senator Kerauver. You have covered that in your statement?

Mr. ScauyLer. The association is opposed to the maintenance fee
provisions of the bill.

Would you like for me to speak on that now ¢

Senator Kerauver. Well, thisis a good time.

Mr. Scuuvrer. The association opposes any fees for the mainte-
nance of a patent right. This has been used as a source of revenue in
many other countries, but has never before been adopted in this
country.

It is the position of the association that fees, to the extent that they
are necessary to carry the inventor’s share of the Patent Office ex-
penses, be collected from the filing and the issuing of the patent or
the application for it; that a fee for the maintenance of the right is in
effect putting an additional burden upon the inventor, in addition to
the present tax structure, because if it is tax deductible, which is not
spelled out in this act—I am not suggesting it should be—that is
properly to be decided in the Revenue Act—but assuming it would be
a business expense, if the patent owner is engaged in business, then the
higher his tax rate, the lower would be his net payment.

In the case of a 50- or 52-percent corporate tax, the net income to
the Government overall would be only 48 percent of the maintenance
fee; whereas the individual or the smaller corporation would be pay-
Ing a larger net to the government to maintain his patent rights.

We suggest that this is a tax, after the issuance of the patent, and
should be viewed as that.

The association opposes any maintenance fee or tax, call it what we
may, which is for the right to maintain a patent.

Senator Kerauver. Is there any question but that fees, patent fees,
should be deductible on income tax?

Mr. ScevyLer. I do not believe that an individual who is not en-
gaged in the business of inventing can deduct it unless he has a busi-
ness, so that he can deduct it as a business expense, it is not a tax.
The present fees you are talking about, Senator—it is not now a tax.
This is a fee such as purchasing something, and is not of benefit to
the inventor. And I do not believe that would be—I am talking
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about the individual inventor not engaged in the business of invent-
ing—TI do not believe it would be proper?r deductible now. ]

gS‘enat,or Kzerauver. Mr. Ladd or Mr. Federico, what is the situa-
tion if Joe Smith invents something, and he pays a fee, a filing fee,
and then a fee for the issuance of his patent ?

Mr. Feperico. I really do not know what the situation is on income
tax there.

Senator Kerauver. No doubt a corporation that is improving its
product in business would deduct the fee as part of its business ex-
pense. Lawyers’ fees are deductible.

Mr. Ladd, can you give us any light on that?

Mr. Laop. I just came in, Senator Kefauver, and I am not entirely
familiar with the discussion which has preceded.

I am generally familiar with the argument which revolves about
‘the tax treatment of these fees. The argument usually is attempted
both ways.

In the first place, as far as corporations are concerned, I assume that
the fees would be deductible as a business expense. The argument
goes, therefore, that we would not realize as much in terms of net rev-
enue to the Government as we would if they were not.

The answer to that, it seems to me, is, my understanding being that
the maximum corporate tax rate is something about 52 percent, that
“the balance of that at least would represent a gain.

Moreover, if it is deductible as a tax expense, it makes the counter-
-argument that they are not as onerous on the person who pays the tax
-as they otherwise would be.

Now, turning to the individual, I do not know the tax treatment
“which would be accorded. The only question I think is whether or
not it could be expensed as a deductible item, or whether it would have
‘to be capitalized and amortized over a period of time.

Senator Kerauver. Well, I would ask that the very competent com-
mittee counsel ascertain the answer to that question and place it in the

record.

(The material referred to follows:)

SEPTEMBER 6, 1962.
Memorandum to: Senator Estes Kefauver.

_From : Clarence M. Dinkins, chief counsel.
-Subject: Tax treatment of filing and issuance fees paid by an individual inventor.
It is difficult to give a precise opinion regarding this problem because of the
different situations which may arise after the inventor has filed an application
-for a patent. These different situations may embrace such things as abandon-
‘ment of the application, abandonment of the patent after issned, formation of a
-corporation to exploit the invention by the patentee, sale of the patent to a
-corporation, etc. However, the following is a general treatment of this subject:
Under U.S. Treasury Department tax regulations, I.R.S. Income Tax Regula-
-tions, section 1.167(a)-6(a), it is stated : “Depreciation of patents or copyrights.
‘The cost or other basis of a patent or copyright shall be depreciated over its
remaining useful life. Its cost to the patentee includes the various Government
fees, cost of drawings, models, attorneys’ fees, and similar expenditures. * * *”
It should be added that costs connected with securing a patent can only be
-depreciated if it is an asset used 'in a trade or business (sec. 1231, Internal
Revenue Code). It is my understanding that if the patent is not used in a
-trade or business, but is subsequently sold or otherwise disposed of, the various
patent costs may be used as the basis for measuring a capital gain or loss.
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Senator Kerauver. Thank you, Mr. Ladd.

All right, you pay proceed, Mr. Schuyler. )

Mr. ScauyLEr. On the matter of tax, I believe that there is a holding
that in many cases the fees paid must be amortized over the life of
the patent and must be treated as capital expenditures, and not busi-
ness expense. )

Did you have any further question on maintenance fees, Mr. Chair-
man ?

Senator Kerauver. Well, what do you think about the proposal to
raise the filing fee from $30 to $40, and the issue fee from $30 to $40%

Mr. SciuyLEr. I do not believe there is any quarrel with the raises.
which were mentioned. But there is an objection on the part of the
American Bar Association to the part of the filing fee which would
be attributable to what we call independent claims.

The proposed bill provides that for $40 an applicant may file one
claim and nine claims dependent upon that one. If he chooses to file
any additional independent claims, he would pay $10 for each one.

Under the present law, the filing fee of $30 entitles the applicant
to 20 claims, either dependent or independent. And if he chooses to
file 20 independent claims, he may do so for $30.

Under the proposed—I must say that most applications—I believe
the Patent Office has submitted statistics—do not have the full com-
plement of 20 claims.

But if the same inventor, under the proposed schedule of fees, filed
an application with 20 claims, all independent claims, as he can now
do for $30, the filing fee would be $250.

Now, the figures submitted by the Patent Office are based upon aver-
ages. In our view it is a discrimination against 2 man who, because
his case may not lend itself to the dependent form of claim, is com-
pelled to submit independent claims, and in such numbers that his
filing fee for 20 claims could total $250, $12 more for each additional
independent claim.

To avoid this discrimination, the association believes that that pro-
vision of the schedule should be modified and that a reasonable in-
crease in the filing fee be made.

If this should be more than $40, that is something this committes
and the Commissioner can best decide.

Senator Kerauver. All right, Mr. Schuyler.

Mr. Dinkins, do you have any questions?

Mr. DinkIns. Yes, sir. Mr. Schuyler, on this question of mainte-
nance fees, I wanted to ask you these two questions.

If the patent turns out to be unsuccessful commercially, what would
be the incentive or the reason for the owner of a worthless patent to-
haﬁg onto it?

r. ScHUYLER. Well, we never know when a patent is worthless.
You might ask why he may issue his patent today if he is not using-
it commercially.

The inventor is looking at the rainbow, or the pot of gold at the
end of the rainbow that may be 17 years away. And if we deprive
the patent owner or compel him to pay $100 at the end of 5 years,
he has to make a business calculation of what his chances are of re-
covering something at the end, or before the 17th year, in order to
reimburse him for his total of $600 in maintenance fees.
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Mr. Dingins. Then, as I understand your statement, you cannot
determine, until after the expiration of the 17th year, whether the
pateng was really worthless or not. Isn’t that the gist of your testi-
mony ?

Mr. ScHUYLER. Yes, sir. I would carry it to a very extreme point,
that there is a statute of limitations of 6 years, and he might find
that even after 20 years somebody had been using the invention before
the patent expired and could bring suit to recover damages.

Mr. Dinkins. The reverse of my first question would be to take a
patent which is highly successful commercially. Isn’t the fact that
the proposed maintenance fees, the amount of money that the patent
owner would pay in that case, percentagewise, would be almost infin-
itesimal as compared with the commercial value of the patent?

Mr. ScuuyLeR. I think that is so. But I think that it would add
a tax that some other commercial venture would not have to pay. It
would be additional to what the average commercial venture would

pay.

genator Kerauver. All right, Mr. Schuyler.

Do you have any other point to make ?

Mr. Scruyrer. There 1s one very brief point I would make on the
issue fee. Again, the $40 basic issue fee certainly is not objectionable.
With the addition of a $10 per page fee on the length of the specifica-
tion, that discriminates against the man who is working in a complex
field, who must necessarily, to make a complete disclosure of his inven-
tion, make a long disclosure.

We believe this would discourage the present practice of inventors
to include in their patent application several versions of their inven-
tion—although the statute requires only one, an inventor frequently
discloses several, and this inures to the benefit of the public at the end
of 17 years.

If those additional disclosures are taxed, or must pay a fee of $10
per page, the lawyer will so advise his client and the number of pages
may be reduced. So that at the end of 17 years, the disclosure that is
open to the public is correspondingly reduced.

The other objection on the matter of the issuance is the Commis-
sioner has indicated that if this bill is adopted, that once a patent
application is allowed, it would be issued forthwith, and the issue
fee would be computed after the patent has issued.

At the present time a patent application is allowed, and there is a
6-month period for the applicant to consider whether or not he is go-
ing to pay an issue fee, and he uses that time, not to make the decision
about the $30 fee, but to review his patent application, to be sure that
it properly covers his invention, with the claims that have been al-
lowed, and, in addition, to file in the Patent Office additional patent
. applications if he has been required to divide out of the patented one
certain material and must necessarily file additional applications in
which to cover that additional material.

This is a procedure that is commonplace in the Patent Office. And
a 6 months’ period is a rather short time for the lawyer to confer with
his client, to reach a decision as to the adequacy of the patent that is
going to issue, and to reach a decision as to the necessity for filing
additional patent applications.
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This is even further complicated when the inventor resides abroad.

Under the proposed legislation, I think this period would be greatly
shortened, and would be an inconvenience to the applicant without
any offsetting advantage that we can see to the public.

Senator Kerauver. Did your committee take any action or give any
consideration to HL.R. 12513% That is the interference proceedings.

Mr. ScHUYLER. Senator, the matter was under consideration, but
the steps necessary to take a position within the American Bar Asso-
clation were not completed.

As you know, it is necessary for us to act as a section, and then ob-
tain approval of the board of governors or the house of delegates of
the American Bar Association. And that was not done in the case
of that legislation.

Senator KerauveEr. Any other questions of Mr. Schuyler?

Thank you very much for your appearance here. We appreciate it.

Mr. Sceuyrer. Thank you, Senator.

(The prepared statement of Mr. Schuyler follows:)

STATEMENT oF WILLIAM E. SCHUYLER, JR., CHAIRMAN, SECTION OF PATENT, TRADE-
MARK, AND COPYRIGHT LLAW, AMERICAN BAR ASSOCIATION, RE S. 2225

Mr. Chairman and members of the subcommittee, my name is William E.
Schuyler, Jr.

I appear before this committee on behalf of the American Bar Association in
my capacity as chairman of the section of patent, trademark, and copyright law.
At present the American Bar Association has over 100,000 members. Since 1955
the American Bar Association has been on record as favoring a reasonable
increase in Patent Office fees. Most members of the patent bar recognize that
Patent Office fees established 30 years ago should be adjusted at least to com-
pensate for changes in monetary values. Expressions of this support for fee
increases are found in the following resolutions adopted by the section of patent,
trademark, and copyright law during meetings in San Francisco in early August
1962 and approved by the board of governors of the American Bar Association
last week :

“Resolved, That the American Bar Association favors a moderate inerease in
patent application filing fees and a greater but reasonable increase in patent
issue fees.

“Resolved, That the American Bar Association does not oppose a plan by
which all fees of the Patent Office other than filing fees and issue fees would be
increased to take into account the extent of inflation since 1932 when the present
fee structure was set.”

Even though an increase in filing fees for patent applications may be necessary,
many members of the American Bar Association are fearful that any large
increase in filing fees will discourage the filing of patent applications and thereby
destroy one of the fundamental objectives of the patent laws. For that reason,
among others, the first resolution suggests that any increase in patent applica-
tion filing fees be moderate so the filing fee will not become a material factor
for the inventor to weigh in deciding whether or not to file a patent application.
So far as I am aware, the American Bar Association has never suggested the
specific amount of a Patent Office fee and it does not do so now. However, if
the Congress decides that Patent Office fees must be increased, the American
Bar Association recommends that a greater portion of the increase be effected
in issue fees rather than filing fees.

Although the American Bar Association favors reasonable increases in Patent
Office fees, it is opposed to some of the innovations which have been proposed
for computing those fees. I understand that this committee is interested in
testimony with respect to provisions of H.R. 10966 now pending before the House
of Representatives even though sections of that bill may not be equivalent to
the provisions of 8. 2225.

Referring to H.R. 109686, section 1, item 1, provides a filing fee of $10 for each
claim in independent form which is in excess of one and $2 for each claim
(whether independent or dependent) which is in excess of 10. At the present
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time an inventor may file a patent application with 20 independent claims; his
filing fee is $30. According to H.R. 10966 the filing fee for an identical applica-~
tion would be $250. H.R. 10966 would charge $10 more for filing an independent
claim than for filing a dependent claim.

Disapproval of the added filing fee for independent claims is expressed in the
following resolution :

“Iesolved, That the American Bar Association disapproves in principle any
establishment of filing fees which would differentiate among the different forms.
of claims.

“Specifically, the association disapproves those provisions of H.R. 10968 which
provide for lower filing fees for dependent claims than for independent claims.’”

There can be no dispute with the fact that examiners require less time to act
on a dependent claim than is required to act on an independent claim. Some-
inventions lend themselves to appropriate use of dependent claims but others
do not. Large numbers of applicants presently file patent applications with
dependent claims as well as independent claims thereby indicating that appli-
cants use dependent claims where their interests are adequately protected by such
claims. On the other hand, most members of the bar are of the opinion that the:
nature of the inventive subject matter and not the ease of examination should
determine the form of claims used in patent applications. Hence, the American
Bar Association opposes the proposal of H.R. 10966 which would penalize an
applicant in the amount of $10 each time he uses an independent claim regardless
of whether or not his invention lends itself to proper claiming by a dependent
form of claim.

Itein 2 in section 1 of H.R. 10966 computes issue fees on the bhasis of $10 for
each printed page and $2 for each sheet of drawing, in addition to a basic fee
of $40. Opposition of the American Bar Association to such computation of
issue fees is expressed in the following resolution :

“Resolved, That the American Bar Association disapproves in principle the
computation of issue fees for patents based on the number of pages and sheets
of drawing of a printed patent.”

This proposal presents practical difficulties of making it impossible to estimate-
with accuracy the cost to an inventor of issuing his patent. Also, it would
penalize the inventor in a complex fleld who must necessarily describe com-
plicated equipment as the environment for his invention. On the other hand,
the patent may not be worth any more to him than a shorter patent issued to
another inventor. It could tend to discourage the filing of patent applications
in complex technical flelds and even cause inventors to curtail the description
of their inventions thereby depriving the public of one of the major benefits of
the patent system.

Although the American Bar Association favors increasing issue fees more
than filing fees, it opposes the computation of issue fees on the basis of the
number of pages and sheets of drawing of a printed patent.

Details for the collection of issue fees, as set forth in section 4 of H.R. 10966,
authorize the Commissioner of Patents to require at least partial payment of
the issue fee within 3 months after the notice of allowance. Under present
practice, an applicant has 6 months from the date of the notice of allowance
in which to pay the issue fee (now $30). This period of time is nsed to review
the patent application as allowed, request modification of it where necessary or
file divisional applications on aspects of the invention not permitted to be
claimed in the allowed application. Such matters involve correspondence be-
tween the inventor and his lawyer as well as between the lawyer and the Patent
Office. Particularly where the inventor resides abroad, most of the 6-month
period is required to accomplish these ends. Accordingly, a hardship would be
imposed in many cases if the Commissioner required payment of part of the
issue fee within 8 months from the notice of allowance, and thereupon issued
the patent.

Opposition to this reduction in the time permitted for payment of the issue
fee ig expressed in the following resolution:

“Resolved, That the American Bar Association disapproves in principle any
reduction in the period of time presently permitted an applicant for determining
the issue date of his patent.”

Finally, the American Bar Association has consistently opposed legislation
which would require payment of fees or taxes for maintaining patent rights.
This was expressed in the resolution adopted by the House of Delegates of the
American Bar Association in 1948 and it is reaffirmed in the following resolution
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adopted by the Section of Patent, Trademark, and Copyright Law in August
1962 and approved last week by the Board of Governors of the American Bar
Association :

“Resolved, That the American Bar Association disapproves in principle any
requirement of payment of any fee for the maintenance of a patent right.”

Many other countries impose taxes on patents in order to maintain the patent
right. H.R. 10966 (sec. 6) calls these “maintenance fees” which would be col-
lected on certain anniversaries of the patent rather than annually. Under H.R.
10966, the inventor would pay a total of $600 in order to maintain his patent
right for its full term of 17 years. This is in addition to taxes which the in-
ventor pays on the income derived under his patent. Reasons for this position
of the American Bar Association include the following :

1. Maintenance fees would discourage application for patents and the conse-
quent beneficial dissemination of technical knowledge to the public;

2. If maintenance fees are adopted in principle they will inevitably increase
in total amount with an adverse effect upon the number of patents which wiil
issue and deprive the public of the benefit of the disclosures of such patents;

3. Wealthy individuals and profitable business would be better able to pay
substantial maintenance fees which would tend to concentrate patent holdings
in the hands of the wealthy ;

4. Maintenance fees would result in patents expiring at the end of varying
terms instead of the standard 17-year term.

On behalf of the American Bar Association I wish to express appreciation to
the committee for the opportunity to present this statement. I must point out,
that the official position of the American Bar Association is expressed in the
resolutions quoted in my statement. My observations concerning the reasons
for this position are my best interpretation of the studies, the discussions, and
the debates which preceded the adoption of the resolutions by the American
Bar Association.

Mr. Dinkins. Mr. Chairman, the next witness is Mr. Edward
McKie, Jr.

STATEMENT OF EDWARD F. McKIE, JR.,, REPRESENTING THE
AMERICAN PATENT LAW ASSOCIATION

Mr. McKie. Mr. Chairman, my name is Edward F. McKie, Jr.
I am a lawyer specializing in the practice of patent law, practicing in
the District of Columbia.

I am also the treasurer of the American Patent Law Association and
a member of its board of managers.

I appear here on behalf of that association.

The American Patent Law Association is an organization com-
prised of about 2,500 lawyers throughout the country who specialize
in the field of patent, trademark, and copgright law. .

‘We have a formal position on the bill before you at the present time
which is summarized in a letter dated August 28, 1962, to Senator
McClellan. I would ask that this be made of record.

Senator Kerauver. We have the letter, and it will be made a part
of the record at this point.

(The letter referred to follows:)

AMERICAN PATENT LAW ASSOCIATION,
Washington, D.C., August 28, 1962.
Hon. JoAN L. McCLELLAN,

U.8. Senate,
Washington, D.C.

DEeAR SENATOR MCCLELLAN : It is our understanding that on September 4, 1962,
at the hearings scheduled on S. 2225, a bill to fix the fees payable to the Patent
Office, the Subcommittee on Patents, Trademarks, and Copyrights of the Senate
Committee on the Judiciary will consider the provisions of H.R. 10966, which is
now pending before the House of Representatives. This bill was reported
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favorably by the House Committee on the Judiciary and was introduced as &
substitute for H.R. 7731, the companion bill to S. 2225.

QOur association is strongly opposed to H.R. 10966 and we should like to submit
our views for presentation at the aforementioned hearings and inclusion in the
transcribed record thereof. We urge that your Subcommittee on Patents, Trade-
marks, and Copyrights not report favorably any bill which includes the provisions
contained in H.R. 10966 for the following reasons.

A principal objection is to the part of H.R. 10966 which establishes a system of
so-called maintenance fees. 8. 2225 contains a similar provision. These fees are,
in fact, nothing more than taxes upon patents obtained by the creative element
of the American public on its inventions and discoveries and will, we fear, be a
deterrent to the incentive to invent. In addition, they will introduce uncertainty
into the law with respect to the term of patents by conditionally terminating or
causing to lapse a patent upon which the taxes are not paid before the full 17-
year term hasrun.

‘We further feel that a fee of $20 for the recording of an assignment, as set
forth in H.R. 10966, is without possible justification in principle since the fee
bears no relation whatsoever to the cost of performing the specific service. We
specifically urge amendment of the bill in that regard.

Qur association, of course, is not opposed to an increase in the fees payable
to the Patent Office commensurate with 1962 prices, and our board of managers
has specifically approved an increase in the filing fee to $50 and an increase in the
issue fee to $75.

N W'e trust that you will give careful consideration to our views as set forth
erein.
Respectfully yours,
CHARLOTTE E. GAUER, Ezecutive Director.

Mr. McKie. I have no prepared statement other than that, but I
would like to amplify our position with respect to this bill, if I may,
gir,

Senator Kurauver. Very well, sir.

Mzr. McKie. We are in general opposed to H.R. 10966 and to S. 2225,
by reason principally of the use of maintenance fees, or postissue fees,
or taxes, or whatever they are denominated, in both of these bills.

Our opposition to maintenance fees is based on several grounds.

One, it is unfair to the real inventor as distinguished from the
applicant who files an application for a patent on something that is
not really novel or inventive.

The real inventor gives something to the public in exchange for the
examination of his patent application and for the granting of a patent.
He gives the public the right to use his invention after the limited
time period of his exclusive right.

He also discloses to the public immediately, when a patent is
granted, this inventive contribution. ¢

Distinguished from that, the person whose application is rejected
by the Patent Office and never granted, because he did not make an
invention, gives nothing to the public.

Under the fee schedule proposed by this bill, the main burden of
the increase in fees would be felt by the person who contributes the
most as compared with the person who contributes very little, if
anything. )

Another objection to the bill is that the term of patents would in
effect be shortened by this bill.

Certain assumptions have been made by the Commissioner in order
to determine how much revenue would be obtained by the maintenance
fee provisions of the bill. Those assumptions are based on foreign
experience in countries which have maintenance fees and, I believe,
also on certain other extrapolations.
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They indicate that 50 percent of the patentees would not pay the
first maintenance fee. If I understand the figures correctly, and addi-
tional 25 percent would not pay the second fee at the end of 9 years;
and a further 10 percent would not pay the fee at the end of 13 years.

Then 50 percent of the patents would have their term shortened
from the 17-year period that is now provided for by law, and which
has been provided for many years, to 5 years. The term would also
be shortened to a period not quite as short to many more patentees.

This would be done as an incident to a fee bill, primarily, rather
than with a full consideration of whether the terms of patents should
be shortened or not.

A further objection, one that has been referred to earlier, is with
respect to the reduction in the incentive to invent and to file applica-
tions. At least two other witnesses have referred to the reduction in
the incerftive to invent, and I will not dwell upon that subject.

However, it is also desirable that there be an incentive to file patent
applications because the applications, when issued, furnish a disclosure
to the public of an invention. We believe that there is a strong pos-
sibility that this incentive would be materially reduced by reason of
the fees that an applicant would have to pay.

A fee of the order of $700 in toto would be required from the average
applicant here if he were to obtain and maintain his patent in force
for the full 17 years. That is to be contrasted with the fee of $60
which is necessary at the present time.

One of the reasons why it is desirable that inventions be disclosed
is that technological developments often proceed in steps. If one of
those steps is omitted, then 1t is possible that the progress of technol-
ogy will be interfered with in the future.

We might compare Patent Office fees to lawyers’ fees, as has been
by the Commissioner.

It has been indicated in his presentation that even with the increase
in fees provided for by this bill, only 20 percent of the cost to the
applicant would be Patent Office fees. However, under the present
system, without maintenance fees, and without increased filing and
final fees, an applicant has at least two alternatives to paying high
lawyers’ fees.

He can, of course, file his application himself. The Commissioner
has indicated that a very small percentage of applicants do this. But
it is a possibility at the present time. And it is thereby possible to
avoid a very high fee on himself.

Under the new system, of course, he could not avoid the payment of
the fees because they would be required by the Government.

A further alternative is that he can perhaps in some cases arrange
a contingent relationship with his attorney, such that the attorney
not charge a fee until some income is incident to the use of the
patent. This, again, would not be possible under the bill, because the
fees would be required by law.

A reason for the use of maintenance fees given is the clearing away
of what is called dead wood.

As Mr. Schuyler has indicated, it is very difficult to determine what
is deadwood. Despite the fact that many, if not most, inventions oo
info commercial use before patenting, there are a very substantial
number that do not.
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No one can determine at any one period in the life of a patent
whether that invention is going to go into commercial use or not.

Moreover, if the patent is removed by the failure to file a mainte-
nance fee, another incident to a patent is taken out of the picture, and
that is the incentive to exploit. ‘

Let us assume, for instance, that there is a patent in existence which
has been issued for 5 years. This invention has not been commercially
used at all. However, 3 years later, 8 years after the patent was
granted, a market opens up for this, as a complete surprise to the
patentee himself.

A manufacturer who might be interested in that market would also
be interested in the possibility of protecting himself against the direct
copyist.

That manufacturer, of course, has to expend a substantial sum of
money and time in developing an invention to a commercial product,
and also in developing a market for that product. ~Without the patent
right, he would be exposing himself to the direct copyist. With the
patent right, he would have the protection that would give him the
incentive to supply this product.

With the maintenance fee provision, that particular patent might be
abandoned, because it had no prospects of commercial use at the end of
the 5-year period.

Now, it has been indicated in previous testimony that the reasons
the maintenance fee provisions are in the bill are, first of all, that a de-
termination was made that 75 percent of the cost of operation of the
Patent Office should be recovered in fees. The Commissioner has in-
dicated that if we are not for maintenance fees, we must make up our
minds where the burden should be placed.

The American Patent Law Association has approved a reasonable
increase in the filing and final fee. This is where the burden should be
placed, in our view.

In particular, we have approved an increase in the filing fee to $50
and an increase in the issuance fee, or the final fee, to $75.

These two increases would take care, in large measure at least, of the
devaluation of the dollar between the time when these fees were set
at $30 and $30 respectively, and the present time.

Senator Kerauver. I was going to ask you how you got $50 and $75.
You think that is about the amount of inflation we have had since
1932¢

Mr. McKie. It is approximately that amount. I think the Commis-
sioner has indicated that an increase to the order of $131 would be
necessary to take care of the decreased purchasing value of the dollar.
This approximates $125, which is in round numbers.

However, it was the view of the American Patent Law Association
that—which agrees with the view of the American Bar Association—
that the filing fee should be somewhat less, and that is the reason for
picking the particular figures.

The Commissioner has quoted the Bureau of the Budget in his pre-
sentation before the House subcommittee as follows:

The policy is that in those instances where there is a dual benefit, a general

public benefit and a specific benefit to an individual, that there should be some
equitable distribution of the cost of operating the Government service.
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We do not disagree with this determination, if it is properly ap-
phed.

An equitable distribution is the problem here.

A witness this morning, in fact a representative of the Depart-
ment of Justice, has indicated that the patent system as a whole is
primarily for the benefit of the American public; moreover, it should
be realized what the patent grant really is, and what an inventor
gives up in obtaining a patent.

Any inventor has a right to maintain his invention in confidence,
In secrecy, and to protect it as well as he can in such posture; to use
it as well as he can, also.

He gives that right up by disclosing the invention in an issued
p‘ltent He gives the public a p0551b111ty of the use of that invention
during the 17-yea1' period of protection, if it is not shortened.

He furthermore gives the public the free use of the invention
after the end of that period.

He himself obtains only one thing—the bare right to exclude some-
one else, anyone else, from the use of his invention. That is only
a right to exclude. It is not a right to use. He himself may be
prevented from using his invention because someone else has a domi-
nant patent covering this particular invention.

This is not a monetary reward, it is only the possibility of obtaining
some monetary reward.

Under all of these circumstances, and in particular in view of Bureau
of the Budget’s statement which I believe is in the Commissioner’s
presentation, to the effect that the fees set should not seriously impair
the objectives of a program, it is submitted that the fees that would
be set by this particular bill are way too high. Seventy-five percent
return seems inequitable, particularly when it is applied to someone
who gives as much as an inventor does when he obtalns a patent.

The T75-percent requirement, however, is at the heart of our diffi-
culty here, because, in the Commissioner’s view, this necessitates main-
tenance fees. They ave said to be set in order to obtain 25 percent of
the income of the patent office. If they were eliminated, we would be
down to somiething of the order of 55 percent—that is, 55 percent rec-
overy under the present bill if the maintenance fees were removed
entirely.

Another significant factor is that the major cost of operation of
the Patent Office is the existence and the operation of the examina-
tion system. The examination of patent applications itself, in one
of the charts prepared for submission to the House subcommittee,
amounts to 55 percent of the Patent Office budget. That examination,
of course, is caused by the applicant when he files a patent applica-
tion. However, the primary purpose of the examination is to prevent
the exclusion of the public from the right to do something which they
already have a right to do; in other WOI‘dS to prevent “the issuance
of a patent on something that is old. That is in the public interest,
at least primarily. It therefore should be paid for at least equally
by the public, in my view.

We think that under all of the circumstances here, including particu-
larly the desire not to impair the incentives that exist in the system
as it _presently stands, a reasonable increase to $50 in the filing fee
and 873 in the issue fee would be desirable.

SOdns -62 -9
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There is one further difficulty that we have with this particular
bill, and that is with respect to assignments.

We have taken a defimite position on the proposed assignment fee,
which is $20, as I recall, on each item which is recorded.

There is no indication, of course, that this $20 fee is based on the
cost of the service of recording the assignment. In fact, I believe
itis admitted that it is far in excess of the cost.

Senator Kerauver. Isthere an assignment fee now ?

Mr. McKie. There is an assignment fee now, sir. It is a little bit
complicated, and I do not recall it exactly. But it is based on a number
of sheets of the instrument recorded, as well as on the number of
items themselves that are recorded.

It is very materially less than the fee that is indicated by the present
bill.

I see by section 41 of the PPatent Code that the fee presently is
for recording every assignment, and so forth, not exceeding three
pages, $3. For each additional two or less pages, $1. For each addi-
tional patent or application included in one writing, 50 cents addi-
tional.

An illustration might be useful here.

Let us assume that a corporation, or any business entity, desires to
buy a whole picture of patents, a whole ambit of technology from
another entity. There may be a hundred patents involved—a hundred
patents and applications.

Under the present law, they would pay something of the order of
$50 for recording that assignment. Under the new one, it would be
zomething of the order of $2,000. In fact, I think it is exactly

2,000.

It should be remembered also that the recordation of an assignment
is in part required by law. Section 261 of the Patent Code says that
an assignment, and so forth—

shall be void as against any subsequent purchaser or mortgagee for a vuluable
consideration without notice, unless it is recorded in the Patent Office within
3 months before its date, or prior to the date of such subsequent purchase or
mortgage.

In other words, it is felt to be in the public interest that such assign-
ments be recorded. To increase the fee to the level indicated here
of course is somewhat contrary to the position of the Bureau of the
Budget also, in that that policy, as T understand it, is that where
there is a service rendered to the public, even if the service is primarily
for the benefit of the person requesting it, the total cost of that
service should be paid for by the person requesting it.

This fee would return to the Patent Office very materially more
than the cost of rendering the service.

Two other features of our position are these:

Measuring the issue fees by the number of pages and number of
sheets of drawings is impliedly, at least, disapproved by the Ameri-
can Patent Law Association when it approves a flat $75 final fee. We
did not take the position strictly and expressly on that issue, but we
did approve a $75 final fee.

Secondly, discriminating against independent claims by fee differ-
entiation, that is, the bill before you would discriminate against inde-
pendent claims by charging a larger fee for such claims than for
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dependent, claims. It was proposed that this be approved. The
board of managers of the American Patent Law Association did not
approve that particular resolution,

That is our submission.

Senator Kerauver. Thank you very much, Mr. McKie.

Mr. McKze. Thank you very much.

Mr. Dinkens. The next witness is Mr. Ralph D. Blakeslee.

Senator Kerauver. Mr. Blakeslee, we are glad to have you with us.

You are representing the Patent Office Society.

Mr, Braxestee. Yes, sir.

Senator Kerauver. We have your statement, sir.

STATEMENT OF RALPH D. BLAKESLEE, REPRESENTING THE PAT-
ENT OFFICE SOCIETY; ACCOMPANIED BY IRVING J. ROTKIN

Mr. BuakesLee. We wonder if, in order to save time, we could have
this put in the record, sir, and just refer to it once or twice, and
swunmarize it.

Senator Kerauver. Yes, indeed, it will all be printed in the record.

Mr. Braxestee. For the record, I am Ralph D. Blakeslee. I am a
patent examiner. I am here today as chairman of the legislative com-
mittee of the Patent Office Society.

I have with me Irving Rotkin who is a member of the executive
committee of the Patent Office Society, and a member of the legislative
committee. He isa patent examiner, and in addition, he is a classifica-
tion examiner in the Patent Office.

Now, the professionals who operate the patent system are, broadly
speaking, divisible into two groups; the first is comprised of attorneys
prosecuting patent applications before the Office, and the second is
comprised of patent examiners who examine the applications.

The Patent Office Society is the professional society of patent exam-
iners; in addition it provides associate memberships for others in-
terested in the improvement of the T.S. patent system.

The society traditionally has been reticent to advocate, as it is doing
today, passage of legislation relating to the patent system. We
usually make our views known within the profession by means of our
journal, or by direct communication with bar associations and others
interested in the patent system.

In the case of this bill, however, the patent examiners, as represented
by the society, feel so strongly that the executive committee of the
society passed a resolution directing the legislative committee to
draft and present to your committee a vigorous statement generally
supporting S. 2225 as amended, with particular emphasis on its regu-
latory features which are designed to encourage good practices. We
feel these regulatory features are long overdue.

I would like to read a couple of sentences from the prepared
staetment :

As for the regulatory features dealing with the encouragement of depend-
ent claim form-—we speak without reservation as experts. Such enrcourage-
ment is long overdue. The tremendous improvement this claim form permits

in understanding, in searching, in examination and in the legal distinctive-
ness of the inventive concept is beyond dispute.
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That means nothing more or less from the point of view of the
examiner than that such claims take less time to examine, and that,
therefore, proportionately less money is paid for our salaries to
examine patents containing dependent claims. And it means that we
should—if we were able to encourage strongly the dependent claim
form—we should be able to dig more quickl(iy into that 300,000 applica-
tion backlog which we have facing us, and which we accept personal
1'ﬁsponsibility for, but have been unable to do very much about in
the past.

It is appropriate to further note for your consideration that the
primary examiners of the Patent Office met in a committee, independ-
ently of the Society, and said, in a document entitled “Recommenda-
tions Affecting Prosecution of Patent Applications Filed With the
Commissioner of Patents,” that “in order to facilitate consideration
of the claims, it is recommended that the applicant be strongly urged
or required to present the claims in a form convenient for the examiner
to consider, such as in orderly sequences, as well as orderly internal
arrangement.”

The report further recommended a change in Patent Office rules to
require that where claims are substantially duplicates, execept for
:%dded elements or restrictions, they should be placed in dependent

orm.

Now, this is the opinion of the primary examiners who, as a body,
‘represent the people most experienced in the adjudication of patent
applications before the Office. They know how much time is wasted
in applications where claims are prolix and multiplied, and so on.

The society however believes that dependent claims shouldn’t be
forced by a rule, but that the problem should be solved as in this bill,
by fees which encourage dependent claimings, but which do not make
it impossible to file independent claims where they are really justified.
The bill merely provides that independent claims should be paid for
according to how expensive they are to examine.

That concludes our statement. We would be glad to answer any
question from the examiner’s point of view, if that would be helpful.

Senator Kurauver. Mr. Dinkins, any questions?

Myr. Dixgins. Mr. Chairman, I would like to ask Mr. Blakeslee one
question.

Do you know of anything in this bill as amended that might decrease
the incentive toinvent? :

Mr. BLAKESLEE. No,sir; I think on the contrary.

Mr. Dingins. Thatis all.

Senator Kerauver. As I understand it, Mr. Blakeslee, your society
feels that there should be some increases in fees. You didn’t arrive
at any particular amount, as I understand it.

Mzr. Braxester. No, sir; we did not. We feel that this bill is reason-
able and presents a balanced approach to the whole problem, and we
support it generally. We think that its presumptions are valid.

] }?nator Krrauver. Thank you very much for coming in and being
with us.
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(The full statement of Mr. Blakeslee follows:)

STATEMENT OF RALPH D. BLAKESLEE ON BEHALF OF THE PATENT OFFICE SOCIETY
RELATING TO THE REVISION oF S. 2225

Mr. Chairman and members of the subcommittee, the Patent Office Society
is an organization devoted to promoting the professional development of ex-
aminers and the improvement of the patent system in general. Over 900 ex-
aminers and other Patent Office professionals are active members of the society.

The society supported companion bill H.R. 10966 before the House subcommit-
tee because we felt that a substantial increase in fees was needed and that the
regulatory features of the bill, which would encourage better practice before
the Office, were long overdue. e still firmly believe that this is a good bill and
should be supported wholeheartedly as beneficial to applicants, to examiners
and to the public.

The bill represents a balanced apportionment of necessary fee increases. By
gplitting the increases among filing, final, and maintenance fees, the desired
cost recovery is achieved without unduly burdening the independent—and some-
time poor—inventor. The final fee provision, based on the number of pages
of specification and drawings, would place more of the financial burden on ap-
plications requiring large amounts of examining time and also responsible for
high printing costs. The appeal fees would tend to encourage earlier adjudi-
cation within the Office. The maintenance fee technique not only shifts the
financial burden to a point in time best suited to a patentee’s ability to pay but
such fee also tends to minimize the vast number of potential infringements
which face a newcomer entering any field of economic endeavor. As for the
regulatory features dealing with the encouragement of dependent claim form—
we speak without reservation as experts. Such encouragement is long overdue.
The tremendous improvement this claim form permits in understanding, in
searching, in examination and in the legal distinctiveness of the inventive con-
cept is beyond dispute.

Patent examiners, along with every expert committee appointed in the last
50 years to investigate the operation of the Patent Office, have recognized that
the dependent claim form cuts down on the time, cost, and complexity of the
examining process. Some patent attorneys use dependent claims, but too many
do not. The question, as we see it, is solely one of how do we encourage every-
one to adopt good practices. We believe, based on the aggregate years of ex-
perience of examiners, that dependent claiming can best be brought about by
making it economically advantageous to applicants, as provided in this bill.

We agree with your committee’s view that the “survival of the patent sys-
tem, as it now exists, is at stake.” It is for this reason that we are co-
operating with the Commissioner of Patents in attacking the multifold prob-
lems facing the Office, many of which are enumerated in your 1962 report. If
we are to solve these problems, all employees of the Patent Office, and par-
ticularly examiners, must consider how; they must test new ideas not on the
basis of “It's never been done before” but on the basis of “Can it be done?’ and
“Will it improve our patent system ?”’

AS your committee is aware, the Commissioner is actively seeking answers
to our problems. I believe the vast majority of examiners, and certainly the
Patent Office Society, support his efforts in exploring new approaches to old
problems, even though this requires additional effort from us.

If the patent examining system is to survive, willingness to work toward solu-
tion of the problems that beset it cannot be limited to the Commissioner’s office
and the examining corps. Applicants and attorneys who practice before the
Office must be willing to approach changes from the standpoint of what these
changes can do for the patent system, regardless of personal inconvenience.
Neither the patent system nor the country can afford “business as usual.” BEx-
aminers are changing their old ways of doing things where necessary. On the
other hand, some of the criticisms of this bill by others appear to reflect more
concern with personal convenience than the needs of the system.

We believe in the examining system; we believe in the patent system. Be-
cause we do, we think that this bill should be passed. It provides a reasonable
cost recovery, it minimizes the impact of the increased fees on the smali inventor,

89438—62——10
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it allocates some of the fees in proportion to the difficulty and expenses of ex-
amining and it encourages concise and succinct disclosures and the kind of c}am}s
which clearly and accurately define the invention for which patent protection is
sought. .

We urge the applicants and attorneys who practice before the Office to join
with us in support of this bill—in meeting our joint responsibilities so that the
American patent system can continue to grow and serve the high purpose for
which it was designed.

‘We urge passage of this bill.

Mr. Dingixs. Mr. Chairman, our last witness is Mr. Franz
Ohlson, Jr. ) ) )

Senator Kerauver. Representing the Aerospace Industries Associ-
ation of America. '

Mr. Ohlson, we are glad to have you here. 'We have your statement,
which will be printed in full in the record.

STATEMENT OF FRANZ 0. OHLSON, JR.,, AEROSPACE INDUSTRIES
ASSOCIATION OF AMERICA

Mr. Onrison. It was originally my intention to read portions of the
statement. But in view of the hour, and the excellent presentations
of other witnesses here before the committee, I shall merely put this
in the record, and highlight some of the remarks that have been made
before the committee today. Particuraly in those areas we believe
deserve real consideration by this subcommittee.

It has been pointed out, and the Commissioner relied quite heavily
on it, that the patent system purportedly is for the benefit of the pat-
entee. This is a new and rather novel approach because I believe
court decision after court decision indicates that the patent system is
for the benefit of the general public. The inventor discloses his idea.
He takes the fruit of his intellect, his imagination, and places it before
the public. He has the right, under the common law, to protect his
idea and treat it as a trade secret. It can go to the grave with him,
1f he so chooses, or he can practice it in secret.

Nevertheless, one of the concepts of the patent system is the incentive
for the inventor to disclose, and thereby make available the knowl-
edge of his invention to the general public, and the public thus derives
a benefit.

A preat deal of emphasis has been placed here today on the com-
mercial use of inventions. Undoubtedly this forms a major incentive
in our patent system. But we must not overlook nor, in considering
a fee bill, forget that one of the major incentives of our patent system
is the disclosure of the inventive concept. '

An invention is used, not merely by building or making it. An
invention is used when someone, for a small fee, secures a copy of
the patent and increases his knowledge to the end that he, too, may
add to that knowledge, and perhaps secure a patent, another patent.
This is the way the patent system builds upon itself.

As Sir Isaac Newton said, we stand on the shoulders of our prede-
Cessors.

So I urge this committee to seriously consider whether or not the
only incentive is the commerecial utilization of a patent.

I would like now to summarize the Aerospace Industries Asso-
ciation’s position with respect to both S. 2225 and H.R. 10966.
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As an association, we do not object to a reasonable increase in patent
fees, commensurate with increases in fees of other governmental agen-
cies for the services rendered. ) )

I have already covered the point, I believe, that in considering
increases in patent fees, we should take into consideration the benefit
to the public that the patent system has given over its entire life.

We believe that if the Patent Office fees are to be increased for the
purpose of revenue, any bill so doing should be restricted to this
purpose, and not to make substantive changes in patent law and
procedures.

The changes that the fee bill would tend to do would be to force
patentees, or their counsel, into drawing short, concise specifications.
This, of course, is occasioned by the fact that you would pay a fee
for the printing of the patent.

Will this succeed ?

The shorter and the fewer the words you use, the more susceptible
that sentence or paragraph is of misinterpretation. Therefore, if
we are looking for short, concise, and succinct patent specifications,
are we not shifting the burden from the Patent Office to the courts,
to determine what, in fact, the invention is—because, remember, in
every instance the specification is the dictionary of the claims. If
there is any vagueness, any ambiguity in the claim, the parameter that
marks out the Invention, one must refer to the specification for clarifi-
cation of such vagueness.

If the specification is unduly short, I believe there will be an in-
crease in the work of the examiner, because then he would have to
search the entire area that these rather nebulous words may cover.

In addition, the fee bill would force the use of dependent claims.

We have heard the experts of the examining corps suggest that
this is an ideal thing to do. These are the examiners speaking, please
recall.

In the field, there are many inventions that may not be adequately
covered by independent and dependent claim forms.

In addition to this, the Commissioner has already indicated that
some difficulties might exist in the event the independent claim, being
the broadest, would be held invalid by a court. What then of all
the dependent claims ?

I think it was indicated that the patent might then be reissued.

If it is the intent of the bill to permit reissues, after 6, 7, 8, or 10
years, then the bill is not clear on this point.

We have two objections of the association to the fee bill—penalties
imposed upon the patentee, or the applicant, in forcing him to go to
short, concise specifications, and the problem of how he will then be
able to meet the statutory requirenent of explaining his invention in
such clear and concise terms as anyone having ordinary skill in the
art to which the invention pertains may practice the same. What is
ordinary skill in the art? We must be careful when we prepare our
specifications that we are, in fact, disclosing the invention so that it
may be practiced. Anything else would be improper.

The association also believes that a fee bill should be nondiscrimi-
natory.

The present fee bill, in increasing the fees for recording assign-
ments, is aimed directly 2t a general corporate practice.
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Normally it is a process within a corporation of obtaining an assign-
ment of an invention from an employee and recording that assignment.
Consequently, the assignment fee is aimed directly in this direction
of this normal procedure. It is quite necessary for a corporation to do
this, because in order to prosecute the application, there are times
when showing that you are the owner of entire right, title, and interest,
procedures become simplified.

It is also questioned as to whether or not this $20 recording fee will
in fact produce the revenue that it is intended to produce. I see little
or no difference between an assignment and an exclusive license. It
may lead to a practice of exclusive licensing as opposed to assignment
of patents in an effort to avoid this particular fee.

In addition to that, we feel that the fee proposal of the bill is dis-
criminatory in that it makes available only to the patentee the right
to waive or defer the payment of maintenance fees until such times
as he can prove that any one under the patent has made at least the
amount of the maintenance fee. This prevents a corporation, and all
governmental agencies, from taking advantage of this deferral in the
event they have not commercialized the patented invention.

Moreover, even in the case of a patentee-owner, in the event there
is a shop right in question, he may very well find it very difficult, if
not impossible, to obtain from the owner of the shop right, under the
patented invention, information as to whether or not any moneys in
fact had been realized from the patented invention. This would make
the filing of an afidavit by such a patentee-owner extremely difficult.

It has been amply brought out, I believe, before the subcommittee,
the fact that the fees proposed by this bill will discourage the filing
of patent applications. I believe evidence produced by the Commis-
sioner himself indicates that in Germany the corporations own the
majority of patents, not individuals. In the United States, if I can
recall the figures, I believe the proportion is 70 to 30 percent.

In Germany I believe it is 85 percent to 15 percent.

In addition, let us forget for a moment corporations, because there
are rich and poor corporations as there are rich and poor individuals.
I know in particular, Senator Kefauver, that you are very interested
in preventing anything that might tend toward a concentration of
patents. What, then, would better lead to a concentration of patents
but by putting a dollar sign on whether or not you can obtain and
maintain patents? Will this help the inventor of limited means,
whether he is a corporation or an individual?

In short, the patentee-owner, faced at the end of the first year with
trying to realize something from his patent, after having paid a mini-
mum of $130 or $140 in governmental fees, is now placed in the eco-
nomic position where he must go peddle something that might have
very little value. You can see the economic duresses and forces that
can be used by virtue of maintenance fees.

To the large corporation, there is no doubt that maintenance fees
will be an allowable expense for income tax purposes. I believe coun-
sel is to examine this point, as to the allowability of such expenses as
tax deductions by the individual. It, here again, is a facet of the bill
that I think this subcommittee should look into very carefully.

Will it tend to concentrate patent holdings, and is such a concen-
tration beneficial to the patent system as a whole.
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It has also been pointed out, and I will make just a brief point
on this, that if we are to weigh income derived from patents, we must
not only consider the income taxes that are collected on royalties paid
to the licensor, but the other taxes that are generated in the industries,
in the businesses, that have been formed or based on patents.

There is no one in the patent bar that doesn’t recognize the problems
that are facing our patent offices—and we know of the work and effort
that is being done by everybody concerned to try to alleviate those
hardships. However, we question whether a fee bill of this type is,
in fact, the way to overcome those hardships.

It has been examined already—that if these maintenance taxes go
into effect, they will be in some sense discriminatory, because some
people will pay them in whole, others in part.

In addition to that, to the extent it discourages the filing of patent
applications and the issuance of patents, it will perhaps block entire
industries from coming into being—another loss of revenue to the
Government.

I think it also should be examined, since governmental agencies
now are to pay these fees, are we merely moving dollars from one

ocket to another pocket within the Government——because the Senator

ows very well, from testimony before this and other committees, that

many, many patents are now being taken out in the name of the
Government.

In summary, we favor fee provisions tending to strengthen the
patent system, but such provisions should not have the effect, of allow-
ing only the wealthy or the lucky to hang on to their patents. Changes
in the patent law and procedure should be fully discussed as such,
without fee complications and it should be recognized that many of
the difficulties facing the Patent Office are internal matters, not likely
to be corrected with a new fee schedule.

I would be very happy to answer any questions the committee
might have.

Mr. DingiNs. Mr. Ohlson, I notice although you are a patent attor-
ney for Republic Aviation éorp., that you appear here today repre-
senting the Aerospace Industries Association.

Mr. Onrson. That is right, sir.

Mr. Dingins. About how many companies constitute the member-
ship of the Aerospace Industries Association? Just give me any kind
of rough estimate.

Mr. OnrsoN. About 85.

Mr. Dingins. Now, is it a fact that most of those companies are
engaged in cost plus fixed fee contracts with the Government today,
in which they do research and development work?

Mr. Omson. I don’t know whether we can classify them as cost plus
fixed fee contracts, but I do know many of them are engaged in re-
search and development contracts with the Government, yes.

Mr. Dixkins. Do you or do you not know whether a substantial
amount of those contracts are cost plus fixed fee?

Mr. Orrsox. Idonotknow.

Mr. Drvkins. Isn’t it true that a substantial number of those com-
panies also do business with the Defense Department ?

Mr. OnLsox. Oh, yes.
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Mr. Dinkins. Mr. Ohlson, I take is you are familiar with the
ASPR regulations. I want to read three lines from that regulation
under patent cost.

Cost of preparing disclosures, reports, and other documents required by the
contract and of searching the art to the extent necessary to make such invention
disclosable, are allowable.

As I interpret this section, it means, that when you have a research
and development contract with the Government and you have to report
these disclosures, that your examination of the prior art and the
preparation of these disclosure reports, and other comparable expendi-
tures, are allowable deductions under the contract with the Govern-
ment. Is that your understanding?

Mr. Ourson. Yes,sir.

Mr. Dinkins. Well, now, isn’t it a fact also that in a great majority
of these research and development contracts with the Defense De-
partment, that the Government only takes back a royalty free license,
and that the contractors get the title to the patents?

Mr. Ourso~. Thatistrue.

Mr. DingIns. Well, now do you think in those cases in which the
Government furnishes the money for the contractor to do the research
work, and when the Government puts up the money to have their
disclosure reports prepared, and the prior arts examined, and then
turns over the title to the patent to the contractor, do you think that
the revised fees that are called for in this present patent fee bill are
inequitable to those manufacturers working on those Government
contracts?

Mr. Omrson. Not to those Government contractors—I don’t think
they are inequitable. This is the question I raised before. Is not the
Government paying the contractor to, in turn, turn around and pay
the Patent Office—s it not moving money from one pocket of the
Government to another? And in that process, perhaps detracting
from the value of that money, because of the hands 1t goes through and
the necessary accounting procedures.

‘While we are on the subject of ASPR—and we refer now to other
provisions in the ASPR—1in the event the contractor does not file on
the application, the Government has the right to file. I believe exam-
ination will show that the Government does file applications. In
short, various agencies of the Defense Department file patent applica-
tions in the U.S. Patent Office on inventions on which the contractor
does not file. This is the point I brought out, that those governmntal
agencies will be faced with the same problems.

At the end of 5 years will any one of these agencies continue to pay
the maintenance fee or not?

Mr. Dinkixs. Well, I don’t propose to argue the question with you,
Mr. Ohlson. But it is a fact, isn't it, in the case of a contract with
the Defense Department, that the contractor takes title in a very high
percentage of cases—something like 90-odd percent of the cases?

Mr. Ousox. This is true. And of course the reason, as has been
argued before committees—in fact, this very committee—is that this
is one of the incentives that is open to the defense contractor—that he
has the incentive of perhaps obtaining out of this research and devel-
opment a patentable invention, which he can commercialize. Of
course, the income taxes from that would go into the Federal coffers.
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In addition to that, he will now be in a commercial field, which
means there is employment in other areas.

This is the whole story of the patent system. Give American in-
dustry an incentive through which it can handle and create new jobs,
and make money, and it will do this—it will make new jobs, it will
create revenue, and it will pay its taxes.

Mr. Dingixs. But you feel if this bill is passed as it has been pre-
sented, that it will stifle the incentive to those Government contractors
that you speak of ?

Mr. Onwisox. I can’t speak of course for all the Government con-
tractors.

Mr. Dixkins. I mean the members of your association who have
Government contracts.

Mr. Onuson. Let’snot be confused.

While our membership consists a good deal of large defense con-
tractors, by far, I would say, the membership comprises small busi-
nessmen—the men who make the sparkplugs, and the screws and nuts
and bolts. These are not R. & D. defense contractors, these are the
men who will feel the impact of this bill.

I think, as you well know, that some 45 to 50 percent of our defense
contracting dollar—I am sorry—I may be wrong on the percentage,
but speaking for my own company, about 40 percent of our defense
contracting dollar goes to small business.

These are not research and develocpment contractors, who obtain
patents by virtue of research and development contracts.

I can tell you for a fact that these men and their companies have
patented inventions and devices which they come to us to sell. And
these, more perhaps than the larger corporations, are extremely con-
scious of the incentive of the patent system.

Senator Kerauver. Thank you very much, Mr. Ohlson, for being
here and giving us your views.

Mr. Onwson. Thank you.

(The full statement of Mr. Ohlson follows:)

STATEMENT OF FRANZ O. OHLSON, JR., AEROSPACE INDUSTRIES ASSOCIATION OF
AMERICA

Mr. Chairman and members of the subcommittee, your courtesy in permitting
me to testify is sincerely appreciated.

My name is Franz Ohlson. I am patent atiorney for Republic Aviation Corp.,
but appear today representing the Aerospace Industries Association.

Mr. James R. Wilkinson III of the Aerospace Industries Association staff is also
here with me today.

The member companies of the Aerospace Industries Association have given con-
sideration to the Patent Office fee bill, 8. 2225 and H.R. 10966. Although the
desire to increase revenues derived from the Patent Office operations are recog-
nized and it is considered that efforts in this direction are proper, in considering
this matter the member companies of this association are more concerned with
the philosophy of the bill than with the exact dollar values recited therein.
Therefore, the following general comments are submitted for your consideration :

(1) As an association, we do not object to a reasonable increase in Patent
Office fees, but we believe the Patent Office should be treated similarly to other
Government agencies. Thus, we would expect the revision of Patent Office iees
to be part of an overall readjustment of Government fees. In this respect, we
recommend that real thought be given the patent system’s role in our economy
and that its benefits to the publie, as well as to inventors, be examined. The
public has certainly benefited from Thomas Edison’s invention of the electric light
bulb, and the rewards to the Wright brothers were trivial as compared to socie*y’s
gaine for instance. Further, the ability of U.S. industry to pay high wages and
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compete in world markets is more pronounced in those fields of endeavor where
inventions play a prominent part. Thus, this country needs more invention, not
less. Accordingly, fees should not be raised to the point that the filing of applica-
tions would be appreciably discouraged.

(2) The members of this association believe that the fees imposed by the
Patent Office should be for the purpose of revenue and should not be slanted
toward changing the patent law or procedure. Patent procedures and law, as in
law generally, need reasonable continuity and stability to achieve their purposes,
therefore any substantive changes should be based on the needs of the law or
procedure and not on financial requirements. As an instance, one of the changes
in law proposed by this bill, the automatie issuance of patents after allowance,
tends to nullify the basis on which patents are granted. The patent system
was founded on the premise that, in return for a disclosure of an invention or dis-
covery, the Government would give the inventor a limited period of exclusiveness
for his contribution.

Provisions of the fee bill tending to alter patent law or procedure are as follows:

The provisions of $10 for each independent claim in excess of one is intended
to force the use of the independent-dependent claim formr as commonly used in
England. Such a change cannot help but lessen the protection to be obtained from
a patent because the basic coverage is in the one independent claim. This claim
form works satisfactorily in England because they have used it for a long time
and England courts take a liberal view toward patents. If there is to be a change
in this manner of patent claim drafting, it should be either evolutionary or, if
statutory, there should be clear guidelines for the benefit of all persons interested
in patent claims. This bill has no guidelines of any sort.

The printing costs to be added to the issue fee in the amount of $10 per
printed page or fraction thereof will, at least in part, tend to force applicants
to shorten their disclosurcs. Here also, U.S. practice differs from that of Europe
and “sketchy” specifications such as are common in England do not meet favor
in either the Patent Office or our courts. Further, from the standpoint of the
public, it is believed that a full and complete disclosure of an invention is highly
desirable and should not be forced out of existence by printing costs. Not only
does this printing charge tend to force applicants to describe their inventions
in less detail, but also the difficulty in calculating the fees in advance results
in the issuance of the patent before payment of the final fee. This practice has
disadvantages. In addition to the matter of taking control of his disclosure
away from the applicant, the shortened time between allowance and issue may
seriously interfere with foreign filing (after convention date) and the filing of
continuation-in-part applications. Further, under the proposed practice, it will
probably be impractical in many cases to review the case before issuance for
making corrections, checking coverage, ete.

The Patent Office alleges that the automatic issuance will result in earlier
issuance of patents but this is questioned; there certainly must be better ways
of expediting prosecution. At the present time, most of the delay between filing
and issuance is by the Patent Office itself, not by the applicant. Further, if
this practice be adopted, an applicant to protect himself against inadvertent
publication of his disclosure may be forced to maintain one or more unduly broad
claims in his case until he is ready to permit issuance and this practice would
not be helpful to the Office.

(3) The fee structure of the Patent Office has remained essentially unchanged
for nearly 30 years and may well need correction. However, having gone so
long without change, it is believed improper to make drastic changes at one
time. Rather, it is believed preferable to make moderate changes now ; operate
under the changed schedule for a reasonable interval of time, and then make
such further changes as appear proper.

(4) Fees charged by the Government should be nondiscriminatory as between
corporations and individuals as a matter of good law unless there is a justi-
finble reason for a difference. The present fee bill fails in this respect and tends
to be an antibusiness measure. There has never been a time when we have had
a greater need for our people to respect the fairness and wisdom of our law.
On this point, at least some lawyers believe this proposed law to be discriminatory
and based on political factors rather than fairness.

The discrimination between corporation and individual applications in the
matter of fees is found in at least two provisions. First, the fee for registering
assignments has been increased appreciably (from $3 to $20) with the only
basis for such an increase being the alleged value of assigned cases relative to
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nonassigned ones. Since assignments represent the normal way for corporations
to assert ownership over the applications they file, this represents and additional
fee for such applications and, to the extent the price cannot be justified by costs,
it is discriminatory. As to the value of assigned cases, it is rare that any value
can actually be foretold at time of filing; assignment is merely a prerequisite
to filing, not an assertion of quality or value. Should this provision be relied
on for substantial revenue, it might prove illusory for it may be possible to
work out exclusive license provisions or some other means of transferring con-
trol of applications and patents not subject to the fee.

The second point of discrimination is in the deferral of renewal taxes per-
mitted for the individual patentee owner but not available to corporation own-
ers. In addition to being discriminatory, this provision raises practical prob-
lems. For instance, in the case of joint owners, a multitude of problems arise
due to the fact that one of the joint owners may license or assign his interest
without the consent of the other owner. Further, in the event of shop rights, it
is entirely possible that the inventor will not know firsthand whether or not
there have been any benefits from this patent and the shop-right owner may not
be willing to tell him. In that case, how will the patentee owner be able to
make a satisfactory affidavit as to the lack of “benefits” from the patent?

{5) The philosophy of renewal taxes is objectionable because such taxes put
undue emphasis on timeliness of invention and tend to penalize both the poor
and the rich and reward only the recordkeepers and tax collector. Further,
such renewal taxes seem to be a tax on personal property levied by the Fedeval
Government and thus of questionable propriety. Note that title 35, section 261
U.8.C. states “Subject to the provisions of this title, patents shall have the attri-
butes of personal property.” As matters now stand, the Government, by way of
income taxes, takes the major portion of the reward from a successful inven-
tion. By the proposed renewal taxes, it expects to tax hopeful expectations
as well as to provide a further tax on actual success.

Renewal taxes are common throughout the world with the exception of United
States and Canada, and Carada has given some consideration to such form of
fees. However, foreign countries differ from this in other respects and we are
not about to follow their lead. For instance, in England, court fees are very
much higher than liere; yet no cne is presently suggesting that our courts recover
their full costs. Since renewal taxes are not collected on all patents, they must
be quite high to raise any appreciable amount of income. Note that the total
of the renewal taxes provided by this bill are $600 or 10 times the total of all
Government fees now collected. This great increase is in addition to basic
fees higher than the present fees. In other words, the proponents of this bill do
not expect & very high percentage of patents to pay such taxes so that this pro-
vision becomes, in addition to raising some revenue, a way of shortening the life
of patents. There is already a great disparity in the life of a patent as compared
to the protection afforded other intellectual property such as copyrights. At
the same time the copyright people are attempting to increase the life of copy-
rights to 76 years, the proponents of this bill are seeking to limit the life of most
patents to corporations to 5 years and to those for individuals to 13 years.

In both England and Germany, a survey has indicated that about 85 percent of
the patents issued there are to corporations and 15 percent to individuals. In
this country, approximately 30 percent of the patents issued are to individuals,
thus suggesting that the higher fees in England and Germany do have a ten-
dency to discourage individual invention. In addition, this bill attempts to
bring in a money-raising feature of foreign practice without introducing the
features of foreign patent law that makes it easier for the patent holder to
realize income from his patent. In Germany, for instance, not only do the
courts more frequently uphold patents than here, but also the German Govern-
ment, as & matter of policy, requires contractors to make suitable royalty-paying
arrangements with patentees before proceeding with work for that Government.
This is completely the reverse of what our Government does : by assuming patent
risks itself, the Government forces patent holders to go to the Court of Claims
for relief where the Government or a Government supplier is an infringer. If
we are to adopt the renewal tax schemes common in Europe, we should also
take steps to require our Government and the courts to handle patents in a
manner similar to European governments and thus give patentees a chance to
collect revenue from their patents.

(6) Fees should not be looked to as the sole salvation of the Patent Office.
Thus, along with the efforts to make the Office more self-supporting by increasing
its revenue, it should also be given authority to control its costs. For instance,
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if necessary to get reasonable printing charges, it should be permitted to contract
the printing to private industry. Of course, it should be permitted to charge
fees to Government agencies on the same basis as others and it should be credited
with the subsidies it grants libraries, etc., by way of patent subscriptions. In
other words, if the Patent Office is to be run as a business, it should have the
right to control its costs by businesslike procedures.

In summary, we favor fee provisions tending to strengthen the patent system,
but such provisions should not have the effect of permitting only the wealthy or
the lucky to hang on to their patents. Changes in the patent law or procedure
should be fully discussed as such without fee complications and it should be
recognized that many of the difficulties facing the Patent Office are internal
matters not likely to be corrected by a new fee schedule.

Senator Keravver. Now I believe that is all of the witnesses that
asked to be heard.

Mr. Dinkins. That is all of the witnesses, Mr. Chairman, but T have
a number of letters that have been received by the subcommittee relat-
ing to this bill, and with your permission I would like to offer them
for the record.

Senator Kerauver. They will all be made a part of the record.

(The letters referred to follow:)

AUTOMOBILE MANUFACTURERS ASSOCIATION, INC.,
Detroit, Mich., August 30, 1962.
Hon. JoEN L. McCLELLAN,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights, Commitiee
on the Judiciary, U.S. 8enate, Washington, D.C.

HOxoRABLE SikR: We are informed that the hearing scheduled by the Subcom-
mittee on Patents, Trademarks, and Copyrights for Tuesday, September 4, will
be directed to Senate bill 8. 2225, pertaining to Patent Office fees to the extent
modified by the revised schedule set forth in House bill H.R. 10966 (Union
Calendar No. 780).

The Patent Comimittee of the Automobile Manufacturers Association, Inc.,
which includes in its membership the manufacturers, both large and small, of
well over 90 percent of all passenger automobiles, trucks, and buses produced in
the United States desires to submit for the record the accompanying statement
opposing the House bill H.R. 10966 which was filed with House Subcommittee
No. 3 inasmuch as it applies with equal force to the Senate version of the House
bill under consideration.

Respectfully submitted.

W. L. SCHERER,
Secretary, AMA Patent Committce.

STATEMENT OF THE PATENT COMMITTEE OF AUTOMOBILE MANUFACTURERS ASSQCIA-
T10N, INC., RELATIVE TOo THE PATENT OFFICE FEE Brir H.R. 10966

The Patent Committee of the Automobile Manufacturers Association, Inc,,
desires to record its disapproval of the proposed Patent Office fee bill known
as H.R. 10966, filed March 28, 1962 by Representative Emanuel Celler.

The issuance of patents is based upon the constitutional provision for the
promotion of progress in the useful arts. Any deterrent effect upon the filing
of applications for the issuance of patents is contrary to the public good.

While one of the declared purposes of the legislation in question is to bring
the income from fees more nearly into line with the expense of operation of the
Patent Office, we anticipate that the ultimate effect of the proposed fee increase
will be to discourage the disclosure of inventions to the public. Individual
inventors and small corporations will be deterred from the filing of patent
applications with a consequent reduction in the accumulation of public informa-
tion and knowledge essential to the promotion of progress in the useful arts.

Our specific objections to FL.R. 10966 are based principally upon three important
considerations in the proposal :

1. the provision of the bill for maintenance fees;
2, the exorbitant charge for independent claims; and
3. the charge for printed pages of specification and drawing.

The proposed maintenance fees, while reduced from those specified in H.R.
7731, will materially delay the financial recovery to the Patent Office and also
will create serious administrative problems in the Office, as well as in the offices
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of attorneys. The Patent Office must wait for the full benefit of the increase
from this source over the span of 13 years. Moreover, the added cost to the
Patent Office of maintaining records of all issued patents which are subject to
payment of maintenance fees, to record the current status of individual patents
as well as to carry on the complex accounting procedures required by deferred
payments and the like would seem to offset any substantial financial gain
therefrom.

We believe that the maintenance fee provisions of the proposed bill also dis-
criminate between individual and corporate owners of patents in permitting
deferment of the payment of these fees for individuals only. In our opinion,
this provision is wrong in principle and, because of the manner in which many
patent rights are held, would not even achieve the intended result.

The proposal to charge a fee of $10 per claim over one, if the claim is of inde-
pendent form, is a step which is diametrically opposed to the long established
requirement that an applicant point out and distinctly claim his invention. We
believe this provision to be detrimental to the public interest in that it defeats
the purpose of the patent statutes by denying an applicant his right to define
the full extent of his departure from the disclosures of the prior art thereby
unduly restricting the scope of his application.

We find a similar defect in the proposal that the final fee be based upon a
charge for each page of printed specification and each sheet of drawing. This
provision would encourage a reduction in the extent of the disclosure by the pat-
entee in order to reduce the cost of his patent. It, too, is detrimental to the
public interest in that the completeness of the disclosure may be seriously
affected and even insufficient to comply with the statutory requirement for
clarity of definition.

We, therefore, conclude that these proposals of H.R. 10966 are not only ineffec-
tive to produce the desired increase in Patent Office income within a reasonable
period of time, but would also impede the progress of the useful arts by dis-
couraging the filing of patent applications with complete disclosures. Tor these
reasons H.R. 10966 is, in our opinion, opposed to the public interest.

Although doubling of the present Patent Office fees would, to some extent, be
detrimental to the public interest, such a proposal might be a reasonable com-
promise and be less likely to deter the filing of patent applications while making
an effort to meet the increased costs of operation brought about by inflation.
We recommend that serious consideration be given to this method of increasing
Patent Office revenue as a means of avoiding the difficulties we foresee in the
maintenance fees, penalties for independent claims and the charges for printed
pages of specification and drawings contemplated by H.R. 10966.

PATENT, TRADEMARK AND COPYRIGHT LAW SECTION,
THE BAR ASSOCIATION OF THE DISTRICT OF COLUMBIA,
Washington, D.C., September ¥, 1962.
Re Statement on bills regarding Patent Office fees.
Hon. JoEN L. MCCLELLAN,
Chairman, Subcommittee on Patents, Trademarks and Copyrights,
Senate Committee on the Judiciary, Washington, D.C.

DEeAR SENATOR McCLELLAN: Further in the above matter and following our
letter of August 81, we are enclosing herewith for the record of the hearings
held on September 4, our section’s official statement incorporated in a statement
relative to the Patent Office fee bill.

The board of directors of the bar association held a meeting and approved
the statement today.

Respectfully submitted.

Very truly yours,
G. FRANKLIN ROTHWELL.

STATEMESNT oN S. 2225 anp H.R. 10966, BiLLs REcArRDPING PATENT OFFICE FEES, BY
THE PATENT, TRADEMARK AND COPYRIGHT AW SECTION OF THE BAR ASSOCIATION
OF THE D1STRICT OF COLUMBIA

This statement sets forth the official position of the Patent, Trademark and
Copyright Law Section of the Bar Association of the District of Columbia as
formulated by the legislative committee and the officers and council of the section
and as ratified by the board of directora of the association.
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The Patent Copyright Law Section of the Bar Association of the District of
Columbia is composed of over 200 members of the bar association who are partie-
ularly interested in and primarily practice the fields of law with which our sec-
tion is concerned.

We recognize that the cost of operating the Patent Office has been steadily
increasing over the years, while the fee structure which was established in 1932
has remained the same. We are in general agreement with the increase in the
filing fee and the issue fee for patents, design patents, reissue patents, and trade-
mark applications as proposed in S. 2225 and also favor the requirement that
Government agencies be made to pay appropriate fees to the Patent Office when
filing patent applications and issuing patents.

Since H.R. 10966 is presently pending before the House of Representatives and
this subcommittee is considering the provisions set forth in H.R. 10966 together
with those of S. 2225, we shall set forth our comments with respect to the provi-
sions of both bills.

While we are sympathetic with the Patent Office position and the fact that its
operating costs have increased, and accordingly believe that there is a need for
an increase in the present fee schedule, we are opposed to those portions of H.R.
10966 and S. 2225 which would effect a substantive change in the present fee
structure. .

We wish to emphasize that we are not merely taking a negative position, but,
in fact, either favor or have no objection to the majority of the fee changes pro-
posed in S. 2225, However, we would like to comment on the portions of the
proposed fee schedules which we oppose, and these comments with respect to the
particular sections of title 35, United States Code, are as follows.

1. 85 U.S.C. }1(a) (1) (Discrimination ageinst independent elaims—H.R. 10966)

We are opposed to the proposed charge of $10 for each independent claim
in excess of one submitted in the original application. While it is realized
that an ideal manner of prosecuting patents would be to have one main, inde-
pendent claim and then several claims depending therefrom, defining further
limitations to the broad claim, there are many situations where the filing of
independent claims is preferred over the filing of a series of dependent claims.
A patent lawyer should be the final judge of the type of claims which would
afford most protection to the applicant. In almost every instance, a patent
lawyer conscientiously seeking to obtain patent protection for his client prepares
the application and claims in the light of his being able to enforce the claims
in the event of possible infringement litigation in the future. The Patent
Office should not be placed in the position of telling the patent lawyer how to
prepare the claims and penalizing by excessive fees the applicant who follows
the advice of his lawyer. While it is realized that the job of the Patent Office
would be simplified if all claims except the first one were written in dependent
form, it must also be realized that the purpose of the Patent Office is to pass
upon the issue of patentability of a disclosed invention. If it is a burden for
the Office to examine more than one independent claim, the Commissioner has
authority to promulgate a rule requiring that the applicant’s attorney summarize
each independent claim and distinguish it from every other claim in the case
50 as to facilitate examination by the Office.

2. 85 U.8.C. 41(2) (Issue fee bascd on size of printed patent—II.R. 11966)

We oppose any changes which would amount to issue fees comprising a $40
final fee plus $10 for each page of the patent specification as printed and $2
for each sheet of drawing. The patent system works at its best when the
applicant makes a full and complete disclosure of his invention to the public
in return for an exclusive monopoly for a period of 17 years. Penalizing an
applicant by charging him $10 per page of his patent and $2 per sheet of his
drawing will hamper the basic purpose of the patent system and will, in turn,
deprive the public of the disclosure of all facets of the invention, since patent
lawyers and inventors will attempt to keep the cost of obtaining a patent at a
minimum and thus will cut down on the length of the disclosure.

For example, at the present time an applicant may disclose two or three addi-
tional species of a particular apparatus by setting it forth in additional sheets
of drawing and describing the function of the particular species in the specifica-
tion. Since in mechanical cases one embodiment of the invention will support
broad claims, ther only one embodiment is likely to be disclosed so as to Lkeep
the cost of the patent at a minimum. There is always the possibility that other
inventors. after viewing the patent with one embodiment, will file patent applica-
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tions on the other embodiments which, if they had been included in the original
patent, would have discouraged later applicants from filing. By penalizing an
applicant for making a full disclosure in his application, not only will the public
be deprived of all of the fruits of the invention, but the Patent Office will also
be deprived of prior art which it could use against subsequently filed applications.

8. 85 U.8.0. j1(4) (reissue filing fees—H.R. 10966)

For the reasons given above regarding the fee of $10 for each independent
claim in excess of one filed in the original application, we oppose this same fee
with respect to reissue applications.

4. 85 U.8.C. 41(6) (discrimination against oral hearing by means of appeals fee—
H.R. 10966)

We oppose the schedule of fees regarding appeals to the Board of Appeals from
the decisions of the primary examiner in H.R. 10966. We feel that an appeal
fee of $100 is excessive. The refunding of $50, if an oral hearing is not had, or the
refunding of $75, if the appeal is withdrawn, means more bookkeeping problems
for the Patent Office and the need for a larger staff to handle the paperwork.
We are in favor of the $50 appeal fee as provided for in 8. 2225, since the
actual amount of revenue which will be collected by charging everyone $50 will
very likely average out to be the same as under H.R. 10966, once the cost of the
additional bookkeeping and recordkeeping required by the latter is deducted. 1t
appears the fee schedule of H.R. 10966 is only an attempt to discourage oral
hearings and will not bring in substantially greater revenue to the Patent Office.

5. 35 U.S.C. 41 (10) (sevenfold increase in assignment fee—H.R. 10966)

We are opposed to the provision of H.R. 10966 which provides for a $20 fee
for recording each assignment and other papers. While it may be that the $3
fee presently paid can be reasonably increased, the fee of $20 is believed to be
excessive. The Patent Office wants to relate fees to the cost of services, but
has not shown nor argned that it costs the Patent Office anywhere near $20 to
record an assignment.

6. Trademark fecs

The proposed changes in the trademark fees in the House and Senate bills
are substantially the same with the exception of the $20 recordation fee in the
former, and we approve the proposal set forth in the Senate bill wherein the
recordation fees are more reasonable.

7. 85 U.8.C. 151 (new procedure for issue of patent—H.R. 10966)

H.R. 10966 has a complicated system of billing a patentee who has been granted
a patent, and we are opposed to proposed section 151 of thig bill. We believe that
the final fee should merely be increased to $50, plus a charge of $2 for each
claim in excess of 10, as proposed in 8. 2225.

If the proposal set forth in the House bill becomes law, then the Patent Office
will require a larger staff to maintain the records and bill the patentees regard-
ing the cost of the patent (final fee, $40; $10 for each page of specification; $2
for each page of drawing), receive the moneys, and check the partial payment,
and, eventually, the full payment of the fees.

As provided in H.R. 10966, the Commissioner, at the time of giving a notice
of allowance, may require a sum, constituting a portion of the issue fee, to be paid
within 3 months of the date. Nonpayment means that the application becomes
abandoned. The remainder of the fee must be paid within 3 montks after the
date of the issuance of the patent, or else the patent lapses as c¢f the date the
issue fee was due.

In the first place, under the present system, an applicant is afforded amiple
opportunity after he receives the notice of allowance to decide whether or not
to file divisional applications on unelected subject matter. Such decisions
are almost invariably deferred to this time since, quite often, an applicant does
not want to go to the expense of filing an unelected species until such time as he
determines whether or not the elected species is patentable,

In addition, under present practice, one desiring to secure the priority of a
foreign application under the International Convention would have to obtain
the certified copy of the foreign application before it was determined whether
or not the U.S. application would issue as a patent, which would put him to un-
necessary expense in those cases in which no U.S. patent issues.

Still further, the present practice engaged in by some of deferring the filing of
foreign application until such time as the notice of allowance is received in the
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U.S. application would be eliminated and many applicants (i.e., those who do not
wish to take advantage of the International Convention, but who still want to
file abroad) would be forced, at the risk of loss of rights, to file abroad before
it was determined whether or not the U.S. patent would issue. The above prob-
lem would exist, of course, even aside from the increased paperwork and the
corresponding personnel burden which would be imposed on the Patent Office.

8. 85 U.8.C. 155 (maintenance fees)

We are opposed to any provision for maintenance fees under our patent
system. If the investor or his assignee is deriving royalties from his patented
invention, he will be paying more taxes on such royalties. The proposed fee
bill would only mean an additional tax on the inventor or his assignee, pay-
able at the end of the 5th, 9th, and 13th year.

If the purpose of the patent system is to stimulate inventions and reward
inventors by giving them a monopoly for a limited period of time, the imposition
of maintenance fees will have the effect of discouraging inventors from even
attempting to obtain patent protection, thus depriving the public of useful in-
ventions. The question most frequently asked by inventors is “How much
will it cost me to obtain a patent?’ It is submitted that the high fees for ob-
taining the patent and the maintenance fees required to keep the patent in force
for the 17-year period will discourage the inventor from proceeding to obtain
a patent.

While many corporations can afford the high fees, many other corporations
and individuals cannot, and it is from the latter that significant contributions
can be expected in the field of new inventions, which contributions may be re-
duced to a mere trickle by the heavy financial burden imposed.

We also object to the wording of proposed section 155(f) of I.R. 10966 and
section 155(c¢) of S. 2225, wherein only the inventor (or his heirs) who owns
the patent, may request deferment of the payment of the maintenance fee
at the end of the 5th and 9th year. The language of this section should be
amended to specifically include the filing of such deferment requests by the
assignees, whether individuals or corporations. Otherwise, the provisions of the
bill may be readily circumvented by assignees who merely obtain an option to
buy the patent, which option is renewable annually upon the payment of a
nominal sum. Title would reside in the inventor, who could make the necessary
affidavit in support of the request for deferment of the fees, and the assignee
need not take up the option until such time that the patent proved commercially
worthwhile.

CALIFORNIA RescparcH Corp.,
San Francisco, Calif., February 7, 1962.

Re 8. 2225—Proposed legislation for renewal taxes and increased fees on pat-
ents.
Hon. JoEN L. McCLELLAN,
U.8. Senate, Chairman, Subcommittee on Patents, Trademarks, and Copyrights
of the Senate Judiciary Committiee, Washington, D.C.

Sir: The above Senate bill proposes to raise patent fees to $90 and to add
maintenance taxes of $900. Thus, the cost for Patent Office charges would be
increased from the present $60 to $990—a change to 1,650 percent of the present
patent fees.

This tremendous increase in costs, in my opinion, could only result in a
depressing effect on the filing of patents. I am sure most large companies
would cut down on their patent filings, and it would be particularly detrimental
to small businesses and Individual inventors. It seems to me that the stimula-
tion of inventions and subsquent filing of patents which result in more business
ventures is a much more fruitful source of tax income.

The early disclosure of ideas through patents, and the resultant freedom to
publish in the technical literature after patents are applied for, promotes the
progress of science. Early disclosure of ideas benefits the public as published
ideas are used as a springboard to improved technology as well as to entirely
new approaches. There are many examples of patents which have never been
commercialized by the inventors but, through publication, other companies have
become interested, bought the patent rights, and used the ideas in commercial
ventures. Without publication, the tchnology would remain for al!l practical
purposes a secret and never reach the commercial stage.
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The large increase in costs proposed is said to be based on the desire to
make the Patent Office self-supporting. However, t0 make inventors support
the full costs of the Patent Office operations is contrary to the widely accepted
principle that where the public shares the benefits, the public should share
in the costs. Clearly, the public benefits from the patent system through the
early disclosure of ideas.

We would have no objection to the raising of patent fees to $90 but we par-
ticularly object to the innovation of maintenance taxes on patents. Such taxes
appear to be a new revenue-raising device without assurance that the fund
generated would be used to support the Patent Office. The exemption provision,
coupled to the proposed maintenance taxes, provides for deferring the taxes
for a while if the patentee can prove he received no benefit from the patent.
This exemption would be difficult and costly for both the Government and the
patentee to administer on account of the complexities of keeping records, such
as on patented inventions which are capable of being used as part of an apparatus
or process. I believe the recordkeeping would be most burdensome to the
individual inventor and the small companies, who would also then be most
hurt by maintenance taxes. Hence, the merit in the so-called exemption is
questionable.

In summary, we believe that raising patent costs to 1,650 percent of the present
fees is unreasonable and contrary to the best interests of the general public,
It would tend to discourage public disclosures of ideas and inventions and to
cause a shift to technical developments on a trade secrets philosophy. We
especially object to the proposed maintenance tax feature since it establishes the
precedent of taxing patents. Such a tax would be difficult to administer if
applied fairly, and present taxes on profits already reach to the beneficial use
of patented inventions. Taxes on patents, if once enacted into law, would
not be limited to the needs of the Patent Office. Such taxes would become mere-
ly another burden on potential inventors and would tend to discourage inven-
tions.

Yours very truly,
A. L. LyMaR,

CHAMBER OF COMMERCE OF THE UNITED STATES,
Washington, D.C., August 30, 1962.
Hon. JoEN L. MCCLELLAN,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights,
Committce on the Judiciary, U.S. Senate, Washington, D.C.

DEAR SENATOR McCLELLAN : The national chamber urges your subcommiitee to
recominend a realistic schedule of fees which would enable the Patent Office to
be self-supporting. S. 2225, now being considered by you, would substantially in-
crease such fees, but would not provide sufficient revenue to recover all Patent
Office costs.

The chamber believes that whenever practicable, the costs of Government pro-
grams, which provide special benefits to identifiable groups or individuals in ex-
gess of benefits to the general public, should be borne by those receiving the

enefits.

The Patent Office does provide special benefits to inventors, applicants for pat-
ents, and holders of patents. We believe they should bear the cost of the patent
system. I'or many years they did. The Patent Office was self-supporting over a
large part of its existence. However, the fee structure instituted in 1932, and
designed to maintain a balance between income and expenses at that time, has
been woefully inadeqguate in the face of increases in operating costs since
approximately 1940,

A table of income and operating costs of the Patent Office, submitied to the
House Committee on the Judiciary on April 19, 1962, by the Commissioner of
Patents, is a graphie portrayal of the inadequacy of the out-of-date fee structure.
In the period 1900 to 1940, income from fees actually exceeded operating costs in
22 years, and in the same 41-year period only 5 years show income ¢f less than
90 percent of costs.

Cost recovery has eroded rapidly since 1940; it has not again reached 90 per-
cent. In a steady decline, it has dropped to 32 percent in 1961 and is estimated
at 31 percent in the current year.

It is true that income from fees has increased 77 percent—$4.3 million in 1340
to $7.6 million in 1961. But operating costs in the same years iccreased 413
pe.cent—34.6 million in 1940 to $23.6 million in 1861. Substantial increases in
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personnel costs (including eight general pay raises since 1945) and printing and
reproduction costs have left fee collections far behind.

The chamber is of the firm opinion that under existing rates the general public
is subsidizing the specific beneficiaries of the patent system. It strongly recom-
mends enactment of legislation which would provide for recovery of the costs of
the Patent Office by means of an equitable fee system.

We urge your favorable consideration of this letter. Also, I will appreciate it
if you will include this in the record of hearings on S. 2223.

Sincerely yours,
THERON J. RICE,
Legislative Action General Manager.

CHICAGO, ILL., July 26, 1962.
Hon. EVERETT M. DIRKSEN,
U.8. Senate,
Washington, D.C.:

Based on my experience since 1927 as an engineer, I am very much opposed to
H.R. 10966 because it will do a great harm to engineering incentiveness. I am
hoping that you will not only vote against this bill but will use your influence
with all of your colleagues.

C. P. CLaARE, Arlington Heights, Il

JacksoN & PErrInNs Co.,
Newark, N.Y., June 26, 1962.

Subject : Celler bill, H.R. 10966 ; and McClellan bill, S. 2225,

Senator KENNETH B. KEATING,
Senate Office Building,
Washington, D.C.

Dear KEN: The above proposed legislation has been brought to my attention
and I am profoundly concerned about this legislation for several reasons. This
bill proposes a new concept of patent fees based upon very heavy charges called
maintenance fees. Obviously these are not maintenance fees at all but are a
revenue measure which are entirely contrary to the purposes and principles
for which our patent laws were devised. In our particular situation they would
impose a very heavy, unreasonable, and unbearable burden upon us and we would
be forced to curtail our research expenses.

At the present time we have 349 active plant patents. In many cases these
patents are active in connection with further plant research but in themselves are
no longer in commercial production, and as a consequent no direct income is
derived therefrom. Our research expenditures however are a continuing prop-
osition and in striving for new improved plant varieties, we many times utilize
these varieties in our hybridizing program, and if these are automatically lapsed,
we would lose the protection of our own research development accumulated over
the years.

As an example of the burden that this legislation would create, I am listing
hereunder the present cost of our application and issue fees applicable to our 349
active patents and the increase in cost due to the increase of these fees and to
the proposed so-called maintenance fees:

Number Present Proposed Tncrease

Applications. .o oeeeeo L 349 $30 $10, 470 $40 $13, 960 $3,490

Issue fee. oo e ccceeean 349 30 10,470 40 13, 960 3,490

Total. e mecmeeacccccaee I IO 20,040 [o_._._._ 27,920 6, 980
Proposed maintenance fees:

5th year, 349 at $100_.. [ $34, 900

9th year, 349 at $200___. - 68, 800

13th year, 349 at $300. 104, 700

Total 209, 400
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The past 21% business years have been extremely difficult ones in our business
and with others generally in the same trade. We feel that such extra burdens
as are proposed here in connection with the maintenance fees are all together
unjust and most certainly would further retard our business and create further
unemployment at a time when the national economy on all fronts seems to be
wavering. We do not object to the 33%-percent increase in the filing and
issuing fees since they are reasonable; however, we are strongly opposed to the
maintenance fees both from the standpoint that they are unwise and ill con-
ceived departures from patent policy, and that they are furthermore economically
unsound.

I would sincerely appreciate your very best personal efforts in seeing that this
legislation is defeated or so amended as to eliminate the maintenance fee feature
of these bills.

Thanking you, I am,

Yours sincerely,
C. H. PEREINS, President.

U.S. SENATE,
SELECT COMMITTEE ON SMALL BUSINESS,
September 6, 1962.
Hon. JouN L. McCLELLAX,
Chairman, Subcommittee on Patents, Copyrights, and T'rademarlks, Senate Com-
mittee on the Judiciary, Washington, D.C.

DEAR MR. CHAIRMAN: S. 2225 provides that Government departments and
agencies will now pay fees for patent applications and will also pay maintenance
fees for each patent at the rate of $100 after 5 years; $300 after 9 years; and
$500 after 13 years.

It is my understanding that the views of the departments and agencies affected
by this measure were not solicited by the Bureau of the Budget prior to the intro-
duction of the bill. Therc are indications that they would oppose patent fees.

Under present law, the Government may file without charge for patents for
Government employees (35 U.S.C. 266). In addition, the Government has tradi-
tionally filed for Government-financed, contractor-derived inventions without
charge. The Patent Office objected to this practice in 1953, but the Comptrolier
General ruled that the payment of fees by the Government in such instances is
an economic waste. He stated that:

“The basic purpose of prescribing fees for services rendered by the DIatent
Office must be to reimburse the United States, at least in part, for the cost of
such services. Obviously, such costs can be recovered, in reality, only by the col-
lection of charges or fees from private individuals or interests, since payments
by other Federal agencies constitute, in effect, merely a transfer of funds from
one pocket to another, and do not result in the net recovery of any costs by the
Government. In fact, payment and collection procedures would entail book-
keeping and other expenses which in the final analysis would involve an economic
waste of Federal funds. This factor alone is persuasive in resolving the
question.” i

Preliminary inquiries of several Government departments reveal that the
effect of charging them a fee would discourage and inhibit filing of applications
and maintenance of patents because of the additional administrative burden
involved in processing payments to the Patent Office and the burden on the
agencies’ budget for this purpose. This could well undermine the :hility of
the Government to protect its own interest as well as the interests of the public.
Provisions would also have to be made in contracts with private contractors to
insure that the Government would take over patents in the event the contractor
did not arrange to pay maintenance fees, for, any nonpayment by the contractors
would defeat the Government’s interest in the patent, since the patent rights
would expire if the maintenance fees were not paid.

It is the opinion of the Comptroller General that it is the statutory duty of
the Patent Office to furnish services to the Government and that the annual appro-
priations by Congress provides funds to carry out this specific responsibility.

Since neither the Comptroller General nor any of the Federal departments
and agencies which would be directly affected by S. 2225 have had the opportunity
to express their candid views on this important legislation, I earnestly hope
that action on this bill will be postponed until next year.

89438—-62——11
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I am attaching a letter from the Comptroller General of the United States to
the Secretary of Commerce, dated July 13, 19533, which I respectfully request
be placed in the public record with this letter.

Sincerely yours,
RusseLL B. LoxNg,
Chairman, Subcommitiee on Monopoly.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, July 13, 1953.
The Honorable the SECRETABY oF COMMERCE.

My Dear MR. SECRETARY ;. Reference is made to your letter of May 13, 1953,
requesting reconsideration of decision of this Office dated March 11, 1953,
B-111648 (32 Comp. Gen. 392), wherein it was held generally that none of the
statutes prescribing schedules of patent fees require expressly or by necessary
implication the collection of fees from other agencies of the Government. As
support for this conclusion reference was made to the canon of statutory inter-
pretation that the sovereign is not affected by statutory provisions unless ex-
pressly named therein or included by necessary implication.

It is urged in your letter that the cited rule of statutory interpretation should
not be applied to the instant situation since the statute explicitly provides for
fees, making no exceptions thereto; that “where the language of the statute is
clear and unambiguous, it must be held to mean what it clearly expresses;”
and that the specific exemption of the Tennessee Valley Authority from the
payment of fees for copies of documents furnished by the Patent Office, under
the maxim “Expressio unius est exclusio alterius,” must logically mean that the
fees are applicable to all other Government agencies.

It is further urged that to hold that such agencies may avail themselves of the
general provisions of the statutes providing for the supplying of services and
documents by the Patent Office but are not bound by the provisions requiring
payment would contravene the principle that where the sovereign claims the
benefits of a statute, it is bound by the incidental conditions attached thereto,
including the payment of costs for such services. Also, it is stated that the trade-
mark statute (15 U.S.C. 1051-1127) is on a par with the patent statute so far as
concerns the payment of fees; that no exception is stated therein in favor of the
Government or any Government agency, other than the Federal Trade Commis-
sion, to the payment of fees for all services rendered and the Government depart-
ments and agencies customarily pay the required fees when they have occasion
to take recourse in the Patent Office to the trademark statute. As further bear-
ing on the matter of statutory construction, you direct attention to various other
statutes authorizing or prescribing the collection of fees for services rendered by
certain Government agencies which specifically except the Government from the
payment of such fees, contending that if the canon of statutory construction that
the sovereign is not affected by statutory provisions unless expressly named
therein or included by necessary implication, were applicable, there would be
no reason for specifically excepting the Government. Also, it is argued that
the presence of exceptions in favor of the Government in some fee statutes would
indicate that Government agencies are not excepted from statutes not so pro-
viding. Finally, in view of doubt as to whether the decision of March 11 ruled
on the propriety of payment of patent fees other than those specifically ques-
tioned by the Department of the Army, it is requested that the scope of the ruling
be clarified.

The canon of construction cited in the decision of March 11, as well as those
urged for consideration in your letter, is merely an aid in arriving at the meaning
of the statute. It is the legislative intent which must control; and, in arriving
at the legislative intent, the entire statute, its forms, its several parts, its pur-
pose, its relation to other statutes, and the effect of construing it one way or
another, must be considered.

The basic purpose of prescribing fees for services rendered by the Patent Office
must be to reimburse the United States, at least in part, for the cost of such
services. Obviously, such costs can be recovered, in reality, only by the collection
of charges or fees from private individuals or interests, since payments by other
Federal agencies constitute, in effect, merely a transfer of funds from one pocket
to another, and do not result in the net recovery of any costs by the Government.
In fact, payment and collection procedures would entail bookkeeping and other
expenses which in the final analysis would involve an economic waste of Federal
funds. This factor alone is persuasive in resolving the question.
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Such is the underlying philosophy of the act of December 19, 1942 (56
Stat. 1067, 5 U.S.C. 606), and of the other statutes referred to in your letter,
which, while authorizing or prescribing the assessment of fees for services ren-
dered, specifically except other branches of the Government from the payment
of such fees. The presence in certain statutes of an exception in favor of the
Government as to the payment of fees does not necessarily imply that fees are
to be collected from Government agencies under statutes containing no such
specific exception. It is an element to be considered, but it may only signify
that the Congress in those instances was consciously aware of the matter and
decided to emphasize the exclusion of the Government from the payment of
fees. On the same theory, I cannot agree that because some provisions of the
patent laws may apply to the Government without express inclusion all sec-
tions to which no such exception is specified apply with equal force. The
very statute which you present in support of that view—the section of the Ten-
nessee Valley Authority Act (55 Stat. 775) which specifically excepts the
Authority from the payment of Patent Office fees for the furnishing of copies of
documents, section 19 of the act of May 18, 1933 (48 Stat. 58, 68; 16 U.S.C.
831r)—refutes the proposition, That section provides that ‘“The Corporation,
as an instrumentality and agency of the Government of the TUnited
States * * *” shall be furnished by the Commissioner of Patents with copies
of documents on file in the Patent Office without payment of fees. Rather
than indicating an intent that only the Tennessee Valley Authority should be
excepted from the payment of Patent Office fees, it appears that the statutory
language was designed primarily to require that the Authority, as a Govern-
ment corporation, should be accorded the same preferential treatment and
exemption from the payment of fees as any other “instrumentality and agency
of the Government.,” House Report No. 48, 73d Congress, explains this section
as “merely a declaration that the Authority is the agent of the United States
in carrying out its constitutional powers.” Likewise, with respect to the specific
exemption of the Federal Trade Commission (15 U.S.C. 1064) from the pay-
ment of the fee prescribed in the trademark statute upon application for can-
cellation of a registered mark, a review of the congressional hearings in the
matter establishes that the involved bill, as originally proposed, was amended
to include the cited provision for the purpose of conferring on the Govern-
ment, in general, the same right to apply for cancellation of a registered mark
as that accorded to private invididuals and firms. Also, it appears that the
Federal Trade Commission was specifically mentioned merely because it is the
agency, acting on behalf of the Government, most likely to be concerned and
involved in matters of this nature. See the Congressional Record of June
28, 1946, page 7890, wherein, in explanation of this provision of the bill, it is
stated by Senator O’'Mahoney that—

“The intent of Congress to protect the public from the abuse of trademarks
and trade names was demonstrated by the adoption of an amendment permitting
the Federal Trade Commission to apply to cancel a mark.”

In conclusion, it is the statutory duty of the Patent Office to furnish services
both to the Government and to the public in connection with the administration
of the patent and trademark laws. The Congress annually provides funds to
carry out these duties and responsibilities. Repeatedly, in its annual reports
to the Congress, your Department has commented on the extent of the free
services furnished by the Patent Office to other branches of the Gov-
ernment. In the hearings before the subcommittee of the Committee on
Appropriations, House of Representatives, in support of the budget request of
$12,200,000 for the Patent Office for the fiscal year 1933, it is stated on page 375 by
the former Commissioner of Patents that “We are doing our utmost * * * to
maintain at a level of minimum adequacy the patent and trademark services
which the Office is charged with performing for other Government agencies and
the public.” Again, on page 377 of the “hearings,” it is stated that “our budget
has to support services valued at about three-fourths of §1 million a year for
other Government departments, foreign governments, and public libraries ® * .
That is quite a material item that we have to absorb in our budget.” Again,
on page 378, there is included a table showing the items or services furnished
free of charge to other Government departments and the estimated revenue if
fees were charged. Only a part of these services can be identified as covered
by the specific exemption to the payment of patent fees where the applicant
for a patent is an employee of the Government (35 U.S.C., 1946 ed., 453). Hence,
I am inclined to view this situation as falling under the general rule that pay-
ment for services rendered by one agency of the Government for another is not
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authorized where the services are required by law in carrying out the normal
functions of the performing agency and for which appropriations are specifically
provided. See 16 Comp. Gen. 333; 17 id. 728; 31 id. 14.

Accordingly, on the basis of the present record, since there is nothing in the
legislative history of the statutes here involved or otherwise manifesting an
intent to authorize or require that fees be collected from the United States or
its agencies for services performed by the Patent Office, the decision of March 11,
1953, is affirmed. And, as to the scope of that decision, you are advised that the
payment by other agencies of the Federal Government of any of the fees and
charges prescribed by rule 21 of the Rules of Practice in Patent Cases is not
authorized.

Sincerely yours,
B. L. FISHER,
Acting Comptroller General of the Uniled States.

MniEs LABORATORIES, INC.,
Elkhart, Ind., July 19, 1962.
Hon. JoHN L. McCLELLAN,
Senate Office Building,
Washington, D.C.

DeAR SENATOR MCCLELLAN : We wish to express our opposition to the new
Patent Office fee bill, H.R. 10966. In a nuwmber of respects this bill would
defeat the intent of the patent system to benefit the public and further includes
provisions which, under the guise of a change in fees, would drastically and
improperly change both Patent Office practices and substantive patent law. A
modest increase in fees which is in line with the cost-of-living increase, since
the last increase in fees, is in order and a compromise bill effecting such an
increase should be enacted.

The benefit of the patent system inures primarily to the public and its benefit
to the inventor is.only secondary. Like the Federal judiciary, the patent
system was not intended to be supported by the fees collected from those using
it in the first instance.

Referring more particularly to specific provisions of the bill, paragraphs 1
and 2 of section 1 discriminate particularly against inventors who have made
more complex inventions, The increased filing fee provided by paragraph 1
is unnecessary as a deterrent to undo multiplicity of claims, since the present
practice of the Patent Office in rejecting claims too great in number is effective
for this purpose.

The $10 fee provided in paragraph 2 of section 1 for printing each page of
specification encourages minimal and inadequate disclosures, contrary to the
intent of the patent system which is to encourage full and comprehensive dis-
closure of the invention to the public in the specification. Both paragraphs 1
and 2 change substantive patent practices under the guise of a fee change.

The provision of paragraph 6 of section 1 penalizes applicants who present
their views to the Board of Appeals in person. Any such provision which
would reward an inventor for failing to appear at the hearing of his case or
would deprive citizens of their day in court is reprehensible.

The provisions of paragraph 10 of section 1, and paragraph 12 of section 3 are
discriminatory against corporations which frequently find it necessary to record
assignments of hundreds of patent and trademark applications, patents and
trademark registrations. The bill appears to effect a totally unwarranted
tremendous percentagewise increase in the recordal fees for such assignments.

With respect to section 6, the imposition of taxes penalizing those inventors
wishing to maintain patents alive more than 5 years is not only contrary to
the intent of the patent law, but it also very substantially increases the cost of
patents to inventors. This provision ignores the fact that patents are issued
to inventors only in return for complete divulgation of their inventions to the
public for the benefit of all.

Subparagraph (f) of section 6 raises legal and administrative problems totally
unrelated to known substantive patent law and makes a patent’s validity depend
upon what the inventor, his assignee, or any licensee may have earned from the
patent. This injects into patent litigation tremendous areas of conflict totally
unrelated to questions of real merit and substance.

Yery truly yours,
VINCENT J. ROMEO.
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STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS ON 8. 2225

This statement is made on behalf of the National Association of Manufacturers,
a voluntary membership corporation with approximately 17,000 member com-
panies, 83 percent of which are small businesses. Moreover, the association
membership consists of representatives from every segment of American
industry.

This bill, 8. 2225, would make major revisions in the fees now charged by the
Patent Office in the prosecution of patent and trademark applications. In addi-
tion, it provides for maintenance fees payable after a patent has been issued.
Our principal interest in this bill arises because of the provisions contained
therein for maintenance fees.

Generally, the association approves the objective of the Patent Office to
realize substantially increased revenue to cover a greater portion of the cost of
the work of the Office leading toward the issuance of the patent. The associa-
tion has no objection to increasing the presently existing fees charged by the
Patent Office to accomplish this end. We do not agree, however, with the pro-
posal to realize a part of the projected increased revenue by the imposition of
maintenance fees on issue. We are, therefore, opposed to 8. 2225.

Our objection to maintenance fees is largely grounded on the fact that they
would impose upon the U.S. patent system certain requirements detrimental to
the desired objectives of the system, merely to obtain increased revenue. This
does not seem desirable when the objective can be accomplished simply by in-
creasing existing fees.

It should be kept in mind that the patent system was set up for the benefit of
the public and not any class of individuals. The public benefits from the dis-
closures in all patents, and benefits mostly from the disclosures in patents on
advance inventions which are not available commercially. Others may then
utilize such information in additional work to make further or alternate inven-
tions. This results in a continuing stream of more practicable devices for the
benefit of the public. If these disclosures are not made, it follows that the
public is the loser.

Maintenance fees not only will tend to discourage the filing of patent appli-
cations in general, but particularly, will discourage the filing of patent applica-
tions on inventions which result from advanced development and research and
which are “ahead of their time.” Patents will continue to be taken out on de-
tailed designs of products which are being placed on the marvket since it will
be known that the sales will justify paying the fees. In contrast with this, it
will be hard to justify filing on inventions, the commercial future of which is
unknown, if the threat of future payments is present.

There are other specific objections to maintenance fees which are quite serious.
One is that they will greatly complicate matters from the point of view of the
individual inventor. He will have to be careful to bring up in good time the
maintenance fee due, and probably will be compelled to employ counsel to help
make the hard decision as to whether to let his brainchild go by the board, or,
to pay the required amount and hope to commercialize the invention further dur-
ing the ensuing 5 years.

From the Patent Office standpoint, it is difficult to believe that the proposal will
result in anything but a substantial increase in administrative costs which
would cut down on any revenue realized from maintenance fees.

Another objection to maintenance fees is that there is considerable doubt
as to how much revenue would be raised since it is difficult to determine how
many patents would be maintained or how much the revenue would be 3, 10, or
13 years in the future.

The T.S. patent system has generally been recognized as the most successful in
the world. The superiority of our system is illustrated in the high proportion
of sales by U.S. companies in the last several years of new developed prod-
ucts—the majority of which are patented—and by the large degree to which in-
dustry abroad has taken up the innovations arising in this country. Bearing
this in mind, an increase in presently existing fees charged by the Patent
Office is a matter which we favor—if based on the structure presently existing.

For many years the patents committee of the NAM has strongly supporterl the
efforts of the Patent Office in its worthy attempts to increase its overall efficiency
and to reduce its work backlog. In making a recommendation for increases
within the existing fee structure, we have devoted serious consideration to the
problems of individual inventors as well as to applications and issuances in-
volving companies and their employees. We are of the firm belief that an
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increase would be fair and reasonable to all concerned. It is very unlikely that
discoveries or inventions of any value will be lost to the public by the require-
ment of an increase in fees, which have not changed in 30 years. In summary,
we believe the patents system of the United States stands to be best served by
legislation based on fee increases within existing structures rather than attempt-
ing to institute a maintenance fee system.

THE NEW YORK PATENT L.LAwW ASSOCIATION,
New York, N.Y., September 6, 1962.
Re 8. 2225 and H.R. 10966.

Hon. JoEN L. McCLELLAN,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights, Committee
on the Judiciary, Senate Office Building, Washington, D.C.

DEAR SENATOR McCLELLAN: As we have previously indicated to you in reply
to your letter of August 24, 1962, it was not possible for a witness to appear on
behalf of the New York IPatent Law Association before your subcommittee at
the hearings on Tuesday, September 4. In lieu of a personal appearance, we
submit the following comments which we hope will be helpful to you.

I might add that these comments in the main are similar to those which I
submitted to Congressman Celler in commenting on H.R. 10966. I understand
that in your hearings you will consider both the House version of the fee bill
H.R. 10966 as well as the Senate version S. 2225. Accordingly, our present com-
ments have been amplified to include appropriate comments on the differences
between the two bills.

‘We are in accord with sections 1, 2, and 3 of H.R. 10266. The increased fees
they provide appear to be justified generally by the need for additional revenues
to offset the increased cost of Patent Office operations. There is merit, too, in
their encouragement of succinctness and brevity in patent applications, their
recognition of the differential fee principle in requiring higher fees for applica-
tions which are normally more demanding of Patent Office services, and their
discouragement of filing appeals for the purpose of delay. In our view, H.R.
10966 is preferable to S. 2225 because the latter bill omits higher fees for
appeals that are considered by the Board, fees for disclaimers, revival of
abandoned applications, extra fees for delayed payment of the final fee, and
higher fees for recording assignments.

‘We are opposed to section 4 in its present form and are opposed to sections
6 and 8, for these reasons :

Section 4

By the proposed amendment of U.S.C. 35, section 151, the Commissioner is
required to issue the patent at some indefinite time after the notice of allowance,
regardless of whether the final fee is paid. This would have the effect of
taking away from the applicant his present right to abandon the application
after its allowance and thus rely on protection through continued secrecy of
the invention rather than through the patent, a choice which is important to his
best interests in some instances, as when pertinent prior art is first brought
to his attention after allowance of the application but before the patent would
normally issue. It would also seriously impair his present right to file a
“divisional” or a ‘“continuation” application after allowance of the ‘“parent”
application, in order to present new claims or an improved disclosure in the
light of newly acquired information. It would adversely affect the applicant’s
present right to await the final outcome of examination of his application in
the U.S. Patent Office before incurring the expenses of filing corresponding
patent applications in foreign countries; since issuance of the patent would
automatically cut off the prosecution of it in the Patent Office and foreclose
the applicant from the further steps in the prosecution, between notice of allow-
ance and payment of final fee, which are now enjoyed. Finally, it would tend
to delay the prosecution of patent applications by encouraging applicants to re-
tain unduly broad or informal claims in the case for the very purpose of pre-
venting a premature and untimely issuance of the patent.

‘We believe that the provisions of section 4 have no proper place in the present
bill which is directed to Patent Office fees. Section 4 deals with substantive
rights of the applicant and should be considered separately as to whether there
is any real need for it and whether any possible advantages are offset by
disadvantages.



PATENT OFFICE FEES 151

Bections 6 and 8

In our view, any benefits to be derived from the proposed maintenance fees
are outweighed by their adverse effects and, moreover, are illusory.

The net amount of additional revenue they would provide to the Patent
Office is speculative, particularly in view of the uncertainty as to the number of
patents which would be allowed to lapse for nonpyament of maintenance fees.
Whatever this additional amount might be, it may in time be offset or more
than offset by loss of revenue to the Internal Revenue Department as a result
of premature lapsing of patents under the maintenance fee provisions. ¥or
example, many small or struggling corporations develop patentable products
which they cannot produce or sell immediately. The development may come
in the middle of a recession or at a time when the corporation itself is short
of capital; or the product may be ahead of its time. Whatever the cause,
the product is apt to be shelved. 1In these circumstances, there is a serious
risk that the patent maintenance fee will not be paid. Then later on, when
conditions are more favorable for promoting the invention, the corporation is
unwilling to risk the necessary capital investment because its patent protection
has been forfeited, with consequent loss of taxable income which the invention
might have otherwise produced.

We also question the arguments by proponents of maintenance fees that
elimination of “dead wood” patents will be effected through nonpayment of
such fees. This elimination i8 not apt to occur in cases where the patent owner
can easily pay these fees, unless the patented invention is proved conclusively
to be valueless. Moreover, it is difficult to determine when a patent is of no
value or is “dead wood.” There have been many patents for inventions which
did not attain commercial success until a decade or more after the patent
grant. It is likely that the patent system would suffer more through forfeiture
of patents of this type, due to incorrect predictions by patentees or their
inability to pay the maintenance fees, than it would gain through elimination
of patent rights which are truly “dead wood.”

Section 155(c) of 8. 2225 and section 155(f) of H.R. 10966 would permit
an inventor or his heirs (but not assignees) to defer the first and second mainte-
nance fees if the total benefit received by the inventor or any other party having
any interest in the subject matter of the patent was less than the value of the
amount of the fees. We have two strong objections to these provisions. In
the first place, there is discrimination against small corporations and indigent
assignees with respect to fee deferrals. In the second place, it will be too diffi-
cult in many instances to determine the amount of benefit received by the
inventor so as to determine whether the fees may be deferred.

Other factors on which our view is based are the burdens involved to insure
timely payment of maintenance fees by patentees and the risks of inadvertent
nonpayment of these fees within the time allowed.

Taking into account all of these considerations, we are opposed to the
principle of maintenance fees, and the more so because it appears that their
primary purpose is to increase Patent Office revenue to some arbitrary percent-
age well over 50 percent of its budget. We believe this to be an unfair burden
on patent owners, who after all represent only a small number of those bene-
fiting from the facilities of the Patent Office. Industry, in general, benefits
by having readily available a vast central store of well classified technical
information on which to base further technical advances. The general public
benefits from the progress in the useful arts which is brought about through the
workings of the puatent system. This, indeed, is the basic reason for the
existence of the Patent Office.

We believe, therefore, that the revenue derived through Patent Office fees
from applicants and patentees, to constitute their fair share of the Patent
Offic budget, should be about 50 percent and certainly not more than 60 percent
of that budget. If the fees proposed by sections 1-6 of H.R. 10966 will not
produce such revenue, the necessary additional amount should be provided by
increasing these fees, especially the fee for issuance of a patent, rather than
by imposing patent maintenance fees.

Very truly yours,
Cyrus S. Hargoop, President.



152 PATENT OFFICE FEES

OREGON PATENT LAW ABSSOCIATION,
Portland, Oreg., July 30, 1962.
Re Patent Office fee bill, H.R. 10966.

Hon. MAURINE B. NEUBERGER,
Senator from Oregon,
Senate Office Building,
Washington, D.C.

MapaM : The Oregon Patent Law Association on July 16, 1962, passed a resolu-
tion recommending the tabling of H.R. 10966 for further study because of the
drastic changes in the fee schedules proposed.

‘We hope that you will keep this matter in mind if by chance the House bill
is passed and the subject matter thereof comes to the Senate for its review.

Very truly yours,
JosePH B. SPARKMAN, Secretary-Treasurer.

THE PATENT LAW ASSOCIATION OF PITTSBURGH,
May 28, 1962,
Hon. JouEN L. McCLELLAN,
U.8. 8enate, Washington, D.C. .

DEAR SENATOR MCCLELLAN: I enclose a copy of a resolution adopted by the
Patent Law Association of Pittsburgh at its annual meeting held on May 16, 1962,
relating to H.R. 10966.

Respectfully,
James K. EveErHART, JR., Secretary.

RESOLUTION

Resolved, That the Patent Law Association of Pittsburgh, while recognizing
the principle that some Patent Office fees should be moderately increased and
should be related in part to Patent Office expenses, is strongly opposed to in-
creases in the several basic fees in excess of 100 percent, as provided for in H.R.
10966, and in particular is opposed to: (@) The institution of patent maintenance
fees, as provided for in sections 6 and 8 of H.R. 10966; (b) the complicated deter-
mination of fees for issuance of patents, as well as the precipitous printing and
issuance of patents without at least partial prior payment of a final fee, as pro-
vided for in sections 1 and 4 of H.R. 10966; and (c) the regulation of Patent
Office practice through a fee bill. This resolution, adopted at the regular meeting
of the association on May 16, 1962, shall be promptly communicated to the appro-
priate congressional committees, and to the Commissioner of Patents.

THE PHILADELP1IIA PATENT LAW ASSOCIATION.
Philadelphia, Pa., August 27, 1962.
Re 8. 2225 and H.R. 10966.
Hon. JoEN L. MCCLELLAN,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights, Senate
Committee on the Judiciary, U.S. Senate, Washington, D.C.

DEAR SENATOR MCCLELLAN : On May 18, 1962, I sent you a letter reporting the
opposition of our association to the Patent Office fee bill 8. 2225 and particularly
opposing the institution of maintenance fees on issued patents. Our board of
governors has now instructed me to further advise you of its opposition to the
provision of the Patent Office fee bill which provides for the payment of $10 for
each independent claim in excess of one for the reasons briefly outlined below.

Particularly in complex mechanical and electrical cases, a substantial number
of independent claims are essential in order to properly cover various different
combinations which cannot be covered by using one independent claim and
dependent claims. Thus the $10 fee for each independent claim over one
represents a substantial penalty for claim situations which, under our patent
laws, are absolutely necessary.

In the view of many patent lawyers, dependent claims are more vulnerable
with respect to validity than independent elaims covering the same subject
matter.
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This provision would make the fees with respect to certain patent applications
excessively high even considering the increased labor involved on the part of the
Patent Office. In discussing large applications in his statement before the
House Committee on the Judiciary on April 19, 1962, the Commissioner of Patents
referred to Patent Nos. 1,817,451 and 2,925,957, Under the new fee bill, the fees
for prosecuting the applications from which these patents matured are estimated
to be $11,910 and $7,834, respectively due to the large number of independent
claims.

Very truly yours,
GEeORGE J. HaRrDING, 3d, President.

THE PHILADELPHIA PATENT LLAW ASSOCIATION,
MMay 18, 1962.
Re 8. 2225,
Hon. JAMES O, HASTLAND,
Chairman, Senate Committee on the Judiciary,
Senate Office Building, Washington, D.C.
SENATE COMMITTEE ON THE JUDICIARY,
Chairman, Subcommittee on Patents, Trademarks, and Copyrights,
U.S. Senate, Washington, D.C.

GENTLEMEN : The members of the Philadelphia Patent Law Association have
been polled in writing regarding the provisions of the Patent Office fee bill,
S. 2225, with a large response having been made to the poll. The tally of the
response shows a large majority vote for each point in the following resolution
of our association of May 17, 1962.

“Resolved, That the Philadelphia Patent Law Association favors an increase
in the fees charged by the Patent Office and specifically an increase in both the
filing and final fees, but does not consider it desirable that the Office be placed
in a completely self-supporting position and particularly strongly opposes the
institution of maintenance fees on issued patents.”

It is deemed appropriate to particularly emphasize to you that the aforesaid
poll, both by a strong majority vote and by written comments, clearly showed
that our association is very much opposed to the institution of maintenance fees
on issued patents.

Very truly yours,
GEORGE J. HARDING 3d, President.

CHICAGO, ILL., July 26, 1962.
Hon. EVERETT M. DIRKSEN,
U.8. Senate,
Washington, D.C.:

Am very much opposed to H.R. 10966. Creativeness has made America great.
Passage of this bill will stifle incentive to invent thereby choking the source of
new and improved products and systems. We cannot do this. Vote against bill
and urge colleagues to join you in effort to defeat.

M. E. PRICHARD.

STATEMENT BY Louis ROBERTSON, ARLINGTON HEIGHTS, ILL.

There seems to be a tendency to forget that the patent system exists “to
encourage.” Already the total costs to an inventor of partaking of this “encour-
agement” are so great that to my personal knowledge a substantial percentage
of inventors are discouraged, especially those who are sensible enough to be well
aware of the uncertainties encountered: The risk of forgotten prior art; the
risk of harsh treatment by the Patent Office; and if this is survived, by the
courts, and when if neither of these are harsh, the risk of a fatal defect in a
patent even drawn by a good attorney. And of course, the risk surpassing all
these, of failure on the market.

Even if only one inventor in a thousand would be discouraged, is that wise from
the standpoint of the country’s general welfare? And what percentage can we
discourage before the Government loses out from a purely fiscal standpoint, by
losing the taxes it would have collected on royalties, on the profits of a created
industry, and on all the wages in and contributing to that industry?
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Is there any reason why the Patent Office should be singled out for recovery
of the high cost of its operation from fees? I say “singled out”, because these
fees are not proposed in accordance with any general principles stated by the
Budget Bureau. The Budget Bureau does have a statement of general princi-
ples, but no one has attempted to show, certainly by any public presentation,
that these general principles require any fee increase, much less a large one.
Indeed, one of the general principles notes an exception where the public interest
would be impaired. But aside from that there can be no doubt that at most
only a part of the benefit going into each application goes to the inventor
directly. The work of the patent examiner is so important on behalf of the
public that public interest would clearly preclude letting the inventor get his
patent, if he chose, as in France without the alleged benefit of an examination.
It is true that that would weaken the presumption of validity, but it is not very
strong in most courts anyway. Speaking for an inventor I would rather forego
the presumption of validity, if the law also protected me, as it could, against
invalidity on mere technicalities of failing to use the right words in a definition
or claim of the invention. To a very large extent, the Patent Office transactions
amount to the negotiation of a contract in which the inventor’s interest is repre-
sented by the attorney whom he pays, and the public interest is represented by
the examiner, and so there is no reason why the benefiting public should not
pay the examiner. Likewise the inventor rarely is interested in having his
patent printed. In Canada. the inventor files a copy (carbon) of his applica-
tion and receives it back in his patent bound in an official jacket bearing the
grant. Again, it is the public that desires printing.

On these facts, the general principles of the Budget Bureau could and prob-
ably should be satisfied with present Patent Office fees (or even uo fees, though
fees are desirable for other reasons).

Furthermore, the Patent Office is unique in a manner not contemplated by
the Budget Bureau’s statement of principles. It is probably the only Govern-
ment agency in the country in which something of value is brought to the agency
and donated to the puhlic. Over and above making the invention for public
enjoyment, the inventor furnishes an expensive disclosure of this invention,
which the Government wants to have printed and disseminated for the public
good. The Government pays the research, the manuscript, and typesetting
costs on many other technical publications. If it followed the same practice
on patents, even if it screened the original ideas and threw out ninc-tenths of
them, the thoroughly justifiable Government costs would be many times the
present cost of the Patent Office.

One excuse for charging the inventor in complete disregard of the foregoing
principles of fairness is that inventors, or their assignees, receive patents of
great value. What is the source of this value? The source is not the Govern-
ment. Many patents, perhaps the majority, on which the Government has done
all that it does on any patent are valueless. The value depends on the inven-
tion, which is derived entirely from the inventor, and therefore in fairness is
not a valid excuse for charging him large sums. Indeed, the inventor must pay
an attorney to struggle diligently to keep the Patent Office from whittling away
all of the value by refusing to allow broad claims.

The other excuse for disregarding the foregoing principles of fairness is that
the inventor can pay $120 as easily as he once paid $60. Aside from the fact
that the present bill goes many times beyond that, there are two fallacies.

(1) Maybe the $60 when set was too high, and we have no way of being sure,
nor even adequate reason for assuming that there were not inventors discouraged
by it then. ’

(2) Perhaps the risks in entering the patenting oecupation have either so
greatly increased or become so much better known that there is far more need
for concern now than there was then over the danger of fee discouragement.

It is true that the fee discouragement is not very applicable to three-fourths of
the patents, which are owned by corporations. But it is equally true that the
benefit to the public in raising the fees for these patents is dubious or even less
than zero. These fees will go into corporate cost figures. In a few instances
they may be inadvertently absorbed, but in most instances they will have an
equal part with all other costs influencing prices. Since this will involve sue-
cessive markups by the manufacturer and all subsequent handlers, the public
will end up paying far more in prices than it would have paid in supporting
the proper governmental work of the Patent Office directly by taxes. This in-
evitable cost increase would add its increment to the inflationary tendencies in
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our economy. There may be times when the cost of proper governmental func-
tions should be collected from the immediate recipients, in spite of the foregoing
economic theories. That is certainly true when we want to discourage waste-
ful use of a governmental function, a purpose served by the present Patent Office
fees. It tends to be true also when the cost charged to the recipients would
tend in the end to be paid by only a relatively narrow portion of the population
who are the sole and ultimate beneficiaries. In the case of patents however, the
whole ultimate public is fairly uniformly the beneficiary, and each member of
the public will ultimately pay his share of Patent Office costs either directly in
taxes, or indirectly, with markups, in prices.

Perhaps in the end it comes down to this: We can be sure that any substantial
fee increase will add to the present high cost which undoubtedly handicaps the
patent system as an incentive to some extent. We cannot be sure how much
the effect of this added discouragement will be. In view of the importance of
maximum incentive, in view of the foregoing discussions of fairness, and in view
of the dubious gains to the taxpayer who is also a consumer, is it wise to take
any such risk?

CHICAGO, ILL., July 26, 1962,
Hon. EVERETT M. DIRKSEN,
U.S. Senate,
Washington, D.C.:

Urge you vote against H.R. 10966. This bill will most certainly discourage
incentive to invent and lack of creativeness will eventually dry up our American
economy. Consider its serious impact on Americas future. Vote against and
urge your colleagues to do likewise, please.

T. L. Step.

LouIisiaw 4, Mo., September 6, 1962.
Hon. Epwarp V, LoNG:

Confirming our previous talk with you regarding McClellan’s Senate bill 2225
on increased patent fees before Senate Judiciary Committee, we do not object
to moderate increase in original filing fee on patents but the proposed large main-
tenance fees due at intervals of 5, 10, and 13 years are exorbitant and not justi-
fied. They should be eliminated from bill. This should not be used as fund
raising method. It would be large and unnecessary burden on agriculture which
needs encouragement by improvements resulting from plant patents. Would
appreciate your help.

EpwIN J. STARK.

CHIcAGO, ILL., July 26, 1962.
Hon. EVERETT M. DIRKSEN,
U.8. Senate,
Washington, D.C.:

Am much opposed to H.R. 10966. Bill is dangerous to American economy as
discourages incentive to create new products. Vote against and urge colleagues
to do same,

J. R. STINE.

JuLy 3, 1962.
Subject : 8. 2225 (McClellan bill).
Hon. THOMAS H. KUCHEL,
U.8. Senate, Washington, D.O.

DEeas SExXATOR KUCHEL : Believing you may have some desire for early reaction
to proposed legislation, we write now concerning a bill on which early action is
not expected. We, therefore, respectfully recommend a vote in favor of the
Patent Office fee bill known as the McClellan bill, 8. 2225, when it comes to floor
of the Senate for consideration.

We are a small business depending entirely on the income from plant patents
obtained on our own new developments in the horticultural field. We under-
stand there is little or no controversy concerning the proposed increases in the
filing fee and the issue fee provisions of the proposed bill. We believe them to
be reasonable and justifiable. We, likewise, have no objection to the principle
of maintenance fees proposed in the McClellan bill. We do feel they would be
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more equitable and collectible if the schedule of fees did not contain an increase
for the 13th year, with respect to plant patents which generally tend to decrease
in value and income with age.
Sincerely yours,
SwiM & WEEKS,
H. C. SwinM.

UNITED INVENTORS AND SCIENTISTS OF AMERICA,
Log Angeles, Calif., August 30, 1962.
JoHN L. MCCLELLAN,
Chairman, Patents, Trademarks and Copyrights Subcommitice, U.S. Senate,
Senate Office Building, Washington, D.C.

DreAr SENATOR MCCLELLAN : Supplementing my letter of August 28, may I state
emphatically that we are definitely against bill 8. 2225, We believe this bill is
monstrously unfair to the inventors. We believe it is unjust for the U.S. Gov-
ernment to take away the patents, inventions, and initiative from the creative-
minded inventors by passing such a bill.

Enclosed you will find our statement, and I would like to have this reported as
our stand against bill S. 2225. .

Sincerely yours,
Davip RESNICK, President.

UNITED INVENTORS AND SCGIENTISTS OF AMERICA,
Los Angeles, Calif.

DeAR MR. REPRESENTATIVE: We offer the following recommendations as to
patent laws and rulings:

1. We recommend that the following bills be enacted into law. They have
been pigeonholed for a disgracefully long time, and action should be taken on
them at once: H.R. 3744, 3745, Senator O’Mahoney ; 4267, by Congressman Craig
Hosmer ; 5047, Congressman Emanuel Celler,

2. H.R. 7731 (of which 8. 2225 is duplicate) should be defeated. If enacted
into law, the inventor would be charged a $900 licensing fee, in addition to in-
creased (exhorbitant) patent fee, and would provide no protection against in-
fringement ; and would force the American inventor to patent his ideas in foreign
countries, because the cost of patent is less; time required for patent to be
granted is much shorter; and protection against infringement is guaranteed.
The cost of obtaining a patent in the United States is about $2,000, plus this
- added $900 (if 7731 passes). This is a most unjust fee and should not be
required.

3. Patent protection should be the same as copyright protection, covering
patent rights in all countrles.

4. A Federal search department should be established. Cost for search should
not exceed $25. This would bring millions of dollars into the Government, and
would assure protection for the inventor.

5. A court of appeals (cited in bill 3744) with a judge in each large industrial
center, would guarantee redress for inventor in case of infringement on patent
or other patent violations. Infringement should constitute a Federal offense,
punishable by law, on patent issued, or patent pending. It should also be a
criminal offense for employees of the Patent Office to divulge contents of any
patent application outside the Patent Office; copying of patent, or making use
of it in any way whatever.

6. When a patent is refused: If the inventor has paid patent attorney full fee
for applying for a patent, half of the fee paid should be refunded to the inventor.
Attorneys should be required to make an official search before accepting money
for patent application fee and be forced to refund 50 percent when patent refused.

7. Present rulings on applying for a patent in foreign countries (after patent
has been applied for in this country) should be changed as current rulings are
unjust and a hardship on inventor.

8. Patent Office and Commerce Department should be made into two separate
departments. Each can operate to best and fullest capacity if operating as a
separate and distinct department.

The above covers much-needed changes. We trust, Sir, you will work toward
securing protection in our own country, from our own Government, for our in-
ventors, so they will not be forced to apply in foreign countries. We believe you
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realize the vital place inventions play in everyday living here and all over the
world, and that you will aid in securing better protection for our inventors.
Sincerely,
DaAviD RESNICK, President.

UNITED INVERTORS AND SCIENTISTS OF AMERICA,
Los Angeles, Calif.

DEAR INVENTOR: The United Inventors and Scientists of America is the only
organization of its kind in this country, incorporated over 20 years ago, as a non-
profit, tax-exempt organization. Our chief object is to help the inventor with his
problems. We ask no commission, percentage, or royalty from our members for
such services. Many inventors and manufacturers are most grateful for help
given them, without charge. Our aim is to build the organization for the benefit
of the inventor, the manufacturer, the consumer, and the people in general.

We have good patent attorneys, who conduct searches in Washington for our
members at a very special and very reasonable fee. We have applications for
registration of a claim to copyright. This copyright claim guarantee is good for
28 years protection of the copyright. We also have an inventors library for the
use of our members. We contact manufacturers and distributors without charge
to the inventor. We are constantly fighting for better patent laws against the
raising of patent fees and infringements on patent rights.

National Inventors Week, July 25 to 31, was first proclaimed in 1950. It was
our original idea. Inventors Week each year since has been celebrated all over
the Nation. We are inviting all the junior inventors and scientists to join our
organization, and we will help them with their problems and inventions. This
service ig free of charge. We have already established a junior chapter of the
United Inventors and Scientists.

We attach report of our recent exhibit at Los Angeles City Hall, which drew
an attendance of 11,310 persons, and we need more¢ inventions for display on
radio and TV programs and for exhibits in the near future.

Among our chief objectives are the following:

1. To obtain a uniform patent law similar to existing copyright law.

2. Open the door to a world market in the exchange of patents and inventions
for the benefit of all people.

3. Organize the inventors and scientists in many countries.

For any information about our organization, please write to us at the above
address. Membership dues are $12 per year. Join our organization. Help us
build this organization for the benefit of inventors and scientists.

Sincerely,
Davip RESNICK, President.

CHICAGo, ILL., July 26, 1962,
Hon. EVERETT M. DIRKSEN,
U.S. Senate, Washington, D.C.:

I am very much opposed to H.R. 10966 because I feel it will stifie creative
work on the part of engineers. Please exert your effort to prevent the passing
of this bill and prevail on your colleagues to do the same.

GEo. F. WEINREICH,
Route 1, Cary, Il.
Senator Kerauver. I think if there are others who wish to write
letters or submit statements for that purpose, we will hold the record
open through Friday.
That concludes our hearing.
(Whereupon, at 6 :30 p.m. the hearing was concluded.)

O





