110TH CONGRESS

REPORT

HOUSE OF REPRESENTATIVES

1st Session 

110-314 
PATENT REFORM ACT OF 2007 

	
	

	
	SEPTEMBER 4, 2007- Committed to the Committee of the Whole House on the State of the Union and ordered to be printed

	
	

	
	Mr. CONYERS, from the Committee on the Judiciary, submitted the following

	
	R E P O R T

	
	[To accompany H.R. 1908]

	
	[Including cost estimate of the Congressional Budget Office]


SEC. 10. TAX PLANNING METHODS NOT PATENTABLE.

(a) In General- Section 101 is amended--

(1) by striking `Whoever' and inserting `(a) Patentable Inventions- Whoever'; and

(2) by adding at the end the following:

`(b) Tax Planning Methods-

`(1) UNPATENTABLE SUBJECT MATTER- A patent may not be obtained for a tax planning method.

`(2) DEFINITIONS- For purposes of paragraph (1)--

`(A) the term `tax planning method' means a plan, strategy, technique, or scheme that is designed to reduce, minimize, or defer, or has, when implemented, the effect of reducing, minimizing, or deferring, a taxpayer's tax liability, but does not include the use of tax preparation software or other tools used solely to perform or model mathematical calculations or prepare tax or information returns;

`(B) the term `taxpayer' means an individual, entity, or other person (as defined in section 7701 of the Internal Revenue Code of 1986) that is subject to taxation directly, is required to prepare a tax return or information statement to enable one or more other persons to determine their tax liability, or is otherwise subject to a tax law;

`(C) the terms `tax', `tax laws', `tax liability', and `taxation' refer to any Federal, State, county, city, municipality, or other governmental levy, assessment, or imposition, whether measured by income, value, or otherwise; and

`(D) the term `State' means each of the several States, the District of Columbia, and any commonwealth, territory, or possession of the United States.'.

(b) Applicability- The amendments made by this section--

(1) shall take effect on the date of the enactment of this Act;

(2) shall apply to any application for patent or application for a reissue patent that is--

(A) filed on or after the date of the enactment of this Act; or

(B) filed before that date if a patent or reissue patent has not been issued pursuant to the application as of that date; and

(3) shall not be construed as validating any patent issued before the date of the enactment of this Act for an invention described in section 101(b) of title 35, United States Code, as amended by this section.
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TAX PATENTS

Under current law, patents on tax strategies may be granted provided they meet the general requirements of patentability. Tax strategy patents negatively impact a broad range of issues, and the legislation would accordingly deem them unpatentable subject matter. 

Tax strategy patents are considered a subclass of business method patents. The USPTO website shows that 60 patents had been issued in that subclass as of July 31, 2007, along with at least 89 more applications pending. These patents have involved many aspects of the tax law, including financial products, charitable giving, estate planning, and tax-deferred exchanges. Patenting tax strategies also raises the question of patent quality, insofar as the relevant prior art may be difficult to find. 

The Committee has a number of concerns regarding tax strategy patents. As an initial matter, they conflict with the primary purpose of our tax laws, to raise money for government programs and responsibilities and protect the public fisc. Many, perhaps most, tax strategy patents have as their fundamental objective the reduction of Federal tax liabilities. If the use of tax strategy patents proliferates, encouraged by the marketing advantages conferred by a patent's government-granted monopoly and presumption of validity, many tax lawyers anticipate that there will be a corresponding reduction in Federal tax revenues. Granting a government monopoly in the form of a patent that undermines another key Federal function--the collection of revenue--seems peculiar, if not contradictory, and raises fundamental questions about the appropriateness of such patents. 

Moreover, tax strategy patents remove from the public domain particular ways to satisfy a taxpayer's legal obligations. Those methods cannot be practiced by the taxpayer without permission of the patent holder. This will have adverse consequences for both the tax payers and tax advisers who may face patent infringement suits for using patented tax strategies. This undermines public confidence in law and uniformity in tax policies. It is also likely to increase public dissatisfaction with tax laws if compliance must be accompanied by patent searches and licensing. 

Finally, if patents become an important part of the tax landscape, the atmosphere could become more secretive and less cooperative. The tax system as a whole will suffer if, in order to protect their patentable intellectual property, tax professionals are no longer willing to discuss, evaluate, and criticize each other's insights regarding how to comply with the tax system. 

The Committee has considered whether removing tax strategies as patentable subject matter would violate the United States' obligations as a member of the World Trade Organization (WTO), specifically whether the Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPs) allowed such exclusion. 

Article 27.1 of TRIPs requires that `patents shall be available and patent rights enjoyable without discrimination as to the place of invention, the field of technology and whether products are imported or locally produced.' This anti-discrimination provision raises the question of whether tax strategies are a protected `field of technology.' Analysis of the patent laws of signatories to WTO at the time of ratification (1994), and the members' negotiating positions, confirms that business methods were not included as a `field of technology,' either in 1994 or subsequently. 37 

[Footnote] 

[Footnote 37: `Examples of items which do not meet [TRIPs patent] criteria are . . . methods of doing business, and algorithms and mathematical formulas per se, including those incorporated in computer programs.' Suggestion by the United States for Achieving the Negotiating Objective, Oct. 17, 1988, at 4.] 

The table of existing international standards prepared by the Secretariat for Uruguay Round negotiators does not show that any country had, prior to that time, provided patent protection for software or business methods. 38 

[Footnote] Other documents prepared for TRIPs negotiators showed that business method patents were often excluded, but never included. 39 

[Footnote] Indeed, many countries today still do not recognize business methods as patentable subject matter. 40 

[Footnote] 

[Footnote 38: Synoptic Tables Setting Out Existing International Standards And Proposed Standards And Principles, Revision, Sept. 29, 1989.] 

[Footnote 39: `Surely, TRIPs does not prescribe patentability of business methods. The generally perceived need for world wide patent law harmonisation should not lead to the conclusion that the European patent system must follow U.S. developments automatically.' Directorate-General for Research of the European Parliament, The Patentability of Computer Programmes (2002) at 14.] 

[Footnote 40: For instance, under the European Patent Convention, business methods `as such' are unpatentable because they make no contribution to the technical arts.] 

Further, TRIPs allows countries to make exceptions to patentable subject matter under certain circumstances. Specifically, article 27.3 allows members to exclude from patentability inventions that are necessary to protect ordre public or morality. As noted above, tax patents may be contrary to tax policy, and therefore offend public order. They also frustrate regulatory action aimed at diminishing economic incentives to exploit tax loopholes. Tax strategy patents can change and burden the practice of tax law. It will make compliance with U.S. law (the ability to engage in tax planning) subject to private regulation and licensing. In short, it would privatize public policy and law compliance. For these reasons, even if tax strategy patents were otherwise covered by TRIPs, they may be excluded under the ordre public exception.

…..

Prohibiting Tax Planning Methods 

The bill also would prohibit tax planning methods from being patentable. The prohibition would apply to any application for a new or reissued patent that is filed on or after the date of enactment. While the number of such applicants would likely be small, CBO has no basis for estimating the net income that would be forgone by a patent applicant for not receiving a patent. Therefore, CBO cannot estimate the cost to private entities of complying with this mandate. CBO estimates that the costs of complying with this mandate for state, local, and tribal entities would be small. 

…….

SEC. 10. TAX PLANNING METHODS NOT PATENTABLE.

Section 10 amends Sec. 101, which defines patentable subject matter, by adding paragraph (b)(1) which states that a patent may not be obtained for a tax planning method. Paragraph (2) defines the operative terms. Here, a tax planning method is any plan, strategy, technique, or scheme that is designed to reduce, minimize, or defer a taxpayer's tax liability, or has such effect. Excluded from the definition (and hence not unpatentable) are tax preparation software or other tools used solely to perform or model mathematical calculations or prepare tax or information returns. The intention is to prohibit the following tax planning methods: 

(1) ÌPatents claiming strategies for reducing tax liability;

(2) ÌPatents claiming investment strategies, to the extent the patent claims the sheltering of income from tax liability; and

(3) ÌPatents claiming strategies designed to maximize investment return, to the extent the patent claims the minimization of taxes on those returns.

Excluded from the definition of `tax planning method' are, inter alia: 

(1) ÌPatents claiming software to assist in determining tax liability; and

(2) ÌBusiness method patents, including investment strategies, to the extent tax planning methods are not claimed

If a patent or application claims both excluded and not-excluded subject matter, the latter claims are unaffected by this amendment. 

The exceptions to non-patentability, found in Sec. 101(b)(2), covering tax preparation software and the like, does not necessarily mean that such items are patentable. Rather, any patent or application falling within the exception, whenever issued or filed, will be subject to generally applicable patent standards and procedures. The Committee does not intend by this exclusion to express any view on the patentability of such inventions. 

Pursuant to Sec. 101(b)(2)(B), `taxpayer,' for purposes of 101(b), is any individual, entity or other person (as defined by 26 U.S.C. 7701) subject to taxation or a tax law, or is required to prepare a tax return or other information for someone who is. 

`Tax' and related terms are defined by Sec. 101(b)(2)(C) and include any form of state, local or Federal tax, whether income, gift and estate, consumption and sales, property, ad valorem or any other similar government levy. It does not include foreign taxes. 

Section 10 becomes effective on the date of enactment of the Act. It applies to all applications filed on or after the effective date, and to all pending applications that have not resulted in an issued patent as of the effective date. Patents issued before the effective date are unaffected by this section. However, pursuant to Sec. 101(b)(3), this grandfather provision shall not be construed as validating any patent issued before the date of enactment of this Act for an invention described in 35 U.S.C. 101(b), as amended by this section. 

This provision expresses the Committee's intent that previously issued tax strategy patents should be evaluated, if subject to review in litigation or USPTO post-issuance review, based on standards existing at the time of issue. The prospective exclusion of such patents under Sec. 101(b) shall not be construed as expressing the Committee's view that, prior to that time, such patents were valid. 

