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Small Entity Status
What's Fairness Got To Do With I?

BY JORN RIVI

Il of ws remember the [lesting

moments in law schosd wheme we wers

presented  with elear and  concrets
males, Black-letter laws, The areas most
professors pever fested oo because there
was 0 rootn for persunsive policy o fair-
ness considerations. Mo potential for cre-
ative argument or advocacy. You simply
memwrized a set of hard, cold, inflexible
rubes and applied them mechanically to the
[acta, Bometimes the resulls asemed fain
Sometimes they dido't. Bul it was always an
efficient process. Starting to sound famil-
iar? Welcome to the law defining small
entily status at the United States Patent and
Trademark Office (“FTO7),

A putent applicant’s status as o “small
entily™ is important because 1 entitles the
a,pp-]icanr o a ﬁﬁ}' pereenl reduction of
most patenting fees, This article examines
the small entity status qualifications u the
PT0 from the viewpoint of fairsess b the

applicant,

STATUTORY BASIS FOR
SMALL ENTITY STATUS

The small entity status qualifications
were ereated by the legislature 1o reduce
patenting fees for non-profit ogganizations,
independent ioventors, and small  busi
nesses by [ifty percent, 35 US.C. §
ALih)i1). The purpose of the redoced lees
for certain classes of applicants was bo
CRCIErAgE inoovation by thice belicved to
he least able io enjov palent protection
absent a fee reduction. Many of the greatest
techoological advanees. in kistory  have
comme from individosl inventers and =mall
businesses. For example, the airplane was
the creatton of the “'IIig,'l'l-'l hrothers, two
bicvele mechanics in Davton, Ohio. The
elecaric light, the creation of a farm boy
wha never mrnp]ﬂed high sehionl, Themas
Edison. Whether you are looking mt AT&T,
Dow Chemical, Goodyear, Enstman Kodak,
Xerox, 3M. or Hewlest-Packand, the fact iz
that miany of the greatest Amencan innova-
tois were ereated by imdivadual inventors
and erall businesses. The PTO fee redie-
tioy is designed b encourage the creativity
and innovation of thess smaller entities by
vedicing their overall cost of oldaining
patent protection. Just how does the FTO
decide wla paye Tull fees and wha is enti-

&

iled to the hali-fiee Teduction? The qualifi-
cations for meeting “small entity stats”
vary depending upen whether the applicant
is & non-prafil organization, independent
inventor, or small business,

NON-PROFIT ORGANIZATIONS

Futent fees are reduced by fifly percent
for non-profit orgenizations. A non-peofit
organization is  defined by Section
S00ieiiE) of the Internal Revenue Code
generally as a university or other institution
of higher learming, or a4 nen=prodit scientific
or educational organization. The qualifics-
tions frr n nan-profit organization are relas
tively strightlorward, As such, this article
focuses pon the FTC small entity gqualifi-
cations for independent  inventors and
small business concerms,

INDEPENDENT INVENTOR

Am independent inventar is an “inventar
wha {1} haz not sssigned, granted, cons
veyed, or Geemsed, (2) ond iz ueder oo
obligatien under contract or law o assign,
granl, convey, or license, any rights in the
invention” 1o any person who dies not gual-
ify s a small sntity, fE-l".il‘l:l- this delinition
is desipned to exclude mventee whe assign
their invention 1o & lage corporation. The
justification for the independemt inventor
receiving recduced fees 38 nol present in
swch situations sinee the copparation typis
cally pays, or reimburses the inventon for
all patenting fees.

Many inventors, livwiever, are ﬂhli-[l:ﬂli‘.l']
under their emplovien! sgreement  bo
nssign any patenls arising out of their
emplovment 1o their emplever. What hap-
peng in such circumstances when the
emplover decides wot to pay for the inven-
tor's patenting fecs? Perhaps the emplover
daeant find ment in the invention or has
doabts phout s commercial viability . and
decides nat 1 purste patent prdection.
Can snvenlons purste pakent proteclion on
their awn? Sare they can. Bul they will not
b entitled to s reduced fee due to the
pasignment. What if the inventor is a lower
te middle elass fuctory worker? Tough, The
financial ability of the invenior 1o pay is
irrelevant. Ome of the purpeses of offerng
the reduced fee in the fist place was o
encourage patenting by those whao are Jeas)
able to afford it Trondcally, however, Bill
Gates is entithed 10 the same fes reduction
under the Patent Office small entity qualifi-
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cation standards as a low-wage factory
worker, In [act, i the low-wage lactory
worker s ander an employment contract o
assign his invention to a large entity, he is
not entitled to any reduction in fees at all.
This is true even if the employer is not pay-
ing for or reimbursing the faciory worker for
the expenses of securing patent bghts. Eill
rates, aof TS, Can conlinme o l'.|l.I3|.i|':r fior
I:hn: Em.aH i.':l'll.i1].' fee reduction as Iu-ng s he
does =0 nnliwiﬂuaﬂy anad rasd Ijmnlgh ] |nrgn
entity. 1s this fair? No, but it i hard to
argue that it =l efficient.

SMALL BUSINESS CONCERN

The FTO prmlidns thiet pralent fees
“shall be reduced by 50 percent with
respect to their application te any small
business concem as defined under Section
3 of the Small Business A<t.” 35 USC.
dlihi1). A small business concern is
defined By the SBA as cne whose number of
employees, including those of its affiliates,
dars not exeeed 300 parsons, and who has
nat assigned rights o an organization that
dhoes oot alse qualify as a small entity. 13
CER. T21.1301-121. 1305 {1994).

A small busineas concern s defined
solely by the number of employees n busi-
pess happens 10 bave. The number of
employees i determined by counting the
number of persons the concesm and its offil-
intes employed on a foll-time, part-time, or
temporary basiz during the previeus fscal
yeur af the concern and of its affiliates, The
pumber of emplovess i pol debermined at
any single point in time bt is based upon
the average number of employees diring
the fscal vear Under this simplistic
aclseme, an entiky that happens to have 501
employees is subjected to payment of the
full feses wihile another entity with one Tewer
employee over the previous fscal vear will
qualify for a fifty pencent discount. 1s this
fair? Mo, bt cnee again, it cecaindy is efi-
cienl.

It apspears as if the PTO has found the
tree hat lost the forest. A goal of the small
etity reduction of fees was lo encourage
innovation and help these obtain patent
protection who are haast able fo do s with-
oul the reduction in fees, A strict determi-
nation of small entity status based upon the
mmber of employecs & company happens
i have during the previeas twelve months
is hiurdly structared 1o meel this goal.
Unider the curment q_'u.ali.ﬁﬂu.'lilm schemse for
n small entity rediection of fees, there is no
direct correlation between the financial
ability of the small business Lo pay patent-
ing Fees and itz entitlement to reduced fres.
The econvoluted correlation between  the



number of employess at a company and the
company's ability to pay full fees is temeous
at best. If such 8 comelation was ever p].-':n-
gihle, it was before the industrial revolution
when businesses were heavily dependent
U0l manpwer {ar ]}]l:l'_lll.r":'a'-'if!.'. Far exam-
ple, it is not difficult to envision the close
enrrelation betwean the number of workerss
an a sugarcane plantation and the revenues
grenetated by the enterprize Productinty
and tevenmses for companies at thal time
were heavily dependent upon the number of
man-hours employed and readily available
Today, bowever, such a comrelation is faulty.
For ane thing, amy pl‘ﬁ-:"-il‘-'h-“. resfatofeship
hetwesn emploves counts and reveones will
vary wildly depending upon the particular
industry involved. Yet, under the current
gualification scheme for a amall entity sia-
tus fee reduction, an Internet start-up with
150 emplovess and & valuation of $350
million will qualify for the fifty percont fee
reduction. A small clothing manufactures,
ot the other hand, with just over SO0 fow-
wage factory workers and a valuation of §5
million would not qualify. Te provide a
smiall business coneem with & fee discount
simply becanse it has fewer than the arhi-
trary ¥ employees nesded o r|'=|.=||.|.|'1.' is
ridicailoas.

A MODEST PROPOSAL
Sliding Scafe Fee Reductions

There is lifthe doubt eat the FLUO ql.l.HH-
fication standard is an efficient way o
determine  eligibality for a fifty percent
reduction in fees. An entity baving fess
than 500 employess geta the discount and
an entity having more than M employees
does nol In fact; @t is difficult to imegine
small-entity determinations |:H.'i!1§! mndde in
a more cursory manner But 8 draconian
efficiency cannot be the paradigm of good
law. Propmments of maintaining the status
quo believe thal having a sharp cut off at
M emplovess provides a clear, simple,
and precise way o determine eligibility for
redered foes. Unfortunately, it alza pro
vides amall businesses having around 500
employecs with a difficult choice 10 make
regarding whether or not to claim small-
entity statua. Impropedy affirming small
enfity stabus may e SeEh a3 & {rand [Prac-
ticed on the FTO and can vender a patent
unenforceable.

[n DH Technology, Ino. v Syvpempvsiex
Iniemational. the alleged infringer asserted
the defense of imequitable conduct based
ppon the patentes’s erroneous claim of
senall entity status, 154 F3d 1333 (Fed, Cic
1904, The patentes asserted that it had
512 -|r|pi.|:-_l.'|-'¢':i at the Lime it [iled ita a.|.lp|i-
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cation but that it honestly, albeit erm-
neously, believed it had fewer than 504
when it claimed the fee reduction. The
Federal Circuit remanded for a determing-
tion of the patentes’s intent at the time of
I’iling. I 12 ofisl ||r|:|:|r||:_ that several vears and
hundreds of thousands of dollars in attor
ney fess, accounting charges, anad cour
rosts are necessary because an applican
happens 1o have 12 more employees than
the S employes cul off required 1o qual-
ify for the small-entity fee reduction.
Perhaps it i= tme lo intreduce a sliding
geale Fer strpcture io eliminate the harsh
penalty exacted from a buainess that has
just slightly over 500 employees. The fol-
lowing stepped fee structure is progosed:

SLIDING SCALE FEE
REDUCTION SCHEDULE
[ Mumber of
Emplovess P Redusiion
Under 100  50% _
100-200 wE
-_El-;”_._ﬁ_l.-ﬂ-} M
A00-400 20%
W -5l 105
S0 |-r-.r|-|-:.||.-e-. Mo Fee Reduction
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The gradual fee reduction schedule sel
forth in the Table above will soften the
draconian effect of a striet cul off al
exactly S0 employees without adding
undue administrative costs e either the
FT0r or patent applicants, In close cnzes,
an entity always has the option of paying
a 100% greater fee and filing under the
higher fee category. As |.lt'l"-'i'.'lII==~|:-' pramnted
out, the correlation between the number
of people a business employs ind ats abil-
1ty to pay full patenting fees s imprecise.
Since the correlation i hazy at best, it
only makes sense for the fee atructure to
be praduated

If the FTO wishes to continue e use an
E|||E|-|q,|_'\.|.'|- count as the tachsione tor
small entity eligibility, the least it can da
is madel the fer structure o be s gently
sloping hill instead of a jagged clifl.
Admittedly, this iz a small step towards a
miore  rational small -;':lli'::- |,-||E:":.-i|.:|l:.'
determination. Implementing & small step
towarde faimeszs now, however, may be
hetter than waiting for the major leap thai

never materializes. @0



