Serial 0949
T Oct 1953

MEMORANDUM FOR THE SECRETARY OF THE ARMY
SUBJECT HR 1152 83rd Congress 1lst Session

1 Reference is made to the bill HR 1152 83rd Congress
1st Session For the Relief of William F Friedman concerning
whach I have previously expressed my views at the request of your
Department

2 Mr Friedman has now requested me to forward +through chan
nels a letter which he has written to the Honorable Chauncey W Reed
Chairman of the Hougse Committee on the Judiciary setiing forth argu
ments in support of the full amount of the award sought in HR 1152
Mr Friedmen s letter is classified ag CONFIDENTIAL - SECURITY
INFORMATTION which I believe to be the proper clagsification I
also believe that the statement in paragraph 8a(1)(b) of Mr Fried
man s letter is accurate according to the best available information
However I have not undertaken in any way to examine the validity of
Mr TFriedman s arguments

3 I have considered carefully the question of forwarding Mr
Friedman 8 letter to the House Commttee on the Judiciary and believe
that there are two aspects to the problem which involve important
matters of policy namely (1) the desirability of releasing cless:
fied informetion to Congress in support of a private bill and (2)
whether the release of this information would require the prior
security clearance and indoctrination of the Congressmen concerned

k' Since Mr Friedman s letter contains information involving
both Communications Intelligence and Communications Security the
special rules involving those branches of intelligence apply In
view of the lomitations established by higher authoraty I doubt
that the Department of Defense or any of its Agencies could properly
resolve the above question

5 In view of the fact that the Department of the Army is the
action agency for the Depesrtment of Defense on HR 1152 T am sub
mitting Mr Friedman s letter to you and would apprecirate your advis
ing me whether you would have any objection to i1ts transmission to
Congressman Reed if proper authority for release could be obtained

/s/ Relph J Canine
RAIPH J CANING
Lieutenant General US Army

[ apy

Incl
n;;r Friedman s ltr w/Incls thereto |- 2C|a5sified and approved forrelease by
SA on 09-04-2013 pursuant to B0 1352

ce- DIR. AC Tecsl Advisor
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1deutesnnt Geperal Ralph J Csalne, UBA
Prector

Bational Secwrity Agency

Dear Geueral Canipel Po?

As T t01d you somp weeks ego, the Honorsble Robert T Stevens
Becrotary of the Army, sent a report, dated 6 July 1953 to the
Boncrable Chevncey W Reed, Chairman of the House Committes on the
Mic%u'y,in to H.R 1152, 83rd Congress, lst Session &
b1l "Por the Rellef of Willian P JFriedmen A copy of the report
gnbeengivenmbylb Reed in order that 1 might prepere coments

2 heve enhodicd my oomyents in the inclosed letter, which 38
mmfwfagwmmmmammqmm
or in HR 1152, and vhich I wuld like to bave forwarded
Mr Reed "tlrough chammels

The reason £or routing the praposed letter through chamnels is
that 1 do pot have the suthority to disclose classified informtiom
to r Reed Algo, it is posgidle that the Becpotory of the Army,
wfyhisregoﬂgh; gﬁedaﬁtwﬁm Lﬁgh Tt
o 8 1t wooecegsary
to favard it to Mr Beed “

Thanking you in advance for any conslfderation you may eppro
riately give to this mettar, I an,
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Honorable Chauncey W, Reod
Chairmen, Corittee on the Judicimy THRU CHARKELS
Houge of Rerresentatives -

Doar Mr, Read:

1, Referunce ia mede to a letter, dated 6 July 1553, which the
Henorable Nobert T, Stevens, Searcetary of the Amy, sent you with regard
to H,R, 1152, B3rd Congress, lst Session, a bill "For the Rellef of
William Ps ™2 "  You have beon kind encugh to provide ne wdth a
ety of Bhat Totter far cofment, and for case in reference I sppand the
letter as Inclocure 1 herato,

R: & The follovwlng naragrash is quoted fron page L of Inclogure i

e TS S S, T e
e Qo or BE 0 pro
daventions

» & right vieh would permit him exclusively to
, 050 and sall the subject matter of bis inventions, or
to wrofit fron the llceasing of others to prastice the
{nven o Fxcont for the withholding of patents of his
inventions in the intorest of the security of the lndited
States, HWr, Friednan could have sought financial gain there-
fron, vhere the fruit of an imventor's labor has been of
mbstantial benofit to s Jovernnent ami his right to seck
swwird for s effarts is impaired for so groat a perlod of
tima for security reasons, it is equitable that ha be compan-
gated for his loms, This view, is in accord with the policy
af the Depariment of ancouraging technoloslical sdvancenont.
To demy en inventor the right to seck gein from his inven-
Hons "erely becmse they are vital ito cur national dafense
1l the security of the Govermment, while permitiing such
purguit by inventors In other flelds where security interests
are not parmount, would be discriminatory and would dis-
¢ouraze advanceent in matters vital t0 owr national dafense."
b. The foregoing finding is, of course, a source of -uch grai~
1#ication to ~a, sincs it epltamizes the results of the stuty made on
HeR, 1152 by the military departments, a study which culrdnated in &
favorable report based upon the equitable considerataions invoived,

3¢ 8. Vaving statod the view that T should be compensated far the
105: 0;{ ry property right in =y inventions, Inclosure 1, page 5, contimes
a5 owst
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Hanoxabls Chauncey W. Reed

"As pointed out in paregreph Z¢ of General Canine's letter
of 29 February 1952, it is impossidble to evaluate Mr. Friedman's
ious. absonce of more dafinite information than is et
hand ive theareto, the Department does not favor an sward
oF the megnitude set out in E.R. 1152. Whils this is & matter
far the Congress to determine, the Depertment feels that an
averd of $25,000.00 should be asdequate compensetion for Mr.
Friedmn pased on the facts st hand." (Kophasis supplied)

. It is clear, therefore, that the Department acknowledges

an cbligation on the basis of equitable consideraticns and questions dnly
the magnitude of the avard scught in H R. 1152. cnme

h. 'The languege used in stating the Department's doubts on the last-
mentioned phase of the Bill can be construed to constitute an invitation
to submit more Information and additione) facts which might affoxrd a better
basis for evaluating my loss This letter, therefore, 18 belng sent you far
the purpose of presenting the desired additional informetion and facts;
tut 1t must at the same time be noted that security conslderstions imposa
restrictions oo vhat can be sald in a document of this sort. I am canfi-
dsnt, howaver, that om the hasis of the information already furnlshed and
the addi{tional data submitted in thia letter, the Committee will have all
the evidence required to substantiate an award of the magnitude of that

sought in H.R. 1152. L ——

e

5. &+ A prelinminery comment on the first sentence of the extract
giicted in parsgrsph 3a sbove may be pertinent. If reference is made to
the actual vording of the firxet sentence of paragraph 2¢ of General
Canine’s letier of 29 February 1952, it will be noted that he atated
thet "estimaticn of the commrclisl possibilities of the Friedwman inven-
tions im %icun;" he 414 not say that it is "impossidle,” as is stated
in the quoted in paragraph 3a above. My purpose in calling
sttention to the exact wording of Ceneral Canine's statezant on this
Point 1o merely to pre my opinion that en evaluation is 4ifficult to
establish, tut not impossible. .

With these prelimineries out of the way, I shall now proceed
to set forth the informetion and additiomal facts which may be useful to
you and your Cormittee.

6. B rma;,‘:xmm egphasize that I make po point whatsoever,
under the equitable consideretions invalved in the case, of the fact that
my inventions were and still are in use by the U.8. Government or of
their worth ag contridutions to ouwr national defenges Kvem though, as
{leperal Canine has stated, ay inventions ovar s period of years have been
of very substantial walue to this Uovernment and its allies, and even

[
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Honoreble Chouncay We Rebd
P

though in Seoretary Stevens! letter therc is e very dlearly stated impli-
eation that my inventions have been vital to our national defenss, I
soknrledse without veservation that the Govermment owes me nothing what-
pogvar for the use of my inventions, since the conditions under which thay
ware made warae such as o gilve the Governnent all the rights 4t needs to
rattice cr to take full adventage of those inventions. Secondly, T wish
to say that Y &z in compleote accord with ithe Departmant of the Army in the
orinion that T should be corpensated only for the potentisl financiel loss
attributable to tha effect of withholding of paterts of my inventioms, in
the interest of tho security of the United States, In fact, I shall be
woll matisficd 1f the copensation 1s hased on that factor alome, provided
dus conpidaration iz glven thoretosd It is with a view +to afforc‘iirug a
basis for ascartaining the axbent of loss thet the data subritted horedn
will bo directed, in an endeavor to Justify tho anount of the awaxrd sought
in HR, 1152, Purthermore, in weighing the extent of the loss it should
be noted that the secrsey restrictions havo baen in affect for s gonsider-
sble longth of time; in one ense they have been in effect over 20 yoars,
arnd in tuo casec, 17 years. In the fivs cases atdll under sgecresy restric-
tiong it is probable that those restrictions will contimme to remain in
affect for meveral or many more years - it is not yat poasible to say how
saty. Yat it slso be wotoed that in the cass of tro other inventdons,

1) dons were naver flled theregon, Liecause of pecurity consid-
. e to Ixdicato what ﬂwse‘Eé inventlons concermed

o . "™ » " < 2k

1 This 1s cmsénant with the follouing extract from 5, 27, 831d Comgress,
1st Seusion, "A BI11l to authorime the establishment of an inventions
Award Board with the Departrent of Defonse, and fur other purposest

z_gam 7(e),y Pe 7-_§7 . .e 1n deternining tho soount of any such
suard conaidaratim shall ba given 10 «

1) %% &
2) ¥ % ¥
3) tha extent to which the inventor has beon dendnd the benefits

of coanorclal ezploitation of such fmventlon In consequenca of any
seurecy restrictions Imposed by the Undted Stateas."

2 Sea paragroph 2, paze 2 of Inclosure 1; seo also, note on pace L of
Inclogure 3. The follodng 48 quoted f‘ram page » Vol, II of Repart
and Recorrendations of the Attornoy Gencrnl to tho Pregident on Inventi-
gation of Governmont Patent Practises and Policies, 1947, (The extract
fefars to iy two inventloms noted hercin)e "Thore lmve been inventions,
gush &8 ¢ in deviens in the cryptograpide field mado by the Signal
Cm‘is a8 to which tho need for secred;” is so grmat that the War Depart-
Bax is wnd1iins even to £fle a patent application,®




Bonorable Chauncay We Reed

spparstus for certain mnalytical ations in the cryptologic ficld, no
mor'e will bo paid about then in letter.

b, It ip obvlous that ons wmy of ascartaining the extant of xy
loss would be to try o measure the potential finencial worth of my inven-
tomsg 17 4t had oeen or wers possible to exploit ny commerciel rights
therein, both forelgn and domestlce In this comection attentdon 4s
invited 4o varagraph 2¢ of Gaaral Caninets latiers

"2c, Estimtion of tha comerclel possibilities of the
¥Friednan invenidions 18 MELicult, Az far ss is known have,
felatdvely 14ttlo cormarcial use is made of pa‘ivaﬁ systans
in this country smopt in banks and other financlal arganiza~
tons, md thelr uee of usiness codes 1s cormonly distated
&s mach by econayy considarations es pecurity; nevertheless,
%_cmmot be sdd that a market Zor ade o phering

es could not heve bea.l developed, ! in the
absonca ol securivy considarationd, 1t 18 Likely vt = aub-
Wtantial Markes for The Ivontdons Gould have beal developed
8RS Tor COvermiontde FULULG COMEICLAlLZAIION 18 Hub-
sarie ties of avalustion," (Erphasis

o
mppiied. )
Tv 8¢ Lot us take up first tho potentielitias for the exploitation,
in foreign countries, of the comereiasl rights in tho inventions in
question, It is in %his area that tho nocassity for buposing secrecy

reftriotions, based upon security considerations, mrevented my exploiting
& quite profitable market .

b« In this comneclion it is per‘mps not sxdse to note that the
Bupreno (fourt, in 1933, 4in its study of the well~known csas of the United
States e, Dubilisr Condenser Carporation (289 U8, 178), quoted withoub
eotrient, the following fran a report by an Interdepartmental Comidttoe
sptablished by executlve order to study the question of patents made by
Oovermont eploysost

Meys It mmust not be logt sicht of that in general 1t 1s
the comstitutional right of evary patenteo to wxploit his
patent as he may desire, houover expedient 1t mey appear to
grxdeavor to noddfy this right dn the intarest of the publde
when tho patentoo is in the fovermment service,®

B. It is quito obvious that ﬂnSacretaxzafthaWhastam
full cozn¥lzance of this point, as can be noted 4n the last sentence of
the extract quoted in peragraph 2a above, wierein ho states:

L
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Honorable Chauncey W. Beed

7 demy an inventor the r&ht to seck galn fyom his irven-
tiong morely becausa they ars vital to our nationsl defense and
the mecurity of the Govermment, while permitting euch pursuit hy
{aventors in other fiealds whero security interests are not para-
mosunt, would be diseriminstory and would discourage advancement
in metters vital to our national defense.”

44 In this connection I deem it pertinent to add that the record
will show that I have never questioned elthar the propriety or the depir-
gbildity of imposing mecurity restrictions on my inventions in the interest
of national daefensa.

8. 8« It is obvious that there must be some carrelation betwoon the
finsncisl valus of sn invention the utdlity of the spparatus covered
by tho patent thereon, It is with a view toward permitiing such a correla~
tion that the following information is sulridtted:

(3) During the U.S. cipation in world Wer II the large
wejority of the hghest-level, written commumlcationa of the U.S.
Governoent and especially those of the military forces thereof
{includin; Amy, Navy, and Amy Alr Farces) wers ensiphered by means
of pments based upon the inventiohs Iisted in H,R. 1152,
In this conneotion it is to ba noted -

(a) That throughout World war II the U.S, Govarmwnt
gained vital intelligence from enay comnmications becausse
U,S, tryplonalysts wero sbls to solve the hghest lavel erypto-
comanlontions of ?ammv, Italy end Japan durin; that war; and

(v) That the German, Ttalian and Japanese Govermments
wera denfed similar vital intellipence from U,.S. highest level
eacfriinications because the aryptowequipments used by the U.S.
Government for such eryptowcormunications successfully resisted
all sttempts of eryptanslytlo staffs of ths German, Ttalisn and
Japanase Governmentsa to solve such U8. cryptocommunications,

(2) That, in contragt to the foregoing situation, messages
sneiphered by a machine which was invented by a forelgn enginser and
which was adopted by the U.8. Armed Forces were found to be solvable
and were frequently solved by the Germmn, Italian end Japanese crypt-

analytie staffs. This machine bare the tion U,5+ Amy Con~
varter M«209, Further data concerning it w11l ba set forth in para-
graph 8._(!-' below,

b, (1) In substantiation of the statement made in paragraph
Ba({1¥(z) above, it is necessary merdly to refer to tho Report of the
J5int Committee on the Investigation of the Pearl Harbor Attack,l

3 Senate Document Noo 24, 79th Congress, 2d Sesslon,




Honoradle Chauncey W, Reed

That R?ort is replete vith informeticn on the subject of the so-~-called
"Mogic,” the cover pame then employed for Communications Inte

that is, intelligence produced by intercepting and reading enemy Commmne
ications The following statements, which sppear on peges 179 and 232
of the Report will be of interests

"With the exercise of the greatest ingemuity and utmost resource-
fulnegs, regarded by the comittee as meriting the highest coumenda-~
tion, the War and Revy Departments collaborated in hreaking the
Japanese Codes. Through the exploitation of intercepted and dscoded
miissges between Jepan and hexr diplomtic establishments, the so-
called Megic, a wealth of intelligence cancexning the purposes of
the Japanese was avallable in Washington " (Page 179)

" success achieved in the ge diplomatic codes
AP

rits the at_commendation and insuses famdliar with
c g Throughout the war have testified thet it contrib-
uted_enormously to the defeat of the shortened the
and saved thousands of livea. 18 in the ar ’

»

2) Of particular gignificance in this commection is the testi-
ey of Gearge C. Mermball before the Joint Congressiopal Com-
mittee at the afternoon session on December 7, 1945. That testimony
involved tha disclosure of the contenta of a letter vhich General
Margball wrote to Uovernor Dewey on the 25th {(and on the 27th) of
Beptewber 194k. A ecpy of that letter, which eppears on pages 1128-29
::l“art 3otzheﬂear1msbefore the Joint Comnlttee, is included heru
i losure 2.

{3) Toe significance of the statement (made in parngraph 8a{1)(a)
#bove) 1p connection with this matter is cbvious: the cipher machines
uied by the German, Itallan, and Japanese Aymed Forces produced mes-
goges which could be and were solved by U §. experts

g (1) T substentiste the statement mads in payagreph 8a(1)(p}
above, 1t would be necegssary to submit data of a classification beyend
thet parmissible in this letter. Bowever, since I am forwnrding the
letter through xy superior, Lt. Gen. Ralph J. Canine, Director of the
Fational Security Agency, and the Becratary of the Army, they will bave
the ogportunity to review puch data as may be pertivent and to submit
-ich information of a classified natuye as they deem sppropriate.

{2) ™e significance of the statement (made in paregraph
8a(1){b) above) in carmection with this letter is cbvious: the U.B.
Armed yere able {o plan apd execute vith suprise and success
thelr t-level strategic and tactical operations; the enany gained
my sdvence infermotion thereof fyom insecure cryptocomminications. In
other vords; the cipher machines used by the U.8. Armed Porces to pro-
teet the voluminous communications involved in such high-level plans
and operations produced messages vhich could not be aolvgdgy the enemy.

s A VRS ™ T A ]
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Bonorabla Chsuncey W. Reed

4, (1) To substantdate the statement made in paragraph fa(2)
above, it aguin would ba necessary to eubrit datae of a classification
gxond that permissible 4n this letter. The data would, however,

o 1t obvious that the Armed Forces of Qermany, Italy, and Jepan
gained usaful intelligence from their interceptlon and solution of
messaszos enciphered by means of Converter M+209,

{2) The significance of the statament (mads in paragraph 8a(2)
sbove) in connection with this letter is that it affords & basis for
smtrast between the amount the inventor of the Converter M«209 received
for his inveation and the amount of the eward sought in HeR, 1152,

The daba for the contrast will now be get forth,

9. #, The ciphar machine deslsnated us U.S. Amy Converter '-209 1s
s maching which was invented ard developed by a Swedish engineer, Mr. Boris
Co W, Hagelin, of Stockholn. The Amordcen promoters of Hogelin's invention
wuccceded in Interesting the U,S. Army in the device to the extent that
during the yoars 1941-1943 a total of 71,929 of them were mamfsctured
under Hazelin's patents, for the U,S. Armed Services, by the L.C, Smithe
Corona Tw«iter Co., Oroton, New York. The total cost to the U,3. Govarn-
manit, of se machines, imluéita spare parbts end instruction books, was
$8,61:,790,22, Tho financial arrangenent with Hagelin's pro-toters was such
that, Mr. Hagelin received the followdng royalties:i

On the lst 5000 machines 221125 rosalty on annhg eee  $625,000
On 31: 2nd 5000 machings ( §75 royulty on each) e 375,000
on

renaining 61929 machines { $25 royalty on each) .., 1,548,225
Totals = 71929 machines Total Roy. = 82,218,225

b« However, because of considerations involving U.S. and Swedish
incono tax laws, it turned out that Hagelin sold his U,S. paternt o Con-
varter .20 (U.S. Patent No. 2,089,603 and also a ruyalty-Iree license to

nire Veoa patents covering smsociated epparatus) to the U.S. Goverrment
for the sum indicated sbove, viz,, $2,548,225, on which he pald a capital
gains tax of spproximately ;700,000. (A straight royalty would have
Tasulted in no tax to the U,.S,, under our comventlon with Sweden,) Thus,
the sale of Hs U.S. patent netted him sbout £1,850,000, s rate of
royalty was appraxinately 307 (instead of the more usual 5, 7, or 103)
bocause of the sbsence of competitdve degizes 3 Hagelin had a proprietary
prothict fully covered by his own patent.

& Tho everage cost to the U,3, of the 71,929 machines wes approximately
$120,00 per maching; the avarage myal%y to Hagelin was epproxinmately
435,00 per machine,




Honarable Chauncey W. Roed

8. Referumce to parssraph 8a(2) abow will disclose that the
dervice w6 havo boot discussing is the one that psoduced nessages which
were Ifrequently solved by the cryplanalyidce staifs of the Gerran, Italian,
and Jepanese armed forces, Tho dogrse of security affarded by d'm crypto=
principles underlying that dovice was very amsll in caparison with that
af farded Wy the cryploprinciples underlying the machings inveanted by me
md covered by savural of the patent egrlicotdoms listed in 4,3, 1152,

In addition, Converier ¥-209 was a hand-oporated device; no keyboard or
fapld oporat.on was possible, the normal speed of operation permitiing

the enciphormant o decophormane of 5 to 6 words per mimute. On the other
hand, the machines basod upon the inveniions listed in "R, 1152 and used
by tfxa a8, Goveraont ware eloctrically povered so as to parmit koyboard
opevation ab tho rata of 10-50 words per ninute, If nocassary, or vhen
degirable, groater speed of operation asn be achieved since nachines
ean be operated by parforated tapes ab & steady spesd groater than that
imlmly possible by 2 hman operator masnipulating the kays of the key-

10, a, V.S, Patent Applications “os, 332,096 anl 70,412, listed in
HeRe 1157] spply to tho cryptographic principles and cireuitry undarlying
the prmcipal iten of eryploweguipnont used by tha U8, Amied Forces mince
1540, After thaso orinciples wers found acceptable, & machine embodying
thon was devdloped by the Ue8. Amed Farces for intra-Service or Jaint
uge, a3 well es intor-Service use, In the Army the machins was given the
ghort-tdtle SIGABA) in the Ravy, it was called the MM (Electrical Cipher
Machino)., Tho machine will thereforo be referred to hereinsfter as the
SIO0ABA /20T,

b. Soon after the U,S, Forces begzan using the SIGABA/RCH (in
1941+42) Cur Bratish Allies learwd of the extstence of this —achine and
becan a heavy © n to acquire these -wchires or at least to be per-
mited to use the ples thersof., The caupaign was fruitless, -
Mtimatoly, howaver, it wis saccessfily but i1t was not untdl Novenber ne
1952 that the principles were@¥ficially diaclosed to British crypto- /ﬁﬁyﬁ
graphers and & Jimited mnber oI SIGAHA/ECH mechinos mads available to por el
the British, This is not the place to cite the datails of the story;
suffice it to say hare that the negotlations were conducted on the highast
lavals in the U,S. and U,X. Govermments. I balieve that tha principles of
the STOABS/ROM equipment were the only U.S, corrmnicatdon-cquipment
gecrets not shered with the Bratash in World war IYj it is possible that
tho stateront s true of all equipnents axcopt as regards atoric enargy

ﬂ\ﬂm‘ o o

€. If the invantions listed in d.Re 1152 had not been placed
in setrouy, patont spplications thercon could have bam filed in several
forelgn countedes and the inventdons exploited, It is posslble that the

8
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Honorable Chauncey We Reed

British Govermment would have purchased or would hsve had manufactured

for British use about 12,000 to 15,000 of these machines. This is the
total mmber of cipher machines they manufactured for use in World war

I, machines that represented merely a modification of a well-known German
gipher machine.” Since the average cost of ons of the SIOABA/EOM was then
sbout $2,000, the cost of 12,000 of then would have been $2,,000,000. A
vary modest royelty of 5% would have brought the inventor $1,200,0005 a
royalty approsimating that which Hagelin received on Converter M-209 (30%)
would have brought 87,200,000, But if one counters by saying that there
is nothing in the record to prove that the British would have bought or
narufactured a large murber of SIGABA/ECM machines, or anything like 12,000
of them, then at least this much is certaini they t well have used
sbout 6,000 of them to meat their needs for Combined (U.5.-U.XK.)} commnica-
tiong, On the basls of that many machines, the total muber of machines
would stdll have brought a very handsome royalty. The total World War II
expanditures of the U.S. for the machines end devices made under the inven-
tions 14sted in H,R, 1152 exceeded $30,000,000.00, Thie fact is cited only
to corroborate the statements made with regard to the probable size of the
foreign market,

11, A1l my inventions in the cryptographic fleld could have been pro-
tected by patents in foreign countriess., Bub in view of the imposition of
secrecy on those inventions subsequent to 1933 and on the U.S, patent appli-
sataions thereon, it was and stlll 1s not possible to epply for patent pro-
tection In forelgn countries, It is certain that had I been free to exploit
the foreign rights to several of my inventions, I would have had an excelient
opportunity to sell those rights to forelgn govermmsnts, especimlly the
British, and to foreign manufacturers, sspecially to Mr. Hagelin, the lead-
ing commarcial manufacturer of erypto-equipment in the world. In sddition
to Mr. Hagelin's firm, there are or werc before World War I1 several marm-
facturers of comrmnications equipment who could probably have been interested
in the commercial potentiaslities of security equipment bssed upon my inven-
tiong, not only for the Buropean but also for the internationsl market.

12, a. The two preceding parsgraphs deal with the SIGABA/ECM. Similar
data pertaining to several other of my inventions in the crypto-equipnent
field could here be cited, too, bubt because I think sufficient information
has s&lready been furnished to egtablish the fact thet the potential value

5 Incidentally, it may be of interest g note that a royal camission
1

awarded Alr Corriodore Frank Whittle &5 100,000 (=5403,000), tax-free,
for hs work in developing jJet engines, even though Whittle was speci-
ficallx ass%_in]e% to research and invention, (See srticle by Capl.
orge H. ard, » WAre we stiflIng the inventors?," Saturday
Evening Post, 9 June 1951.) Only recently Sir Robert Watson<jatt was

wyarded F 50,000 by a royal cormseion for his inventions and develop-
ments in radar apparatus.
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of the foredgn rights of but ono of my inventions far excesds the ewount
of the gward sought in F.R, 1152, I will cdt such similar edditional data,
sxropt a8 to the Infommetion glven in subparagraphs bwe below,

b, The U,5. version of the "CCM," the Cambined Ciphor Machine,
used for Intercommnication with the Britdsh, was furnisted the UX. in
sone quantity., Thae stepping of the erypto-cleents of this machine is
acaamplished electmeally and this feature of cipher machines 18 covered
by one of my U.S. Patent Applications listed in H.R, 1152,

#. The British ware furnished s limited mumber of U.S. machines
for enciphoring teletype transmissions. The eryptoprinciples used in these
wachines, desigmated by the short title SIGCUM, were based upon amothar of
ry U.S Patent Applicetions listed in H,?, 1152,

&. Practically all U,S. Allies were furnished tho U.5. cipher
dovices knoun as lhe Strip Cipher Device, covered by my U.S. Patent No.
2,395,863, also mentioned in H.R, 1152, This one, “hich was held in secrecy
for zt least six years, was finally allowed to issue in 1946,

8., The informatlon given in mbparsgraphs b, ¢, and d sbove will
esgist in formng the conclusion that the nwarket for the forelgn rizhts to
ny inventiong would hgve been important if I conld have exploited those
rights before or during World War II.

13¢ &, We cono mow to the potentlalitdes of the exploitation of the
doriestdc cormercial rights to the imventions listed in H,R. 1152,

b, With raference to the comercial uss in this country of privacy
orr secracy aysbena far the protectlon of written commnications, it should
be noted that sevoral U.S. corporations, in particular, the Intermational
Tolephota and Tolegraph Co., tha Internatlonal Buedness llachines Corporation,
the Amerdicar Telephone and Telegraph Co., aud the Automatic Eleetric Co,, have
spent considerable sums of monsy In thelr endoavors o devise, develop, o
purchago U,S, rights for ciphor machines, “wover, qualifisd cryplologis
guldence was not avallable to these conpanies because export moiledge in
this field is confined almost exclusively to Govermuent personnel; therefore,
tha efforts of these cumpardes wero largely unprofis « However, 1t ias
probable that a secwre, sfficient, and autonatic ciphor attachmeont for tele-
%ypo transsetons would $111 a long-standing need of large corporations far
plvasy or secrecy in that catagory of cozxmmications, In fact, on two
socasions approaches wero wuade to mo on behelf of one of the companies named
gbove, in connection wlth the possible purchase of the cormeroisl rights to
onie of tre Inveations cited in H.R. 1152, viz., U.S. Patent Application Yo,
Lil;3,320, This spplication has been in a secrocy status sinca 16 May 1942.
The first oceaslon on which I was approscred by an officer or at least a
high-leval of ficlel of a U5, company interested in the machine covared by
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U,8. Patent Application Wo. LL3,320 was during the time when the machine was
b produced in quantity by corpany, in 1942, I was, of course,
unshle even to dlscuss the mibiect since %ho invention hed bean placed in
poorecy md I meraly indested that nepotistions relative to a licenss could
poruaps bo Initisted efter the war was over, fThe second occaeion on which X
wag appronched with reference to the comercin) explaitation of U,9. Patent
Application Wo, 143,320, wes in September 1945, when Major General Frank B,
Btonar, USA, Assistont Ghdef Signel Offiser, advised me that the comercisl
cmmnicationa copanies wers interosted in scquiring a licanse to use the
invention covered by Application No, 4li3,320, end suggestod that I get that
application roleased fron secrocy, The official records in the case will
shoy that oy efforts to have that application released began on 27 Septenber
1945, extended until 20 Noveribor l;ﬁ?, ard were unsuccessful, The csse is
atili in peurecy.

b, There exists in the U.S. & market for the sowcalled literal
¢ipher davices or crypto-equipments for tusiness office use other than as
Intented above, but the extent of the market is difficult to gauge, Soon
after the close of hostdlities in Worldd War II a limited number of coples
of the U,8. Army cipher machine referred to in paragraph 8a(2) sbove
{Converter M-207) came, by insdvertonce or disregard of rogulations, to be
placed upon the market as U.8, Atmy swrplus equipnent; they quickly found
purchasers., This substentintes in some degree the surmise on the part of
the companies cited in subparagraph a above that there is a merket for cipher
apparatug for corrwrcial usage, Nevertheless, it ia true that, by and large,
U.8, firms doing sn international business send engasing in oversoes commnd-
sations uee business codes and that their use of them is cumionly dictated
ag mch by econory conalderations ss security, Howover, as Qeneral Canine
has alrealy raarked, "it cannot bo sald that /In this country7 a market
for Wghesrade ciphering machiines could not have beer developed." It is my
bellef that a market could be developad for s high-rrade, trustworthy, and
eftiocimt mechine,

U 8. The following extract from Segretary Stevens! letter, quoted
in paragraph 2g abovs, now be exmiineds

Reas To dany an inventor the right to seek gain from his
inventions morely because they are vital to our national defense
and the security of the Government, while permitiinc such pursuit
by inventors in other fields wrere securlm%i' {nterests ars nod
paranount, would be dlscriminatory snd would dlscourage advancenont
in matlers vital to our natlonal defense," (Frphasis supplied,)

bs Although mmerous instarces could be cited wierein pursuit by
Govormment inventors of their commercisl rights in their inventions has
yialded substantial financiel benafits, only three cases will be cited herein
to 1lustrate the nature and possible extent of the diserimination to which
allusion is made in the Secrotary's letter:

(1) In the Report and Recoriiendations of the Attorney General
to the Presldont on the Investigation of Qovermuont Patent Practices

— — -
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ard Policles, submitted in 1947, and, specifically, in Volume II
thareof, deaiing with the '"Navy Monograph," page 270, there asppoars
the folloulng paragraphi

"The rolationship between naval, eployees and private
industry resuliing from the interest in sellinz the formert's
inventions was, on gt least ons occasion, supplenented by an
gvan closer business comection between %h » That case involved
an outst morber of tha /Naval Research/ Laboratory staff
Dye [Harvey C./ Hayes, of the Sound Division, who had been ect{ng
as 8 consultant for Texaco and was under contract for years to
sasign sll of Ms patents to that company, allegedly at campensa-
tion of §25,000 per year, In 1937 the Department made an effort
to prohibit conflicting outside eployment, whereupon Dr, Fayes
offared to resign if ho wers obliged to sh his Texaco
sontract, Upon submission of the matter to the Judge Advocate
Genaral it was detided that he could retain his comeotion with
Taxaco while sontdmiing in the Navy Department.m

(2) In the saie Report (mentioned under subparagraph (1) sbove),
'nnisﬁeoiﬁcam under the eeotion devoted to the "Jar Monograph,n
page 450, there appears the following:

In gone ingtances substantial sums have been realised by
War Departnent personmnel fron their inventions, an example being
in tho Air Forces, Mr, Weldon Warth, a civilisn esployee at
Wright Fleld laboratories hos made & rumber of inventions, one
relating to an oil dilution systen for sirplenes, This system
has bemn used by the Dritdsh Government in the recent war and,
purguant to the patent interchanze egreersnt between the two
countries, that Government requested the United States to obtain
for it a license under Worth's British patent on the systam, By
the toras of the patent interchange agreement, the inited States
would bear the cost of procuring such a license, The Air Farces
antered into negotietions with Worth, who offered to grant a
license for an ammual fee of approximately $100,000, The nego-
tiating offIicer consldered this too high and najotiations were
gugpended, During the course of the nsgotiations, Vorth subnitted
informtion which indicated that he was mced.;nvi___ng %uxim%
3Q::gi"c)‘,oﬂo a from licenses under ang pa on

antion dn question, (Brphasis supplied.)

{3) Dospite & long-standing and quite restrictive policy main-
talned by the Natlonal Burcau of Standards with respect to rights in
inventlons made by its employses, the Bureau has never withheld foraign
#ghts from erployee~inventora, "The Buresu ss a mattar of practice
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P

hag perrittced 4ts enployees to retain the foredgn patent rights even
to inventions as to which the doncstic patent rights are to be assipgned
to the Goverment." (Report cited above, page 97.) One of my friends
who is & Bureau of Stendards employee-dnvetor, Hr. Jacob Rabinow
fully sware that T was planning to use his information in this lstter,
told me on 10 September 1953 that he recently sold his foreign rights
in two of his inventions end that they brought him a total of $130,000.

P
8. Attention is eépeclally invited to the pertinacy of the second

and third 1llustrations cited sbove as to the value of foreign rights,

bocauge 1t s in that area that gecrcgy requirements dictated by the needs

of our national defense have most serdously impaired, if not completely

millified, my proports rights in my invoantions, xd.gh%s granted mo many yoars

gio by a properly-cipowered Patents Board (of the Signal Corps) having juris-

ta1on 4n the determination of what rights inhered in the Govermient and
in the invantor, respectivaly.

5. 8. The lagt paragzraph of Inclosures 1 cs;lla for comwnt. That
paragfaph 1s as followss

"The Bureau of the Budget edvises that while there is no dbjec-
tion to tho sulmission of this report, it is believed that therv 1s
& serious question as to the degirability of meking the proposed award
in view of the fact that it is inconsigtent with general adrinistrative
end statutory policies relating to inventions made by Federal enployees
in tha courge of thelr employrent with the use of Govermnent materiais
and with the aid of other employees.®

b, The basis for the statement that the proposed sward "is incon-
sintant wIth general sdministrative and stetutory policles relating to
inventlons ..." 1s not clear, In fact, I an quite sure that the staterent
ia not pertinent in respect to the award sought in H.R. 1152,

£. It sppoars hardly necessary for me Lo emphasize the fact that
the ayard proposed in H.R. 1152 is not soucht or intended as compensatdon
Tor the uso of ~y invertions by the Qovermient., 1 LWnk 1 have sdequately
eovered thls polnt in paragraph Oa abnve.

d. If by "Adnimistrative ... policies” the Bureau of the Budget
mgm to Executive Order 10096 of Jenuery 23, 1950, then I wish to paint
vubs

. (1) That the s=id order applies only to inventions nade by e
Govormiont eiployes on or after the dale indicated (Jamary 23, 1950))

(2) that tio inventions listed in H.R. 1152 were nade many
years bafore that detsj
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{3) that even under Zxecutive Arder 10076 the foreign rightg
i?n inventions made by Government emplosees inhere in the inventors;

( (L) that the sole bamls for the award sought in H,R. 1152
| is the fect that gecurity considerations required that the inventions
1isfed herein bo kept under seal of mecrecy, and &s & result I was

-y ——

K ﬁnaht to exploit my proporty rights therein, especlally my foreign
#ights. _
[ _ Tn TSR e —— o

2. Wlth regard to "statutory policles" with which the award
might be considered to be inconslstent, this possibly refers to the
following extract from Section 3 of 35 U.S5.C. 181183 (codifying Public
Law 256, 824 Congress, the "Inventlon Secrecy Act of 19517)1

T BThis section shall not confer a raght of action on angyome
. ar his successors, assigns, or legal reopresentatives who, whils in
{ the full-time mpioynent or service of the United States, discovered,
\ invented, or developed ths inventdon on which the claim 1s based.”

gi;, In respect to the foregoing extract, I wish to point outs

(1) That the rellsf sought in H.R. 1152 is not in the mature
of & settlemont of a glaim based upon considerations involving the
dogal status of pights In the inventions listed thersin;

(2) That the inventions listed in H.R. 1152, with one excep-
tion,7 were not placed in scerecy under the provisions of the sbove-
meritioned 35 U.S.C. 1681-188 untdl 20 Hay 1947. Therefore, those
provislons of law were not applicable to the inventions listed in
the H.R. 1152; hence no claim based upon such legsl issues as may
axist in tha case could Be Tiled in any event; ) L

{3) That the Secretary of the Army took into consideration
the provisions of the law cited in the praeceding subpsragraph when
he stateds

6 Ses Section 6, Aduinistrative Order No. 5, dated April 26, 1951, issued
by the Chaimans Sovermiant Patents Board, Also, note in this connection

paragraph Ub(3) of thism letter.

T 1hq exceptlion irvolved Patent Application No. 30,212, whirh was placed
4n searecy on 16 July 1940, under tha provisions of the then Publie Law
700, 76th Congress., The spplicadion was released from mecrecy after
Warld War IT end finally issued, on $ March 1)L6, as U.5. Patent lo,
2,395,863.
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"It is believed that there is no law which provided for
¥r. iviedman’s redress. ¥He bas no legal remedy under 35 U.8.C.
181-188 {codifying Public law 256, 824 Congress, the 'Invention
Bearecy Act of 1951"), that law excluding from its benefits
anyone vho was a4 full-time Government employee when he made the
{nvention in question. Hection 10 of Public lew 956, 824 LT
pepenled Public law 700, 76th Congress (35 U.S., 1946 ed., L2
but preserved any rights then existing under the latter act.
However, this sppears to afford no legal remedy for Mr. Friedman,
#ince Public law 700, 76th Congress, required a claimant to have
a patent issued upon an epplication which was in secrecy and ten-
dered to the Government under the provisions of that statute.
Iikewise, 28 U 8§ €. 1498, relating to recovery for patent infringe-
wmt by the Govermment, falls to provide Mr. Friedman any legal
rerpdy, since the Covernment bas at least a royalty-free license
4o use the Friedman inventioms;"

{4) Tat the woy in vhich my inventians were kept in a secrecy
status from 1933 to 1947 was by means of 35 U8 C {1946) ed ) Bection
97, the so~called "three-year rule” which rule could be imvoked
repeatedly on the same patent application so that the invention could o
be kept in a secrecy status for au Indefinite mmber of years, as was
dome in the case of all the inventions listed in H.R. 1152, with one

gxception (see Note T); and, finally,

{5) That the "three-year rule” cantained no provision whatso-
ever for compensating an irwventor for withholding or indefinitely
delnying imsuance of a patent.

g. For the foregoing reasons it is difficult to see the validity
of the position taken by the Bureau of the Budget in xd to HR. 1132;
there s nothing in that 111} which is inconsistent with general adwminis-
trative and statutory policies pertaining to the case.

16. When pernission was granted me to smploy counsel to assist me
in the preparation of the case it was officially stated that therc ws no
dbjection to my "hiring private counsel provided no classified information
is revealed thereby." Y have rigidly adhered to this condition and will
atate without qualification thaf my counsel has not participeted or assisted
me In any way in the preparation of this letter. Hence, any inadequacies,
asbiguities, ar exrors of law therein are my sole responsibility

15
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granting the full smount mntionc;l therein. That amount would provide, as
I think the facts presented in this letter mpport, a very modest recogni-
ha

tion of ths value of the farcign rights and tho doomstic commercis) rights
which I am unable to expioit because of sacicity comslderations. Indeed,
I feel that the smount sought in H.R. 1152 does not to any substantial
flegreo reflect the real valus of those rights.

Yery respectifally,

WILLIAM ¥. FRISLMAN

2 Yoelosures
1., ¥r fran Bac/Aray,
#. Marsbell-Deway 1tr.

il
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