S.515 and HR.1260, the Patent Reform Act: the weak grace period harms startups, small businesses  and university spin-offs, and will strangle millions of jobs

The Patent Reform Act weakens the one-year grace period.  The effects fall selectively on small entities, startups, university and other research spin-offs, and companies requiring FDA approval.  Small companies’ patents will be invalidated.   The costs of the patent system for small entities will increase by about $1 billion per year.  Venture capital investments in startups will decrease.  Because of multiplier effects, within a few years, the reduction in business formation will destroy about $100 billion per year of economic activity.

Current law gives an inventor one year to communicate outside a single firm, to openly raise capital, to assemble strategic partners, and to field test.  Under current law, the grace period allows a year to sort good inventions from bad, before significant resources must be committed to the patent process.  The current grace period lets companies gather information for a year so they can make good business, patenting, and investment decisions during the most difficult part of an invention’s lifetime, the early stage transition from the lab to commercialization.

The proposed amendment to the grace period is unworkable and unusable in practice.  The bill proposes that all uses, offers for sale, etc. of the invention by the inventor or a third party within a year before the filing date bar will bar a patent, unless the true inventor can show “the subject matter was obtained directly or indirectly from the inventor.”  While this sounds facially reasonable, given the methods of proof available, this grace period is useless as a practical matter.  Inventors will be forced into premature “use it or lose it” decisions, to file a patent application before the invention is fully ready, or else run a high risk of losing the option forever.

Further, the bill is ambiguous.  The key term, “disclosure,” is undefined.  Because the PTO must interpret statutes as adversely as possible in order to force issues to the Federal Circuit, the PTO will be required to interpret the new law to excuse only printed publications prepared with the care and expense of a full patent application.  ALL testing, offers for sale, public demonstrations, etc. will be patentability bars, with NO grace period, until the courts straighten this out.  That will take at least seven years, because of backlogs at the Patent Office.  There might never be any semblance of a grace period, if the courts read the ambiguous new law the way some big companies have advocated.
· The situations that destroy patent rights arise suddenly, with no opportunity for a small company to recover.  The bill doesn’t reflect the reality of what an inventor can prove.
· Another inventor, who does not want a patent but does want publicity or has an academic “publish or perish” incentive but no commercial plan, posts on the web.
· A student or junior faculty member (who don’t sign confidentiality agreements analogous to those in industry) discusses his/her project at a job interview or at a conference.  The costs to the true inventor to show derivation of every single disclosure is out of reach.  Or the technical information propagates without links back to the true inventor, so the true inventor is unable to prove derivation at any cost.
· Information shared during negotiations with a strategic partner is further disclosed.  Many companies and all investors don’t sign non-disclosure agreements for initial exploratory discussions
· The party that made the disclosure has a financial incentive not to help the true inventor get a patent

· Derivation is one of the most expensive issues in all patent law to prove.  It’s rare in today’s system, but appears to be frequent and a matter of course in S.515.

· Because patent rights become so fragile, inventors must operate as if there were no grace period at all.  That raises huge costs:

· Businesses have to conduct their affairs based on the information available today.  The bill assumes that businesses have perfect hindsight knowledge, and can make good decisions without the information that accumulates over the grace period year of current law.
· Under existing law, patent rights are largely determined by ordinary business activities.  A business doesn’t have to spend extra money just to speculatively protect patent rights.  Under the new weak grace period law, a business has “use it or lose it.”
· The statute forces companies to spend money on patent attorneys far earlier, when most startups have the least money available, even on inventions that turn out to be worthless over the year.
· Best estimates from other countries, whose laws are similar to S.515, are that inventors will have to file 100,000 to 200,000 more patent applications per year, a cost of at least $ 500 million to $1 billion per year in attorney fees and inventor time pulled away from running their businesses.
· Venture capital investments will fall significantly if small companies are forced to spend money on patent applications for inventions that turn out to be worthless, and that are not filed under current law, but must be filed under S.515’s “forced to file”

· This surge of patent applications will overwhelm the Patent Office, worsening backlog.   Many of these applications will go abandoned after the Patent Office bears its highest cost, the cost of examining an application for the first time.   The Patent Office’s fee structure is backloaded toward issued patents, so that the Office will receive only 20% or so of its fee income for doing 70% of the work.

· “Harmonization” and international patent protection (the main rationales given by the proponents) are relevant to only a tiny minority of small entities
· Why would we want to “harmonize” toward economies that have less than half the U.S. rates of startup formation and R&D investment?

· Startups succeed or fail depending on their U.S. markets.  International patents are irrelevant to most startups.

· The House bill provides that this provision only goes into effect when other major countries change their laws to harmonize toward a middle ground.  S.515 removes this quid pro quo. S.515 can’t achieve any harmonization benefit if it doesn’t require other countries to move our direction.
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