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COMMITTEE PRINT REGARDING
PATENT QUALITY IMPROVEMENT

Part 1

WEDNESDAY, APRIL 20, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 4:38 p.m., in Room
2141, Rayburn House Office Building, the Honorable Lamar Smith
(Chair of the Subcommittee) presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order.

We appreciate all the interest demonstrated by all the folks
today. This is an important hearing. It is the first of several hear-
ings on the subject, but I'm glad for everyone’s interest.

Also, let me say that there is a concurrent Members-only briefing
on Iraq that is being given by the Secretary of Defense, and I know
we've lost several Members to that activity. Nevertheless, it doesn’t
diminish from what is said nor the importance of the meeting
itself.

I'll recognize myself for an opening statement and then recognize
the Ranking Member, and then we’ll get to our witnesses as soon
thereafter as possible.

This hearing is the first of two that we will conduct this month
on patent reform. More specifically, today the Subcommittee will
explore the merits of a committee print that incorporates a number
of changes to improve the quality of patents issued by the U.S. Pat-
ent and Trademark Office.

The print also speaks to certain patent practices that disrupt the
operations of manufacturers and other businesses.

The Subcommittee will hold its second hearing on the print next
week and a third hearing on a bill that I will introduce shortly
after that.

While the Subcommittee has documented a steady increase in
application pendency and backlogs at the PTO in recent years, the
consensus view among agency officials and the inventor community
is that efforts to address these problems should not take precedent
over improving patent quality.

Patents of questionable scope or validity waste valuable re-
sources by inviting third party challenges and ultimately discour-
age private sector investment.

o))



2

Accordingly, our Subcommittee has pursued a number of initia-
tives over the past decade to improve the operations of the PTO
and the patent system. But concern over patent quality and its ef-
fect on the economy at large has not been confined to Congress and
the PTO.

Comprehensive studies recently issued by the Federal Trade
Commission and the National Academies generated much discus-
sion within inventor, industry, and Government circles about the
present patent system and how it could be improved.

Critics of the U.S. patent system became more vocal as their
ranks swelled. They maintained that the gains of the previous dec-
ade were too incremental or otherwise insufficient.

The Subcommittee responded in the last Congress by conducting
oversight hearings on seven reform proposals.

While we did not move an omnibus reform bill in 2004, the hear-
ings contributed to the growing sentiment that favors enactment of
such legislation in this Congress.

The committee print is a first step in that process. It contains
most of the leading recommendations developed by the PTO and a
broad cross-section of industry and trade associations that are in-
volved in the formulation of patent policy.

It is expected that small businesses, independent inventors, and
other interested parties also will participate in this dialogue and
the eventual drafting of a bill based on the print that I expect to
move this spring.

I realize many competing interests are affected by our work on
this broad topic, With so much on our plate, ours is an ambitious
undertaking, at least by my account, but we still expect to succeed.

With that, T'll recognize the Ranking Member for his opening
comments as well.

Mr. BERMAN. Thank you, Mr. Chairman. Perhaps we can talk
about patent protection in the new Iraq, and merge the briefing
with the subject of this hearing.

I want to thank you for scheduling this hearing and in the past
my colleague from Virginia, Mr. Boucher, and I have introduced
legislation on patent quality reforms a number of times. I think the
general discussion of the need to look at many of these questions
has attempted—has fostered a discussions among diverse industry
groups, all of which now recognize the need for changes to the pat-
ent law.

While there are many differing views about how to amend the
law, we all share a common goal, which is improving the quality
of the patent system. Our patent system was designed to promote
continual innovation by providing strong protection for intellectual
property.

However, if we protect invalid patents, the system will have the
opposite effect: that of hindering creative output. And the introduc-
tion of poor quality patents into the marketplace actually increases
the amount of litigation and has a negative effect on the economy.

The problem of low-quality patents cuts across the entire spec-
trum of art units that the Patent Office examines. But the chief
culprit seems to be patents in the business methods and software
area.
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The Patent Office has initiated what it calls a second set of eyes
review in an effort to address the problem. But this is merely a
stop gap measure. Without an assurance of sufficient funding every
year, the PTO can’t maintain the staff it needs to administer the
reviews or implement new quality initiatives.

So funding for the PTO and an end to diversion I think should
remain as top priorities in any reform effort.

Any legislative solution to the problem of patent quality must ad-
dress deficiencies both at the front end of the process—that is, the
examination stage, which takes place in the PTO—and at the back
end, which takes place in the courtroom.

The quality of patents system should be addressed both from—
from both perspectives. Inventors should have confidence about the
quality of the patents they receive before investing further in re-
search and development, and equally secure in the knowledge they
can properly enforce that patent.

I have a couple of concerns in this vein relating to the committee
print. The print primarily describes reforms to litigation and rem-
edy provisions. While I think many of the suggestions are worth-
while and worthy of support, I'm concerned that we are merely
treating the symptoms without enough emphasis on curbing the
underlying—curing the underlying disease. Patent quality needs to
remain a focus, with an objective of minimizing litigation on nu-
merous invalidity claims.

For example, including a provision on allowing submissions of
additional prior art to an examiner may be helpful in addressing
this poor quality problem.

Furthermore, much of the print speaks to harmonization of U.S.
patent law with patent law in the rest of the world. For example,
shifting from a first to invent paradigm to one of first inventor to
file. While this is a very important and necessary discussion, hav-
ing experienced the opposition that can be generated on patent re-
form issues in certain areas in the past, in the late 1990’s, I'm con-
cerned that opposition to those provisions at this point will affect
the ability to achieve other essential patent reform.

So I'm looking forward to today’s hearings—hearing from today’s
witnesses to identify potential solutions to the problems created by
questionable patent quality. Just to note, some of the suggestions
for change, such as the injunction provision, may not be palatable
to some of the witnesses. But I throw out a challenge to those wit-
nesses: if you don’t like that provision, help us craft a resolution
to the problem the injunction provision was designed to address,
that of the patent’s role. While the structure of the discussion may
be centered around the committee print, I hope that the witnesses
here and in the future hearings will identify additional possibilities
for resolving patent quality problems. I look forward to working
with you, Mr. Chairman, in drafting effective patent legislation.

Mr. SmITH. Thank you, Mr. Berman.

The gentleman from Virginia, Mr. Goodlatte is recognized.

Mr. GOODLATTE. Mr. Chairman, thank you for holding this im-
portant hearing to examine the committee print on improving pat-
ent quality. As we all know, article I, section 8 of our Constitution
lays the framework for our Nation’s patent laws. It grants Con-
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gress the power to award inventors for limited amounts of time ex-
clusive rights to their inventions.

The framers had the incredible foresight to realize that this type
of incentive was crucial to ensure that America would become the
world’s leader in innovation and creativity.

These incentives as just as important today as they were at the
founding of country, if not more so. We must make sure the incen-
tives our framers put into our Constitution remain meaningful and
effective. The U.S. patent system must work efficiently if America
is to remain the world leader in innovation.

It is only right that as more and more inventions with increasing
complexity emerge that we should examine our Nation’s patent
laws to ensure that they still work efficiently and that they still en-
courage and do not discourage innovation.

One industry sector which is beginning to showcase the potential
problems inherent in our Nation’s patent system is the high tech
industry.

In today’s economy, many high tech products involve hundreds
and even thousands of patented ideas. Technological innovators
must work to ensure that they obtain the lawful rights to use the
patents of others through licenses and other lawful mechanisms.

However, it appears that a cottage industry is emerging that
seeks to take advantage of the complexity of these products, com-
bined with loopholes in our patent laws, to extort money from high
tech companies, both large and small.

To be sure, these problems are not limited to the high

tech industry. Inventors in all industries are increasingly facing
these types of problems. The solution to these problems involves
both ensuring that quality patents are issued in the first place and
ensuring that we take a hard look at patent litigation and enforce-
ment laws to make sure that they do not create incentives for op-
portunists with invalid claims to exploit.

All inventors will reap the rewards of a streamlined patent sys-
tem that ensures that good quality patents are issued and that op-
{)ortunists cannot take advantage of loopholes in our enforcement
aws.

I look forward to exploring the details of the committee print
with the witnesses.

Again, Mr. Chairman, I thank you for holding this important
hearing, and I'd ask that my full opening statement be made a part
of the record.

Mr. SMITH. And without objection, they will be.

[The prepared statement of Mr. Goodlatte follows:]

PREPARED STATEMENT OF THE HONORABLE BOB GOODLATTE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF VIRGINIA

Thank you, Mr. Chairman, for holding this important hearing to examine the
committee print on improving patent quality.

Article I Section 8 of our Constitution lays the framework for our nation’s patent
laws. It grants Congress the power to award inventors, for limited amounts of time,
exclusive rights to their inventions. The Framers had the incredible foresight to re-
alize that this type of incentive was crucial to ensure that America would become
the world’s leader in innovation and creativity.

These incentives are just as important today as they were at the founding of our
country. As we continue our journey into the digital age, we must make sure that
the incentives our Framers put into our Constitution remain meaningful and effec-



5

tive. The U.S. Patent system must work efficiently if America is to remain the world
leader in innovation.

It is only right that as more and more inventions with increasing complexity
emerge, that we should examine our nation’s patent laws to ensure that they still
work efficiently and that they still encourage, and not discourage, innovation.

One industry sector which is beginning to showcase the potential problems inher-
ent in our nation’s patent system is the high tech industry. In today’s economy,
many high tech products involve hundreds, and even thousands, of patented ideas.
Technological innovators must work to ensure that they obtain the lawful rights to
use the patents of others, through licenses and other lawful mechanisms. However,
it appears that a cottage industry is emerging that seeks to take advantage of the
complexity of these products, combined with loopholes in our patent laws to extort
money from high tech companies, both large and small. To be sure, these problems
are not limited to the high-tech industry—inventors in all industries are increas-
ingly facing these types of problems.

The solution to these problems involves both ensuring that quality patents are
issued in the first place, and ensuring that we take a good hard look at patent liti-
gation and enforcement laws to make sure that they do not create incentives for op-
portunists with invalid claims to exploit.

The Committee Print addresses both of these concerns. It would create a new
post-grant opposition system in which any member of the public could request the
USPTO to review the scope and validity of a patent within nine months from the
date of its issuance. While this provision would help to ensure that quality patents
are issued, the nine month limit is intended to prevent third parties from harassing
a patent owner. In addition, the Committee Print eliminates the provision in cur-
rent law that prohibits a party from raising an issue on appeal that could have been
raised during a reexamination proceeding. This provision is meant to encourage
more participation in the reexamination process to ensure that only quality patents
are issued.

The Committee Print also includes provisions to ensure that patent litigation ben-
efits those with valid claims, but not those opportunists who seek to abuse the liti-
gation process. Specifically, the bill creates a clear standard for “willful infringe-
ment,” ensures that injunctions are issued only when the patentee is likely to suffer
irreparable harm that cannot be remedied by the payment of money damages, and
ensures that damages awarded to a party are proportional to the value that the par-
ty’s invention contributes to the total value of the defendant’s product.

All inventors will reap the rewards of a streamlined patent system that ensures
that good quality patents are issued, and that opportunists cannot take advantage
of loopholes in our enforcement laws.

Thank you again, Mr. Chairman for holding this hearing. I look forward to hear-
ing today from our witnesses.

Mr. SMITH. Thank you, Mr. Goodlatte.

Before I introduce the witnesses, I'd like to invite you to stand
and be sworn in.

[Witnesses sworn.]

Mr. SMITH. Thank you. Please be seated. Let’s see our first wit-
ness if Jeff Hawley, President of the Intellectual Property Owners
Association. Mr. Hawley also serves as Legal Division Vice Presi-
dent and Director of the Patent Legal Staff for Eastman Kodak in
Rochester, New York. He earned a bachelor’s degree in electrical—
excuse me—chemical engineering from the New York University
School of Engineering, and a law degree from George Washington
University.

The next witness is Richard Lutton, Chief Patent Counsel for
Apple Computer, where he oversees patent development, licensing,
and litigation for Apple’s computer hardware and software busi-
ness. He will testify on behalf of the Business Software Alliance.
Mr. Lutton earned a bachelor’s degree in electrical engineering
from Rice and a law degree from Columbia.

Our next witness is Jeffrey Kushan, a Partner and Patent Attor-
ney at Sidley, Austin Brown and Wood’s Washington, D.C. office.
He is testifying on behalf of Genentech, a biotechnology company
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based in San Francisco. Mr. Kushan is a graduate of the George
Washington University Law School. He also earned a master’s in
chemistry from the University of North Carolina at Chapel Hill,
and a bachelor’s in chemistry from the College of William and
Mary.

Our final witness is William LaFuze, a Partner in the Houston
Office of Vinson and Elkins, where he specializes in intellectual
property law, with an emphasis on electronics, oil field equipment
and computer-related litigation.

Mr. LaFuze chairs the Intellectual Property Law Section of the
American Bar Association and will testify on their behalf. He
earned his undergraduate degree in physics from the University of
Texas, a master’s in applied science from Southern Methodist Uni-
versity, and a law degree from Texas as well.

Welcome to you all. We have your written statements, and with-
out objection they’ll be made a part of the record.

Let me wish you well as you try to summarize those testimonies,
and I read every one, in 5 minutes. But do the best you can, and
then we’ll look forward to asking you questions about the rest of
your testimony as well. Mr. Hawley, we’ll begin with you.

TESTIMONY OF J. JEFFREY HAWLEY, LEGAL DIVISION VICE
PRESIDENT AND DIRECTOR, PATENT LEGAL STAFF, EAST-
MAN KODAK COMPANY, ON BEHALF OF INTELLECTUAL
PROPERTY OWNERS ASSOCIATION (IPO)

Mr. HAWLEY. Thank you, Mr. Chairman and Members of the
Committee, and I'll do my best to stick to the 5 minutes.

As you noted, I'm speaking today on behalf of the Intellectual
Property Owners Association. IPO is a trade association that rep-
resents companies and individuals in all industries and fields of
technology who are interested in intellectual property rights.

We would like to compliment the Subcommittee on putting to-
gether more than a dozen specific proposals for improving the pat-
ent system in the committee print, and IPO enthusiastically en-
dorses the majority of the proposals; is concerned about one of
them; and is studying others.

You mentioned in your opening statement that this is indeed an
ambitious undertaking and with so many individual provisions I
think that’s a bit of an understatement. This is going to be a chal-
lenging time.

We believe that the principles underlying the U.S. patent system
are sound and that the system has served the country well for over
200 years.

This is confirmed by the recent in-depth studies that, Mr. Chair-
man, you mentioned—the FTC study, the National Academy of
Sciences study—and also a recent publication by the economists
Jaffey and Lerner. In spite of some popular press criticisms to the
contrary, the patent system provides important incentives for our
members and other innovators to create and commercialize new
technology.

However, as you have also noted, the U.S. Patent and Trademark
Office is in a bit of a crisis, caused by underfunding, in turn caused
by the diversion of user fees to non-related Government programs,
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to the tune of about three-quarters of a billion dollars in the last
10 years.

We are optimistic that the situation in the U.S. PTO is turning
around. We recommend that the highest priorities for the patent
system going forward, should be improving the patent quality, as
everyone has mentioned so far, reducing the cost of patent litiga-
tion and international patenting, and also reducing the uncertainty
over the scope of patent rights.

Turning now to the committee print, we support establishing a
new post-grant opposition proceeding, which will allow the public
to request an opposition during a period of 9 months after the
grant of a patent.

We favor nearly all of the features of the post-grant proceeding
that are in the committee print. We have attached to the appendix
of our written statement a listing of the features that we rec-
ommend for a post-grant opposition system.

We also support enthusiastically the proposed limitations on the
award of treble damages for patent infringement. We believe these
limitations will reduce litigation costs and discourage unwarranted
suits. The proposal will correct the situation that some companies
have said causes them to be wary of even reading patents of their
competitors for fear that the company will, thereby, be on notice of
patent infringement for the purposes of willful infringement.

A significant improvement over current law is the very welcomed
clarification of the notice requirements that are also found in the
committee print, and we applaud you for that.

We support the awarding of the patent to the first inventor to
file. This change from first to invent procedure will provide more
certainty for patent rights. The first inventor to file system is the
best system for the United States and IPO believes that it should
be done even outside the context of international harmonization.
But its adoption is important for our participation in the inter-
national harmonization efforts.

Recent studies by former PTO Commissioner Mossinghoff have
shown that the benefits of the first to invent system do not justify
its costs, and this very same conclusion was reached by the Na-
tional Academy of Sciences.

With regard to injunctions, while it may be possible to change
the balance slightly in favor of the infringer to reduce abuses, the
proposal in the committee print represents a radical change and
goes too far.

Compared to current law, this proposal shifts the burden from
the—to the patentee from the infringer. It requires that an injunc-
tion be denied unless there is a reason to grant it; whereas, under
current law it’s granted unless there is a reason to deny it. It im-
ports preliminary injunction concepts into permanent injunction
determinations and it encourages courts to give substantial weight
to whether or not the patentee works the invention.

Our written statement explains why we believe the injunctions
proposal would diminish the incentive for innovation provided by
American patent system. We believe exclusive rights should con-
tinue to be available to the same extent for patented inventions as
they are for a copyrighted book—work, such as books, motion pic-
tures, sound recoding, and software.
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We again want to thank you for the opportunity for being here
today. I see I made it under 5 minutes comfortably and I would be
pleased to answer any questions.

[The prepared statement of Mr. Hawley follows:]

PREPARED STATEMENT OF J. JEFFREY HAWLEY

Mr. Chairman and Members of the Subcommittee:

My name is J. Jeffrey Hawley. I am Legal Division Vice President and Director,
Patent Legal Staff, for Eastman Kodak Co. in Rochester, New York. I am speaking
today on behalf of Intellectual Property Owners Association (IPO), of which I am
the current elected President.

IPO is a trade association representing companies and individuals in all indus-
tries and fields of technology who own or are interested in intellectual property
rights. IPO’s membership overlaps with the membership of many organizations, in-
cluding BIO and BSA who are here today. IPO members include more than 100
large and medium-size corporate members and a number of small business and indi-
vidual inventor members. Our members file about 30 percent of the patent applica-
tions that are filed in the United States Patent and Trademark Office (PTO) by U.S.
nationals. In addition to our legislative interests, we comment frequently and in de-
tail on PTO rules changes and file amicus briefs in cases of interest to us. We have
moi“e than 850 people volunteering in 34 standing committees studying trends in
IP law.

We appreciate the opportunity to discuss the April 14 Committee Print, which
contains more than a dozen significant proposals for improving the patent system.
We compliment the Subcommittee on assembling so many promising ideas. IPO en-
thusiastically endorses a majority of the proposals in the Committee Print. I will
give an overview and then summarize our reaction to each proposal.

OVERVIEW OF PTO AND PATENT LITIGATION ISSUES

Our members almost universally believe the patent system needs improvement.
IPO was one of the first organizations to say that the PTO was in a “crisis,” when
we testified before this Subcommittee in 2001. We expressed concerns about the
quality of patents granted by the PTO and the growing length of time required to
grant or deny a patent. Since that time, reports from the Federal Trade Commission
(FTC) and from the National Academy of Sciences (NAS) have recommended a num-
ber of changes to the patent system to improve its effectiveness in encouraging inno-
vation in U.S. industry. In 2002 we endorsed the PTO’s 21st Century Strategic Plan,
which is directed at improving PTO operations and is now being implemented.

The diversion of more than three-quarters of a billion dollars in PTO user fees
since 1992 has been a major factor in the PTO crisis. If the PTO had had the oppor-
tunity to spend the diverted funds, which were paid by our members and other PTO
users for services they expected to receive, today’s picture would be very different.
We are optimistic that the situation at the PTO can be improved. Director Jon W.
Dudas is acting aggressively with the aid of more than $200 million annually in ad-
ditional funding provided by last December’s patent fee increase to address the of-
fice’s problems. We understand that the PTO is hiring more patent examiners and
making efforts to improve employee recruiting and training, recertify examiner
skills, and improve patent procedures. We are cautiously optimistic that no more
user fees will be diverted in the short term. The threat of fee diversion remains,
however, and IPO will therefore continue to support this Subcommittee’s work to
enact legislation to permanently end fee diversion.

No silver bullet exists, of course, that can turn the PTO around overnight. The
patent quality problem is complex and not amenable to any single solution. The
time required to grant or deny a patent will continue to increase for some years de-
spite stepped-up patent examiner hiring, because new examiners must undergo an
extensive training program to become productive and because training large num-
bers of new examiners takes experienced examiners off the production line. We are
in an environment in which confidence in the validity of patents will continue to
be lower than desirable for the foreseeable future and the time required to grant
or deny a patent will be far longer than the traditional goal that IPO continues to
support—an average of 18 months after filing the initial application until patent
grant or denial.

The problems with patent quality and long PTO delays create uncertainty about
legal rights in technology. Uncertainty discourages investment by patent owners
and their competitors in research, development, and commercialization of new prod-
ucts needed to maintain the country’s technological and economic strength.
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Our members have experienced a sharp rise in patent litigation costs. Hildebrandt
International’s 2004 Law Department Survey reported that the companies surveyed
spent 32 percent more on outside counsel for intellectual property litigation in 2003
than in the previous year. They spent only one percent more for outside counsel on
non-IP litigation. Some IPO members believe a substantial portion of the rise in liti-
gation costs can be attributed to organizations that have engaged in abusive prac-
tices including threatening frivolous lawsuits.! A number of suggestions have been
made by companies in the information technology industry and others for legislation
to reform patent litigation. IPO believes some of these ideas have merit.

Our members are also faced with high patent costs for protecting their technology
internationally. Under the existing system U.S. applicants must file separate patent
applications in separate countries and regions that require different application con-
tent and format. This process is costly and inefficient. In addition, patent offices
around the world are wasting large sums by duplicating each others’ efforts in pat-
ent searching.

A worldwide patent law harmonization treaty is needed. We also believe inter-
national patent expenses can be reduced through administrative and other changes
by the U.S., Japanese, and European patent offices, which receive the bulk of appli-
cations from U.S. industry. Last week IPO, the American Intellectual Property Law
Association (AIPLA), the Japanese Intellectual Property Association (JIPA), and the
European industry association UNICE held the fourth in a series of meetings to de-
velop recommendations to enable the same patent application to be filed, searched,
and processed in the three largest offices without the need for amendment during
the granting process. We hope to publish our final recommendations before the end
of the year. Many of the changes required to harmonize the world’s patent laws will
require legislation, and we support the harmonization-related legislative proposals
in the Committee Print.

POST-GRANT OPPOSITION PROCEDURES AND
INTER PARTES REEXAMINATION PROCEDURES

Section 9 of the Committee Print establishes a new post-grant opposition proce-
dure. Establishment of a post-grant opposition feature was recommended in both
the FTC and NAS reports. Under Section 9, post-grant opposition would enable any
competitor of a patent owner or other member of the public to make a request not
more than nine months after the grant of a patent for the PTO to reconsider wheth-
er the patent should be granted.2 The party requesting an opposition could raise any
of the statutory requirements for patentability as an issue for invalidity of the pat-
ent. The PTO Director could dismiss a request lacking substantial merit and would
be required to complete the opposition procedure within one year. Limited discovery
would be available and appeals could be taken to the U.S. Court of Appeals for the
Federal Circuit.

IPO strongly endorses establishing this type of post-grant opposition proceeding.
We believe the opportunity to request an opposition should be available only for
nine months after the grant of the patent. The alternative view is that oppositions
should be available at any time after the grant of the patent throughout its life or
at least for a period of time at any time after the patent owner receives a notice
of alleged infringement or an offer to license. Those favoring a short window of time
after patent grant for requesting opposition, including IPO, tend to view the opposi-
tion procedure as an additional review of the patent examination process in the PTO
and an opportunity for members of the public to submit information and present ar-
guments that may not have been available to the Office. Those favoring making op-
positions available throughout the life of the patent tend to view the procedure as
an alternative to patent validity litigation in U.S. District Courts. This would be
similar to the “revocation” process that is found in the procedure of many foreign
countries. Although an opposition procedure should not be viewed as a substitute
for the Office performing a thorough initial examination, the existence of an opposi-
tion procedure will reduce uncertainty and increase confidence by patent owners
and the public in the quality of patents that have survived an opposition or have
not been opposed. Limiting the time for oppositions will help avoid possible harass-
ment of patent owners and avoid large numbers of opposition proceedings that
would overtax the Office’s ability to handle the proceedings. Importantly, an indefi-
nite period of opposition exposure would hinder the ability of startup companies to
receive prompt funding through the venture capital system.

1See generally materials from March 14, 2005 IPO conference “Patent Trolls and Patent Prop-
erty Rights” (materials available from IPO).
2 Committee Print, pp. 36—49.
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Any opposition proceeding must be carefully balanced to protect the interests of
patent owners and competitors and to maintain the value of patents as an encour-
agement for invention, research, development, and commercialization. Changing one
feature of a proceeding may require changing other features in order to maintain
the desired balance. IPO has studied opposition procedures and developed a list of
16 inter-related attributes that we believe would provide a balanced proceeding and
improve patent quality. Our list is attached to this statement as an Appendix.

Only a few of our suggested attributes differ from those in the Committee Print.
We recommend that: (1) the standard of proof applied during an opposition pro-
ceeding should be the clear and convincing evidence standard; (2) the requester of
an opposition proceeding should be required to publicly disclose its identity in every
case; and (3) an opposition proceeding requested by an accused infringer should be
stayed if an infringement suit is filed against the accused infringer in a district
court before the opposition is requested.

Section 9 of the Committee Print modifies the existing “inter partes reexamina-
tion” proceeding that was established in 1999 by the American Inventors Protection
Act.3 Inter partes reexamination proceedings differ from the proposed post-grant op-
position proceedings in that inter partes reexaminations are available at any time
during the life of the patent and are limited to patentability issues based on earlier
patents or publications describing the invention at issue—documentary prior art.
The Committee Print expands inter partes reexaminations by (1) removing the limi-
tation that a requester is estopped from asserting at a later time patent invalidity
on any ground that the requester “could have raised” during the reexamination pro-
ceeding; and (2) making inter partes reexamination available for any patent granted
on any date. The American Inventors Protection Act limited inter partes reexamina-
tion proceedings to patents granted on applications filed after November 29, 1999.
The two limitations on inter partes reexamination addressed by the Committee
Print have prevented significant use of inter partes reexamination to date. Only
about 75 inter partes patent reexaminations have been requested. IPO supports the
changes in inter partes reexamination in the Committee Print. We believe that with
these changes, inter partes reexamination will be used more often. It will serve as
a useful complement to the proposed post-grant opposition proceedings by providing
a relatively simple and inexpensive proceeding for challenging a patent at any time
during its life on the limited grounds—documentary prior art—on which the PTO
has the most experience. With emphasis on prompt reexamination announced by Di-
rector Dudas recently, inter partes reexamination will also be a relatively rapid pro-
ceeding for obtaining determinations of patentability. Availability of an improved
inter partes reexamination proceeding bolsters the case for limiting post-grant oppo-
sition proceedings to a nine-month period after grant.

WILLFUL INFRINGEMENT AS BASIS FOR TREBLE DAMAGE LIABILITY

IPO supports the amendment in Section 6 of the Committee Print that clarifies
and limits the law on awards of treble damages for patent infringement.4 The sec-
tion implements recommendations of the FTC, the NAS and others including IPO
that treble damages should be assessed against infringers only in limited situations.
Some companies have stated that existing judicial interpretations on treble damages
have caused them to be wary of even permitting their employees to read competi-
tors’ patent documents for fear the company will be found to be on notice of infringe-
ment for purposes of treble damages liability. Some feel that treble damages are too
readily available and encourage owners of questionable patents to file law suits and
obtain settlements in cases in which defendants have not knowingly infringed a
valid patent.

The Committee Print prohibits an inference of willful infringement based on the
absence of an opinion of counsel and prohibits treble damages based merely on
knowledge of a patent or its contents by the defendant. The Committee Print limits
treble damages to specific situations including instances where the defendant has
received a detailed written notice from the patent owner charging infringement and
identifying the specific patents, claims, and allegedly infringing products or proc-
esses. A significant feature of this provision in the Committee Print is that the no-
tice from the patentee must be sufficient to give declaratory judgment jurisdiction
to the receiver of the notice. This prevents the current tactic used by abusers of
placing the receiver of the notice in legal limbo—subject to the possibility of treble
damages but with no legal remedy to resolve the situation. Other circumstances in
which the Committee Print approves treble damages are those in which (1) the de-

3 Committee Print, p. 35.
4 Committee Print, pp.29-31.
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fendant intentionally copied the patent subject matter and (2) the patent was as-
serted against the defendant in a previous judicial proceeding.

We believe these reforms on willfulness and treble damages will reduce litigation
costs and discourage unwarranted suits. These reforms together with limited post-
grant opposition proceedings and improvements in inter partes reexamination pro-
ceedings would constitute significant reform of the patent litigation system.

RIGHT OF FIRST-INVENTOR-TO-FILE

Section 3 of the Committee Print awards the patent to the first-inventor-to-file
when two inventors file patent applications, changing the traditional U.S. first-to-
invent procedure. IPO supports this change.?

Awarding the patent to the first-inventor-to-file eliminates interference pro-
ceedings in the USPTO. Fewer than one-tenth of one percent of patent applications
become involved in interference proceedings, but proceedings are costly and the pos-
sibility of another party proving a date of invention earlier that the invention date
of the first party to file causes uncertainty for patent rights. Data compiled recently
by Gerald J. Mossinghoff, a former head of the PTO, indicates that small inventors
fare no better under the first to invent system than they would under a first to file
system and perhaps not as well.6 The Committee Print correctly uses the term
“first-inventor-to-file” to avoid any suggestion that a person who is not an inventor
can obtain a patent by filing an application earlier than the inventor.

IPO supports first-inventor-to-file because it is the best system for the U.S. While
its adoption would have a less immediate effect on the U.S. patent system than
many of the other proposals in the Committee Print because of the small number
of cases involved, adoption of first-inventor-to-file system would have important
ramifications for the current talks on a possible substantive patent law harmoni-
zation treaty. The U.S. is the only country in the world with a first-to-invent sys-
tem. In past harmonization talks the unwillingness of the U.S. to change its system
has been an emotional issue with other countries. Additional visible support for a
first-inventor-to-file system in the U.S. has come recently in the form of endorse-
ments by the American Bar Association and the NAS report. Introduction of a bill
in Congress would be a positive sign that the U.S. may be prepared to eliminate
one of the obstacles to substantive patent law harmonization.

INJUNCTIONS

Section 7 of the Committee Print makes it more difficult for patent owners to ob-
tain injunctions to stop infringement of patents.” Reducing the availability of injunc-
tions was not a feature of either the FTC or the NAS report. The IPO position will
have to be updated, but when this specific proposal was reviewed by the Board of
Directors in 2001, exactly as worded in Section 7, most members of the board were
unwilling to support it. I will explain the case against the proposal, which contains
concepts that IPO has strongly rejected over the years—compulsory licensing and
a requirement for the patent owner to use the patented invention.®

A fundamental distinguishing feature of American intellectual property rights for
more than 200 years, embodied in Article I, Section 8, Clause 8 of the U.S. Constitu-
tion, is that patent and copyrights rights are EXCLUSIVE rights. Exclusivity comes
from the availability of permanent injunctions. Many believe the principle of exclu-
sivity has contributed mightily to America’s leadership in technology, in the case of
patent rights, and to literary and artistic creativity, in the case of copyright. Exclu-
sive rights should be available to the same extent for patented inventions and for
copyrighted works such as books, motion pictures, sound recordings, and software.
We expect that because of the way it is written, this particular proposal would come
under constitutional attack.

We understand the proposal to be directed to permanent injunctions. It is some-
times said permanent injunctions issue at as a matter of course at the conclusion
of patent or copyright litigation. Professor William C. Robinson of Yale University
explained the distinction between preliminary and permanent injunctions in his
classic 1890 treatise The Law of Patents:

A preliminary injunction is not, like a perpetual injunction, a matter of course,
nor can its issue be governed by any formulated and established rules. . . . A
permanent injunction issues as a matter of course, at the conclusion of a suit

5 Committee Print, p. 7, amending 35 U.S.C. 135.

6 Washington Legal Foundation Civil Legal Issues No. 129, April 15, 2005.

7Committee Print, pp.31-32.

8The U.S. Government has also been consistently critical of compulsory licensing and working
requirements in international negotiations.
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in equity, whenever the plaintiff has sustained the allegations of his bill, pro-
vided the patent has not then expired.?

This is not precisely today’s law, however, and permanent injunctions do not issue
as a matter of course. A permanent injunction is not issued if a case is exceptional—
i.e., if a sufficient reason exists for denying it. Permanent injunctions have been de-
nied, for example, because the defendant agreed to eliminate the infringement with-
in a period of time, or because of laches or estoppel, or, in rare cases, because of
“public interest.”

By introducing a standard that, “A court shall not grant an injunction . . . unless
. . . the patentee is likely to suffer irreparable harm that cannot be remedied by
payment of money damages, the proposed language in the Committee Print would
make a drastic change in existing law. A permanent injunction would be denied un-
less there was a reason to grant it—the opposite of the law today, where it is granted
unless there is a reason to deny it. Also, a major new hurdle would be introduced
with the requirement for irreparable harm, which is a preliminary injunction con-
cept. The likely effect of these two changes would be to make patent rights in the
U.S,, in many cases, subject to compulsory licensing, a common feature of patent
systems abroad. In addition, the Committee Print as presently worded would make
injunctions more difficult to obtain if a patent owner is not using the invention. By
encouraging courts to consider the patent owner’s use, this would essentially estab-
lish a requirement similar to “working requirements” found in patent laws abroad
that provide weaker incentives for innovation. IPO has consistently been opposed
to working requirements.

By removing the prospect of obtaining a permanent injunction in many cases, Sec-
tion 7 would remove an injunction as the patent owner’s leverage to encourage in-
fringers to settle disputes by taking licenses. With reduced prospect of an injunction,
voluntary license agreements would become more difficult to obtain and royalty
rates would be more often determined by courts and less often by market forces.

Supporters of this particular injunction proposal cite with approval the fact that
it would reduce the bargaining power of patent holders and make it less likely that
companies would be forced to shut down product lines. The supporters feel they are
being threatened with too many patents of questionable validity or scope. We under-
stand the frustrations with the current patent litigation environment, but other ap-
proaches exist for reducing patent litigation and for avoiding becoming subject to
a permanent injunction.

Permanent injunctions often are not issued because the parties can negotiate a
settlement or else the accused infringer can redesign its product during the several
years usually required to complete patent litigation. If a product cannot be rede-
signed to avoid a patent, it may be an indication the patent is for a fundamental
invention and the infringer should be prepared to withdraw the product and expect
to pay large compensation. Manufacturers can help themselves avoid patent in-
fringement by monitoring and analyzing patents and patent applications as they are
published by the PTO and by conducting product clearance patent searches before
new products are put on the market. These practices are followed routinely in many
industries.

The encouragement for courts to consider whether the patent owner produces the
invention itself, in the second part of Section 7 of the Committee Print, is tanta-
mount to a working requirement. This is inconsistent with the concept of patents
as intellectual property rights. A working requirement would greatly diminish the
value of patents and the incentives for innovation they provide, particularly for uni-
versities, which are not manufacturers, and for small businesses and inventors who
may lack resources to have a patented product or service on the market before liti-
gation.

We believe the proposed changes in the law on availability of injunctions, as word-
ed in Section 7, would be a major blow to incentives for innovation provided by the
American patent system and would result in a huge decline in the value of patents
now in force. The role of the patent system in maintaining America’s technological
leadership would be diminished.

Before deciding whether to adopt this specific proposal on injunctions, we rec-
ommend that the Subcommittee obtain more information than we have been able
to collect in advance of this hearing on the large number of cases in which patent
injunctions have been granted and denied, and the effects on various industries of
making injunctions more difficult to obtain.

9 Robinson, The Law of Patents (1890), §§ 1170 and 1220.
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OTHER PROPOSALS IN COMMITTEE PRINT

Definition of Prior Art

Section 3 of the Committee Print revises the definition of “prior art.”10 These
changes accommodate the first-inventor-to-file system. Certain changes are required
in the definition of prior art for a first-to-file system. The Committee Print makes
additional changes in the definition of prior art that are not necessary for a first-
to-file system but which are designed to clarify and improve the law. IPO supports
these changes as part of the switch to a first-to-file system.

Filing of Patent Applications by Assignees

Section 4 of the Committee Print permits a party to whom the inventor has as-
signed or is under an obligation to assign the invention (i.e., the real party in inter-
est) to file the patent application on behalf of the inventor.!! The Committee Print
provides that if a patent is granted to the real party at interest, the inventor will
be given such notice as the USPTO Director considers to be sufficient. IPO supports
assignee filing as a useful simplification in the procedure for filing applications.

Elimination of Best Mode Requirement

Section 4 of the Committee Print amends the patent code to eliminate the require-
ment that an inventor must set forth the best mode contemplated of carrying out
the invention.l2 The 2004 National Academy of Sciences report identified this
change in law as one of three changes that might be made to eliminate subjective
elements in patent litigation and thereby reduce the cost of litigation and increase
the predictability of litigation outcomes.!® IPO supports the change.

Duty of Candor

Section 5 of the Committee Print codifies a duty of candor owed to the PTO by
patent applicants and other parties.14 IPO is still studying the need for legislation
on this subject. The NAS report recommended duty of candor legislation as a way
to limit the subjective elements of patent litigation. The duty of candor today is de-
fined by PTO rules and court decisions It is important to have a strong duty of can-
dor that requires patent applicants to submit relevant prior art they know about
to the PTO. Prior art submissions are essential to help insure the quality of granted
patents. We would not favor any legislation that would cause fewer relevant prior
art references to be submitted. If legislation would clarify the duty of candor and
make patent applicants more comfortable in volunteering explanations and opinions
about submitted prior art that applicants are reluctant to express today because of
fear of being charged with fraud, legislation could be useful.

Damages When Invention Incorporated Into Larger Product or Method

Section 6 of the Committee Print provides that when an invention is incorporated
into a known method or apparatus any award of damages will be based only on such
portion of the total value of the method or apparatus as is attributable to the inven-
tion.15 The proposal appears to be directed at the so-called “entire market value”
rule that has been applied by courts in cases where the patented feature is the en-
tire basis for customer demand for the apparatus or method. Although the proposal
states a principle that produces the fairest result when less than the total value of
the method or apparatus is attributable to the invention, the proposal as drafted
could produce unfair results or would not apply in some situations. In some cases
the patented feature is the entire basis for customer demand for the apparatus or
method. Some inventions involve eliminating a component from an apparatus or
method. Some inventions combine two known inventions with the combination pro-
ducing a new result.

Continuation Applications

Section 8 of the Committee Print prohibits presentation of a patent claim that is
broader than claims presented at a specified earlier time in the patent application
or a predecessor application.16 TPO agrees with the 2003 Federal Trade Commission
Report stating that legitimate uses exist for amending claims in continuing applica-
tions, thus any proposal to address opportunistic broadening of claims should pro-

10 Committee Print, pp. 3-6, amending 35 U.S.C. 102.

11 Committee Print, p.9.

12 Committee Print, p.10.

13“A Patent System for the 21st Century,” National Research Council of the National Acad-
emies (2004) at 99.

14 Committee Print, pp.10-29.

15 Committee Print, p.31.

16 Committee Print, p.32.
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tect such legitimate uses. IPO members have expressed some support for placing
limits on enlarging claims in continuation applications, because continuation appli-
cations have been used to manipulate the patent system in certain cases. Applicants
have kept so-called “submarine” patent applications alive in the PTO for many years
and reshaped the claims as products or processes of others in an industry evolved.
Concerns about submarine patent applications have subsided as a result of (1) the
change of the patent term in 1995, so that it expires 20 years after the filing of the
first application, (2) court decisions on “prosecution laches,” and (3) publication of
most patent applications 18 months after filing starting in 2000. Some concerns
about submarine applications still exist. The issues with the proposal in the Com-
mittee Print seem to be whether it would be effective, because it might be cir-
cumvented by presenting unreasonably broad claims at the outset in every case, and
whether the time periods for enlarging claims are too short, given that applicants
have legitimate needs to amend and enlarge their claims in some circumstances.

Publication of All Patent Applications After 18 Months

Section 9 of the Committee Print requires publication of all patent applications
18 months after filing.1?” The American Inventors Protection Act exempted applica-
tions from publication if the applicant requested an exemption because a cor-
responding application was not being filed in another country. Most countries pub-
lish all applications. We understand that about ten percent of applications filed in
the USPTO are not being published. IPO supports publication of all applications in
order to provide more information to the public at an earlier date and increase cer-
tainty about the scope of patent rights being sought.

Prior User Rights

Section 9 of the Committee Print also amends the section on prior user rights in
the American Inventors Protection Act by (1) deleting limitation to “methods of
doing or conducting businesses,” (2) deleting requirement for reduction to practice
“at least one year before the effective filing date,” and (3) extending rights to “sub-
stantial preparation for commercial use.”1® IPO supports these changes to provide
prior user rights for innovators in all fields of technology and to make prior user
rights more effective. Prior user rights strike a balance between the interests of the
first-inventor-to-file a patent application and another party who provided a benefit
to the public by commercializing the invention early but chose to rely on trade se-
crets, which may be more effective for protecting inventions that can be used in se-
cret, such as manufacturing processes.

Combinations of Components Outside U.S.

Section 10 of the Committee Print amends Section 271(f) to provide that an item
supplied from the U.S. is not a “component” for purposes of patent infringement
under that section unless it is a tangible item that is itself combined physically with
other components to create a patented combination.1® Several IPO members have
suggested that the recent Eolas and AT&T cases involving Section 271(f) may have
been wrongly decided. IPO is studying the issue and has not yet taken a position.
If the cases were wrongly decided, other options may exist in addition to the pro-
posal in the Committee Print. IPO traditionally has not favored legislation that
would create different rules for different categories of inventions, such as products
and processes. We suggest studying the option of outright repeal of Section 271(f),
which was enacted in 1984 in response to a single Supreme Court decision and may
not be important in today’s global economy. Also, if the cases were wrongly decided,
organizations in the patent community can be expected to file amicus briefs to seek
clarification of the scope of existing Section 271(f). We cannot take a position on this
proposal without further study.

Thank you again for the opportunity to discuss the Committee Print. We believe
the Subcommittee has a good start toward a comprehensive patent law reform bill
that would improve patent quality, increase certainty as to the scope of legal rights,
and reduce litigation burdens.

We look forward to working with the Subcommittee as it develops formal legisla-
tion on patent law reform.

17 Committee Print, p.33. A few applications are not published because of their importance to
national security, and those application would continue to be withheld from publication.

18 Committee Print, p.34

19 Committee Print, p.49
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APPENDIX

IPO Resolution on Establishing a Post-Grant Opposition System

As revised at the 11/09/2004 Board Meeting and
approved by the IPO Board of Directors

RESOLVED, that the Intellectual Property Owners Association supports amend-
ment of the patent laws to establish post-grant opposition proceedings in which pat-
entability of issued claims can be reviewed by Administrative Patent Judges of the
Board of Patent Appeals and Interferences of the United States Patent and Trade-
mark Office, provided such proceedings include the following attributes:

1

2.

10.

11.

12.

13.

14.

15.

16.

. [Time for Filing]l—Any request for a post-grant opposition must be made no
later than 9 months after the date of the patent grant;

[Grounds]—Any ground of patentability, with the exception of “best mode” (35
U.S.C. §112, 1) and derivation (35 U.S.C. § 102(f)), may be raised in the request,
but no issues of priority of invention (35 U.S.C. § 102(g)) nor enforceability shall
be considered;

. [Threshold Showing]—Any party requesting initiation of an opposition pro-
ceeding shall be required to make a threshold showing of unpatentability of at
least one claim of the patent before the patent owner is required to respond to
the opposition;

. [Discovery]—Discovery from a party to an opposition shall be limited to cross-
examination of declarants;

. [Additional Evidencel—Following initiation of a post-grant opposition pro-

ceeding, the party requesting the proceeding shall not be permitted to advance
a new ground of unpatentability in the opposition proceeding;

. [Claim Amendments]—The patent owner shall have the right to amend its

claims in its response to the initial request and after any new prior art is pre-
sented by an opponent after filing its initial request;

. [Other USPTO Proceedings]—No party to the opposition proceeding shall be

prevented by the opposition proceeding from filing other concurrent or subse-
quent proceedings in the United States Patent and Trademark Office;

. [Standard of Proofl—The standard of proof to be applied for determining

unpatentability of a claim during a post-grant opposition proceeding shall be the
clear and convincing evidence standard,;

. [Estoppell—A judgment in favor of patentability of any claim in the opposition

proceeding shall estop the opposer from challenging validity of that claim in
other proceedings on the basis of evidence and prior art presented during the
opposition proceeding;

[Duty of Disclosure]—The patent owner’s duty of disclosure during the opposi-
tion shall be no greater than that applicable to a party in litigation before a
Federal court;

[Length]—The opposition proceeding shall conclude within 12 months of the ex-
piration of the 9-month post-grant request period and any patent claim sur-
viving the opposition proceeding unamended shall be subject to day-for-day pat-
ent term adjustment for any period of pendency of the proceeding beyond the
12 months, excluding delays caused by the patent owner;

[Identity of Opposer]l—Any party requesting initiation of a post-grant opposition
proceeding must disclose its identity to the patent owner in the opposition pro-
ceeding;

[Infringement Suit]—In the event an infringement action is brought against an
accused infringer prior to the filing of a post grant opposition request by the
accused infringer, then any opposition proceedings involving the patent shall be
stayed until the infringement action is finally resolved,

[Appeall—dJudicial review of a post-grant opposition proceeding shall be exclu-
sively by way of appeal to the Court of Appeals for the Federal Circuit;
[Consolidation]—Multiple oppositions against a single patent shall be consoli-
dated into a single opposition action following the expiration of the nine-month
filing period; and,

[Right to Hearing]—Parties to an opposition shall have the right to a hearing
before the decision of USPTO on the opposition is reached.

Mr. SmiTH. Thank you, Mr. Hawley.
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Mr. Lutton.

TESTIMONY OF RICHARD J. LUTTON, JR., CHIEF PATENT
COUNSEL, APPLE, ON BEHALF OF THE BUSINESS SOFTWARE
ALLIANCE

Mr. LurToN. Thank you. Mr. Chairman and Members of the Sub-
committee, 'm Richard Lutton, Chief Patent Counsel for Apple. I'm
pleased to have the opportunity to present BSA’s views on patent
quality and improvement.

We commend you for holding these hearings and for your contin-
ued commitment to improving our patent system.

We believe the committee print correctly identifies the most im-
portant areas where reform is timely, and we commend you for it.

The IT industry, like so many others, is encountering the enor-
mous costs of dealing with poor quality patents. We are also faced
with a growing cottage industry of patent assertions, orchestrated
by entities with no business other than acquiring and asserting
patents.

Increasingly, they use the uncertainties of the civil litigation sys-
tem as their primary bargaining chip. The result is that bad pat-
ents can cause a substantial litigation risks and costs. Defendants
in these suits now must spend an average of $5 million defending
themselves and in some courts, the average is more like $8 million.

So what can we do?

Some witnesses will tell you that patent reform is sufficient or
that harmonization should be your goal. While my written testi-
mony details our support for these goals, we believe more is re-
quired.

BSA believes the issues of the patent system cannot be addressed
by changes at the PTO alone. We're extremely grateful to see the
committee print recognizes the disruptive effects that unwarranted
litigation can have on the patent system as a whole, and we sup-
port the approach the committee print has taken with regard to
monetary and injunctive remedies.

I'd like to address three specific provisions.

First, the law of triple damages for willful infringement. We be-
lieve these punitive triple damages should be reserved for cases of
reprehensible conduct, such as copying a patent.

The current gamesmanship of artfully drafted notice letters and
opinion writing has little to do with ferreting out cases of truly rep-
rehensible conduct. Instead, it creates hardships, including forcing
a defendant to chose between defending against triple damages
and, on the other hand, preserving the attorney-client privilege.

These hardships are used increasingly as a leverage point by
plaintiffs seeking only to maximize settlement value of a case.
Thus, we suggest that that prong of the willfulness test should be
deleted from the draft provision.

Second, BSA strongly supports the committee print’s proposals to
add certainty to the measure of damages on complex products.
Today, when a small feature of a multifaceted product is alleged to
infringe a patent, the patentee is often—often claims damages on
some percentage of the value of the entire product rather than only
the infringing feature.
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We believe reform is needed to rein in these damages claims. The
provision included in the committee print accomplishes this goal.

Third, BSA strongly supports the approach taken by the com-
mittee print to injunctions. That provision directs courts to do what
the law already says: balance equities before issuing an injunction.

Today, the courts are interpreting this statutory requirement
very narrowly. Essentially the only reason for not granting an in-
junction is national health emergency. This interpretation of the
public interest risks turning equity into a needles eye that no case
in our industry can thread.

We are mindful of the concerns of some groups that these solu-
tions to litigation issues not disrupt monetary injunctive relief for
appropriate cases.

We agree with this concern. Any solution must address the prob-
lem narrowly without creating unintended disruptions in other
areas, and, of course, any solution must be consistent with inter-
national norms and obligations.

Before I close, because I have a little bit of time left, I'd like to
address comments on—quickly on three provisions related to PTO
processes or harmonization.

First, with respect to post-grant opposition, we support the pro-
posed procedure, but we believe the issue of timing is critical. The
current committee print includes a single 9-month window after
issuance for initiating an opposition.

We do not believe this is sufficient to identify patents requiring
challenge.

We suggest instead two windows, with the second window open-
ing if and when a patentee has provided notice to a specific in-
fringer.

Only a noticed party could use this second window.

Second, with respect to the wholesale redefinition of what con-
stitutes prior art, much of this change is not required for harmoni-
zation with a worldwide first to file system. This new definition
also injects uncertainty and diminishes the scope of what’s consid-
ered prior art. We believe that could have unintended negative im-
pact on patent quality.

Finally, the committee print includes a provision significantly re-
ducing the effect of a patent applicant’s violating her duty of can-
dor before the PTO. We question whether this provision is appro-
priate, especially in an era of increased emphasis on candor and
full disclosure in dealing with governmental agencies and public in-
stitutions.

Thank you for the opportunity to provide input on this critical
topic. We pledge our continued support and assistance.

[The prepared statement of Mr. Lutton follows:]

PREPARED STATEMENT OF RICHARD J. LUTTON, JR.

Mr. Chairman and members of the Subcommittee, my name is Richard Lutton
and I am the chief patent counsel for Apple. I appear today representing the Busi-
ness Software Alliance (BSA). BSA welcomes the opportunity to appear before you
today on this important topic. We commend you for holding these hearings and for
your commitment to improving our patent system.

The Committee print made available last week correctly addresses the two major
areas where BSA thinks patent reform is now timely: improving the quality of pat-
ents issued by the Patent and Trademark Office and alleviating the disruptive ef-
fects that excessive patent litigation now poses. Overall, BSA supports the approach
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and the issues identified in the Committee print and we look forward to working
with as you proceed with your efforts. As I will describe in greater detail in a mo-
ment, there are areas where further clarification or changes to the language would
be positive, and there are some issues that are not in the print which we believe
merit consideration.

The software and computer industry is a creative engine that powers innovation
and growth. The industry’s products and services give individuals and organizations
the tools they need to operate intelligently, efficiently and productively. Indeed, over
the past thirty years, software and computers have become critical to economic suc-
cess, business competitiveness and personal quality of life. People worldwide rely on
the software and computer industry’s tools to communicate, to connect to the world,
to get things done more efficiently in the workplace, and to more fully enjoy the
arts, hobbies and leisure activities.

The members of the Business Software Alliance! have a significant stake in this
Subcommittee’s work regarding patent quality and improvement. BSA represents
more than twenty-five software and computer companies with annual revenues well
in excess of $300 billion. Together, we hold about 100,000 United States patents.
Our members are both plaintiffs and defendants in patent suits. Many of our mem-
bers have established licensing programs to encourage the licensed use of technology
covered by our own patents and to respect the patent rights of others. Simply put,
patents play an essential role in how information technology companies do research
and how they develop and commercialize products and services.

BSA members believe that the patent system is fundamentally sound and works
well for most innovators, whether they toil in their garage, experiment in a univer-
sity laboratory, or work for a large corporation that provides goods and services to
consumers. That said, we believe that a periodic review and recalibration of the pat-
ent law is not only a good idea, but also essential to ensuring that patents remain
a vital part of technological process. The current patent system has given rise to
too many low quality patents being issued, and a growing pattern of assertions of
weak patents that threaten to damage productive companies and stifle innovation.

BSA members approach patent reform from a pragmatic, problem-solving perspec-
tive. Our attention is focused on those areas of the law and practice that present
specific challenges for our companies’ day-to-day businesses. Thus, we believe that
reform must address both the administrative system responsible for the issuance of
patents and the litigation system responsible for enforcing patents.

1. PATENTS IN THE SOFTWARE AND COMPUTER INDUSTRY

As we enter the 21st Century, intellectual property is an ever more critical source
of economic value to society, individuals, companies and governments. While copy-
rights have been and will remain a principal way that technology companies protect
their intellectual property, I will limit my comments today to patents.

The increased importance of patents to technology companies has resulted from
a mix of legal and marketplace developments.

The 1981 Supreme Court decision, Diamond v. Diehr, marked a turning point in
the patentability of computer-implemented inventions. In that case, the Supreme
Court held that a machine that transforms materials physically under the control
of a computer program was patentable. The Court’s decision clarified earlier rulings
that had been interpreted to suggest that software programs would rarely qualify
for patentability. Subsequent decisions from lower courts have further clarified the
law in this area. As a result, U.S. patent applications from inventors in the software
sector have steadily increased.

Equally important are marketplace trends. For example, in today’s diverse tech-
nology marketplace, heterogeneity has become an important element of technology
and network effectiveness. Unlike the early days of computing when consumers
tended to purchase all their hardware and software from only a single firm, con-
sumers now often build systems to meet their specific needs based on products
sourced from different suppliers. The ability of these different systems to work to-
gether is essential. In this context, patents enable technology companies to integrate
systems and meet consumer’s needs while ensuring a return for their inventions.

Finally, changes made by Congress, especially the creation of the Court of Appeals
for the Federal Circuit in the early 1980’s, have brought generally greater impor-

1BSA members include Adobe, Apple, Autodesk, Avid, Bentley Systems, Borland, Cadence De-
sign Systems, Cisco Systems, CNC Software/Mastercam, Dell, Entrust, HP, IBM, Intel, Internet
Security Systems, Macromedia, McAfee, Microsoft, PTC, RSA Security, SAP, SolidWorks,
Sybase, Symantec, UGS and VERITAS Software.



19

tance to patents and more consistent respect for the property right granted by a pat-
ent.

Today, patents are a key part of virtually every technology company’s intellectual
property portfolio. The reasons are simple:

e Patents provide critical protection for distinctive technologies that may have
been difficult to innovate but could easily be replicated without the protec-
tions of a patent.

e Patents ensure that technology companies have the opportunity to be com-
pensated for their contributions to advances in their field of technology.

e At the same time, and reflecting the way in which our industry often oper-
ates, patent protection enables technology developers to license or otherwise
share key technologies with customers, partners and even competitors, while
still preventing third parties from “free-riding” on their innovation.

* Patents can encourage cross-fertilization of technology through cross-licens-

ing.

Collectively, patents provide a repository of accumulated knowledge that al-

lows new generations of innovators to learn from the state of the art and, in

some cases, design new solutions that further advance that body of knowl-
edge.

2. REFORM IS TIMELY

While patents are critical tools for the technology industry, there are aspects of
the patent system that present on-going challenges for our industry.

First, prior art (which is the totality of previously known technologies against
which a new invention is measured to ensure that it merits a patent) is not as well
documented for the computing field as it is in some other areas. In part this is be-
cause, for many years, patents were not readily available for software. It is also at-
tributable to the nature of large-scale commercial software and computing—millions
of lines of software code or billions of transistors or other components that may re-
quire significant effort to identify or understand. This makes the task of the patent
examiner difficult: she must determine the patentability of software inventions
without always having a complete understanding of what is already known in the
art. The result can be poor quality patents.

Second, the software and computer industry, like many high technology indus-
tries, is a field with an extremely high concentration of patents. For example, there
may be as many as 200 patents that are relevant to a single multifunction computer
program; for example, the Federal Trade Commission recently received testimony
stating that there are more than 90,000 patents that relate generally to micro-
processors.2 This concentration of patents within a technologic field presents specific
challenges not only for the software industry, but also for biotechnology and other
sectors.

Finally, software and computers are examples of “system” products—they com-
prise thousands, even hundreds of thousands, of individually functioning compo-
nents and features all assembled in a package for a customer. Because many of
these features could be the subjects of a patent, it is often the case that thousands
of patents may be relevant to a particular computer or software product. This phe-
nomenon—sometimes referred to as “co-location of patents”—means that any single
patent covering a computer or piece of software accounts for only a small fraction
of the intellectual property value of the entire system. Yet, too often, patent holders
seek to recover large percentages of the revenue generated by these complex sys-
tems in exchange for only a single or small group of patents.

In combination, these issues make our industry susceptible to the problems of
poor quality patents and the uncertainties of litigation. We approach reform from
this perspective.

3. QUALITY PATENTS

BSA strongly supports the Committee for making improving patent quality one
of its key focal points. The Committee print clearly shows that you understand this
problem, and the legislative changes set out in the print would go a long way to-
wards making this situation better. Poor quality patents, as detailed in recent stud-
ies by the National Academy of Sciences and the Federal Trade Commission, ham-

2See To Promote Innovation: The Proper Balance Of Competition and Patent Law Policy, Re-
port by the Federal Trade Commission, section II.B., available at http:/www.ftc.gov/reports/
index.htm.
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per competition and harm innovation. A questionable patent may lead competitors
to forego research and development in a particular area, fearful of the risks that
may be involved. Poor quality patents may also require innovators to license unnec-
essarily thousands of patents.

BSA believes Congress should focus on four key areas that will facilitate the
issuance of higher quality patents:

(1) enhanced post-issuance processes to provide a second chance to intercept
bad patents;

(2) curtailment of abusive continuation practices that lead to endless chains of
patents with ever-broader claims;

(3) better support for receiving prior art, and better processes for building a
contemporaneous record that reflects the extent of the examination by the
patent examiner; and

(4) adequate PTO training and funding.

Post-Issuance Processes

BSA commends the Subcommittee for including within its Committee print spe-
cific and meaningful ways to improve the post issuance process.

Currently, the primary way to challenge the validity of an issued patent is
through litigation, a costly and difficult approach. BSA supports the proposal in the
Committee print to create a meaningful and balanced opposition procedure enabling
third parties to challenge issued patents. Such a process would permit the Patent
and Trademark Office to take a careful look at any challenged patent in the context
of an adversarial proceeding likely to bring out the strongest arguments in favor of,
and against, continued existence of the patent. This process augments a patent’s ini-
tial examination and provides a second, more granular filter through which a patent
may pass if it is to be used against an alleged infringer.

BSA recommends a number of areas where the language in the Committee print
can be improved. Most importantly, the timeframe for initiating an opposition
should be sufficiently long to permit the relevant public to identify and assess the
patent at issue. The single, nine month window proposed in the Committee print
is too short. In many industries, a single window will not permit accurate assess-
ment of the validity and impact of a newly issued patent on products. We rec-
ommend instead two windows. The first window should be two years from issuance.
The second window should be open for a period of one year after a patent owner
sends notice of infringement. This second window is essential to allow companies
to challenge a patent when, and if| it is asserted even if a prior search would never
have revealed a threat from that patent.

In addition, under current law, the inter partes reexamination process is so re-
stricted as to severely limit its usefulness. In fact, since the inception of this proc-
ess, the Patent and Trademark Office has received fewer than one hundred requests
for inter partes reexamination. BSA supports the Committee print provision relaxing
the current law’s estoppel provisions and expanding its scope to include patents filed
before 1999, as well as those filed later.

Abuses of Continuation Practice

BSA supports the changes in the Committee print aimed at ending abuses of con-
tinuation practices. Currently, a patent applicant may file follow-on patent applica-
tions with broader and broader claims long after the publication or issuance of its
original patent application. Through these mechanisms, some applicants keep their
applications pending for extended periods while monitoring the developments in the
relevant market. By modifying their claims to cover other companies’ products, often
after those other companies have invested significant funds in their products, such
applicants can abuse the system.? In some cases, the patentees seek to obtain pat-
ent protection for ideas that never occurred to the applicant before seeing them in
the marketplace. While this practice is currently permitted and even sanctioned by
the courts, a reform curtailing the ability to broaden claims beyond the scope of the
broadest claim previously published or issued would roll back significantly the invi-
tation to abuse created by the current system.

Availability and Consideration of Prior Art

An important step toward better patent quality would be to improve the avail-
ability of prior art in the examination process. This issue is not now addressed in

3See generally Mark A. Lemley and Kimberly A. Moore, Ending Abuse of Patent Continu-
ations, 84 Boston University Law Review 63 (2004), available at http:/papers.ssrn.com/sol3/pa-
pers.cfm?abstract—id=462404
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the Committee print, and we urge you to consider its addition as you proceed with
your work.

Under current law, members of the public with relevant prior art information
have limited options to submit that information to the examiner. The prior art may
be submitted, but without comment on the relevance of what may be hundreds of
pages of carefully developed disclosure. The result is that patents are often granted
on the basis of incomplete prior art information as an examiner has only 17 hours,
on average, to examine a patent. To address this issue, BSA believes Congress
should establish a mechanism for the public to submit prior art and other informa-
tion relevant to patentability, together with commentary on that art and informa-
tion.

Adequate Training and Funding.

Underlying any attempt to improve the quality of patent examination must be a
commitment to adequate funding for the Patent and Trademark Office. The Com-
mittee print does not address directly this persistent issue, but we are aware of and
appreciate the Subcommittee’s commitment on this matter. Adequate funding is in-
extricably tied in with permanently ending the practice of diverting patent fees to
programs outside the scope of the core PTO mission. Allowing the Patent and Trade-
mark Office to retain the fees that it generates would help ensure that the PTO is
able to provide high-quality examinations and to fund further improvements.

4. REDUCE THE DISRUPTIONS CAUSED BY LITIGATION

BSA is extremely grateful to see that the Committee print recognizes the disrup-
tive effects that bad litigation practices can have on the patent system as a whole.
BSA supports the approach you have taken in the print with respect to monetary
and injunctive remedies. This is an area of utmost concern to all technology compa-
nies.

The reform provisions identified in the Committee print focus on abuses of the
current patent system that cannot be fixed by only quality-enhancing changes. Con-
gress must act directly to address the most onerous sources of uncertainty in the
civil litigation system.

Today, hundreds of patent infringement cases are pending against hardware and
software companies, and these companies spend hundreds of millions of dollars each
year defending themselves in these cases. This is not to say that all of these cases
are without merit, but that is too often the case.

BSA commends you and strongly supports the Committee print for its approach
to these issues. BSA believes there are five key areas where changes are needed:

(1) making clear that a patentee is entitled to claim damages only on the pro-
portion of the allegedly infringing product attributable to the patent, and
not including all the other features and elements that may be also contained
within a multi-faceted product or system;

(2) recalibrating the standard for an award of punitive damages for willful in-
fringement to focus on truly reprehensible conduct;

(3) clarifying and reiterating the current black letter statutory requirement
that the issuance of an injunction is permissive and should be based on
“principles of equity;”

(4) reducing the burden of proving a patent invalid to a “preponderance of the
evidence” in cases where the Patent and Trademark Office did not consider
the allegedly invalidating prior art; and

(5) clarifying section 271(f) of the existing patent statute to avoid discouraging
research and development work done inside the United States.

Apportionment of Patent Value in a Complex System or Product

BSA strongly supports the Committee print’s proposals to ensure damages reflect
the actual harm. Today, when a small component of a multi-faceted system or prod-
uct is alleged to infringe a patent, the damage claim often seeks some portion of
the value of the product as a whole rather than being limited to only the value of
the infringing feature or functionality. This often leads to unduly inflated verdicts
or settlement demands.

BSA supports the Committee print’s approach to provide courts with a statutory
basis for requiring that patentees (and their expert witnesses) present damages cal-
culations based on the proportional value of a patented invention alone, rather than
on the cumulative value of all features included with a larger product. The provision
included in the Committee print accomplishes this goal.
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Punitive Damages for Willful Infringement

BSA supports the approach taken in the Committee print to address the issue of
willful infringement, and suggest that further changes be made in the language to
avoid perpetuating the need to have dueling opinions from counsel.

The current law allows the courts to impose punitive increased damages (up to
three times actual damages) in cases involving willful infringement. However, the
standard on which they may be awarded under current jurisprudence is far less
than what is required for punitive damages in other areas of law.4 In fact, merely
knowing that the patent exists is often the basis for an allegation of “willfulness”
and a claim for triple damages, shifting to the defendant the burden of showing the
exercise of due care.

Trying to satisfy this duty of care, patent defendants will often seek the opinion
of counsel. But reliance on that opinion in defense of a charge of willfulness requires
pre-trial disclosure of that opinion to the other side, waiver of the attorney-client
privilege and often waiver of privileged materials relating to the subject matter of
the opinion generally. In some cases, this threatens even the integrity of trial prep-
arations. Thus, the existence of an opinion presents defendants with a dilemma of
whether to waive privilege in order to defend against the charge of willfulness or,
alternatively, preserve the privilege.> This choice can be especially unfair when
plaintiffs are allowed to use discovery obtained pursuant to the waiver to help es-
tablish or color underlying liability for patent infringement.

The uncertainty about willfulness has also led to the undermining of one of the
fundamental points of the patent system: that is, disclosing to the public the inven-
tion. To avoid “knowledge” and charges of willfulness, too many companies now in-
struct their employees to avoid reading patents. This too can lead to reduced patent
quality.

BSA believes that Congress should change the statute to make clear that punitive
increased damages should be imposed only when there is evidence of reprehensible
conduct, such as copying the patent or violating a prior court order. The provision
included in the Committee print includes these concepts, and we support these
changes. But it also includes countervailing provisions that we fear would perpet-
uate the current inefficient and costly practice. We fear the draft provision would
perpetuate the current gamesmanship by permitting a well-drafted notice letter
from the patentee to give rise to a charge of willfulness. It would also continue the
practice of having to obtain counsel’s opinions by making an “informed good faith
belief” the touchstone of liability. We fear, based on experience, that this standard
may be manipulated and does not reflect the sort of reprehensible conduct by the
infringer that should warrant punitive damages.

Principles of Equity in Granting Injunctive Relief

BSA strongly supports the approach taken by the Committee print directing
courts to do what the law says: balance equities before issuing an injunction. Section
283 of the current patent statute provides that the courts “may grant injunctions
in accordance with the principles of equity to prevent the violation of any right se-
cured by patent.”

The Federal Circuit has in recent times interpreted very narrowly the ability of
a district court to consider equitable factors (largely limited to health emergencies)
when deciding whether or not to grant an injunction. Only weeks ago, the Court
overturned a district court’s judgment, based on the specific facts of the case, that
a permanent injunction was not warranted because of the patentee’s demonstrated
willingness to license the patent.6 Only in cases of public health emergencies or
well-being has the Court readily considered non-issuance of an injunction. Thus, the
courts seldom engage in a balance of the equities, and the granting of an injunction
has become nearly automatic. Moreover, there is no automatic stay of an injunction
pending appeal.

Combined, these factors mean that an accused infringer must go into a patent in-
fringement trial prepared for the possibility of an immediate injunction at the end
of trial. This leverage point is recognized and exploited by patentees who do not ac-
tually desire injunctive relief, but use its threat to extract disproportionately high
payments from defendants. This problem is especially burdensome for vendors of

4See Knorr-Bremse Systeme Fuer Nutzfahrzeuge Gmbh v. Dana et al., 383 F.3d 1337 (Fed Cir.
2004) (Dyk, Circuit Judge, concurring-in-part, dissenting-in-part).

58See generally Mark A. Lemley and Ragesh K. Tangri, Ending Patent’s Willfulness Game, 18
Berkeley Technology Law Journal 1085 (2003), available at http:/papers.ssrn.com/sol3/pa-
pers.cfm?abstract—id=472901

6 MercExchange v. eBay, Inc. et al, 401 F.3d 1323, 2005 U.S. App. LEXIS 4308, *41 (Fed. Cir.
March 16, 2005).
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“system products” that, as explained above, may have thousands of patented or pat-
entable features contained within them. A trial on any of those patents threatens
to shut down the entire product.

BSA applauds the Subcommittee’s inclusion of a provision reestablishing an incre-
mentally broader consideration of equitable principles than is currently being prac-
ticed by the courts. We believe this provision, while certainly not applicable in most
cases, will be meaningful in a small, but economically significant, set of the most
abusive patent assertions.

Burden of Proving Invalidity

An area not included in the Committee print, but which BSA thinks requires at-
tention, is the burden of proving invalidity. Under current law, an issued patent is
presumed valid and any party challenging validity must overcome this presumption
with “clear and convincing evidence.” This is true even when it is clear that the pat-
ent examiner did not have an opportunity to consider all of the prior art that forms
the basis for a later validity challenge. To address this issue, we recommend that
the evidentiary burden for challenging the validity of a patent based in whole or
in part on information or references not considered during examination should be
lowered to “preponderance of the evidence,” to reflect the fact that the validity of
the patent was not in fact fully vetted relative to those prior art references.

Disincentives to Domestic R&D

The Committee print correctly recognizes that Section 271(f), as interpreted by
the Courts, presents potentially serious problems for developers of software, and in-
deed for developers of any information-based products. BSA supports the changes
proposed in the Committee print on this issue. Given marketplace developments
since the enactment of section 271(f), the Committee may want to consider repealing
this provision.

In 1984, Congress added Section 271(f) to prevent companies from manufacturing
components of an infringing product in the United States, and exporting those parts
for assembly abroad to avoid the claim of infringement. Today, the provision has
been interpreted by the courts in ways that deter domestic development of software.
Under recent court holdings, a copy of a computer program made outside the United
States may in some cases nonetheless be included as part of United States damages
if the software is made from a “master disk” developed in the United States. If the
software had been developed outside the US, this rule would not apply. The same
issue may exist with respect to development of other information-based products
that are made wholly outside the United States based on information developed in
the United States. We believe this application of the law creates an unintended in-
centive to move valuable development activity outside the US, and should be clari-
fied or removed from the law.

Harmonization

The Committee print includes a number of provisions harmonizing United States
patent law with a worldwide first-to-file patent system. BSA fully supports this goal:
BSA member companies derive a substantial portion of their revenues from overseas
and hold numerous patents in all major jurisdictions.

We fear, however, that the provisions in the Committee print could have unin-
tended consequences by making changes that go beyond what is needed to normalize
our laws with those of other countries. Specifically, by reformulating the current law
on the conditions for patentability, these changes would call in to question decades
of established case law on prior art. This change could spur unnecessary litigation
to reformulate standards of prior art.

Specifically, by shifting away from the current categories of prior art—especially
subject matter that was used or offered for sale—the provision included in the print
risks the possibility that subject matter already being used and commercialized
within the United States will nonetheless be patentable by a third party. The injec-
tion of an inquiry whether subject matter was “readily and effectively accessible”
contemplates that subject matter that is harder to access, even if widely deployed,
will be unavailable as prior art. This could result in an unintended new gamesman-
ship of patenting concepts already in deployment commercially and may signifi-
cantly increase the number of patent filings for all manner of inventions. We ques-
tion whether this is a step that should be taken.

Instead, BSA encourages Congress to take an approach towards harmonization
that brings the United States into alignment with other countries’ laws without un-
necessarily also diminishing the scope of prior art by excluding materials that may
have been difficult to access, but were nonetheless publicly available.
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Duty of Candor

The Committee print includes a provision significantly reducing the effect of a
patent applicant’s violating her duty of candor in front of the Patent and Trademark
Office. We question whether this provision is appropriate, particularly in this era
of increased emphasis on candor and full disclosure in dealing with governmental
agencies and public institutions.

The purpose of the duty of candor is to compel a patent applicant to provide the
Patent and Trademark Office with as much information known to the applicant as
may be helpful to the examiner. The related litigation defense of inequitable conduct
asks whether the patentee effectively commit fraud on the Patent and Trademark
Office by intentionally withholding such key information that the PTO’s ability to
examine the patent was compromised. This current structure provides a powerful
incentive for applicants to act with utmost candor in front of the Patent and Trade-
mark Office.

The changes included in the Committee print risk undermining this incentive in
a number of ways. First, by moving to a “but for” test for inequitable conduct, the
proposed law would lower the incentive for an applicant to err on the side of over-
inclusion in disclosure, thus potentially depriving the patent examiner of informa-
tion that could be material to examination. In addition, the changes to existing law
on who can be held liable for inequitable conduct seem to create the risk that par-
ties could participate in a fraud on the Patent and Trademark Office, but avoid any
adverse consequences of such behavior by transferring the patent to a third party.
Finally, by removing the issue of breach of duty of candor from the court and plac-
ing it with the Patent and Trademark Office, the proposal risks further overloading
the PTO.

We do believe, however, that it could be efficient and useful to bifurcate the issue
of inequitable conduct in litigation and present that issue solely to a court after li-
ability has been adjudicated.

CONCLUSION

Thank you again for the opportunity to provide input on the critical topic of pat-
ent quality and improvement. BSA strongly supports your efforts and commends
you for the excellent Committee print. We look forward to working with you in your
efforts to improve the United States patent system and ensure that it continues to
serve this country’s great interest in promoting innovation and providing the public
with the benefit of that innovation.

Mr. SMITH. Mr. Kushan?

TESTIMONY OF JEFFREY P. KUSHAN, SIDLEY, AUSTIN BROWN
AND WOOD, LLP, ON BEHALF OF GENENTECH

Mr. KusHAN. Thank you, Mr. Chairman. I'm appearing today on
behalf of Genentech, a biotech company based in south San Fran-
cisco, California.

Genentech appreciates the opportunity to provide its views to you
on the issue of patent law reform.

We commend you, Mr. Chairman, along with Mr. Berman and
Ms. Lofgren, and Mr. Boucher and your colleagues for starting this
important legislative discussion. We also want to thank the Com-
mittee leadership, in particular Representatives Sensenbrenner
and Conyers for their significant efforts to curb the diversion of
patent fees.

Patent reform is a timely and important issue. Like many other
companies, the health of the patent system is a critically important
issue for Genentech.

To appreciate Genentech’s perspective on the patent system, you
have to understand the challenges of developing a new biotech
drug.

Biotech drug development is an extremely risky, expensive, and
long process. Genentech scientists must not only discover a new
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viable drug candidate, but must spend many years testing the drug
to prove it’s safe and effective.

It must also figure out how to produce the drug in large volumes,
while preserving the safety and effectiveness of that drug. The time
it takes from discovery to market entry routinely exceeds a decade
or more.

A good recent example is Genentech’s Avastin product. This
product was—the product development effort for this product start-
ed in 1989. Avastin was approved in 2004. That’s 15 years of effort
and hundreds of millions of dollars of cost to getting this product
to market. And it wasn’t until the FDA approved this product was
it clear that this product would be a commercial success.

The length of and the unpredictable nature of the drug develop-
ment process raises important patent implications for Genentech.

First, the effective patent life for a biotech drug is, as a con-
sequence of this long development process, very short.

Second, it is very challenging to ensure that the patents filed in
year one of the drug development process are going to protect the
drug product when it finally reaches the market 10 or 15 years
later.

The patent system plays a critically important role for the Amer-
ican public as well. Patients are the direct beneficiaries of the pat-
ent system. It is the patent system that makes it commercially fea-
sible for companies like Genentech to discover, develop, and bring
to market new drugs to treat unmet medical needs. It should not
be surprising that Genentech is a frequent user of the patent sys-
tem. They file hundreds of applications every year, and have been
granted nearly a thousand U.S. patents.

Genentech also has its fair share of patent litigation, both offen-
sive and defensive. Genentech, thus, has a perspective of a com-
pany that has to protect its innovations and a company that must
frequently resolve conflicts over patents owned by others.

In general terms, Genentech sees three significant challenges to
the health of the patent system.

First, the overall health of the patent system depends on the
PTO issuing valid patents in a timely fashion. If a mistake is made
by the PTO, it cost a company accused of an infringement millions
of dollars to fix that mistake.

Second invalid patents are not the only problem. Delays in pat-
ents issuing is a significant problem, and is very disruptive in the
market. And it’s disruptive to the process of planning for develop-
ment.

The PTO’s ability to improve its examination process is hindered
by the ongoing problem of fee diversion. It’s also hindered by the
structure of the current fee schedule and by certain PTO practices,
such as the restriction.

In the absence of an effective—the second major problem we see
challenging the health of the patent system is the absence of an ef-
fective administrative procedure to review the validity of a patent.

The only practical option today for challenging the validity of a
patent is litigation in the Federal courts. That, as I said, can cost
several million dollars. The other members of the panel have also
observed this.
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An effective administrative procedure for reviewing patent valid-
ity is long overdue. Genentech believes the system proposed in the
committee print is a good start. However, several changes are
needed to make this a more balanced and effective procedure, and
we invite the Subcommittee to review our written testimony which
sets out a number of the improvements we think are appropriate.
I'll just briefly note two significant ones.

First, the way that post-grant oppositions would be started and
conducted as set forth in the committee print must be changed.

The proposed system would permit an opposer to start a pro-
ceeding simply by paying a fee. The patent owner would then have
to convince the Patent Office to not to conduct the proceeding be-
cause it’'s meritless. This approach will induce far too many un-
justified opposition proceedings. It also unfairly puts the burden on
the patent owner to stop the proceeding instead of putting the bur-
den on the opposer to justify starting the proceeding.

The second concern concerns the authority the PTO should have
to regulate the conduct of parties in the proceeding.

We believe the PTO should regulate the conduct of parties using
the same authority that courts use to regulate the conduct of par-
ties in litigation. Events that occurred during the opposition pro-
ceeding should not be capable of rendering a patent unenforceable,
but if warranted should be addressed by conventional sanctions.

The third factor adversely affecting the health of the patent sys-
tem is the inefficient and unpredictable process of resolving patent
disputes through litigation in the Federal courts. We acknowledge
that the Federal Circuit has improved much in the area of patent
standards and clarity, but there’s a lot left to be done.

As a result, it’s very difficult to predict if a patent will be held
valid, infringed, or enforceable. It’s also impossible to predict what
the damage liability would be when you are found to infringe a pat-
ent.

The uncertainty in today’s litigation environment unfortunately
is being exploited by many to distort the value of patents. In this
respect, we’d strongly support reforms to three areas. Willful in-
fringement. We strongly support reforms to that topic. We believe
more must be done to regulate how that type of pleading can be
raised in litigation, because there are litigation abuses possible.

Second, we think that reforms are need to the inequitable con-
duct doctrine to adopt a much more objective standard.

The last point I'd like to make if you would give me 15 to 20 sec-
onds is to address the issue of injunctive relief. And I apologize for
my inefficiencies compared to the first two sectors.

Mr. SmiTH. That’s okay. We'll grant you that extra 30 seconds.

Mr. KusHAN. Thank you. The specific issue raised in the com-
mittee print is who bears the burden of justifying the grant of an
injunction when a patent has been proven valid and infringed.
Genentech sees no reason why the burden should not be placed on
the shoulders of a proven infringer of a valid U.S. patent to prove
why an injunction should not issue. That change that’s being pro-
posed would undo more than a century of precedent and a very
sound public policy reason, which puts the burden on the infringer
to justify why there is not going to be an injunction. We're talking,
as has been mentioned before, about permanent injunctions. We
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are not insensitive to the concerns about litigation problems, and
we’re willing to work with the Committee to explore options to ad-
dress the abuse that is possible through that litigation environ-
ment that exists today.

And finally, I'll just indicate we do support moving to a first in-
vent system, and we’re willing to work with the Committee to im-
prove the language to do that in the committee print. Thank you.

[The prepared statement of Mr. Kushan follows:]

PREPARED STATEMENT OF JEFFREY P. KUSHAN

Mr. Chairman and distinguished Members of the Subcommittee,

My name is Jeff Kushan. I am a partner in the Washington office of the law firm
of Sidley Austin Brown and Wood, LLP. I am also a registered patent attorney, and
specialize in the areas of biotechnology, pharmaceuticals and software-related inven-
tions.

Today, I have the privilege of offering testimony on behalf of Genentech, Inc.
Genentech was the first biotechnology company, founded in 1976, in South San
Francisco, California. Genentech’s mission is to be the leading biotechnology com-
pany, using human genetic information to discover, develop, manufacture and com-
mercialize biotherapeutics that address significant unmet medical needs. Genentech
presently markets 13 products, with more than 30 more in development.

Genentech very much appreciates the opportunity to provide testimony to the
Subcommittee today on the topic of patent law reform. We commend you, Mr. Chair-
man, for your initiative in opening this legislative dialogue on the topic of patent
law reform. We also want to recognize the past efforts of your colleagues on this
topic, including Mr. Berman and Ms. Lofgren.

Genentech is a company that was founded on innovation. It should come as no
surprise that patent protection and the health of the patent system are thus cru-
cially important to Genentech. The availability of patent protection for its inventions
is an important consideration to Genentech in its research and product development
activities. Assured patent exclusivity encourages the investment of hundreds of mil-
lions of dollars each year on efforts to research and develop new biotherapeutics.

Genentech also recognizes that the patent system faces several serious challenges.

First, the Patent and Trademark Office (PTO) faces serious challenges in per-
forming its statutory function of issuing valid patents in a timely fashion. The pri-
mary cause of this problem is the ongoing problem of fee diversion. The unpredict-
able nature of patent fee diversion has made it difficult for the PTO to engage in
the long-term restructuring of its operations that is necessary to make the patent
examination process more reliable and efficient. We cannot stress more emphatically
that the most important legislative deliverable for Congress in the effort to improve
the patent system is to ensure predictable and adequate funding for PTO oper-
ations.

Second, the current model used by the PTO in conducting examination of patent
applications needs to be seriously reevaluated. Presently, every application that is
filed today is placed into the queue for examination. This requires the PTO to budg-
et for and engage in an unnecessary examination of many thousands of patent ap-
plications. The United States is unique in the world in this respect—every other
major office conducts examination of applications only upon request and payment
of a fee. Exacerbating this problem is the approach the PTO employs in “restricting”
patent applications. The PTO requires applicants to file additional patent applica-
tions when it believes a first application has claimed more than one patentably dis-
tinct invention. The PTO examiners, however, use an exceedingly narrow and strict
standard for restriction, which has led to a multiplicity of unnecessary filings in the
biotechnology area. These extra applications make coherent and efficient examina-
tion of inventions very difficult, and contribute to an artificial backlog of
unexamined applications. Restructuring the patent examination process to address
these two problems would result in examiners having more time to examine each
invention, and would thus significantly improve patent quality. We encourage Con-
gress to pursue such legislation in conjunction with the current legislative effort.

Finally, the process of resolving disputes over patents through litigation in the
Federal Courts produces a high degree of uncertainty for businesses such as
Genentech. Although the Court of Appeals for the Federal Circuit has done much
over the years to clarify the requirements and standards for patentable inventions,
there still remains a significant amount of uncertainty in how those requirements
and standards will be applied to biotechnology inventions by trial courts and juries.
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As a result, it remains difficult to predict if a patent will be held valid, if it will
be infringed or if it will be held unenforceable. Similarly, it is often impossible to
predict what damages a company will face if it is found to infringe a patent. The
uncertainty in today’s patent litigation environment, unfortunately, is being ex-
ploited by certain patent owners to distort the value of their patent rights and to
undermine the legitimate use of patents. Reforms to the patent system—both as to
the standards governing patent validity and as to outcomes and consequences in liti-
gation—are necessary and timely.

Your hearing today provides a timely opportunity to engage on the issue of legis-
lative reform to our patent system. We welcome your initiative in starting this dis-
cussion, and believe it will yield fruitful results.

The draft committee print proposes reforms across a broad spectrum of elements
of the patent system. Our comments today will focus on those areas of greatest im-
portance to Genentech; namely, proposed reforms to the rights and remedies pro-
vided with the grant of a patent, standards governing patentability, reforms to the
inequitable conduct doctrine, and post-grant opposition procedures.

In general, Genentech supports reforms in many of the areas addressed in the
Committee Print. However, certain proposals, particularly those that could operate
to deprive the owner of a valid U.S. patent of its ability to prevent the unauthorized
use of a patented invention, would seriously alter the nature of the patent right.
Genentech opposes reforms of this nature, as they would undermine the foundation
upon which many of this company’s business decisions have been based; namely, the
guarantee of exclusivity.

PROPOSED REFORMS TO THE STANDARDS GOVERNING INJUNCTIVE RELIEF

Section seven of the Committee Print would fundamentally alter the nature of a
United States patent by altering the standards governing entitlement to permanent
injunctive relief under section 283. While Genentech is sympathetic to the problems
associated with the unpredictability of patent litigation, it cannot support legislation
that would call into question the basic premise under current law that infringement
of a valid patent can be enjoined.

Section 7 begins by incorporating into section 283 in express terms the standard
governing entitlement of any litigant to injunctive relief. However, section seven
then would prohibit a court from presuming that there will be irreparable harm to
the patent owner as a consequence of a finding of infringement of the patent. The
proposed legislation also directs courts to consider evidence that would support or
negate any of the equitable factors governing the award of injunctive relief, includ-
ing whether or not the patent owner makes use of the invention.

Section seven of the Committee Print thus would overrule the well-established
and long-standing precedent that the owner of a patent is presumed to be irrep-
arably harmed by an infringement of a valid United States patent. The existing pre-
sumption is based on sound public policy reasons, and we see no justification for
altering this existing precedent. The reason is simple—the value of a patent derives
from its status as a property right. There is nothing more essential to the character
of the patent as a property right than its capacity to prevent unauthorized use of
the patented invention.

More than a century ago, our courts recognized that the capacity of a patent to
prevent the unauthorized use of the patented invention was the fundamental at-
tribute that gives the patent its economic value. This premise has been repeatedly
affirmed by courts since that time. See, for example, Polymer Technologies, Inc v.
Bridwell, 103 F.3d 970 (Fed. Cir. 1996) (“The right to exclude others from a specific
market, no matter how large or small that market, is an essential element of the
patent right”). The recognition that the right to exclude is the essential attribute
of the patent right gave rise to the legal presumption that is a foundation of the
U.S. patent system; namely, that the owner of a valid United States patent is irrep-
arably harmed by an infringement of that valid patent, in the absence of any fur-
ther evidence. There is no sound reason for not continuing to rely on this premise.
Genentech also sees no reason why the burden should not be placed on the shoul-
ders of the infringer of a valid United States patent to show why that infringer
should not be enjoined from its continued infringement of the patent.

The specific issue implicated by the proposed modifications to section 283 is who
bears the burden of putting forward evidence to establish that an injunction is ap-
propriate once the patent has been fully adjudicated and found to be valid and in-
fringed. The standard thus speaks to valid patents, not to patents that are of ques-
tionable validity. It also concerns the question of permanent injunctive relief, not
preliminary injunctions that may be awarded pending resolution of the litigation
over whether the patent is valid or infringed. As a standard governing the burdens
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that are to be applied with respect to valid and infringed patents, it is appropriate
to maintain the standard in the form it exists today. Genentech believes the law
appropriately places the burden on the shoulders of the infringer to establish why
an injunction should not be granted. Whether that infringer is able to do so or not
will turn on the facts and circumstances of each case.

Genentech is not insensitive to the concerns expressed by many over the disrup-
tion of ongoing business activities as a consequence of the grant of a permanent in-
junction. Genentech certainly has its fair share of defensive patent litigation. The
question of permanent injunctive relief, however, is one that is best left to the courts
upon the body of precedent that exists today. Genentech remains open, of course,
to measures that remove some of the uncertainty of patent litigation, or which ad-
dress the truly unique situations faced by those who advocate for change of the law.

In this respect, Genentech encourages the Congress to focus on the specific and
unique concerns being expressed that have led to this proposal. For example, one
scenario that has been identified is the potential grant of a permanent injunction
in favor of a patent owner that has taken no steps to bring a competing product
to market, or who has extensively licensed the patent on a non-exclusive basis to
other parties, and who can be fully compensated through money damages.
Genentech believes courts presently do consider such factors in determining whether
to award a permanent injunction. Similarly, some concerns arise from the situation
of a company facing the requirement to immediately comply with an injunction
issued by a District court. In many instances, courts will stay the effect of the in-
junction pending appeal of the judgment on validity or infringement, which provides
the infringer the time needed to alter its product or take other steps.

The most significant concern, however, appears to be the use by a party that is
not in the market of the accused infringer of the threat of an injunction solely for
the purpose of increasing the risk of liability to a manufacturer, and to increase the
amount of a potential settlement. In that setting, significant questions of validity
or enforceability of the patent often exist. These problems have led to more refined
jurisprudence addressing issues such as prosecution laches, enhanced obligations for
written description and the like. Certainly, if a patent owner elects to seek injunc-
tive relief against an accused infringer, and causes harm by such an assertion, that
party should face some consequences if the patent is shown to be invalid, unenforce-
able or not infringed. One approach may be to simply alter the amount of discretion
given to courts to award fees and costs incurred in defending against such a claim,
and to ensure that such liability extends to all parties that stand to gain economi-
cally from the infringement action. Congress also may wish to consider legislative
solutions that specifically address the unique circumstances faced by specific indus-
tries, but which will leave intact the well-established body of law that ensures that
a patent owner can rely on the presumption of irreparable harm stemming from
proven infringement of a valid U.S. patent to establish entitlement to permanent
injunctive relief. Genentech believes such approaches may prove to be a more fruit-
ful avenue in deliberations for reform than the approach taken in section seven of
the Committee Print.

PROPOSED REFORMS TO THE STANDARD FOR WILLFUL INFRINGEMENT

In contrast to its views on proposals that would alter the standard for injunctive
relief, Genentech does support reforms to the law governing the doctrine of willful
infringement. The Committee Print proposes to alter the standard by identifying
three specific types of actions as being indicative of situations of “willful” infringe-
ment of a patent that are sufficient to justify the award of enhanced damages.

Genentech believes that the articulation of the three scenarios found in the legis-
lation is a sound basis for proceeding. Genentech, however, believes that these sce-
narios should be the only situations that warrant a finding of “willful” infringement.
Part of the problem with the existing standard is that it is difficult to ascertain
what will constitute willful infringement under present law. Making a more specific
and explicit definition of those acts that will constitute willful infringement will help
address part of the problem. Genentech also supports the approach in proposed leg-
islation that precludes a court from drawing an inference of willful infringement
from the absence of opinion of counsel, and that willful infringement may not be
established solely upon proof of knowledge of the patent by the defendant prior to
suit.

The changes proposed by section six of the Committee Print, however, do not go
far enough. A significant problem with the existing willful infringement doctrine is
that parties often claim willful infringement simply as a litigation tactic. The claim
then manifests itself in demands for production of opinions of counsel as to the va-
lidity or infringement of the patent, and efforts to place into evidence information
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that is unnecessary and irrelevant to the question of infringement. Genentech be-
lieves that in addition to establishing more objectively defined standards for willful
infringement, three additional measures are needed.

First, the law should preclude a court from addressing the question of willful in-
fringement until after a party had been found to have infringed the patent. Taking
up the question of willfulness only after a party has been found in a final
unappealable judgment to have infringed the patent will go far in helping to curb
some of the abuses that exist in today’s modern litigation environment. Second, the
question of willfulness should be addressed only by the court, and not by a jury.
Finally, the law should preclude a party from attempting to obtain discovery of opin-
ions of counsel incidental to a claim of willful infringement until after the court has
first determined that infringement was established. With these additional changes,
Genentech can support the reforms to willful infringement being proposed in section
6 of the Committee Print.

REFORMS TO PRECLUDE LATE CLAIMING OF INVENTIONS

Section 8 of the Committee Print would treat as unpatentable certain types of
claims that are presented at a certain point in time. The legislation appears to be
focused on the problem of parties that present broad claims long after an initial ap-
plication has been filed, with the intent of capturing the intervening market entry
by a competitor who believed that there would not be a patent obstacle. While
Genentech is sympathetic to some of the concerns raised with respect to late-pre-
sented claims, it does not believe the proposed legislation will provide a practical
solution, and instead will create significant problems for legitimate patent appli-
cants.

Genentech notes that under existing PTO practices, biotechnology patent appli-
cants are often subjected to extensive restriction requirements. This means that for
each invention that is pursued in a first application, Genentech often must file doz-
ens of additional applications to obtain meaningful and sufficient claim coverage.
Under existing law (35 U.S.C. 121), Genentech has the right to defer the filing of
these additional applications. If the law required the immediate filing of dozens of
voluntary divisional applications, as proposed in the Committee Print as a solution
to the late-claiming problem, it would place unjustified additional expenses on bio-
technology applicants such as Genentech. More significantly, in many cases, new
questions of law or practice arise during the examination of an application. These
new standards not only cause applications to undergo a protracted examination
process, they also clarify what types of claims a patent applicant may pursue.

The proposed solution also suffers from the practical problem of determining when
a claim is “broader” than a claim that was published, issued or presented in a pri-
ority application. In most instances, claims will be both broader and narrower than
previously presented claims. Forcing the patent examiner, and then the courts, to
determine if sets of claims are broader or narrower than earlier filed claims will
present immense challenges. Moreover, while many other provisions in the legisla-
tion would go far in eliminating uncertainty in the standards governing patent-
ability, this measure would have precisely the opposite effect.

For these reasons, Genentech generally opposes the approach reflected in section
8 of the Committee Print, and encourages the Committee to explore other ways of
curbing the problem of late claiming. Genentech also notes that courts are taking
steps to address late-claiming situations. See, e.g., Symbol Technologies v. Lemelson,
277 F.3d 1361, 161 Ed. Law Rep. 57, 61 U.S.P.Q.2d 1515 (Fed. Cir. 2002).

REFORMS TO THE STANDARDS GOVERNING ENFORCEABILITY OF PATENTS

Section five of the Committee Print proposes to reform the doctrine governing in-
equitable conduct. Genentech strongly supports legislative reforms in this area.

Section 282 provides that a party accused of infringement may raise a defense
that the patent is unenforceable. Unenforceability is a defense distinct from inva-
lidity of the patent or from non-infringement. It operates to preclude the patent
owner from enforcing a patent that is otherwise meritorious—meaning that the in-
vention claimed in the patent is novel, not obvious, useful, and adequately de-
scribed. It has evolved over the years from several equitable doctrines, the most
dominant of which is the assertion by a defendant that the patent is unenforceable
because the patent owner committed a fraud on the PTO in the process of obtaining
the patent. From this legitimate foundation, the doctrine of “inequitable conduct”
has arisen and flourished to an inappropriate degree.

As several courts have observed, claims of inequitable conduct have become what
is justifiably labeled as a “plague” on modern patent litigation. Inequitable conduct
is routinely raised in patent cases, and often is based on the flimsiest of assertions.
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The reason is simple—by pursuing this defense, a patent on an invention that is
otherwise meritorious can be nullified by making it impossible to enforce.

The inequitable conduct doctrine, however, has created significant problems for
patent applicants and for the PTO during the examination of applications. The most
significant is that communications between the patent applicant and the patent ex-
aminer are now a contorted and restricted dialogue, primarily because of the risk
that these communications made honestly and in good faith will be turned into a
story of inequitable conduct when the patents are put into litigation in the future.
Concerns about creating a foundation for a claim of inequitable conduct may cause
applicants to be overly inclusive in citing information to the PTO. This often results
in situations where the patent examiner is given an immense amount of information
solely for the purpose of foreclosing a claim that the applicant was concealing infor-
mation from the examiner, thereby imposing unnecessary burdens on the patent ex-
amination process. Moreover, applicants can be put into a “Catch 22” situation in
that they can later be accused of “burying” a reference if they cite many references
to the PTO to satisfy their Rule 56 obligation as defined by the courts.

Plainly, reforms to this doctrine are necessary. In general terms, Genentech would
support reforms that provide that a party could not raise an assertion of inequitable
conduct in respect of a patent unless at least one claim of the patent were shown
to be invalid on the basis of the disputed prior art or information. Such a change
would establish a more objective threshold finding of significance for the disputed
subject matter and would supplant the existing “materiality” standard. Genentech
would also support retaining the requirement in present law that there be a distinct
finding of a specific intent of the applicant to mislead the PTO. Such reforms would
change how parties could raise inequitable conduct assertions in litigation, and
would reduce the opportunistic uses of such pleadings in litigation.

Genentech also would support enactment of measures to ensure that patent appli-
cants are forthcoming during the original examination of patent applications. For
example, Genentech would support measures that provide the PTO or the courts
with some authority to sanction parties which it had determined had engaged in
misleading or inappropriate conduct before the PTO. The sanction of unenforce-
ability of the patent is not the only type of sanction that can be employed to ensure
that parties act with good faith and candor in the PTO. The approach taken in the
Committee Print reflects the type of authority that may prove useful in this regard,
although Genentech believes the present language of section 6 can be substantially
improved.

Genentech also believes that a more transparent examination process can also be
pursued in conjunction with these reforms. Genentech notes that the United States
patent system is structured to deliver reliable results in a cost-effective and timely
manner. Examination is conducted on an “ex parte” basis—meaning that the PTO
and the patent applicant are the only participants in the examination process. The
advent of publication of patent applications prior to grant from the 1999 American
Inventors Protection Act (AIPA) has shed some light onto ongoing examinations,
but, fundamentally, the patent examination process remains closed to substantive
participation by parties other than the patent applicant.

Practical considerations mandate that this model continue. The PTO, given its re-
source constraints, simply cannot administer a system that permits third parties to
intervene in the examination of pending applications. Experiences in other countries
that do permit substantive intervention in the examination of applications are uni-
formly negative. These experiences show that in many instances, third parties inter-
vene to simply delay the issuance of a patent, which disrupts business expectations
of patent applicants and consumes limited patent office resources. Allowing that
type of public intervention in the examination of pending U.S. applications would
create immense practical problems, given the volume of applications now pending
before the PTO, and the limited amount of examination resources that are available.

However, there is no good basis for not publishing all applications 18 months after
they have been filed. Publication provides access to the public of the contents of the
application during the examination process. Genentech thus would support amend-
ments that would mandate 18-month publication of all applications, and which en-
able third parties to submit information, accompanied with a brief explanation of
the relevance of the information, on issues implicated during the examination of the
application. Of course, that right to submit information must not entitle the third
party to disrupt the examination process, or to formally oppose the grant of the pat-
ent. Genentech believes that such safeguards as 18-month publication of all applica-
tions and limited third-party submissions during ex parte examination, combined
with the opportunity of more third-party involvement during post-grant opposition
proceedings, warrant revisions to the inequitable conduct standards that give rise
to so many baseless claims today. Such reforms also would place the U.S. more on



32

par with the practices of other major countries including those that are members
of the European Patent Convention and Japan.

REFORMS TO THE STANDARDS OF PATENTABILITY

Sections 2 to 4 of the Committee Print would make substantial changes to por-
tions of title 35 that govern patent eligibility. In principle, Genentech supports the
approach taken in these sections, with certain exceptions.

Genentech supports reforms that would implement a “first inventor to file” stand-
ard in the U.S. patent system. Such a standard would address what many improp-
erly perceive to be an assured right of a first inventor to obtain a patent. For rea-
sons articulated well by the National Academies of Science in their 2004 report on
the patent system, the existing “first to invent” standard creates immense chal-
lenges for patent applicants and the public, in part, because it requires the incorpo-
ration of many subjective criteria for patentability into the patent system. It also
necessitates inventorship contests, known as interference proceedings, which are ex-
pensive, complex and usually result in award of the patent to the first inventor to
file an application. Given the low frequency of these types of conflicts, the expenses
associated with them, and the immense record keeping requirements they implicate,
there is no sound reason for not shifting to a first inventor to file standard.

The reforms being proposed would retain a requirement that any applicant for a
United States patent be filed by or on behalf of an inventor of the subject matter
being claimed. This approach will ensure that the interests of inventors will be ef-
fectively protected. Genentech supports these types of safeguards in the patent sys-
tem. With such a standard, however, conflicts may still arise over entitlement to a
patent. Section two of the Committee Print would propose to address these conflicts
through an interference proceeding. Such proceedings, as proposed under a modified
section 135(a), would be based on “disputes” over who is an inventor. Genentech be-
lieves a more precise and specific standard, with specifically articulated outcomes
of such a proceeding, is needed, rather than what has been proposed for section
135(a). In particular, a dispute over entitlement of a true inventor to a patent
should be based on a proof of derivation of the invention by the first party to file
from the inventor. The proceedings should result either in an entitlement to joint
and several ownership of the patent in dispute, or in the award of a patent to the
second inventor that files an application. Genentech is prepared to work with the
Committee to devise an appropriately focused and limited procedure for resolving
such disputes.

The conversion to a first-inventor-to-file patent system necessitates reforms to sec-
tions 102 and 103 of the patent statute, among other provisions. The approach
taken in section two of the Committee Print is a good start toward these reforms.
A number of specific issues, however, are not satisfactorily addressed in the pro-
posed legislation.

e The revised law should confirm that subject matter in a published patent ap-
plication or in a patent shall have prior art effect as from the actual or effec-
tive filing date of the patent or published application only if that subject mat-
ter has been described in a manner that complies with section 112, first para-
graph. This will maintain the existing law that provides that the “secret”
prior art effect of a patent or published patent application (i.e., for the period
before the contents of the patent application are publicly known) is to be lim-
ited to that subject matter that has been described in a manner sufficient to
justify the grant of a patent on that subject matter. Revisions to proposed sec-
tion 102(d) of title 35 are required to give effect to this change.

The standard for public accessibility of information to qualify that informa-
tion as prior art should be specifically exemplified using more objectively de-
fined criteria. In particular, Genentech would support revision of proposed
section 102(c) to incorporate more precise and objective language for the con-
cepts of “reasonable and effective accessibility” of prior art. Genentech also
believes it will be important to exemplify these concepts in the legislative his-
tory of the proposed legislation.

Genentech supports elimination of the “best mode” requirement of section
112, first paragraph. This measure has proven unnecessary and unhelpful in
the patent system, particularly in view of the enhanced obligations on disclo-
sure imposed by modern judicial interpretation of the requirements for writ-
ten description and enablement under section 112. Genentech encourages the
Congress to affirm the independent and distinct nature of these two remain-
ing elements of section 112, first paragraph, as part of the legislative history
explaining the reform that would be made to this provision of title 35.
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Certain changes being proposed, however, are unnecessary to implement a first-
inventor-to-file system. For example, Genentech would oppose amendments to sec-
tion 101 of title 35, which are unnecessary to give effect to a first-inventor-to-file
system. Genentech also encourages the Subcommittee to further evaluate all of the
changes being proposed to ensure that the most efficient path is taken to imple-
menting these reforms. Changes that are not necessary to give effect to the new
standard should be avoided, particularly when they may disrupt long-established
concepts and definitions.

POST-GRANT OPPOSITION PROCEDURES

As we have previously testified before this Subcommittee, Genentech strongly
supports legislation that would create a cost-effective, vigorous and fair procedure
to review the validity of issued patents. Our experiences teach us that claims of in-
fringement of invalid patents are increasing, and have the potential for causing sig-
nificant, unwarranted business disruptions. A cost-effective procedure that allows
for robust participation by third parties yet is appropriately limited to avoid preju-
dice and the problems of litigation before a Federal court, would provide immense
value for patent owners and the public alike. Genentech thus supports the effort of
the Subcommittee to establish an effective and efficient post-grant opposition proce-
dure, and to revise the inter partes reexamination authority to make that system
viable.

As Congress begins its deliberations on section 9 of the Committee Print, it should
keep certain fundamental principles in mind. First, there is no right of a member
of the public to retain and enforce an invalid patent. It also is not appropriate to
permit entities to use the high cost and complexity of patent litigation to forestall
discovery of the invalidity of a patent. Invalid patents impose an immense and un-
J;iustiﬁed cost on American businesses, including companies in the biotechnology in-

ustry.

Second, we believe a properly designed system must incorporate safeguards to en-
sure that it will not be abused by third parties. As noted in our prior testimony,
the devil is in the details. The challenge is for Congress to create a procedure that
provides a rigorous and balanced inquiry into the validity of a patent, and to make
that procedure feasible for the PTO to administer. A system that permits a third
party to paralyze a patent by initiating an open-ended administrative proceeding
would seriously undermine the incentives and purpose of our patent system. Like-
wise, a proceeding that becomes comparable in complexity, burden and cost to litiga-
tion in the Federal courts would yield no benefits.

Finally, a patent review system administered by the PTO must remain focused
on those issues that the PTO has special expertise in evaluating, and work within
the practical constraints of an administrative proceeding that is designed to be effi-
cient but thorough. In particular, the system should avoid having the PTO evaluate
questions of compliance with the “best mode” requirement of 35 U.S.C. §112, or
compliance with the duty of disclosure under 37 CFR § 1.56. The system should also
build on the recognition that the PTO can bring a special technical expertise to inde-
pendently evaluate scientific and technical questions that bear on patentability. At
the same time, the PTO is not well-equipped to manage contentious proceedings
that will turn on critical evidentiary questions. As such, we encourage the Congress
to incorporate safeguards that take account of these limitations, and to not create
a system that the PTO is incapable of effectively managing, or which leads to un-
justified costs.

It is appropriate for this Congress to take up the task of devising and imple-
menting an effective post-grant opposition system. Options that exist today—so-
called ex parte and inter partes reexamination—do not present a viable alternative
to litigation in the Federal courts, primarily because these procedures do not provide
third parties with a fair and balanced degree of participation relative to patent own-
ers. The fact that only a handful of patents have been the subject of inter partes
reexamination proceedings, despite the existence of thousands of eligible patents, is
a telling indication of the problems with the current system. The absence of a fair
and efficient administrative procedure to review patent validity makes it possible
for owners of invalid patents to use the often enormous expense of patent litigation
to effectively shield invalid patents from challenge. An improperly granted patent
that cannot be reviewed in a cost-effective manner creates unjustified burdens and
risks for American companies, including those in the biotechnology industry.

Genentech believes that the availability of an appropriately structured post-grant
review system will enhance public confidence in the patent system, and provide the
public with a much needed administrative alternative for resolving questions of pat-
ent validity. The recent reports from the Federal Trade Commission (FTC) and the
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National Academies of Science (NAS) reinforce this conclusion. Each organization
recognizes that the PTO has a special expertise in evaluating certain patentability
issues, such as anticipation, nonobviousness, enablement, written description and
utility and that an administrative patent validity review proceeding can be con-
ducted more rapidly than litigation in a Federal court. They correctly find that the
public would significantly benefit from the availability of a procedure that does not
present the burden, duration and associated expenses of patent litigation. These or-
ganizations also appreciate that any new system should not permit third parties to
harass patent owners, or initiate groundless attacks on patents.

Past Congressional efforts to establish a procedure by which the PTO can review
the validity of an issued patent have been well-intentioned, but have not produced
a procedure that is viable. The first such system adopted by Congress was the “ex
parte” reexamination system, enacted in 1982. In the ex parte reexamination system,
any person, including the patent owner, may commence a reexamination of any
issued patent on the basis of a patent or a printed publication that raises a substan-
tial new question of patentability. See, 35 U.S.C. §302. The ex parte reexamination
procedure, like original examination, is a closed procedure—only the patent owner
and the PTO participate substantively in the proceeding. As a result, most third
parties avoid use of this procedure for commercially significant patents, since it does
notdgfford those third parties a meaningful opportunity to participate in the pro-
ceeding.

In 1999, Congress created an enhanced version of reexamination, termed “inter
partes” reexamination. The inter partes reexamination procedure does provide more
of an opportunity for third parties to participate in the proceeding. However, due
to the limitations built into the system, this “enhanced” version of reexamination
has fallen short of expectations. The limited number of inter partes reexamination
requests that have been commenced—despite the fact that hundreds of thousands
of otherwise eligible patents have issued since enactment of the legislation—sug-
gests that the design of this procedure will continue to limit its use by the members
of the public. The most significant deficiencies of the inter partes reexamination sys-
tem can be summarized as follows.

o It is not possible to use the procedure to review patentability issues that are
most commonly encountered in biotechnology patents and applications; name-
ly, compliance with 35 U.S.C. 6§ 101, and 112, first paragraph. It has been
our experience that issues of compliance with the written description and
enablement provisions of 35 U.S.C. § 112, first paragraph, and the utility re-
quirement of § 101, frequently are significant inquiries affecting the validity
of many biotechnology patents and patent applications. Not permitting these
grounds to be raised in a post-grant review procedure renders the system far
inferior as an alternative to litigation in a Federal court.

e The law imposes two distinct “statutory estoppels” that in combination make
the procedure unattractive as an alternative to litigation in a Federal court.
The first, found in 35 U.S.C. §315(c), prohibits a requestor from raising in
a Federal court any issues of validity that “could have been raised” at the
time of the request for reexamination in view of art known to the requestor.
This broad estoppel attaches by the mere filing of a request for inter partes
reexamination. The second “estoppel” is found in an uncodified section of the
ATPA (§4607 of the Intellectual Property and Communications Omnibus Re-
form Act of 1999, as enacted by §1000(a)(9) of Public Law 106-113), and is
designed to prohibit a third party who participates in a reexamination pro-
ceeding from later contesting the legitimacy of any “facts” determined in the
proceeding. These statutory estoppel provisions impose an unacceptable price
on use of the inter partes reexamination procedure in almost all situations.

e The inter partes reexamination system does not permit third parties to use
certain evidentiary procedures that would ensure that the procedure is suffi-
ciently rigorous. For example, it is not possible to cross-examine expert wit-
nesses used in the proceeding or direct questions to the opposing party.

Finally, the system cannot be used to review issues of validity involving pat-
ents issued on applications filed before November 29, 1999. We note that this
limitation, in particular, has rendered the system of marginal value to many
companies in the biotechnology industry, in part because there still remain
a significant number of biotechnology patent applications pending before the
PTO that were filed before this date.

These limitations in the inter partes reexamination system have made the procedure
of marginal value to the public. It simply is not an effective alternative to expensive,
unpredictable and protracted litigation in the Federal courts.
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Genentech thus encourages the Congress to pass legislation now to create a via-
ble, cost-effective, and fairly balanced post-grant administrative patent review pro-
cedure. The approach set forth in section nine of the Committee is a good starting

point,

but several important variables need to be revised to make that system ac-

ceptable.

Threshold Showing to Initiate Procedure—Genentech believes that an opposi-
tion system should require any party wishing to commence a proceeding to
provide a cogent and well-supported showing that at least one claim in the
patent is invalid, and require the PTO to make an independent determination
that the showing meets a threshold level of question as to the validity of one
or more claims in the patent. If the initial showing is not sufficient, the Office
should not commence the proceeding. Genentech is flexible as to the specific
standard employed to make this assessment. One possible standard is that
the claim is “prima facie” invalid—meaning that, assuming the cited evidence
is accepted as true, the claim would be invalid. Other standards could be em-
ployed as an alternative to the prima facie standard. The approach taken in
the legislation, however, is not viable. It would permit an opposer to com-
mence an opposition upon any showing. The burden would then fall to the
patent owner to prove that the opposition proceeding is groundless.
Genentech believes this “initial proof” requirement is an important part of
any post-grant review procedure that could result in invalidation of one or
more claims of a patent. Without this initial determination, patent owners
could be subjected to groundless challenges to their patents.

Estoppel. Participation in a post-grant review system must not create any
barrier for the participants to litigate patent validity on issues that were not
actually raised and addressed in the post-grant review proceeding before the
PTO. While Genentech believes Congress should not include express estoppel
provisions in the post-grant review legislation, if included, those provisions
should not be comparable to the codified and uncodified estoppel provisions
applicable to inter partes reexamination proceedings. Instead, they should
apply only to those issues actually addressed in the opposition proceeding,
and which were necessary to the final determination of the Office.

Time Limits to Initiate and Conclude Proceeding. A third party should be al-
lowed to initiate a post-grant review proceeding provided it has made an ap-
propriate preliminary showing only within a fixed period following issuance
of the patent. In our view, the optimal period is nine months. Genentech be-
lieves a limited authority to commence an opposition proceeding if the patent
owner consents may also merit consideration, if sufficient safeguards against
“coerced” consent can be devised. To be viable, the post-grant proceeding must
be concluded within a reasonable period, namely, 12 to 18 months. The legis-
lation should confirm that this deadline will be respected by the PTO.

Applicable to Any Patent that Can Be Enforced. The system should permit re-
view of any patent that is capable of being enforced, subject to the threshold
showings and limitations noted above.

Limited Additional Evidentiary Procedures. Genentech believes a viable post-
grant review procedure should permit use of evidentiary procedures that will
provide a more rigorous review of issues pertinent to the validity of a patent
than are permitted under the current inter partes reexamination authority.
At the same time, we recognize that if all the evidentiary procedures avail-
able in litigation before a Federal Court were allowed to be used in a post-
grant review procedure, no benefits would be realized from using the PTO-
based procedure. As a result, Genentech believes it would be appropriate to
make available only certain limited additional procedures in a post-grant re-
view procedure; namely, the right to cross-examine a witness who offers testi-
mony in the proceeding, and, if the presiding authority finds it appropriate,
limited requests for admissions and an opportunity for an oral hearing. Other
measures, however, should be expressly prohibited in the law. In particular,
parties to a post-grant proceeding should not be subject to document produc-
tion, or forced to produce fact witnesses for depositions. Such restrictions are
appropriate and will not undermine the effectiveness of the procedure. Pro-
posed section 328 should thus be amended to foreclose discovery other than
those types enumerated above.

Prohibit inequitable conduct challenges based on actions of parties during
post-grant proceedings. The inequitable conduct doctrine operates to ensure
that patent applicants during ex parte examination of their applications are
held to a higher standard of dealing with the PTO. A party that does not
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meet his or her duty of disclosure to the Office can cause that party’s patent
to be held unenforceable. The reason for this enhanced duty of disclosure is
that the ex parte examination procedure is closed and the public cannot par-
ticipate. Unlike ex parte examination, however, post-grant review procedures
being proposed in section 9 of the Committee Print would be public and would
include the active participation of one or more parties opposed to the patent
owner. These factors eliminate the need for any enhanced disclosure stand-
ards comparable those imposed during original examination. Moreover, there
is no comparable sanction that can be imposed on third parties in such a pro-
ceeding (i.e., those parties will be free to litigate infringement, enforcement
and invalidity in the future largely unfettered by their participation in the
proceeding). In view of this, Genentech believes the legislation should impose
identical obligations and responsibilities on parties to an opposition pro-
ceeding. This means, in part, that the legislation should include a provision
which holds that a patent may not be held unenforceable due to those events
that arise during the opposition proceeding. Such a provision should also con-
firm that if the PTO finds that one party has made a misrepresentation, it
should have the authority to take actions to sanction that party appropriately.
Where such misrepresentations are discovered after the patent emerges from
the proceeding, courts may give due consideration to the actions of the party,
but should not be allowed to hold the patent unenforceable.

Genentech stands ready to work with the Committee to improve section 9 of the
Committee Print to create a well-structured and effective post-grant opposition pro-
cedure.

CONCLUSION

Genentech thanks the subcommittee for the opportunity to present its views on
the topic of patent reform. As a significant user of the patent system, Genentech
believes it is desirable to pursue legislative reform to improve this critically impor-
tant system. We encourage Congress to work with all sectors of the patent commu-
nity to ensure that the best package of reforms can be pursued and enacted into
law.

Mr. SMITH. Thank you, Mr. Kushan.
Mr. LaFuze.

TESTIMONY OF WILLIAM L. LaFUZE, PARTNER, VINSON & ELK-
INS, LLP, AND CHAIR, SECTION OF INTELLECTUAL PROP-
ERTY LAW, AMERICAN BAR ASSOCIATION, ON BEHALF OF
THE AMERICAN BAR ASSOCIATION AND THE ABA SECTION
OF INTELLECTUAL PROPERTY LAW

Mr. LaAFUZE. Thank you, Chairman Smith and Members of the
Subcommittee, and thank you for this opportunity to testify on be-
half of the American Bar Association and that Association’s Section
of Intellectual Property Law.

I currently serve as the chair of the ABA Section of Intellectual
Property Law. The views that I'm going to express here today on
awarding a patent to the first inventor to file have been adopted
as ABA policy, and, therefore, represent the views of the entire
400,000 member Association.

Views expressed on other issues have not been approved by the
ABA and are, therefore, those of the Section of Intellectual Prop-
erty standing alone.

At the outset, it’s important that you note that our members rep-
resent a diverse cross section of interests. Our members are attor-
neys who represent universities, individual inventors, small busi-
nesses, and large businesses. Our members are hired to assert pat-
ents against infringers. Our members are hired to defend infringers
against such claims.
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Our members are typically on both sides of any patent license
negotiation, patent dispute, or patent litigation. Given that our
members represent virtually everyone impacted by the patent sys-
tem, I offer my testimony today as representing really the best in-
terests of the United States patent system, and given the impor-
tance to our Nation, the best interests of this country.

I would like to comment briefly on two distinct areas of par-
ticular importance to the continued success of the U.S. patent sys-
tem.

One area relates to the capabilities of the United States Patent
and Trademark Office; the second relates to substantive patent
law.

As to the first topic, the U.S. PTO must have the financial and
human resources needed for it to undertake its crucial role effec-
tively and efficiently. The ABA IPL Section appears here today to
endorse major reforms to the patent system. These reforms will im-
pact the operation of the U.S. PTO. These reforms, if enacted, will
require the U.S. PTO to perform expanded duties and responsibil-
ities in a timely way. It will need to do so with a high level of accu-
racy. Unless its resources are sustained at adequate levels, many
proposed reforms, even though well designed could be frustrated.

While the committee print does not address U.S. PTO capabili-
ties, its proposed reforms will underscore the urgent need to ad-
dress this topic.

Let me now turn to the second topic, substantive patent law.

In February of this year, the ABA took the position that the
United States should now move from its current patent law, the
first to invent system, which is based on proofs of dates of inven-
tion, to a first inventor to file principle.

The position of the ABA is two-pronged on the subject of first in-
ventor to file reforms, with the first prong calling for adoption of
the principles as domestic law and the second advocating its incor-
poration into international harmonization agreements. Let me
briefly outline why the Association took this important step.

The existing patent law, which is best described as a proof of in-
vention date system, is unacceptably expensive, complicated, and
unpredictable. The U.S. patent law today requires that rival inven-
tors fight for the right to patent an invention in a so-called patent
interference. An interference fight proceeds at enormous expense
with prolonged uncertainty and little predictability as to the out-
come.

Recent commentators have confirmed the adverse impact of pat-
ent interferences.

Over the last 20 years, independent inventors have lost more of
the interferences than they have won. As a group independent in-
ventors, despite having invested multi millions of dollars in the
patent interference system at a cost of about $300,000 per inter-
ference have fared worse than they would have achieved under a
first inventor to file system.

We believe that moving U.S. patent law to a first inventor to file
system should be the centerpiece of any patent reform effort. In-
deed, as we outline in our statement, it will facilitate and make
more effective other important reforms.
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On issues other than first to file, the section offers the following
proposals that appear in the committee print.

First, limit the enforceability defense based on inequitable con-
duct to a but for standard and do not allow this defense to affect
otherwise valid patent claims. In this respect, we differ from the
others on the panel.

Establish a more prompt and cost effective means for correcting
defects and issued patents through a meaningful post-grant opposi-
tion proceeding that addresses most issues of patent validity impli-
cated by such defects.

And third publish all applications at 18 months. The publication
of all applications would enhance certainty for the inventors and
the public as to the identity of prior art.

Four, limited allegations of willful infringement. Pleading willful-
ness in virtually patent litigation complicates discovery and raises
issues of scope of waiver of attorney-client privilege that could be
avoided if appropriate reforms are enacted.

The section would like the opportunity to work with you to de-
velop these reforms, and our specific proposal with regard to willful
infringement is to try the willfulness and discover the willfulness
separately from the trial on the liability otherwise.

Fifth, we think that the elimination of best mode is appropriate,
particularly in an international context of patent harmonization.
Our position is that elimination of best mode requirement rep-
resents a best practice in the patent harmonization context, a view
that the section shares with virtually every major other NGO orga-
nization that has addressed the issue.

I'm again grateful for the opportunity to present the views of the
ABA IPL Section on these important issues related to patent law
reforms. We look forward to a constructive dialogue that will ex-
pand the areas on consensus for pursuing such reforms and we
hope that our comments today will serve as a constructive part of
the dialogue that an effort of this magnitude requires. Thank you.

[The prepared statement of Mr. LaFuze follows:]
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Thank you for the opportunity to testify on behalf of the American Bar
Association and the Association’s Section of Intellectual Property Law. My name is
William L. LaFuze. I am a partner and co-head of the Intellectual Property Section of the
law firm of Vinson & Elkins, and I currently serve as Chair of the ABA Section of
Intellectual Property Law. I will be commenting on a number of patent reform issues
today. The views that I express on awarding a patent to the first inventor to file have
been adopted as ABA policy by our House of Delegates, and therefore represent views of
the Association. Views expressed on other issues have not been approved by the House
of Delegates or Board of Governors of the Association, and are those of the Section of
Intellectual Property Law (“the Section™) alone.

Two Areas for Reform: USPTO Capabilities and Substantive Patent Law

1 would like to divide my comments between two distinct areas of particular
importance to the continued success of the U.S. patent system. One area relates to the
capabilities of the United States Patent and Trademark Office. The Office must have the
resources needed for it to undertake its crucial role effectively and efficiently. The
second area relates to substantive patent law. With the ever-growing costs of obtaining
and enforcing patents, its need for clear, simple, and objective principles for determining
the scope of patent rights and for securing their enforceability in the courts has never
been greater.

We are fortunate in the United States to have a patent system that functions well
and has well served the public interest. Today it provides important incentives to invest
in the discovery and commercialization of new technologies. Few countries in the world
today have systems for protection of intellectual property rights — including the
institutions for administering and enforcing those rights — that match those in the United
States. We would urge, therefore, that the starting point for 21 century patent reform
should be to build on the existing strengths of our patent system and seek changes to it
only where a clear consensus has developed on needed improvements.

In this regard, the 109™ Congress may represent a unique opportunity for patent
law reforms to be enacted into law. On many important issues facing the U.S. patent
system, we see not only a developing national consensus on the need for improvements,
but also an emerging consensus on the content of the needed improvements. This
suggests to us ripeness for patent law reform touching the most important features of the
patent law. My testimony today will focus largely on topics on which the Section has
worked with other organizations seeking to build the needed consensus and where we
have seen those efforts at consensus-building bear fruit.

The First-Inventor-to-File Principle: The ABA Position

1 would like to begin with a discussion of a very significant aspect of the patent
law where fundamental change appears ready for congressional consideration: the issue
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of adopting the first-inventor-to-file principle. For several decades this topic would not
have been on anyone’s consensus-driven agenda for patent law reform. Indeed, the ABA
took a position in 1967 that the United States should not adopt a first-to-file system.
However, like many other organizations, as times and circumstances have changed, the
ABA has changed its view on the issue of adoption of a first-inventor-to-file rule in the
United States.

In February of this year the American Bar Association took the position that the
United States should now move from its current patent law based on proofs of dates of
invention to a first-inventor-to-file principle. This issue has not only been added to our
Section’s list of important patent law reform issues, it has come to the top of that list for
reasons that [ will explain in detail.

The position of the ABA adopted this past February is two-pronged on the subject
of first-inventor-to-file reforms, with one prong calling for adoption of the principle as
domestic law, and the second advocating its incorporation in international harmonization
agreements.'

The ABA continues to support efforts at greater international harmonization of
the patent laws. Our Section has been a longstanding supporter of efforts to realize the
many efficiencies that might come from even limited steps towards harmonization, such
as establishing common standards for determining what is prior art to an invention
claimed in an application for patent. Although efforts at this type of international
agreement-driven harmonization have been ongoing for two decades, they have as yet
achieved no discernable progress. The Section is one of many U.S.-based organizations
that would like to see the fruits of greater harmonization achieved sooner rather than
later. We support whatever efforts the Congress might undertake to encourage the
Executive Branch to accelerate its efforts in this regard.

We believe, however, that there is one important step that the Congress could take now
that would greatly advance the objective of greater international patent law
harmonization. That step is the enactment of legislation that would institute a first-
inventor-to-file rule. Indeed, we think that the negotiating position of the United States
could be greatly enhanced if the United States were able to enter into international

' The ABA position is set out in the following resolution:

RESOLVED, That the American Bar Association supports enactment of
legislation providing that the right to a patent shall belong to the inventor who first files
an application for patent containing an adequate disclosure under 35 U.S.C. §112 of the
invention or, in the event of an assignment of rights, shall belong to the assignee thereof;

FURTHER RESOLVED, That the American Bar Association supports
concomitant efforts to conclude international patent harmonization agreements that
incorporate such principles.
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discussions having enacted patent laws that we would encourage other countries to adopt
as a harmonized standard.

The United States is disadvantaged in international negotiations today because it has
effectively conceded that adoption of a first-inventor-to-file principle is the best practice
for a future harmonized patent law, not its current system based upon assembling proofs
of invention dates. We face 30 European countries—and a European Patent Office—that
can make the powerful argument that they already have an efficiently functioning patent
system, based upon a first-to-file principle, and that these countries have now harmonized
their patent laws by adopting in foto the European Patent Convention.

So long as it continues under the present system, the United States will remain
disadvantaged in these international negotiations because it is now apparent that adoption
of a first-inventor-to-file principle represents a “best practice” for operating a harmonized
patent law. In 2001, the United States Patent and Trademark Office heard from a host of
U.S.-based NGOs that the United States should advocate a first-inventor-to-file rule, not
our current system based upon assembling proofs of invention dates, as the “best
practice” for a globalized patent law.

What this means is that our possible willingness to abandon our current system no
longer serves as a potential negotiating chip in international patent harmonization
discussions. To the contrary, with so many U.S.-based NGOs having concluded that
adoption of a first-inventor-to-file system would serve our national self-interest, and then
failing to act to adopt such a system, we cannot tender a willingness to act in our self-
interest as a negotiating concession.

Now to the most important point: what the Europeans want as a harmonized
patent law is not what the Section wants — or what a chorus of other U.S.-based NGOs
want out of a patent system that is harmonized around the first-inventor-to-file principle.
The Section, in fact, opposes greater harmonization of the world’s patent laws by simply
adopting the common European patent law principles.

Indeed, the Section has recently completed a careful study of the precise manner
in which the United States ought to move forward with patent law changes in the context
of an international patent harmonization agreement and concluded that the European
patent laws contain many undesirable features. In many respects, our view on an
international patent harmonization agreement is that it might well require far more
changes, and more significant ones, to European patent laws than would be required to be
made to U.S. patent law,

Allow me to address just a few key points. We afford inventors a one-year “grace
period” during which an inventor can make a disclosure of an invention, but that
disclosure cannot be used to deny the inventor a patent. The Europeans reach the
opposite conclusion and bar the inventor’s patent. We protect inventors against so-called
“self-collision” where an inventor’s earlier-filed application cannot be cited as a basis for
denying the inventor a patent on a closely related invention filed in a later-filed
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application. The Europeans reach the opposite conclusion and require that all such
earlier-filed applications must be used as prior art against the inventor himself such that
the novelty of a related invention can be defeated. We limit prior art arising from the
work of persons other than the inventor to publicly accessible disclosures so that a
disclosure that is not reasonably accessible to the public cannot be used to bar a patent to
the inventor. The Europeans use a “divulgation” principle that states that even a single,
oral, non-confidential disclosure made anywhere in the world — no matter how
inaccessible it might be to persons skilled in the technology seeking that disclosure —
counts as prior art and can block an inventor’s patent for the invention.

Harmonization has long been important to the Section, and remains so. Our
vision of a patent harmonization agreement is an agreement calling for first-inventor-to-
file, coupled with a host of “best practices” that would include each of the principles
outlined abaove.

The second prong of the ABA position on first-inventor-to-file reforms calls for
incorporation of first-inventor-to-file principles in international harmonization of patent
laws. By separate expressions of support for domestic implementation and for
international harmonization, our policy serves two purposes. First, it makes clear that we
support enactment of the first-inventor-to-file principle in U.S. patent law irrespective of
whether international patent harmonization efforts are further pursued or ultimately
successful. The record of the ABA’s deliberations on the first-inventor-to-file policy
contains a comprehensive analysis of why this reform is important — even urgent —with or
without an international patent harmonization agreement. Second, it reflects our belief
that adoption of first-inventor-to-file is not just a harmonization bargaining chip that the
U.S. might give up in the end, but a core principle to take into and build upon in
international harmonization efforts.

The Case for Awarding the Right to Patent to the First Inventor to File

At its core, the existing patent law, which is best described as a “proofs of
invention date™ system, is unacceptably expensive, complicated and unpredictable. The
U.S. patent law today requires that rival inventors can be forced to fight for the right to
patent an invention in a so-called “patent interference.” No one today can dispute the
inefficiency of this system. An interference fight proceeds at enormous expense, with
prolonged uncertainty and little predictability as to the outcome.”

2 Interference contests impact no more than one in 1,000 U.S. patents sought. A patent
interference must be set up so that the needed proofs of respective invention dates as
between the rival inventors can be established, i.e., to determine which rival inventor
qualifies as first in time. Then, the U.S. Patent and Trademark Office and/or the courts
determine which inventor will retain the right to patent.

* Even when a patent interference is not needed (and the patent for an invention is simply
issued to the first inventor to seek the patent), the validity of a U.S. patent is never free
from substantial uncertainty because of the relevance of invention date proofs. They are
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The “proofs of invention date™ system can be complex and unforgiving. It may
require proofs of day-by-day “diligence” in the making of the invention. Other aspects of
the required proofs may include demonstration of a “complete conception” and/or actual
“reduction to practice,” including a demonstration that the invention was established and
recognized as operable for its intended purpose. All these proofs need so-called “proots
of proofs,” i.e., independent “corroboration” of the inventor’s work.

This proofs-based system is significantly disadvantageous to the first to make the
invention in these patent interference contests if the first to make the invention is not also
the first inventor to file for a patent. The first to make the invention — indeed even the
first inventor to file for a patent — can be barred from patenting the invention under the
proofs-based system unless it can successfully assemble needed proofs. Moreover, the
right to patent can be lost in a patent interference because an inventor has run afoul of
one of many technicalities.

The crux of criticism that commentators have noted in the U.S. patent interference
law lies in the realization that the enormous complexity provides so many ways for the
first to make an invention and the first to seek a patent to nonetheless forfeit the right to
patent the invention. The twice-first inventor (first to make and first to file) can still
forfeit the right to patent if any one of the following defects applies once a patent
interference is declared:

e The “conception” of the invention is deemed to be “incomplete” or otherwise
inadequate,

e The required “independent corroboration” of the conception is found to be
inadequate,

o The proffered proofs of diligence are rejected because the conception was
incomplete, inadequate, or uncorroborated,

o Interruptions in the continuity of diligence in a “reduction to practice” cannot be
explained or excused,

o The required records needed to establish the invention dates and diligence dates
may be unavailable,

e The “reduction to practice” does not demonstrate the required operability for the
intended purpose for the invention,

o The invention is deemed to have been “abandoned, suppressed or concealed,”

relevant to determinations of whether or not an invention meets the requirements for
novelty and non-obviousness in view of prior art. However, unlike in a first-inventor-to-
file system, “secret prior art” is part and parcel of our current law. This “secret prior art”
arises when an invention is made by another inventor who can prove an early invention
date based upon entirely secret activity. Such prior art can belatedly emerge and destroy
the validity of a seemingly valid U.S. patent, compounding the uncertainty and
unpredictability of attempting to access whether an apparently valid patent will be
sustained in a court challenge.
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e Patent claims of the rival inventor are not timely “copied” in the manner required
by law,

s Proper preliminary motions are not made to allow use of the inventor’s “best
proofs” of invention dates,

e Aninterference “estoppel” applies, or
The inventor cannot sustain the delays, complexities or uncertainties of the patent
interference contest and settles, quits or otherwise ends the contest before a
favorable outcome can be achieved.

Finally, the right to patent can be lost solely because of an inability to afford the
enormous financial burdens necessarily imposed by the U.S. proofs-based patent
interference system. According to the 2003 Economic Survey of the American
Intellectual Property Law Association, the median cost to an inventor in a simple two-
party interference is $113,000 to complete the preliminary phase (discovery) and over
$300,000 to the final resolution. For the “small entity” inventors (individual inventors,
small businesses and universities), the risks of loss of the right to patent are significantly
heightened because the resources and persistence needed to see the “proofs of invention
date” system through to its completion are often severely limited.

Tn stark contrast, the fate of the “first and true inventor” is typically far better
outside the United States. The first and true inventor — who by definition always has the
ability to be first to file for a patent — can secure the award of the right to patent by the
simple act of seeking the patent before any later, rival inventors make the same invention,
much less are able to file for a patent on it. In short, in no other country of the world is
the first inventor who is first to seek a patent put at this type of risk of loss of the right to
patent.

The “Proofs Of Invention Date” System Particularly Disserves Independent
Inventors.

Recent commentators have confirmed the “pain without gain” impact of patent
interferences on the independent inventor community. Between 1983 and 2000, 98
independent inventors who were not the first inventor to file for a patent were able to use
patent interferences to establish the right to patent, while 115 independent inventors that
were the first to file for a patent had their rights to patent defeated in patent interferences.
Thus, as a group, independent inventors — under the “proofs of invention date” system —
invested multi-millions of dollars in the patent interference system only to incur a net loss
of 17 patents compared to the outcome that they would have achieved under a “first-
inventor-to-file” system. See Gerald J. Mossinghoff, The First-to-Invent System Has
Provided No Advantage to Small Entities, 88 J. Pat & Trademark Off. Soc’y 425 (2002).

In May 1995, the Uruguay Round Agreements Act, Pub. L. 103-465, 108 Stat.
4809 (Dec. 8, 1994), became law. At that time, U.S.-based inventors lost the decisive
advantage they had held since at least 1876 in interference contests. Foreign-based
inventors, who had been barred from relying on home-country proofs of invention, were
now placed on an equal footing in making “proofs of invention dates” as U.S.-based
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inventors. With the impact of this change in the patent law lifting the ban on foreign
invention date proofs, the net number of U.S.-based independent inventors that can be
expected to lose patents because of patent interferences will only increase in the future.*

Another commentator has expanded the Mossinghotf analysis and reached an
even more ominous conclusion concerning the impact on independent inventors:

[I]nterference proceedings are more often used by large
entities to challenge the priority of small entities, not the
reverse. This evidence further supports Mossinghoft’s
conclusion that the first to invent system is not working to
the benefit of small entities. 1f anything, small entities are
getting bogged down in interference proceedings initiated
by larger companies. This makes some intuitive sense.
Large, sophisticated entities are more likely to understand
the patent system, including the rather arcane interference
process, and use it to their advantage.

Mark A. Lemley and Colleen V. Chien, Are U.S. Patent Priority Rules Really
Necessary?, 54 Hastings Law Journal 1299, 1323 (July 2003).

Finally, even patent lawyers recognized as the leading experts in the area of patent
interferences (Charles L. Gholz) lament the complexity, difficulty, and societal costs of
these proceedings:

A couple of years ago | was handling a big ticket
interference in which my side's inventors were named the
Inventors of the Year by the Intellectual Property Owners
Association. At about the same time, my client assigned the
lead inventor to us full time. That is, it told him that it was
more important for him to work with us to win the
interference than it was for him to work at his laboratory
bench making more inventions!

My client's decision was good for us, but it was
grotesquely bad for the nation. While the inventor spent his
time racking his brain trying to remember what he had done
and when he had done it years before (and more
importantly, trying to find documents to substantiate his

* The Mossinghoff statistics have been recently updated through 2004 and appear to
confirm that the loss of patents by independent inventors has accelerated. During the past
four years, the number of patents lost by independent inventors has increased by nearly
two-thirds, to 28. See Mossinghoft, “Small Entities and the ‘First-to-Invent” System: An
Empirical Analysis,” Washington Legal Foundation Working Paper (April 15, 2005).
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hazy memory), he could have been back at his bench
making more important inventions.

As things stand, important people (i.e., inventors—
not patent attorneys!) spend enormous amounts of time on
historical matters which, at least in most cases, are of
absolutely no use to anyone apart from the interference and
of no interest to anyone at all for any reason.

Charles L. Gholz, 82 J. Pat. & Tm.Off. Soc. 894 (2000).

The central complaint concerning the existing “proofs of invention date” system
lies in its unavoidable cost and complexity, coupled with its inherent delays and
uncertainties. Together, these features are inimical to the best interests of all inventors,
but most particularly to the interests of the community of independent inventors.

With the last potential argument that a “proofs of invention dates” principle might
benefit any class or category of U.S.-based inventors having been erased by Congress in
1994, the case for awarding the right to patent to the first inventor to file for a patent who
provides an adequate disclosure of the invention has become compelling.

The “Duty of Candor” — Reforming the “Inequitable Conduct” Defense

A second area of needed patent law reform on which the Section but not the ABA
has taken a position relates to the so-called “subjective elements” in patent litigation.
These are allegations made in patent infringement cases — either by the patent owner or
by the accused infringer — that make patent litigation among the most expensive lawsuits
that the courts hear today. Among the most frequently cited of these “subjective
elements” are the “best mode™ defense, willful infringement allegations, and the
“inequitable conduct” unenforceability defense.

Each of these three elements has a common characteristic; the merits of the
allegation generally cannot be assessed from a study of public patent prosecution records.
In each case, significant discovery is normally required to prove or disprove the
allegation. ln each case, the required discovery focuses on the state of mind of one or
more individuals.

My testimony today will focus in detail on only one of these “subjective
elements,” the “inequitable conduct” defense to the enforceability of a patent. This
defense arises from the “duty of candor and good faith” that both the United States Patent
and Trademark Office and the courts have long held requires those preparing, filing, or
prosecuting patent applications to observe. That duty bars omitting material information
or making a material misrepresentation to a patent examiner.

Let me start by observing that the Section is in no way criticizing — much less
proposing any dilution of — the “duty of candor and good faith.” Indeed, given the ex
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parte nature of the patenting process, important policy considerations have long
supported imposing such a duty on the inventor and anyone involved in assisting the
inventor in the preparation, filing or examination of a patent application. The problem
facing the patent system today lies not in the existence of the duty, but in the
consequences that flow from the role of the courts in imposing sanctions for adjudicated
violations of the duty.

Under current law a violation of the duty of candor and good faith with an intent
to deceive or mislead the United States Patent and Trademark Office is all that is needed
to make out a defense of “inequitable conduct.” When the defense has been made out, a
court is required to hold that the entire patent is permanently unenforceable. It is an
appealing defense for an accused infringer — some might argue irresistible. Any accused
infringer that succeeds in proving a single act of intentional misconduct wins the entire
lawsuit. For an infringer facing a patent with one or more completely valid claims, this
defense can turn a losing case into a winning case for the infringer.

Because of the complexity of patent procurement, in almost every case there will
be some information that the inventor knew that was not communicated to the patent
examiner. Almost any defect in the prosecution record can be turned into an allegation of
intentional concealment of material information or its misrepresentation and place the
patent at risk of being held unenforceable.

Equally importantly, the discovery burden on the patent owner when inequitable
conduct is alleged can be significant and the costs of a defense can be substantial. The
inventor’s ability to enforce a completely valid patent can be greatly compromised.

The conduct that can give rise to a holding of the permanent unenforceability of a
patent can be relatively trivial and inconsequential. [n one case, the Federal Circuit
affirmed a trial court decision that a patent attorney — making a statement that he had
done a search as part of a petition to accelerate the examination of a patent application —
committed a fraud on the patent office because the search he testified that he had
conducted had been through consultations with experts working in the field, not a search
of the official patent office records. General Electro Music Corp. v. Samick Music Corp.,
19 F3d 1405 (Fed. Cir. 1994).

The many ways in which statements made during the examination of a patent
application can be used as a basis for allegations of inequitable conduct have led to two
undesirable consequences. Some attorneys fear withholding gny information from a
patent examiner and disclose massive quantities of information — even if it appears to be
of little or no relevance to what a patent examiner needs to know to examine the patent.
Other patent attorneys resist making any disclosure of any substance concerning the prior
art out of fear that the disclosure will be the basis for an allegation of misrepresentation.
Indeed, the patent bar has in general — and with justification — sought to block the United
States Patent and Trademark Office from requiring more meaningful disclosures
concerning prior art because of the unfairness to inventors of creating more fodder for
“inequitable conduct” allegations.
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The “inequitable conduct” defense, as it currently operates, has highly perverse
and unintended consequences. Because it is pled in almost every major patent litigation,
it might be said that the ubiquitous appearance of the defense suggests it cannot be
serving as an effective deterrent to misconduct. Had it so operated, one would expect the
defense to arise in those rare cases when the deterrent was inadequate.

Second, the “inequitable conduct” defense does little to assure accurate and
complete work by the patent examiner. Compared to information that the patent
examiner could best use to make the best examination decision, the “inequitable conduct”
defense motivates patent attorneys to disclose too much {(marginally relevant information
to avoid any allegation of possible concealment) or too little (withholding any comments
on possible relevance or significance of any prior art information provided).

We believe that substantial reform to the defense is in order. As reformed, the
defense should operate to affirmatively encourage more meaningful and valuable
disclosures of information to patent examiners. To this end, the Section has taken the
position that the “inequitable conduct” defense should not arise in any patent litigation in
which all the claims of the patent are confirmed as valid. In other words, there should be
no defense of “fraud on the patent office” where there has been no fraud and the inventor
has secured a completely valid patent. This affords the inventor an overarching incentive
for the patent examiner to have important information needed and considered in order to
get the examination right — thereby insulating the patent from the unenforceability
defense.

Second, the Section’s position is that even if one or more patent claims are found
to be invalid, the “inequitable conduct” defense should only succeed where the alleged
misconduct was causally related to the decision of the patent examiner to allow at least
one invalidated patent claim to have been issued, i.e., a so-called “but for” standard. In
short, before a patent owner should forfeit the entire patent based upon bad conduct, it
should have been conduct that had some bad consequence, i.e., caused an invalid patent
claim to issue.

Post-Grant Opposition — Coordinating With First-Inventor-to-File and “Inequitable
Conduct” Reform

The last major topic on which the Section but the ABA has taken a position that |
would like to address in detail today is post-grant opposition. On this topic 1 would like
to describe the major components of the Section’s position, but not dwell on the specific
details. I take this approach because a number of proposals for instituting a post-grant
opposition system have emerged recently. Most differ only in detail, not overall content.
The broad support that these proposals represent suggests that post grant opposition
merits serious consideration by the Congress.

Done right, a post-grant opposition system could improve the operation of the
U.S. patent system. The Section, however, would urge Congress to move forward with

10
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both cauntion and by developing a broad consensus on this topic. Done wrong, post-grant
oppositions can produce unacceptable delays and uncertainties for an inventor. As we
see opposition systems operating outside the United States, many have problematic
features that we should seek to avoid. Among the most important is the lack of a timely
conclusion to the opposition, producing an extended and unacceptable period of
uncertainty for patent owners and the public.

As threshold matters, the Section would urge that Congress address first-inventor-
to-file reforms as a predicate to adoption of a post-grant opposition system. Unless
Congress does so, the post-grant opposition system will need to consider proofs of the
inventor’s dates of inventor in various circumstances. Also, adoption of the first-
inventor-to-file principle creates an opportunity for a post-grant opposition to address all
issues of patent validity. This would greatly increase its value as a means for correcting
mistakes made in issuing patents.

Reforms to the “inequitable conduct” defense are equally desirable predicates to
creation of a post-grant opposition system. Without inequitable conduct reforms, patent
owners will face greatly increased exposure to allegations of inequitable conduct in
attempting to defend patent rights during an opposition.

The post-grant opposition system that the Section supports would include the
following features:

[1] permit the filing of an opposition by any person, upon a suitable threshold
showing, within a limited period of time not greater than 1 year after the date of the
patent grant,

[2] permit as grounds for opposition a broader scope of invalidity issues under
35 U.S.C. §§ 102 (except 102(c), () and (g)), 103 and 112 (except for the best mode
requirement), than is available in reexamination proceedings;

[3] permit a limited opportunity for amendment of the patent claims during
the opposition;

[4] provide completely inter partes proceedings, including the right of any
party thereto to appeal an adverse decision to the Court of Appeals for the Federal
Circuit;

[5] provide that all evidence other than patents and printed publications be
presented through affidavit or declaration, and that affiants and declarants be subject to
Cross-examination;

[6] limit discovery to cross-examination of affiants, unless otherwise required
in the interest of justice;
[7] provide authority to the Board of Patent Appeals and Interferences to hear

and decide all such post-grant review proceedings;

[8] put the burden of proof on the Opposer to show invalidity by a
preponderance of the evidence; and

[9] require that the proceeding be completed within a specified period of time.

Other Needed Reforms to the U.S. Patent System

11
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The Section has devoted considerable efforts over the past year to studying the
work of others on the issue of 21% century patent law reforms. We have done so in the
context of reviewing and commenting on two recent reports on the U.S. patent system,
one by the Federal Trade Commission (“To Promote Innovation: The Proper Balance
Between Competition and Patent Law and Policy,” October 2003, “the FTC report™) and
the other by the National Research Council of the National Academies (“A 21% Century
Patent System,” The National Academies Press, 2004 “the NRC report™).

The Section has prepared a response to each of these reports and appends to this
statement a report of the Section’s response to the NRC report. As noted in our report,
we support many of the NRC proposals for reforms to the patent system and recommend
congressional consideration of their merits.

Congress Should Move Forward With a Comprehensive Reform Agenda

So where does this lead us in the road to developing the needed consensus on
patent law reform? We believe Congress should start with selected recommendations
from the two major studies of the patent system — both proposing fundamental changes to
the patent law. These studies led the Section and other interested parties to develop
legislative reform agendas. In particular, several organizations have focused on the NRC
report as the basis for developing a potential consensus on the content of patent reform
efforts. We are one such organization.

To summarize where we stand on various NRC issues and the manner in which
they might be prioritized and coordinated for a 21% century patent system, let me offer the
following synopsis of my testimony today, detailing how the Section views the NRC
report recommendations:

1. Adopt first-inventor-to-file rule as the centerpiece of reform efforts. This matter
has taken on increased importance with the TR1Ps-mandated changes to U.S.
patent law and the need to enhance the leverage of the United States in
international patent harmonization discussions and the credibility of many U.S.
patent law principles as the starting point for efforts at greater harmonization of
patent laws.

2. End the “plague” of inequitable conduct allegations in patent litigation by reining

in the unenforceability defense based upon inequitable conduct. While the

Section would hope that the duty of candor and good faith could be strengthened

and made more meaningful by the United States Patent and Trademark Office, the

current adjudication of misconduct allegations in the courts actually undermines
rather than advances the policy objectives that underlie the doctrine.

If a first-inventor-to-file rule is adopted and strict limits on the unenforceability

defense due to inequitable conduct are instituted, establish a more prompt and

facile means for correcting mistakes made by the United States Patent and

Trademark Office. A fair and balanced system of post-grant opposition should be

created. Depending upon the content of accompanying reforms, it is possible that

)

12
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the Section could support a system that addresses all issues of patent validity and
could potentially correct all mistakes in issuing a U.S. patent.

4. Publish all patent applications at 18 months. Adoption of the first-inventor-to-file
would remove many of the concerns expressed by small-entity inventors or
potential loss of patent rights arising from publication. Unlike current law, the
publication of an inventor’s application for patent now places a “safe harbor”
around a published application disclosure that categorically precludes others from
attempting to patent the same invention or anything merely obvious from the
published application. The opposite can happen under our current patent law
because publication can attract others to seek to patent subject matter around or
even into what is disclosed in the published patent application.

5. Limit allegations of willful infringement. The pleading of willfulness of the
infringement in virtually every patent litigation today complicates discovery and
raises issues of scope of waiver of attorney-client privilege that could be avoided
if appropriate reforms are enacted. The Section would like the opportunity to
work with the Congress to define the most appropriate way forward to
undertaking such reforms.

6. Eliminate the “best mode” requirement. The Section currently favors elimination
of the “best mode™ requirement in the context of an international patent
harmonization agreement, but has no position on this issue otherwise. Our
position is that elimination of the “best mode” requirement represents a “best
practice” in the patent harmonization context, a view the Section shares with
virtually every other major U.S.-based NGO that has addressed the issue. Again,
consistent with the Section’s conditional position favoring elimination of this
requirement, we would appreciate working with the Congress on when and how
the Section’s position might be best advanced into legislation.

Conclusion

1 am again grateful for the opportunity to present the views of the ABA and its
Intellectual Property Law Section on the important issues related to 21 century patent
law reforms. We look forward to a constructive dialogue that will expand the areas on
consensus for pursuing such reforms. We hope that our comments today will serve as a

constructive part of the dialogue that an eftort of this magnitude requires.
2170891 4

Attachment: IPL Section NRC Response
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ATTACHMENT

Diefending Liberty ")
Pursuinmg [aler

RESPONSE TO THE RECOMMENDATIONS OF
THE NATIONAL RESEARCH COUNCIL OF
THE NATIONAL ACADEMIES ON
“A 21ST CENTURY PATENT SYSTEM”

THE VIEWS EXPRESSED HEREIN ARE ON BEHALF OF THE AMERICAN BAR ASSOCIATION
SECTION OF INTELLECTUAL PROPERTY. THEY HAVE NOT BEEN APPROVED BY
THE HOUSE OF DELEGATES OR THE BOARD OF GOVERNORS OF
THE AMERICAN BAR ASSOCIATION AND SHOULD NOT BE CONSTRUED
AS REPRESENTING THE POLICY OF THE AMERICAN BAR ASSOCIATION.
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Lot

Three Recommendations of Overarching Importance to Improving the Patent Law

In its 2004 report on the U.S. patent system (“A Patent System for the 21" Century”), the
National Research Council of the National Academies made seven principal recommendations.
Since the publication of its report, NRC Recommendations 3, 6, and 7 have garnered particular
attention. These recommendations respectively call for enhancing the post-grant review of
patents, limiting subjective elements in patent litigation and making harmonizing changes to the
patent laws, including the adoption of the first-
inventor-to-file principle.

i Section Supports Taking Action
Mow on Throe NRO Progosals:

With respect to each of these three topics, the
Section finds itself in substantial agreement with the
recommendations made by the NRC. Of equal
significance, the Section finds itself in substantial
agreement with a number of other groups that have
now taken public positions on these three NRC
recommendations.

at [#igatio
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If a consensus were to develop on the merits
of these recommendations, they could take on an
overarching importance. Together they could define a path forward to the enactment into law of
a set fundamental improvements to the U.S. patent system.

The Section’s response to the NRC recommendations will begin, therefore, with a
discussion of these three recommendations and their collective significance.

First-Inventor-to-File: A Fuirer and Simpler Patent System

A singularly important recommendation of the NRC is to seek greater harmonization
between U.S. patent laws and those of countries outside the United States. An important thrust
of this recommendation is that efforts be made to change and improve the operation of foreign
patent systems. The Section supports harmonization efforts aimed at changing foreign patent
laws so that they operate with greater effectiveness and fairness — and do so by incorporating
existing features found in U.S. patent laws.

The NRC recommends one fundamental change to U.S. patent law as part of overall
efforts at greater harmonization. NRC recommends that the United States change its patent law
to guarantee the right to patent to the first inventor to file for a patent. Its report contains a
cogent rationale for doing so. The American Bar Association supports making this change to the
U.S. patent law. Both the NRC and the ABA see changing to a first-inventor-to-file principle as
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the heart of creating a fairer and simpler patent system. The ABA has been joined by other
leading U.S.-based non-governmental organizations that have reached the same conclusion. The
time has come, therefore, for serious efforts to move forward with domestic legislation that would
implement the NRC recommendation.

In the context of an international patent harmonization agreement, the Section has given
detailed consideration to how such a fundamental change should be introduced into U.S. patent
law. In this regard, the Section has identified a series of “best practices” — principles that should
be followed in implementing the NRC first-inventor-to-file recommendation. Importantly, the
Section’s support for a first-inventor-to-file rule is conditioned on retaining a one-year “grace
period” in which pre-filing disclosures made directly or indirectly by the inventor cannot bar the
inventor from obtaining a valid patent. The Section, moreover, opposes introduction of features
of European patent law, such as “absolute novelty” (i.e., any oral, non-confidential divulgation of
an invention qualifies as prior art sufficient to bar its later patenting) and “self-collision” (i.e., an
inventor’s own prior-filed, copending patent applications can be cited as prior art against the
inventor).

Instead the Section supports first-inventor-to-file legislation that would retain the existing
features of U.S. law that provide fairness and balance. Importantly, the Section has endorsed
retaining in the U.S. patent laws the requirements that disclosures must be publicly accessible
(i.e., reasonably and effectively accessible to persons of ordinary skill in the art) in order to qualify
as prior art, protect patent owners against “self-collision,” and recognize the one-year “grace
period” with respect to both direct and indirect disclosures by inventors.

Moreover, the Section has identified other important reforms to the U.S. patent laws that
would further simplify the law, make patent validity assessments more certain, and eliminate
subjective factors in determining patentability that currently complicate the patent laws. In this
regard the Section has supported elimination of certain miscellaneous tests for patent validity that
are unnecessary once a first-inventor-to-file rule is put into effect. Thus, the so-called “loss of
right to patent” and related provisions (i.e., abandonment of the invention, premature foreign
patenting, use of the inventor’s personal and non-public knowledge gleaned from others as prior
art, and forfeiture of the patent right based upon secret uses and/or secret placement of the
invention “on sale”) should be eliminated from U.S. patent law. The use of so-called “secret prior
art” (i.e., prior inventions of others, not abandoned, suppressed or concealed) should likewise be
eliminated. Finally, the “best mode” requirement should be repealed.

In brief, in carrying forth the NRC recommendations on the introduction of harmonizing
changes into U.S. patent law, the Section has identified “best practices” that would allow a
complete and accurate assessment of all issues of patent validity to be conducted in most
situations solely by referencing publicly accessible information. Thus, the call for harmonizing
changes to the U.S. patent law may represent the NRC recommendation of greatest potential
benefit for inventors, patent owners, the United States Patent and Trademark Office and members
of the public. Introducing a first-inventor-to-file system, done in accordance with the “best
practices” supported by the Section in the context of an international patent harmonization
agreement, would mean patent validity could be assessed more rapidly, less expensively, with

-
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greater completely, with enhanced certainty, and at much reduced cost compared to the current
U.S. patent law.

Limiting “Subjective Elements” In Patent Litigation

A second recommendation of the NRC with profound implications for the patent system is
its proposal to eliminate — or at least limit — the so-called “subjective elements” often raised in
patent litigation. The NRC report identifies three such elements that it recommends be eliminated
and/or limited: the “best mode” requirement, the “inequitable conduct” defense, and the “willful
infringement” allegations. The Section supports in principle the NRC recommendation as to each
of these three elements

First, as described above, the Section favors outright elimination of the “best mode”
requirement in the context of an international patent harmonization agreement. Without
interrogating the inventor to learn what he or she contemplated as of the time the patent was
sought, it cannot be known if the inventor’s “best mode” was disclosed and a patent is valid.
Other major patent systems do not have this requirement. U.S. patent law introduced this
requirement only in 1952. The remaining requirements for disclosing a patented invention assure
that a complete description of a patented invention must be provided together with sufficient
details to assure that the invention can be carried out, in order for a patent to be valid. Thus, on
balance, the “best practice” for a patent system is to eliminate this requirement altogether, as the
NRC recommends.

Second, the Section favors limitations on the “inequitable conduct” defense. Limiting this
defense is in no way inconsistent with maintaining a comprehensive “duty of candor and good
faith,” including a vigorous enforcement of the duty by the United States Patent and Trademark
Office where a patent applicant is found to have violated the duty. Indeed, while the Section
endorses limiting the unenforceability defense, it favors retaining the mechanisms already in the
law that can deter and impose sanctions for misconduct, e.g., criminal sanctions for making willful
false statements and the like to the Office (18 U.S.C. §1001), disbarment of registered attorneys
and/or agents based on intentional violations of professional conduct rules, and malpractice
remedies against attorneys and agents engaged in unprofessional conduct before the Office.
However, like the NRC, the Section believes that holding a patent unenforceable based upon
alleged misconduct should be available as a sanction only if the decision to issue the patent was
impacted in fact by the misconduct, i.e., the patent issued with one or more invalid claims and, but
for intentional misconduct, the patent not have issued with an invalid claim or claims.

Third, the Section favors limitations on allegations of “willful infringement” in patent
litigation. The practical need to waive the attorney client privilege and rely upon an opinion of
counsel to defend against an allegation of willful infringement has seriously eroded the important
public purpose of that privilege, i.e., “to encourage full and frank communications between
attorneys and their clients.” See Upjohn Co. v. United States, 449 U.S. 383, 389 (1981). The
Court of Appeals for the Federal Circuit recently has somewhat reduced the need to rely upon an
opinion of counsel, but has not gone far enough. See Knorr-Bremse Systeme v. Dana Corp., 383
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F.3d 1337 (Fed. Cir. 2004). The Section proposes further limits on both the timing and the scope
of waiver when an opinion of counsel is relied upon.

Post-Grant Opposition

The NRC made a third recommendation that also is of great importance, especially if it
can be linked together with the harmonizing changes and the elimination and/or limitation on
“subjective elements™ in the patent law. This third recommendation of the NRC calls for an “open
review” procedure that would permit the United States Patent and Trademark Office to promptly
correct any mistakes made in the issuance of a patent. The Section supports such an “open
review” procedure, i.e., the introduction of a post-grant opposition system.

If a post-grant opposition system were to be coordinated with the harmonizing changes to
the U.S. patent law described above, the Section would support making the post-grant opposition
co-extensive with all issues relating to the validity of a patent. This would mean that any entity
that is potentially adverse to a patent would have a very strong incentive to oppose the patent, in
preference to holding back and waiting to mount a defense once sued. Under an appropriately
structured opposition proceeding, the opposer could raise any issue it might later be able to raise
in court, could do so without exposing itself to the patent owner’s choice of timing and forum,
would not be subject to the patent owner’s demand for a jury trial, and could be assured that the
proceeding would be promptly concluded. Thus, opening a limited window after the issuance of a
patent for such an opposition to be requested holds the potential to correct errors in issuing a
patent fairly, promptly, and comprehensively.

The Potential Synergy from Coupling Together These Three Recommendations

The potentially synergistic significance of these three recommendations of the NRC
cannot, in the view of the Section, be overstated. Enacted together into law, they would mean
that the work of the United States Patent and Trademark Office could be conducted with greater
accuracy and completeness. Any mistakes made by the Office could be corrected promptly and
comprehensively, A patent once issued — and especially a patent once vetted through an
opposition procedure — would be more reliably enforceable. Patent litigation that today requires
extensive discovery on issues of patent validity and enforceability would depend to a very large
extent on publicly accessible information and upon wholly objective determinations.

The fundamental importance of these three NRC recommendations suggests that both the
United States Patent and Trademark Office and the U.S. Congress should take a careful look at
the steps needed to put these changes into the patent law. For the Office, it requires a careful
look at the incremental resources and new areas of expertise needed to conduct post-grant
oppositions. While some significant level of resource savings may result from the simplification of
the patent law and practice resulting from the implementation of the first-inventor-to-tile
principle, these may likely not be sufficient to properly conduct substantial numbers of post-grant
opposition proceedings.
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The United States Patent and Trademark Office should also continue its laudable efforts to
move forward with international patent harmonization agreements. This is especially important in
order to assure that the identified “best practices” envisioned for the U.S. patent system are
incorporated outside the United States. The Section is aligned with many other U.S.-based
organizations that have substantively identical views on the content of “best practices.” A
domestic consensus among non-governmental organizations ought to strengthen substantially the
leverage of the United States in international negotiations.

Finally, the Section believes that the time is ripe for active Congressional involvement in
these recommendations. Again, the Section does not find itself alone in advocating that the
United States move forward to adopt a first-inventor-to-file system as a means for making the
U.S. patent operate with greater fairness, efficiency and effectiveness. A wide swath of the U.S-
based non-governmental organization community is seeking adoption of the Section-endorsed
changes to U.S. patent law outlined above. Given the growing importance of the patent system,
the many ecriticisms of the current operation of the system, and the apparent consensus within
large parts of the user community that some corrective actions are essential, the Section supports
taking these three NRC recommendations forward as the core of any effort at near-term reforms
to the patent laws.

Improvements in the Operation of the United States Patent and Trademark Office:
Planning, Oversight, Accountability, and Financing

The NRC has recommended that the capabilities of the United States Patent and
Trademark Office be strengthened. It has particularly noted that the post-grant opposition
system, particularly once fully phased into operation, may demand significant new resources and
capabilities within the Office. The Section has been a strong and steady supporter of the NRC
recommendations as they relate to adequate funding for the Office and the need to sustain that
funding.

The Section would strongly urge that any effort to address the issue of resources and
capabilities for the Office be undertaken in a holistic fashion. To simply provide the Office with a
higher level of funding is not a guarantee that the underlying concerns expressed in the NRC
report and elsewhere will be addressed. For the Section, implementing a holistic view requires
undertaking a four-component effort.  That effort must address planning, oversight,
accountability, and — ultimately — financing.

Planning

Any effort at a more effective and efficient United States Patent and Trademark Office
requires that the Office engage in comprehensive planning processes. These planning processes
must be strategic, operational, and financial in character. They should operate over a five-year
planning horizon. They should take account of all the constituencies in the patent system.

A successful strategic plan should address the needs of inventors for prompt, accurate and
complete determinations of patentability, They should address then needs of those who may wish
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to challenge a patent with a prompt, efficient and complete mechanism by which errors in granting
patents can be corrected. They should address the needs of technologists for rapid and complete
access to the technical information contained in patents. They should address the needs of
Congress to exercise its responsibilities for oversight of the operations of the Office and its fidelity
to its constitutionally driven mandate to promote progress in the useful arts.

The Section would support, therefore, as part of the efforts to reinvigorate the capabilities
of the Office a statutory mandate that the Office undertake five-year strategic, operational, and
financing plans for the Office, that these plans be developed in consultation with all the Office’s
relevant constituencies, and the plans serve thereafter as a framework for the oversight and
accountability of the Office.

Oversight

Given the critical role of the United States Patent and Trademark Office today — and the
recommendation that the Office’s role be significantly expanded by hearing post-grant oppositions
to the grant of patents — the existing oversight of the functioning of the Office should be
reassessed. First and foremost, the work of the Judiciary and Appropriations Committees should
remain as principal sources of oversight of the effectiveness of the Office. As the authorizers and
appropriators of the Office, their oversight function has been critical to assuring accountability of
the Office.

This Congressional oversight function could be strengthened, however, if the Patent
Public Advisory Committee’s role was enhanced to require the Office to consult with the PPAC in
formulating its five-year plans and to require the PPAC to review and comment upon such plans
before they are finalized by the Office. The Section recommends that Congress consider an
enhanced role for the PPAC.

Accountability

Another facet of improving the functioning of the United States Patent and Trademark
Office is keeping score — establishing numeric targets or metrics by which to assess whether the
Office is meeting commitments in its five-year plans and improving is operational efficiency and
effectiveness. Metrics should exist that reflect the accuracy, promptness, and efficiency by which
the Office discharges its responsibilities.

The Section would support, therefore, a dialogue with the Judicial and Appropriations
Committees and the user constituencies that would determine how best to establish meaningful
and appropriate metrics. As with the issues of oversight, it may be that the PPAC should play an
ongoing role in developing and evaluating the appropriateness suitable metrics.
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Financing

The last leg of the four-legged foundation for
a more effective and efficient United States Patent
and Trademark Office is financing. The Section
supports adequate financing of the Office — and

1PL Section Supports the Call fora
fora Efficient and Effactive United
States Faterd and Trademark Office:

appropriations mechanisms that create and can
sustain adequate financing of the Office. However,
for the Congress and for the user constituencies to be
able to determine the appropriate level of funding
and the effectiveness of the Office in using its
resources, there must be contemporaneously put into
place the improvements in planning, accountability,
and oversight set out above.
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If the Office is to take on the sobering
responsibility of correcting its own mistakes in
issuing patents through a post-grant opposition
procedure that would encompass all patent validity
issues, adequate and sustained financing will be
crucial to building the capabilities necessary to
effectively discharge this sobering responsibility.

The Section Supports the Principle of a Unitary Patent System — Open to New
Technologies and Underpinned by Legal Doctrines Flexible Enough to Apply Across
the Useful Arts

The recommendation that appears first in the NRC report sets forth the basic principle of
“one patent system” that applies across the useful arts, i.e., the full sweep of subject matter that is
cligible for patenting. At the level of this basic principle, the NRC and the Section are in
substantial agreement.

The patent laws contain an existing collection of requirements that, if rigorously applied to
any application for patent, should filter out of the patent system anything that, as a policy matter,
should not be accorded patent-like exclusivity. With a set of stringent requirements for obtaining
a valid patent — patent-eligible subject matter, practical and substantial utility in presently available
form, novelty, non-obviousness, reasonable definiteness, complete written description and full
enabling disclosure — the patent system should be open to all new technologies in all fields of
endeavor. Moreover, across the useful arts, inventions should be capable of a thorough
examination without engrafting new, technology-specific requirements for obtaining a patent.

Tn this respect, the Section was disappointed in one aspect of a further NRC
recommendation relating specifically to the application of the non-obviousness requirement. The
NRC specifically recommends that the courts look again at the application of the non-obviousness
standard to gene patents. However, what the NRC proposes in this very specific recommendation

-
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for this very specific area of technology appears to the Section to be less than fully consistent with
the principle of a unitary patent system. Others have come to a similar conclusion in assessing this
recommendation.

The Section’s view and the NRC position may not reflect any practical differences. The
fundamental principle of a unitary patent system is commonly shared. The need for vigorous
applications of all tests for patentability appears to be a common objective. The absence of any
perceived need for a change to the patent statute — including the statutory test for non-
obviousness itself — is a view commonly held. Thus, both NRC and the Section appear to agree
on the most fundamental point: the courts must apply a unitary law on non-obviousness, as
reflected in the existing statute, to all fields of technology in a wholly non-discriminatory manner.

The “Experimental Use” Recommendation of the NRC Merits Serious Consideration

A final NRC recommendation calls for some clarification of the possible patent
infringement issues that arise when an invention is used for research, scientific, or experimental
purposes. Of concern to the NRC — and others — are the apparent differences expressed in
opinions authored by judges of the Court of Appeals for the Federal Circuit.

One Federal Circuit judge has contended that no such common law exemption may exist,
ie., “[1In my judgment, the Patent Act leaves no room for any de minimis or experimental use
excuses for infringement.” Embrex Inc. v. Service Engineering Corp., 216 F3d 1343 (Fed. Cir.
2000). Another judge has taken the view that a limited exemption has historically existed in the
common law, i.e. “The subject matter of patents may be studied in order to understand it, or to
improve upon it, or to find a new use for it, or to modify or ‘design around’ it. Were such
research subject to prohibition by the patentee the advancement of technology would stop, for the
first patentee in the field could bar not only patent-protected competition, but all research that
might lead to such competition, as well as barring improvement or challenge or avoidance of
patented technology.” Merck v. Integra, 331 F.3d 860 (Fed. Cir. 2003).

The Supreme Court has granted certiorari in the Merck case and it is possible that it may
address the “experimental use” issue presented in the NRC recommendation. The Section does
support clarification of the common law principle and looks forward to the development of a
consensus on the best way forward to end the apparent uncertainty as reflected in judicial opinions
over the past several years.
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RECOMMENDATION 1:

“Preserve an open-ended, unitary, flexible patent system.”

“The system should remain open (o new fechnologies with festures that
alfow Hexibility in protecting new fechnologies.”

Section Response:

The Section agrees that the patent system should remain open to new technologies, giving
full effect to Congress’s intent that anything under the sun that is made by man is patentable.

Discussion:

In Diagmond v. Chakrabarty, 447 U.S. 303 (1980) the Supreme Court held that the
Constitution’s grant to Congress was very broad and that Congress intended that the patent laws
be interpreted very broadly. Trrespective of this broad statutory mandate, various courts over the
years narrowed the scope of the statutory subject matter to exclude such things as “phenomena of
nature, abstract intellectual concepts, mental steps, mathematical algorithms with no substantial
practical application, printed matter, and, for many years, business methods.” Many of these
judicially-imposed restrictions now have been overturned. The courts have correctly determined
that the judicially imposed limits on patentability were contrary to the law and to Congress’s clear
intent. See, e.g. State Street Bank and Trust Co. v. Signature Financial Group, Inc., 149 F.3d
1368 (Fed. Cir. 1998). The Section considers that to be appropriate.

As the Supreme Court has recognized on numerous occasions, the language of the patent
laws already embodies policy determinations regarding the economic impact of patent scope.
Congress has already spoken, and it has determined that the incentives of patent law work best
when the scope of patentable subject matter is broad. Congress chose not to distinguish between
specific categories of inventions beyond machines, manufactured articles, processes, and
compositions of matter.

The Section suggests that the Patent and Trademark Office and courts vigorously pursue
enforcement of the existing statutory criteria of patentability in order to effect the full scope of
Congress’s policy decision that patent protection extends to “anything under the sun made by
man.” Chakrabarty, 447 U.S. at 309.

9.
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“Among the features that should be exploited is the United Stotes Patert
and Trademark Office’s (U O} developmeni of exemination guidsiines for
o Trad & (W¥ice’s (UBPTQ) devel §of £ dai fi
new or newly patented technologies.”

Section Response:

The Section agrees that the use of examination guidelines by the USPTO should be
continued and expanded, including guidelines for areas of new technology. Such guidelines,
however, should continue to follow existing law for patentability and should not condone
discriminatory treatment of patent applications based on the field of invention.

Discussion:

Guidelines are useful tools for teaching patent examiners how to consistently apply the
patent law to new or newly patented technologies. New or newly patented technologies do not
have the benefit of interpretation of the patent laws as applied to those technologies by either the
Board or the Federal Circuit. Absent a set directive by the Patent and Trademark Office,
inconsistent positions will likely be taken by the Examining corps regarding how the law should be
applied to such technologies.

Guidelines were previously issued, for example, in the biotechnology area regarding
written description and enablement under 35 U.S.C. §112, first paragraph. Prior to the
guidelines, the scope of claims deemed allowable could vary greatly depending upon the Examiner
assigned to the application. The Guidelines have a large number of examples that accurately set
forth common claims in this technology. The Guidelines have a detailed explanation of how the
patent law should be applied to the particular claims and what the short comings of the claims are.
They also offer suggestions regarding what scope of claims could be found allowable and
possible amendments. These Guidelines provided a much more consistent approach to patent
prosecution in this area and continue to be used today even as the field has become more
developed.

Thus, the Section agrees that examination guidelines are useful in new technologies as

well as in more advanced technologies where inconsistent positions are common within the
Examining corps.

-10-
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“The Court of Appeals for the Federal Circuit ("Federal Circuit”} also shouid
ensure {5 exposurs {0 a variety of expert opinions by encouraging
subimission of amicus briefs and by exchanges with other courts. n
addition fo gualified intellectual property professionsis, appointments {o the
Federal Clrewl? should include people familisr with innovation from a variety
of perspectives-——managemant, finance, and sconomics, as well as
nonpatent areas of faw affecting innovation.”

Section Response:

The Section agrees that the Federal Circuit should encourage submission of amicus briefs
and encourage exchanges with other courts. The Section also agrees that the backgrounds and
experience of men and women appointed to the court should reflect the diverse subject matter of
the court, but the Section believes that court should include three or four active judges with
patent law background and should include active judges with jury trial experience.

Discussion:

The Section agrees that the establishment of the Court of Appeals for the Federal Circuit
in 1982 has resulted in a vast improvement over adjudication in the regional circuit courts of
appeals and has achieved many of the goals set for the court, including but not restricted to
greater consistency in the interpretation and application of the patent law. The Section also
agrees that — consistent with the assignment to the Federal Circuit of jurisdiction over a wide
variety of subject matters to avoid insularity and other perceived disadvantages of specialized
courts — the court should be exposed to insights from a wide spectrum of thought and experience.

Toward this end, the Federal Circuit should continue its practice of seeking amicus input
into its more important cases. To the extent appropriate to the particular case, this amicus input
should draw upon insights from other judicial decisions, independent scholarly analysis, and
available and relevant empirical evidence. It is the Section’s view, however, that the court’s
current amicus brief practice satisfies these goals, and should be continued. The Section sees no
need to urge the court to expand its amicus practice to encourage “economic analysis in areas of
innovation-related law.”

The Section agrees with the NRC Report that (1) judicial appointments to the Federal
Circuit should be made with particular care (as should the appointment of all judges to all courts),
(2) Federal Circuit judicial appointments should not be confined to intellectual property
practitioners and academics, (3) Federal Circuit judicial appointments should include men and
women with diverse experience and backgrounds appropriate to the court’s diverse subject matter
jurisdiction, and (4) in particular, some appointments to the court ought to be from the ranks of
Federal district court judges with extensive jury trial experience, including patent jury trial
experience. It is also important, however, that — given the importance and scope of the court’s
patent jurisdiction — the Federal Circuit’s complement of active judges always include three to

-11-
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four judges with extensive pre-court patent experience. Notwithstanding the foregoing, however,
the Section sees no need to appoint judges to the Federal Circuit “with backgrounds in antitrust
or finance law or in economics or economic history.” On the contrary, given the tension that has
often existed between the antitrust and patent laws, the Section feels that a focus on antitrust or
economics would tend to undermine the twin goals of uniformity and predictability in the judicial
application of the patent laws.

Finally, the Section agrees that encouraging Federal Circuit judges (as some now do) to sit
by designation on other courts and vice-versa would be beneficial, at the very least because it will
give the judges a better sense of how patent law fits in with other laws influencing innovation.
Particular benefit would be achieved, however, if Federal Circuit judges received greater exposure
to patent jury trials, either through designation to serve on district courts or through the
designation of district court judges to serve on the Federal Circuit.

12-
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RECOMMENDATION 2:

“Reinvigorate the non-obviousness standard.”

“The reguirement that to qualify for a patent sn Invention cannot be obvious
to a persoen of ordinary skill in the art shouid be assiducusly observed, In
an ares such as business methods, where the common genersl knowledge

is not fully described in publisfhied Hterature that is likely (o be consulted by

patent examiners, another method of determining the siste of general
knowledge needs to be employed. Given thai patent applications are
examined sx parie between the applivant and the exemingr it would be
difficuit to bring in other expert opinipns at that stage. Neverihelsss, the
Copsn Roview procaedure described next provides g means of obiaining
expert participation after & patent issues.”

Section Response:

The Section agrees with the NRC that the obviousness standard should be assiduously
observed and that an Open Review procedure would assist the USPTO by making available
relevant prior art not presently available to the USPTO. This is discussed further in the response
to Recommendation 3 below.

“With respect to gene-sequence-refaled inventions, a low standard of non-
obviousness resulls from Federal Clrouit decisions making i difficul to
make & case of ofwiousness sgainst a genstic invention {for sxampls, gene
seguences). In this context the cowr! showid return (o o stricter standard,
which would also be more consistent with ofther couniries’ practices in
biotechnology patenting . . .. The committes therefore recommands ihat the
USPTO and the Federal Clrcuit abandon the per se rile announced in Bel
anyd Deuel”

Section Response:

The Section agrees that the obviousness standard should apply equally to all technologies,
but disagrees with the suggestion by the NRC that the standard of non-obviocusness is low with
respect to gene-sequence-related inventions, or that the Federal Circuit in Bell and Deuel
established a different obviousness standard for gene-sequence inventions.
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Discussion:

The Section disagrees with the assertion in the NRC report that a change must be made
based upon the Federal Circuit precedent of Bell and Dewel. The NRC report suggests
eliminating the alleged “per se rule” relating to the non-obviousness of the sequence. First, the
NRC report does not suggest making any statutory changes to § 102 and/or § 103. The IP
Section would be adverse to any changes specific to biotechnology inventions since the laws
should apply equally to all technologies and should not be more stringent for any particular
technology. It is believed that the current legal precedent applies § 102 and § 103 in the genetic
sequence area just as it does in the chemical area as well as the electrical and mechanical arts.

Secondly, the application of Bell and Deuel is consistent with the application of § 112 in
Regents of the University of California v. Eli Lilly & Co. While the NRC report mentions the
Lilly decision, it states that the fact that Li/ly results in “narrowing the scope of some gene patents
to the actual sequence disclosed” and may “inherently prevent patents on some technologically
obvious genes for which Bell would otherwise permit a patent ... is not an adequate solution.”
The legal precedent in these cases does go hand-in-hand. Changing the standard for obviousness
would require a change in what is described to a person skilled in the art. The end result,
however, may be the same. While a broader claim may be held “described” by the specification,
the broader claim may be “obvious” under a more stringent standard relating to genetic
sequences.

Generally, in light of the written description requirement, genetic sequence claims are
limited to a particular sequence or closely related sequences thereof. Under Federal Circuit
precedent, the sequence as a whole should be evaluated. Would one skilled in the art have
reasonably expected the particularly claimed sequence based upon the available prior art? This is
the test suggested by the NRC report at pages 77-78. That is the correct test and is what is
currently being used. If one skilled in the art would not have expected the particularly claimed
sequence, then that sequence should not be found obvious based upon the prior art. No changes
are needed to the law in this regard.

What is needed is more consistent application of the law. It is possible that some of the
concerns reflected in the NRC report could be remedied if he turnover in the examining corps in
Technology Center 1600 were reduced and more effective training and supervision were able to
produce greater consistency. Further, other quality measures could further the goal of a
consistent application of the existing standard for non-obviousness.

Moreover, some patent application claiming gene sequences are very large and especially
complicated to examine. Patent examiners reviewing these applications might achieve greater
consistency if given more time and more credit commensurate with the greater complexity of that
work.

_14-
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RECOMMENDATION 3:

“Institute an Open Review procedure.”

“Congress should seriousty consider legislation creating a procedure for
third parifes to challenge patonts for a limited period after theiv issuance in
an administrative procesding before sdminisirative patent judges of the
USPTO. The speed, cosi, and desipn details of this proceeding should make
it an attractive slternative to litigation to defermine patent validlly and be falr
tey all partles.”

Section Response:

The Section agrees, in principle, with the recommendation of the NRC for creation of a
new administrative procedure to allow post-grant review of patents.

Discussion:

There are several mechanisms by which the Patent and Trademark Office can review
issued patents:

. When an applicant files an application to reissue a patent and requests correction
of at least one error in the patent,

. When an interference is declared between the patent and a pending application,

. ‘When a patent owner or third-party requests reexamination of the patent, and

. When the Director initiates reexamination of a patent on his own initiative.

However, most of these procedures have significant substantive limitations. For example, most
are limited to grounds based on prior art patents or printed publications and, outside of
interference proceedings, the decision is not made by administrative patent judges. There is a
general recognition that some type of more meaningful, cost effective, post-grant review process
is important to sustaining the viability of the U.S. patent system.

The Section favors the NRC’s recommendation of an administrative post-grant review and
opposition procedure that would provide a more balanced proceeding than the present Patent and
Trademark Office review procedures. The Section agrees that a properly implemented post-grant
review process would provide significant opportunities for enhancing patent quality, thereby
increasing business certainty, promoting competition, and fostering continued innovation.
Therefore, the Section supports the creation of a new administrative review procedure that
includes the provisions to:

[1] permit the filing of an opposition by any person, upon a suitable threshold
showing, within a limited period of time not greater than 1 year after the date of the patent grant;

-15-
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[2]  permit as grounds for opposition a broader scope of invalidity issues under 35
U.S.C. §§ 102 (except 102(¢), (f) and (g)), 103 and 112 (except for the best mode requirement),
than is available in reexamination proceedings;

[3] permit a limited opportunity for amendment of the patent claims during the
opposition;

[4] provide completely inter partes proceedings, including the right of any party
thereto to appeal an adverse decision to the Court of Appeals for the Federal Circuit;

[5]  provide that all evidence other than patents and printed publications be presented
through affidavit or declaration, and that affiants and declarants be subject to cross-examination;

[6] limit discovery to cross-examination of affiants, unless otherwise required in the
interest of justice;

[7] provide authority to the Board of Patent Appeals and Interferences to hear and
decide all such post-grant review proceedings;

[8] put the burden of proof on the Opposer to show invalidity by a preponderance of
the evidence; and

9] require that the proceeding be completed within a specified period of time.

In order to be effective, such a post-grant review proceeding must be truly inter partes.
Moreover, the opposition should be heard and decided by a panel of administrative patent judges
(“APJ’s”), such as the Board of Patent Appeals and Interferences. Such API’s have training and
experience in contested proceedings, whereas the Examiners currently handling re-examinations
do not.

The proceeding should permit assertion of a broader scope of invalidity grounds than prior
art patents and printed publications as currently available in reexamination proceedings. If the
institution of the post-grant opposition system is coordinated with the so-called “harmonizing”
reforms that the Section supports, then the scope of the post-grant opposition could be made co-
extensive will all the issues of validity that an challenger might later raise in court as a defense to
infringement.

The Section proposes that all prior art available under 35 U.S.C. §§ 102 and 103 be
eligible for assertion in an opposition, but, absent enactment of the “harmonizing” changes, would
oppose an opposition proceeding that would deal with issues of § 102(c) (abandonment), § 102(f)
(derivation), and § 102(g) (first to invent). Those excepted grounds likely would require more
discovery and more difficult determinations of what was in the mind of the inventor, thereby
unduly increasing cost and delay. Thus, if the opportunity for post-grant opposition is to be
optimized — both in providing a challenger a full opportunity to correct error made in granting the
patent and to provide the patent owner assurance that a patent surviving an opposition is highly
likely to be validly enforceable — the Section urges Congress to link post-grant oppositions to the
first-inventor-to-file changes to the patent law.

The Section also proposes that indefiniteness of the claims, and lack of a written
description of the invention or an enabling disclosure under § 112 be permitted as grounds which
can be asserted. However, the failure to disclose the best mode of practicing the invention known
to the inventor should not be available as a ground of opposition because of the difficult fact and
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discovery issues raised by inquiry into the state of mind of the inventor. This issue, however,
would be eliminated as a basis for invalidating a patent if the “harmonizing” changes are adopted.

To avoid harassment and unreasonable burden on the patentee, the opposer should be
required to make a threshold showing of invalidity before the proceeding is instituted.

Discovery must be stringently limited so as to avoid the time delay and huge costs often
associated with patent infringement litigation in the courts. Such costs would create an
unreasonable burden for a patent owner who may not have even asserted that the opposer has
infringed. Accordingly, the Section proposes that all evidence other than patents and printed
publications be presented through affidavit or declaration, and that discovery be limited to cross-
examination of affiants, unless otherwise required in the interest of justice.

The Section proposes that all oppositions be filed within a limited period, not greater than
one year, after the patent issues. Further, the Section proposes that the entire proceeding be
completed within a specified period of time, e.g., one year after it is instituted unless extended for
an additional six months in unusual circumstances. Such time limitations will provide competitors
and the public with an early opportunity to correct improperly granted patents, while providing
the patentee with greater certainty within a reasonable time after the patent issues.

The Section believes that such a post-grant review proceeding would provide a prompt
and cost-effective procedure for determining the patentability of the issued claims without
creating an undue burden on patentees to defend their patents against frivolous assertions,
repeated challenges and harassment. However, such a post-grant review proceeding will require
additional funding for the PTO, and the Section’s proposal is conditioned upon a commitment for
adequate funding.
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RECOMMENDATION 4:

“Strengthen USPTO capabilities.”

“To improve #s performance the UBPTO needs additional resources.”

Section Response:

The Section agrees that the Patent and Trademark Office needs additional resources and
should be adequately funded.

Discussion:

The Section agrees that the USPTO capabilities should be strengthened, and has
consistently supported adequate funding for the Patent and Trademark Office. Most importantly,
the ABA and the Section have urged that some financing means be found that will assure the
Office receiving sufficient, predictable funding for it to carry out urgently needed improvements in
the efficiency and effectiveness of its operations.

There is a growing public perception that there are an increasing number of lower quality
patents issued. Many of the reasons that underlying that perception are outlined in the Patent and
Trademark Office’s 21" Century Strategic Plan. One major reason is the increase in number of
patent filings. From 1997 to 2001 the number of filings increased from 237,045 to 344,717
There has also been an increase in the number of patents issued. From 1997 to 2001 the number
of patents issued increased from 122,977 to 187,822, This problem is amplified in art areas where
references other than printed publications constitute the bulk of the relevant art, e.g., business
method patents. Despite these major problems and the need for greater funding, user fees
continue to be diverted and funding shortfalls have persisted.

The Section supports providing predictable and sustained funding at adequate levels for
the Patent and Trademark Office to be able to carry out strategic and operational plans to enhance
the quality of patent examination and to adequately perform the tasks assigned to it — and to have
the mechanisms for oversight and accountability to assure that it does so efficiently.
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“These funds should snable . . . | implementing & robust electronic
processing capability.”

Section Response:
The Section agrees that the USPTO should enhance its electronic processing capability.
Discussion:

The Section reaffirms its longstanding support for use of electronic tools to assist in the
patent examination process. The exponential decay in the cost of computing and the exponential
rise in the depth and breadth of electronically searchable prior art information affords a continuing
set of opportunities for more effective and pervasive use of electronic tools in the patent
procurement process.

The NRC its report that the USPTO pre-search the subject matter of a patent application
using a sophisticated, automatic text-search program that searches the prior art. The Section
supports this recommendation. It appears to represent a cost-effective technology given that the
USPTO already uses optical character recognition in order to process patent applications within
the Application Branch, maintains a number of text-search prior art databases, and should be able
to rely on a number of highly sophisticated technologies that currently exist for text-searching
large databases.

‘While not all patents in all areas of technology may be equally amenable to this type of
electronic searching, the USPTO should be able to continually assess the effectiveness of this type
of searching to determine where it provides incremental improvement in the efficiency and
effectiveness of patent examination. Given that the full-text for all U.S. patent applications exists
shortly after filing and that text-searchable databases similarly exist, the incremental costs for
devising search algorithms and delivering search results to patent examiners should be modest,
justifying at least an early pilot program.
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“Thasg funds should enable . .. . creating a strong mudtidisciplinary
analyfice! capabilily {0 sssess manegement practices and proposed
changes.”

Section Response:

The Section agrees that funds should be used to assess management practices and
proposed changes.

Discussion:

The Section agrees that the Patent and Trademark Office funds should be used to create a
strong multidisciplinary analytical capability to assess management practices and proposed
changes. The specific needs of the Patent and Trademark Office fluctuate with the economy and
with the development of new technologies. The Patent and Trademark Office should use its
resources to analyze statistics and thus the needs of the Office. Being able to analyze and respond
to trends quickly allows the Office to promote the progress of Science and the useful Arts, as
dictated by the Constitution.

A rteview of pendency statistics of the Office illustrates the need for such analytical
capabilities. The areas of growth in the economy are usually the areas of the longest pendency,
e.g., Art Unit 1600 (biotechnology and organic chemistry) in the 1990s and Art Units 2100
(Computer Architecture Software and Information Security) and 2600 (Communications) in
2005. Not only does this shorten the life of the patent in these areas, but it also affects business
and development in these areas of growth. For example, it delays the issuance of the patents at
times where many companies are developing and thus looking for patents to use for generating
the interest of investors. Further, as competitors develop their business, a delay in issuance of
patents provides uncertainty regarding what they are excluded from pursuing. Without
knowledge of what patent claims will ultimately issue, competitors cannot attempt to design
around the future claims. The Office should have the capabilities to evaluate trends and
compensate accordingly so that public interest is best served.
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“Fhese funds should be used (o . . . conduct reliable, consistent, reputably
guality reviews that address office-wide as well as subunil and examiner
performance.”

Section Response:
The Section supports expanding the current USPTO quality review program.
Discussion:

The USPTO currently randomly evaluates 2—4% of all allowed patent applications to
determine the quality of the examination. In their evaluation, the USPTO’s Office of Quality
Review considers such quality indicia as whether relevant art was applied, whether the search that
was conducted was sufficient, and whether additional rejections should have been made. The
USPTO maintains Office-wide statistics such as the number of allowed patent applications that
were allowed with one or more claims a court would likely hold invalid. However, it seems that
the USPTO does not maintain records of quality indicia on an art-unit or tech-center-by-tech-
center basis.

The National Research Council of the National Academies recommends in their report,
A Patent System for the 21”7 Century, to strengthen the capabilities of the U.S. Patent and
Trademark Office by developing a reliable, consistent, reputable quality assurance process. Such
process would include determining a sampling rate for reviewing allowed patent applications and
using that process to inform decisions about hiring, training, reassigning supervisors and
examiners.

The Section of Intellectual Property Law agrees with the National Academies that the
USPTO can use the Office of Quality Review more effectively to optimize training and hiring. By
using data from the quality review process, the USPTO can improve quality by locating specific
areas needing improvement and without wasteful duplication of effort. Also, by collecting data
more specifically and using the data to influence hiring and training, the USPTO can improve
quality without substantially increasing its costs.

Several years ago, the USPTO instituted a program of “second pair of eyes review” of
patent applications largely in the business methods patents art area. That was done at a time
when the PTO was receiving considerable criticism for issuing certain patents that were
considered by many to be highly questionable. The program was considered to be successful
generally in reducing the number of such questionable patents thereafter, though not eliminating
them. However, the improvement in quality was not without cost in terms of utilization of PTO
resources and in terms of pendency of all applications in that art area. At the time that the
program was installed there was a perception that the business methods patents area was new and
that training of examiners in that area was difficult under all of the circumstances.

21-



75

Rather than adopt an expansion of the program on such infirm ground, it is desirable that
the program be expanded only as needed to address circumstances akin to those extant in the
business methods patents at the inception of the program. In view of the existing efforts to raise
quality in the PTO and to reduce pendency, the overall principle of “do it right the first time”
should be kept in mind. The PTO should not design its programs to utilize extra resources to
achieve the levels of patent examination quality that could and should otherwise be achieved more
efficiently by proper training and examination process control.

Accordingly, while the Section has long supported various ideas and programs to improve
quality in the USPTO, the resolution supports the expansion of the program of second examiner
review only in those art areas and for such time as necessary to bring examination processes and
training into compliance in those art areas.
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“TOine of the common ooowrrances in patent prosscution that should be
muich botler tocumented is in-person ar tefophone segotiations betweean
axaminers and applicanis’ representatives.”

Section Response:

The Section supports complete documentation of interviews, but believes that the present
USPTO requirements for documentation are sufficient if consistently followed.

Discussion:

The Section believes that further requirements for documentation of in-person or
telephone negotiations between examiners and applicants’ representatives are not required. If the
current dictates of the Patent Office are followed, sufficient documentation of the substance of
examiner interviews will be provided in the prosecution file history.

Under MPEP § 713.04, a “complete written statement as to the substance of any ..
interview” must be made of record in the prosecution file history of a patent application. If an
applicant requests an interview, the “Applicant Initiated Interview Request Form” must be
submitted to make of record what will be discussed. According to the MPEP, a written record
should be made of any interview and should provide a “complete and proper recordation of the
substance of any interview.” The written record should include a description of any exhibits,
identification of claims and prior art discussed and identification of “the principal proposed
amendments of a substantive nature discussed.” In addition, the “general thrust of the principal
arguments of the applicant and the examiner should also be identified.” Further, a general
indication of other matters, the general results or outcome of the interview, and, if it is an
“interview” by email, a copy of the email should be made of record.

If these dictates are consistently followed by the Patent Office, a sufficient documentation
of in-person and telephone negotiations between examiners and applicants’ representatives will be
provided in each prosecution file history where an interview has occurred.
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RECOMMENDATION 5:

“Shield some research uses of patented inventions from liability for
infringement.”

“Iey light of the Federal Circuit’s 2002 ruling that even nonconumercial
soientific research enjoys no protection from patent infringement fability,
and in view of the academic research community’s beliet in ihe existence of
such an exemption, and behavior accordingly, there should be some level of
profection for noncommercial uses of petented inventions. Congress
should consider appropriately narrow fegislation, but if progress s slow or
deiayed the Oifice of Mapagement and Budge! and the federal government
agencies sponsaring research showld consider extending “authorization
and consent” Io grantees as woll as contraciors, provided that such righis
are siricily limited to research and oo not extord to any resulting
commercial products or services. Either legisliation or administrative action
cowld help ensure preservation of the "commuons” required for soiontific and

o 5

technofogical progress.

Section Response:

The Section agrees with the NRC recommendation that some research uses of patented
inventions should be shielded from liability for infringement.

Discussion:

Some exemption for experimentation on patented inventions must be part and parcel of an
effectively functioning patent system. Although no explicit statutory exemption from infringement
is found in the patent statute itself, some commentators have found logical support in the statute
for the proposition that not all activities or “uses” connected with a patented invention should be
found infringing:

Tf the public had absolutely no right to make, use, or sell the
patented invention until the end of the patent term, it would be
somewhat puzzling to require that the patentee give the public an
enabling disclosure of the invention at the beginning of the patent
term. The requirement of early disclosure suggests that certain uses
of patented inventions during the patent term do not constitute
patent infringement.

Rebecea S. Eisenberg, Proprietary Rights and the Norms of Science in Biotechnology, 97 Yale
L.J. 177,218 (1987).
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The exemption is inherent to a properly functioning patent system at least where
experimentation is required to understand what is patented, whether the patent is valid, and what
basic properties or characteristics the thing patented might have. In brief, a patent system should
operate in an appropriate and balanced fashion by protecting the ability of the patent owner to
prevent unauthorized commercial uses of the patented invention while protecting the ability of the
public to evaluate, study and improve upon the patented invention. The Section believes that the
ability of a patent owner to effectively commercialize its patented invention would not be
compromised by a statutory exemption from infringement that is carefully and narrowly crafted to
enable third parties to conduct research on the patented invention.

The Section believes, however, that certain premises in the NRC recommendation should
not be relied upon in designing such an exemption. For example, the NRC makes a distinction
between research performed by “non-commercial” entities, such as universities, and research
performed by “commercial” entities. In practice, the experience of members of the Section is that
such a distinction is nearly impossible to draw in practice, and should be immaterial to the
question of whether the research activities are shielded from infringement or not. The Section
observes that the motivation of an entity performing bona fide research on a patented invention —
i.e., research to ascertain how the invention works, to design around the patent claims, or to
evaluate and study the teachings of the patent — should not subject the party performing those acts
to potential infringement liability.

The NRC report also cites the recent Federal Circuit decisions in Duke v. Mudey and
Integra v. Merck Kgaa for the proposition that there is greater uncertainty in the public regarding
research uses of patented technology. Another such decision is Embrex, Inc. v. Service
Engineering Corp, 55 USPQ2d 1161, 216 F.3d 1343 (Fed. Cir. 2000). In that appeal, Judge
Radar in a concurring opinion stated that he wished the majority would have held that “the Patent
Act leaves no room for any de minimis or experimental use exemption from infringement.” Such
an extreme interpretation would preclude any activity with patented subject matter qualifying as
exempt from infringement and permit the activities to be enjoined. The concurring decision does,
however, underscore the possible need for a Congressional response to what are apparently
varying views at the Federal Circuit of what the controlling common law principles are or should
be.

The NRC suggests that these decisions have created an undesirable degree of uncertainty
over where the line should be drawn as between the inventor’s exclusivity in commercialization
and the public’s right to engage in legitimate experimentation.

While the Section does not necessarily agree that there is a substantially increased degree
of uncertainty, or that universities are only now attuned to possible risks of infringement from the
actions of university researchers, legitimate concerns do exist over what are acknowledged to be
de minimis uses of the patented invention. The fact that the costs of obtaining a patent license for
such de minimis uses to authorize any necessary experimentation are generally available for
nominal sums does not mitigate these legitimate concerns. Indeed, the evidence suggests the
contrary may be the case. In any event, threatened patent litigation, complicated licensing
negotiations, efforts to secure compensation based upon the fruits of any experimentation, and
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delays in starting experiments until patent issues can be resolved are all potential adverse
consequences of not having a definitive provision in the patent law exempting bona fide
experimentation activities.

Accordingly, the Section supports the general proposition that Congress act to create an
exemption in the patent law for certain acts of research or experimentation that are done on
subject matter protected by a patent from liability for patent infringement. The Section supports
the general assessment of the NRC that such an exemption from liability is entirely in line with the
goals of the patent system. As the Constitution specifies, the Congress is given the authority to
provide a patent system that will “promote the progress of the useful arts.” Such progress means
that the patent system, made to function properly, will advance social welfare through both
innovation and dissemination of knowledge. Fostering both more innovation and greater
dissemination of technical knowledge have paramount roles in the policy choices that are made in
crafting patent laws.

The Section recognizes that the task of legislatively defining an exemption from
infringement for hona fide research will be extremely difficult. For example, the exemption, if it is
to operate as intended, must be drawn in precise and clear terms that enable a third party to
appreciate without substantial effort whether the acts it intends to perform will give rise to
potential liability. A standard that requires extensive litigation to ascertain whether actions
undertaken by a third party will or will not give rise to liability would frustrate the purpose of the
legislation.

The proposed exemption is consistent with legislation in other countries. Most other
industrialized countries have provisions permitting research and experimentation uses of a
patented invention. See, e.g., Article 69(1) of the Japanese Patent Act (“[t]he effects of the
patent shall not extend to the working of the patent right for the purposes of experiment or
research.”). Provisions modeled generally on Article 27(b) of the Community Patent Convention
(*“acts done for experimental purposes relating to the subject-matter of the patented invention” are
exempted) also can be found in most European nations. In addition, the WTO Agreement on
Trade Related Aspects of Intellectual Property (TRIPS) provides expressly provides for the
possibility of a research exemption through Article 30 of the Agreement (“Members may provide
limited exceptions to the exclusive rights conferred by a patent, provided that such exceptions do
not unreasonably conflict with a normal exploitation of the patent and do not unreasonably
prejudice the legitimate interests of the patent owner, taking account of the legitimate interests of
third parties.”).

The continued absence of a statutory research exemption from U.S. patent law could have
the unintended effect of making it more expedient to conduct certain types of experimental work
in foreign countries where the threat of patent infringement litigation would not exist. Promoting
the progress of the useful arts outside the United States should not be advantaged simply because
of the lack of a comparable provision in U.S. patent law.

Finally, the codification of an experimental use doctrine is especially important today given
the reach of the patent law to permit the patenting of “anything under the sun made by man.”
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Because of the patent eligibility of all man-made products and process, an exemption would
ensure that products discovered in nature and patented as man-made compositions, e.g., genetic
material, hormonal substances, and organisms, can nonetheless be fully studied and examined.
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RECOMMENDATION 6:

“Modify or remove the subjective elements of litigation.”

“Three provisions of patent law that are frequently raised by plaintiffs or
defendants {rarely by the courls} in infringement litigation depend on
determining a party’s stale of mind, and therefore generate high discovery
costs. These provisions are (1) "willful infringement,” which if proves,
exposes an infringss to possible tripie damages; {2} the doctrine of “best
mode,” which addresses whether gn inventor disciosed in an application
what the inventor consitered {o be the best implementation of the invention;
and {3} the doctrine of “insdeguale conduct, ™ conceming whether the
applicant’s attorney intentionally misled the USPTO in prosecuting the
ariginal patent. To reduce the cost and increase the predictability of patent
infringsment litigation ouvlcomas, and to avoid other vnintended
conseguences, these provisions should be modifisd or removed”

Section Response:

While the NRC recommendation at first blush may seem radical to some steeped in the
intricacies of the patent law, the points made in the NRC report bear serious consideration. The
statistics in the NRC report reflect accelerating, out-of-control costs for patent litigation. Much
of the costs are tied to enormous amounts of information that must be produced during discovery
because it is of potential relevance to the contemporaneous state of mind of the inventor and/or
others at the time the invention was made, the patent was sought, and/or the patent was being
examined.

The experience outside the United States validates the possibility of running a patent
system in which the issues in litigation are fundamentally objective determinations based
principally on publicly accessible information. Under such a system, only limited discovery is
needed in litigation and greater prospective certainty about the enforceability of the patent can be
had absent gny discovery.

Thus, the Section supports in principle moving ahead with the NRC recommendation and
to identify the extent to which these issues can be limited in most patent litigation.
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Allegations of Willful Infringement

“Lacking evivence of its beneficial deterrent effect hut with evidenve of its
perverse antidisclosure conseguences, the commitiee recommenids
alimination of the provision for enhanced damages based on g subfective
finding of wiflful infringement ... 4 modest step /s to sbolish the effective
reguivernent that accused infringers oblain and then discipse 8 wriiten
opition of counsel. Another possibility is to it inguiry into williui
infringement $0 cases in which the defendant’s Infringement has aiready
been cstablished, A third alternative that preserves a viable willfuiness
docirine but curbs its agverse effects s {o reguire sither aciual, wiitisn
notice of infringement From the patentee or deliberate copying of the
patentes’s invention, knowing # o be patented, a5 a predicets for wiltfd
infringemeant. ®

Section Response:

The Section favors substantial changes to the law of willful infringement. The Section
proposes reforms to the scope and timing of the waiver of privilege when an attorney opinion is
relied upon in defense of willfulness allegations. The Section is considering additional proposals
that have emerged form the Business Software Alliance, the ATPLA and a Section Task Force.

Discussion:

On September 13, 2004, the Court of Appeals for the Federal Circuit, en banc, held that
the trier of fact cannot draw an adverse inference with respect to willful infringement when the
attorney-client privilege and/or work product privilege is invoked by a defendant in an
infringement suit. See Knorr-Bremse Systeme Fuer Nutzfahrzeuge GmbH v. Dana Corp.,
383 F.3d 1337 (Fed. Cir. 2004). The Federal Circuit further held that the trier of fact cannot
draw an adverse inference with respect to willful infringement when the defendant has not
obtained legal advice. Finally, the Federal Circuit held that the existence of a substantial defense
to infringement is not sufficient alone to defeat liability for willful infringement even if no legal
advice has been secured.

The Section has long favored elimination of the adverse inference, and urged that position
in an amicus brief in Knorr-Bremse. However, Knorr-Bremse treated only some of the problems
existing in the law of willful infringement. The Section proposes legislation to further alter the
law regarding the waiver of privilege.

The Federal Circuit in Knorr-Bremse recognized the importance of the attorney-client
privilege, stating:
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The Supreme Court describes the attorney-client privilege as “the oldest of
the privileges for confidential communications known to common law,” and has
stressed the public purpose to encourage full and frank communication between
attorneys and their clients and thereby promote broader public interests in the
observance of law and administration of justice. The privilege recognizes that
sound legal advice or advocacy serves public ends and that such advice or
advocacy depends upon the lawyer’s being fully informed by the client.

Upjohn Co. v. United States, 449 U.S. 383, 389, 101 S.Ct. 677, 66 L.Ed.2d 584
(1981). Professor Wigmore has elaborated:

The lawyer must have the whole of his client’s case, or he cannot
pretend to give any useful advice . . . . That the whole will not be
told to counsel unless the privilege is confidential, is perfectly clear.
A man who seeks advice, seeks it because he believes that he may
do so safely; he will rarely make disclosure which may be used
against him; rather than create an adverse witness in his lawyer, he
will refuse all private arbitration, and take the chance of a trial.

8 J. Wigmore, Evidence in Trials at Common Law § 2291 at 548
(McNaughton rev. 1961). See Hunt v. Blackburn, 128 U.S. 464, 470,
9 S.Ct. 125, 32 L.Ed. 488 (1888) (the attorney-client privilege is designed
to encourage candid exchange of information).

383 F.3d at 1344.

Consistent with those statements by the Supreme Court, The Court of Appeals for the
Federal Circuit, and Professor Wigmore, the Section submits that an accused infringer should not
be required to waive the attorney-client privilege prematurely. Accordingly, it is the position of
the Section that discovery on opinions of counsel should be stayed until after a finding of liability
for infringement. Thus, the privilege would only need to be waived in those cases where liability
actually is found. Because only about 5% of the patent infringement cases filed in district courts
go to trial, and liability at the trial court level is found only in about 60% of those cases that do go
to trial, delay of the requirement to waive privilege until after liability has been established would
greatly reduce the number of unnecessary waivers of the privilege. See Kimberly A. Moore,
Judges, Juries. and Patent Cases: An Empirical Peek Inside the Black Box, 98 Mich. L. Rev.
365, 383-385 (2000).

Under the Section’s proposal, expedited discovery regarding the issue of willful
infringement based on a privileged opinion of counsel would occur during a 30-60 day period
immediately after liability is found. Trial of the willful infringement issue would follow promptly
after that expedited discovery period.

The Section also favors limitations on a waiver of privilege for a willfulness defense

extending to litigation counsel. At present, the scope of the waiver is uncertain. The privilege
between a client accused of patent infringement and that client’s litigation counsel may be waived
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by the mere reliance upon an opinion prepared by other counsel. The possibility of the waiver
extending to communications between litigation counsel and the client severely restricts those
communications in a manner inconsistent with the public interest.

Accordingly, the Section proposes that the attorney-client privilege protecting
communications between a client accused of patent infringement and that client’s litigation
counsel not be waived with respect to litigation counsel where the client has asserted the defense
of reliance on advice of counsel in response to an allegation of willful infringement and where (1)
the litigation counsel was at no time involved in rendering the advice upon which the client has
asserted reliance; and (2) the opinion relied upon was rendered prior to the service of any
summons and complaint alleging infringement.

Additional proposals for reform of the law relating to willful infringement have recently
emerged from the Business Software Alliance, the AIPLA, and a Task Force of the Section. The
Section is studying those proposals and will supplement this response, if appropriate, after that
study is complete.
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Best Mode Elimination

“Given the cost and inefficiency of this defenze, its limited conlribution to
the nventor's motivation to disclose beyond that already provided by the
enablement provisions of Section 112, iis dependence on a sysiem of
pretrig! discovery, and its inconsistencies with Evropesn and Japanese
patent laws, the committes recormmends thet the bestmode requirement be
afiminated”

Section Response:
The Section agrees that the best mode requirement should be eliminated as part of a

harmonization package. This is discussed in more detail in the Section’s response to
Recommendation 7.

Inequitable Conduct Defense in Patent Infringement Litigation.

“In view of ifs cost and imited deterrent value the commities recormmends
the slimination of the inequitabie conduct dociring oy changes in iis
implementation. The latter might include erding the infersnce of infent from
the materiality of the information that was withheld, de novo review by the
Federal Clreuit of district court findings of inequitable conduct, award of
attorney’'s fees (0 8 prevailing patentes, or referval (o the USPTO for re
examination and disciplingry action. Any of these changes would have the
affect of discouraging resari 10 the ineguitabile conduct defense and
thersfore reducing s cosi.”

Section Response:

The Section agrees that changes in implementation of the inequitable conduct defense
should be enacted in order to drive down the costs and complexity of patent litigation.

Discussion:

Inequitable conduct is frequently pled, but seldom proven. E.L. DuPont de Nemours &
Co. v. Phillips Petrolewm, 849 F.2d 1430 (Fed. Cir. 1988). Over pleading of inequitable conduct
has been labeled a “plague” on the patent system by the Court of Appeals for the Federal Circuit.
Tt appears “in nearly every patent suit, and is cluttering up the patent system.” Burlington
Industries, Inc. v. Dayco Corp., 849 F.2d 1418 (Fed. Cir. 1988). Changes are required.
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Under present law, a finding of unenforceability of even one claim of a patent will render
all claims of the patent unenforceable, even when some of those claims are free of any direct taint
from the inequitable conduct. An entire patent can become permanently unenforceable because of
conduct that relates solely to a claim that covers an invention that may not be commercially
significant and, indeed, may never have been asserted or relied upon by the patent owner. As
stated in J.P. Stevens & Co., Inc. v. Lex Tex. Ltd.. Inc., 747 F.2d 1553, 1561 (Fed. Cir. 1984),
cert. denied, 474 U.S. 822 (1985):

Once a court concludes that inequitable conduct occurred, all the claims—not just
the particular claims to which the inequitable conduct is directly connected—are
unenforceable.

Inequitable conduct is separate and distinct from invalidity even though the defenses might
depend on the same prior art reference. See Minnesota Min. and Mfg. Co. v. Johnson & Johnson
Orthopedics, fnc., 976 F2d 1559, 24 USPQ2d (BNA) 1321 (Fed. Cir. 1992) (“[P]roving
inequitable conduct does not ‘invalidate’ a patent. Rather, it renders the patent unenforceable.
Although the practical effects may be the same, the legal concepts are quite different.”). Because
inequitable conduct and invalidity are different, a patent may be unenforceable even though
information, such as prior art, withheld from the PTO does not render the claims in the patent
invalid. See Li Second Family Limited Partnership v. Toshiba Corp., 231 F.3d 1373,
56 USPQ2d (BNA) 1681 (Fed. Cir. 2000) (“Information concealed from the PTO may be
material even though it would not invalidate the patent.”); Merck & Co. v. Danbury Pharmacal,
Inc., 873 F.2d 1418, 10 USPQ2d (BNA) 1682 (Fed. Cir. 1989) (same). Thus, under current law,
it is easier for a party to assert inequitable conduct since the party alleging inequitable misconduct
merely needs to show that withheld information, such as a prior art reference, should have
resulted in a prima facie case of unpatentability and, therefore, was material. Such party,
however, is not required, under current law, to prove that the patent claims are invalid in the light
of the withheld information.

The Section proposes that a “but for” standard should be applied by the courts in
determining inequitable conduct (i.e., the misconduct caused the issuance of one or more invalid
patent claims). The “but for” standard is applied in other areas of the law in fraud cases, where
materiality is an essential element requiring proof. ln such cases, misrepresentations or failures to
fulfill a duty to speak is material only when the outcome of the case was affected. The law in
patent litigation should be the same. Misstatements or failures to disclose that do not affect the
outcome of the case, even though reprehensible, have not inflicted any harm on the accused
infringer because they have not caused issuance of patent claims that would otherwise have been
properly rejected if all the facts had been made known to the USPTO.

The Section contemplates an entirely objective standard for determining whether a “but
for” relationship exists between the culpable conduct and the consequence. That objective
standard would be keyed to how a hypothetical examiner should have treated the examination of
the patent. It would be based upon consideration of the prosecution history as a whole,
objectively considered. Tt would, thus, address what such a hypothetical examiner should have
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done in disposing of the application for patent in light of the omission of material information or
the reliance on a material misrepresentation of information.

The broader materiality rule of USPTO Rule 56 may be beneficial in setting the USPTO
standard for disclosure. That broader obligation to disclose can be enforced by the USPTO under
its disciplinary authority or otherwise. However, there appears to be no cogent public policy
reason for the broader standard in court proceedings. Adoption of the “but for” standard would
make it unnecessary for courts to consider the intent element of inequitable conduct in those cases
where the claims are found valid (i.e., not proved to be invalid by clear and convincing evidence).
It should reduce the cost and complexity of patent litigation.

The Section also proposes that the “all or nothing” rule be abolished. The ability to render
all claims of a patent unenforceable by proving inequitable conduct as to any claim has become a
prime motivator for many litigants in asserting inequitable conduct as a defense.

In many situations, a single patent may contain claims to related but distinct subject
matter. For example, a patent may include claims to a manufacturing process, to an apparatus
designed for carrying out the process, and for the resulting product. The failure to disclose prior
art or other information that provides the basis for a finding of inequitable conduct may be
material only as to some, but not all, of the claims. Under these circumstances, the question as to
whether or not to render unenforceable all claims of the patent should be determined by the
Court, based upon the equities of the particular case.

The reach of inequitable conduct may even extend to related patents. Consoliduted
Aluminum Corp. v. Foseco Int’l Ltd., 910 F.2d 804 (Fed. Cir. 1990).

The Federal Circuit in FMC Corp. v. Manitowoc Co., Inc., 835 F2d 1411 (Fed. Cir.
1987), held that inequitable conduct is an equitable doctrine and to be guilty of inequitable
conduct, “one must have intended to act inequitably. /d. at 1415. Changing the law to permit the
maintenance of objectively valid claims despite the existence of one or more other unenforceable
claims, would be desirable. Moreover, the charges of inequitable conduct would be more
properly focused on the claims in suit, rather than on unasserted claims of the patent in suit.

The present rule of unenforceability as to all claims, as well as associated patents, sweeps
too broadly and lacks proportionality. Because it can be somewhat fortuitous whether certain
claims are included in one application, the present law can result in the same conduct being
treated differently if the claimed subject matter is included in one application instead of two.
While the law clearly should discourage all forms of dishonesty and misrepresentation in dealing
with the PTO, the “penalty” now being assessed goes too far. The Federal Circuit’s decision in
Rohm & Haas Co. v. Crystal Chemical Co., 722 F.2d 1556, 1571 (Fed. Cir. 1983), provides
support for balancing these interests. Instead of the “all or nothing™ rule, inequitable conduct
should be penalized in proportion to the seriousness of the offense and the relationship between
the conduct and the patent claims. The Sections submits that placing the burden on the patentee
to prove that a certain claim was not tainted by the inequitable conduct is appropriate in these
circumstances.
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RECOMMENDATION 7:

“Reduce redundancies and inconsistencies among national patent
systems.”

“The United Stetes, Evrope, and Japan should further harmonize patent
axamination procedures and stendards o reduce redunidancy in search and
examination and evenifually achigve mutual recognition of resulis.
Differences that amonyg others are in need of reconciling includs application
prigrity (Hirst-to-invent” versus “frstdnveniforto-file”}, the grace pericd for
fiting an apphcation after publication, the "best wmods” requirement of L5,
faw, and the U5 exception o the rule of publication of patent applications
after 18 moaths. This objective should be pursued on & trifateral or even
bitateral basis as well as a muliligtersl basis. ™"

Section Response:

The Section agrees that the United States should change its patents laws, including by
adoption of the first-inventor-to-file principle to achieve greater harmonization with the patent
laws in Europe and Japan and, conversely that Europe and Japan should make significant changes
to their patent laws, including adoption of a one-year *grace period,” abolishing the “self-
collision” rule, ending “novelty-only™ uses of prior art, and ending “absolute novelty” rules that
allow a single, oral, non-confidential divulgation of an invention to bar its later patenting.

Discussion:

The Association favors legislation to adopt the first-inventor-to-file principle in the United
States. Doing so will produce greater harmonization among the world’s leading patent systems
and facilitate efforts at concluding international harmonization agreements that may produce even
more significant harmonizing changes to the patent laws. However, the Section does not support
harmonization for its own sake. Rather, it supports harmonization when and if the resulting
changes can produce improvements to the patent system, i.e., constitute so-called “best
practices.”

The “Best Practices” Foundation for “First Inventor to File” Principle

In recent harmonization discussions — and parallel efforts to devise domestic legislative
reforms — an emerging principle is that so-called “best practices™ among global patent systems and
incorporated into domestic patent law reforms. A “best practices” patent system presumably
would achieve, among other objectives—
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. Predictability in assessments of what inventions will be validly patentable.

. Simplicity in the legal principles and concepts that underlie the system.

. Reliability of U.S. Patent and Trademark Office determinations once made.

. Stability in legal doctrines defining patent validity and enforceability.

. Economy in the patent procurement and enforcement processes.

. Promptness in final determinations of patentability and validity.

. Fairness to all categories of inventors, whether individual inventors or inventors
affiliated with either small or large entities.

. Balance between providing strong protection for patentable innovations and

preserving unfettered freedom to use unpatentable and unpatented subject matter.

Efforts at greater international harmonization of patent laws based upon “best practices”
has taken on critical importance during the past decade. Unlike the decade that preceded it,
numerous critics of the operation of the patent system become vocal about the need for the patent
system to operate more effectively in each of the dimensions used to define “best practices.”

The “Best Practices” for Implementing a First-Inventor-to-File System

The Section also favors, in the context of an international patent harmonization
agreement, the adoption of a coordinated set of specific changes to the patent statute. These
provisions are offered as a set of proposed “best practices™ for the implementation of a first-
inventor-to-file system.

1. Elimination of the Best Mode Requirement

The Section favors removal of the “best mode” requirement as part of the adoption of a
first-inventor-to-file system. Since 2001, repeal of the “best mode” requirement has been viewed
as a “best practice” in the context of harmonizing U.S. patent law by BIO, NAM, [PO, and
AIPLA. More recently, AIPLA and BIO have reaffirmed their support for the repeal of this
requirement as part of the adoption of the first-inventor-to-file rule.

The NRC Report has now adopted the identical recommendation, support the elimination
of the “best mode” requirement from U.S. patent law:

The “best mode” requirement, having no analog in foreign patent law,
imposes an additional burden and element of uncertainty on foreign patentees in
the United States. This, in addition to its dependence on discovery aimed at
uncovering inventor records and intentions, justifies its removal from U.S. patent
law.

The NRC rationale for removing the requirement is persuasive, but other considerations
also support the repeal. While the NRC cites the burdens and uncertainties for foreign inventors,
the same is true for U.S.-based inventors and, as discussed, below is at least as important a factor
in supporting repeal of this requirement. Further, the inherent uncertainties — and the greater
consequences of an uncertain patent system as patents have grown in economic value and
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importance — not only further justifies the change but also makes the change a priority. Finally,
both the Section and NRC envision coordinating this reform with adoption of a first-inventor-to-
file system. Such coordination serves to magnify the importance of removal of this requirement
from the U.S. patent laws.

On the issue of coordination of “best mode” with other harmonization-related changes,
such coordination could produce a patent system in which there would be no issues of patent
validity that would require discovery of inventor records and inventor intentions in most patent
infringement litigations. Except in a few situations where ownership of a patent is at stake and
the ownership determination depends upon the individuals named as inventors, the right
combination of coordinated reforms — including elimination of the *“best mode” requirement —
would render irrelevant the personal knowledge or contemplations of an inventor from relevance
in patent validity determinations.

The patent validity issues that would remain would be related exclusively to what the
public knew (prior art), and what the patent taught persons skilled in the art (adequate disclosure)
relative to the claimed invention. Thus, the potential advantages of elimination of the “best
mode” requirement in easing the discovery burdens in patent litigation are more than incremental
in the context of a coordinated set of reforms. The result of a packaged set of changes could
mean that all inventor-focused discovery could be eliminated in many patent litigations.

It is for this reason that the Section supports a coordinated set of reform to U.S. patent
law that includes repeal of the “best mode” requirement. The NRC report appears to reach the
same conclusion on the coordination issue based upon the elements of its harmonization-related
recommendations.

Thus, the Section to fully endorses the NRC recommendation on elimination of the “best
mode” requirement as part of the package of harmonization-related changes to U.S. patent law.

2. Reform of the “In Public Use or On Sale” Bar

The Section also supports, in a harmonization context, repeal of the aspect of the “in
public use or on sale” bar to patenting except where the activities at issue (i.¢., use, sale, or offer
for sale) make the invention “reasonably and effectively accessible” to persons of ordinary skill in
the art. Thus, non-informing activities, such as non-informing commercial uses of an invention,
are excluded from the reach of the bar.

a) Policy Drivers Underlying a “Forfeiture Bar” — Differences Between a
First-to-Invent vs. First-Inventor-to-File System

For a first-to-invent system to operate effectively, it must include substantial incentives to
file promptly after an invention has been made. The needed incentives to file promptly are
particularly important where an invention can be kept secret while it is being commercialized.
Absent some patent law doctrine that makes a longstanding non-informing and/or secret
commercial use of an invention a bar to patenting, the inventor, in a first-to-invent system, would
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have a compelling incentive to defer seeking a patent. The inventor could wait until the invention
became public, either though another’s public disclosure of the invention or efforts to seek and/or
obtain a patent for the invention.

In such situations, the first-to-invent system allows a commercial user that has not
abandoned, suppressed or concealed an invention to rely on its early invention date proofs to
remove the public disclosure of another as prior art and/or establish priority over the rival
inventor and obtain the patent for the invention. If a non-informing commercial use gives the
public the benefit from the invention, the commercial user has an argument that there is no
abandonment, suppression or concealment. See QOak Industries v. Zenith Electronics,
726 F.Supp. 1525, 14 USPQ2d 1417, 1424-25 (N.D. [l 1989. (“We believe that in order to avoid
a finding of suppression or concealment, Zenith need only show that the public enjoyed the use
and benefits of the Seattle converters. See Friction Division Prods., Inc. v. E.I. DuPont de
Nemours & Co., 658 F.Supp. 998, 1013, 3 USPQ2d 1775, 1786 (D. Del. 1987), aff’d, 883 F.2d
1027 (Fed. Cir. 1989) (unpublished opinion). A noninforming public use, as opposed to a secret
public use, will defeat a claim of concealment, at least where the public benefits.”)

The incentive to delay filing in a first-to-invent system becomes a compelling one
whenever the underlying invention can be practiced on a non-informing basis, i.e., without
providing the public a description of the invention and/or enabling it to be reproduced. This arises
in part because deriving value from patenting an invention of this type is invariably problematic.
Unlike a non-informing use, patenting the invention provides the entire world a disclosure of the
otherwise inaccessible technology. It allows competitors to copy and commercialize the invention
on a like non-informing basis, i.e., without affording the patent owner a ready means for detecting
an infringing commercialization. Moreover, the economic value from patenting the invention may
be lost if it can be infringed in any location (e.g., such as by building a single large manufacturing
facility in a foreign country where no valid patent has or can be issued). Thus, the incentive to
use the patent system to secure an early filing must overcome the potential disadvantage that the
invention must be clearly patentable, patented, and enforceable under dozens of patent laws in
order to secure meaningful economic value from patenting.

Under a first-inventor-to-file standard, part of the incentive to delay seeking patents for
the subject matter while engaging in a non-informing commercial use disappears. If someone else
makes the invention public or a rival inventor seeks a patent for it, the delay in seeking a patent by
a non-informing or secret commercial user is fatal to the ability of the user to patent the invention
— the public disclosure of another immediately bars the secret commercial user’s ability to seck a
valid patent. Invention date proofs cannot be used to establish priority and allow belated efforts
to patent to succeed.

More importantly, a rival inventor who could be victimized by the delay of the secret
commercial user in seeking a patent under the first-to-invent system (7.e., who could not
successfully establish a defense of abandonment, suppression or concealment) becomes a
guaranteed victor under the first-inventor-to-file standard. The unfairness that could result from
allowing the commercial user to delay seeking a patent and then snatch patent rights away from a
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rival inventor who promptly seeks a patent is eliminated and, instead, it is the rival inventor that
can obtain global patent priority.

Thus, under a first-inventor-to-file system the incentive for early filing inherently exists
and the ability to “game the system” by deferring the filing of a patent is inherently eliminated.
For this reason the policy drivers for retaining (or removing) bars to seeking a valid patent in a
first-inventor-to-file system are largely turned on their head.

Whereas extended secret commercial use must bar the commercial user from seeking a
valid patent in a first-to-invent system, the first-inventor-to-file standard does not need such an
incentive. What becomes important in the situation where one or more inventors are engaged in a
non-informing or secret commercial use of an invention is to maintain an incentive for at least one
such inventor to come forward and seek a patent.

First-inventor-to-file systems address this issue by preserving the right to patent an
otherwise patentable invention so long as the invention has not been publicly disclosed or divulged
by anyone. Patentability is potentially preserved even if the invention is the subject of a
longstanding secret commercial use. The rule preserving potential patentability rather than
forfeiting the right to patent, coupled with the threat of a rival inventor filing first, provides a
continuing incentive to disclose the invention.

This policy choice means that the subject matter secretly commercially used, once
disclosed through the patent system, can be improved upon and/or designed around by others.
These activities flowing from the disclosure result in progress in the useful arts in a manner that
may not happen or happen more slowly if the subject matter is maintained in secret.

Thus, under a first-inventor-to-file standard, the reasons for barring an inventor from
seeking a valid patent after a prolonged period of non-informing or secret commercial use not
only disappear, but actually reverse. Maintaining the right to validly patent subject matter even
after its secret commercial use provides a continuing incentive to disclose an invention that can
then be more readily and rapidly improved by others and otherwise progress the useful arts.
Keeping the forfeiture would mean introducing an incentive for perpetual secrecy, impairing what
otherwise might be accelerated progress in the useful arts.

b) Metallizing Engineering’s Rationale Supports Incentives for Early
Filing, But Solely Based Upon the Operation of a First-to-Invent
Standard

Removing the forfeiture represents a “best practice” for handling in the patent laws the
factual situation described in Metallizing Engineering Co. v. Kenyon Bearing & Auto Parts Co.,
153 F.2d 516, 68 USPQ 54 (2d Cir. 1946). In Metallizing Engineering, the patent owner put a
trade secret process into a non-informing commercial use in the United States. The commercial
use had continued for more than one year before the patent owner had sought and obtained a
patent for the trade secret subject matter. When the patent owner attempted to enforce the
patent, the court ruled the patent owner had forfeited the right to patent the invention that had
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been placed in a non-informing commercial use. The statutory basis for the court’s holding was
that the patented trade secret had been “in public use or on sale” under the precursor to the
provisions of law now codified in 35 U.S.C. § 102(b).

Judge Learned Hand authored the Metallizing Engineering decision. He explicitly
grounded the decision on the importance of securing a disclosure of the invention at the earliest
possible time. The full policy rationale cited by Judge Hand for the forfeiture doctrine was the
following:

[I]t is a condition upon an inventor's right to a patent that he shall not exploit his
discovery competitively after it is ready for patenting; he must content himself with
either secrecy, or legal monopoly. It is true that for the limited period of two years
he was allowed to do so, possibly in order to give him time to prepare an
application; and even that has been recently cut down by half. But if he goes
beyond that period of probation, he forfeits his right regardless of how little the
public may have learned about the invention; just as he can forfeit it by too long
concealment, even without exploiting the invention at all. Woodbridge v. United
States, 263 U.S. 50, 44 S.Ct. 45, 68 L.Ed. 159, Macheth-Evans Glass Co. v.
General Electric Co., supra, 6 Cir., 246 F. 695. Such a forfeiture has nothing to
do with abandonment, which presupposes a deliberate, though not necessarily an
express, surrender of any right to a patent. Although the evidence of both may at
times overlap, each comes from a quite different legal source: one, from the fact
that by renouncing the right the inventor irrevocably surrenders it; the other, from
the fiat of Congress that it is part of the consideration for « patent that the public
shall as soon as possible begin to enjoy the disclosure. [Emphasis supplied.]

153 F.2d 520.

As noted above, the principle policy driver for the forfeiture under a first-to-invent system
is that absent a forfeiture, a trade secret holder would be free to wait until another inventor had
sought a patent on the same subject matter and only then apply for a patent. The trade secret
holder could rely on its earlier reduction to practice to establish its status as the first to invent. It
could argue that its longstanding commercial use established that it had not “abandoned,
suppressed or concealed” the trade secret technology. If such delaying tactics were permitted,
they would arguably be unfair and contrary to a host of policy considerations.

Thus, the first-to-invent system makes an unequivocal forfeiture based upon prolonged
secret commercial use an essential feature of the system. An inventor that long delays patent
filing while undertaking commercial use of an invention must fail at attempted patenting either
because the law finds the activity to represent abandonment, suppression or concealment or a
forfeiture under section 102(b). Otherwise, the first to invent would have a risk-free opportunity
for delaying filing indefinitely to the public detriment, and then snatch back the patent from
anyone else later making the invention and seeking a patent for it.
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On the other hand, the first-inventor-to-file system puts every inventor at equal risk of
losing the right to patent unless and until a patent filing date is secured. The person who is the
first to invent and then delays filing while pursuing a commercial use cannot use the early
invention date to frustrate a later inventor that files a patent application first. Instead, the later
inventor will be able to obtain a valid patent.

This difference between a first-inventor-to-file standard and the first-to-invent system is
fundamental and profound. This difference requires a careful reassessment of the role of the
forfeiture provision in the context of moving to the first-inventor-to-file standard, even if patent
harmonization does not accompany the move to the new standard.

A careful analysis of the facts of Merullizing Engineering in the context of a first-inventor-
to-file standard indicates the better policy choice is to eliminate the forfeiture so that the patent
incentive remains for all inventors to become the first inventor to file — and make the earliest
possible disclosure of new technology. Indeed, it is only this policy choice under a first-inventor-
to-file standard that motivates an early disclosure of the invention and it is the patent-incented
disclosure that can most readily and rapidly produce progress in the useful arts.

Strong policy reasons, important economic factors, and sound practical considerations
argue for removing the forfeiture from the patent law once a first-inventor to file standard is
adopted.

3. Elimination of Derivation-Based Prior Art

The Federal Circuit has interpreted existing 35 U.S.C. § 102(f), barring a patent when the
patent applicant “did not himself invent the subject matter sought to be patented” to mean that an
inventor’s personal knowledge learned from another can represent “prior art” that must be taken
into account in determining if an invention is non-obvious. QddzOn Products Inc. v. Just Toys
Inc., 122 F.3d 1396 (Fed. Cir. 1997).

This decision has proven controversial and has led Congress to consider reversal of the
QddzOn holding in situations where the knowledge of the invention is obtain through a joint
research agreement, The so-called “CREATE Act” was drafted to address and reverse the
QddzOn holding.

The Section favors, in a harmonization context, a solution to the QddzOn situation that
consists of two parts. First, codification that the right to seek and obtain a patent is the inventor’s
right. This eliminates the possibility that a person who derives an invention can be entitled to
patent the invention. Because such a non-inventing patent applicant “did not himself invent the
subject matter sought to be patented,” the “right to patent codification accomplishes literally and
precisely what the language of 35 U.S.C. § 102(f) provides.

With the codification of the “right to patent” added to the patent statute, the provision in

subsection (f) of section 102 (“he did not himself invent the subject matter sought to be
patented™) is simply repealed. With the repeal of this section, an inventor’s personal knowledge is
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unavailable for determining obviousness under 35 U.S.C. § 103. Thus, the OddzOn holding is
overruled.

Policy considerations that support overruling OddzOn include the following:

. It unfairly punishes a true inventor for what he knows. Any other person making
the same invention could be entitled to a valid patent for the same invention.

. It encourages ignorance, rather than communication. It makes no policy sense to
deny an inventor a patent because he had a private communication with another
scientist.

. It obviates the need to make complicated remedial changes to the patent law to
eliminate untoward effects, including the CREATE Act.

. 1t avoids the need in patent litigation to proceed with discovery related to the issue
of “what did the inventor know and when and from whom did he learn it”?

. 1t provides the patent owner a greater degree of certainty and reliability that the

patent will not be invalidated because some personal knowledge of the inventor is
deemed to render a patented invention obvious.

. Tt avoids the potential for unrecognized “inequitable conduct” issued based upon a
later contention that the inventor had personal knowledge that might have
rendered to the invention obvious, but was withheld from the PTO.

This principle continues the protect an inventor against derivation, but does not then
punish a true inventor of a claimed invention from validly patenting an invention that is otherwise
non-obvious simply because of personal knowledge of the true inventor.

4. Repeal of Other “Loss of Right to Patent” Provisions

The Section favors, in a harmonization context, repeal of the two remaining provisions in
35US.C. § 102 that relate to loss of right to patent. These are 35 US.C.§ 102(c)
(abandonment) and 35 U.S.C. § 102(d) (premature foreign patenting).

The move to a “first-inventor-to-file” system makes it desirable, to remove a set of either
little used, increasingly archaic and/or clearly unnecessary or undesirable provisions affecting the
right to patent in 35 U.S.C. § 102. This includes removal of the obscure provisions on loss of
right based upon “abandonment” and premature foreign patenting under 35 U.S.C. §§ 102(c) and
(d). Today, 35 U.S.C. § 102(c) (abandonment) and 35 U.S.C. § 102(d) (premature foreign
patenting) are essentially “dead letters.” Over the past several decades, no patent has been
invalidated for “abandonment” and in fewer than a handful of situations has an issue under 35
U.S.C. § 102(d) even arisen in reported patent cases.

5. Elimination of Use of Tnvention Dates.

The adoption of a first-inventor to file system necessarily eliminates the use of invention
date proofs to antedate a prior-filed application for patent that would otherwise be prior art. This

4.
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is the mechanism by which the first inventor to file has a right to secure a valid patent that cannot
be patented a second time by a later-filing inventor.

The Section further supports, in a harmonization context, the principle that invention date
proofs cannot be used in a 35 U.S.C. § 102(a) context. This permits an inventor making an
invention to dedicate the invention to the public through publication of an invention. If invention
dates could be used to eliminate such prior art, this ability to dedicate an invention to the public
could be frustrated.

More importantly, it would impact on the ability of an inventor to make use of the grace
period. If after the publication of an inventor, another inventor could file an application for patent
and use invention dates to antedate the inventor’s publication, the antedating inventor would be
entitled to the patent as the first inventor to file.

For these and other reasons, the “best practice” under a first-inventor-to-file system is to
eliminate the use of invention dates for any and all purposes.

6. Prior Art Definition; Elimination of Geographic Considerations in
Determining Prior Art

The Section offers, in a harmonization context, a specific definition of prior art.

Desirability of elimination of geographic considerations in determining whether knowledge
of an invention is sufficient to qualify as prior art. The “in this country” limitation that U.S. law
imposes on non-published prior knowledge should be repealed. This limitation has become
increasingly untenable as jet travel has removed geographic barriers on the geographic mobility of
persons skilled in the art and modern means of electronic communication have decimated other
geographic barriers to information flow. Thus, a more contemporary standard is essential to
distinguish knowledge arising from some form of disclosure that ought to constitute prior art from
knowledge whose character is such that an invention should nonetheless be regarded as novel and
patentable.

In Europe, any divulgation of an invention that is deemed to have been non-confidential
can represent a disclosure that constitutes prior art. Such a standard, applied globally, leads to
transparently nonsensical and unacceptable results. Entirely secret and inaccessible information to
persons skilled in the art nonetheless qualifies as a patentability-destroying disclosure. A number
of additional hurdles beyond a single, non-confidential “divulgation have been proposed. One
such hurdle would be to impose a requirement that accessibility of the information should be
“reasonably possible.” The Section does not support a “reasonably possible™ standard because of
the lack of clarity in the manner this would operate.

The emerging consensus position, while recognizing the desirability of removing artificial
geographic limitations, nonetheless retains the essential rationale for imposing such limitations —
the more inaccessible the information, the greater the policy interest in disregarding a remote and
inaccessible disclosure as prior art. Hence, the emerging consensus standard focuses not on
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attempting to make increasingly meaningless geographic limitations, but by on a standard
requiring both reasonable and effective accessibility of information to qualify as prior art.

The Section proposes that both concepts — reasonable accessibility and effective
accessibility — be separately defined and independently applied to assure a complete and objective
limitation on the scope of activities that can constitute prior art. Together, the two concepts —
one of reasonableness and the second of effectiveness — are designed to prevent a substantially
unavailable and/or unintelligible or non-informing disclosure from qualifying as patent-defeating
prior art:

Under the proposal, a disclosure cannot be considered to be “reasonably accessible” unless
the efforts required to secure access to the disclosure by a person of ordinary skill in the art are
not unreasonable or undue. At one extreme, a disclosure in a database or other searchable
repository, such as a cataloged disclosure in a library, would be deemed reasonably accessible. At
the other extreme, an unrecorded, oral divulgation whispered by one individual to another that
occurred once in a remote and isolated locale, without more, would not by itself establish
reasonable accessibility.

A disclosure cannot be considered to be “effectively accessible” unless a person of
ordinary skill in the art would be able to comprehend the disclosure and discern its technical
import. At one extreme, a publication in the English language appearing in a reputable
professional journal would be regarded as effectively accessible. At the other extreme, the subject
matter contained in an encrypted electronic file, even if reasonably accessible for downloading on
the Internet through a search engine, would not be regarded as being effectively accessible absent
the ability to unencrypt its technical contents using reasonable efforts.

This standard has the further advantage of being capable of application in a uniform and
harmonized manner by patent offices throughout the world. Thus, it represents a desirable
outcome of any negotiations that might lead to a globally applied standard for prior art.

7. Filing of Patents and Published Patent Applications As Prior Art

The Section supports a simplified treatment of the filing of patents and published patent
applications as prior art. Published U.S. patent applications become prior art as of their effective
filing dates and are available for use in either novelty or non-obviousness rejections. Published
PCT applications are treated no differently. U.S. patents are treated no differently from published
patent applications.

Because the United States is a signatory to both the Paris Convention and the Patent
Cooperation Treaty, the provisions in both these treaties must be observed the determination of
prior art based upon a first-inventor-to-file principle. The Paris Convention creates a so-called
“right of priority.” The United States is obligated to make the determination of a first-filed
application for “first-inventor-to-file” purposes by taking into account any foreign-filed
application of an inventor if entitled to the right of priority. Thus, in determining whether a patent
or published application for patent is earlier filed, the Paris Convention priority filing date must be
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used. Tn contrast, under existing 35 U.S.C. § 102(e), Paris Convention priority filings are ignored
in giving prior art status to a patent or published application for patent as of the filing date for the
patent or application. See Jn re Hilmer, 149 USPQ 480 (C.C.P.A. 1966).

Second, the Section supports the proposition that an international patent application,
published under the Patent Cooperation Treaty, need not have been published in the English
language in order for the publication application to represent prior art as of the international filing
date under the Treaty. The existing requirement for an English-language publication cannot be
maintained in a first-inventor-to-file context and must be removed.

This language limitation on the qualification of a PCT application as prior art was
permitted under the reservation taken by the United States with respect to Article 64(4) of the
PCT. (In pertinent part, “[a]ny State whose national law provides for prior art effect of its patents
as from a date before publication, but does not equate for prior art purposes the priority date
claimed under the Paris Convention for the Protection of Industrial Property to the actual filing
date in that State, may declare that the filing outside that of an international application
designating that State is not equated to an actual filing in that State for prior art purposes.”)
However, the reservation only applied to a country operating a so-called “first-to-invent” system,
i.e., where the Hilmer doctrine can be observed so that the Paris Convention priority date need
not be used as the date a patent or published application has prior art status.

In addition, the invention date for the claimed invention is no longer used as the reference
point for what can be considered prior art. [nstead, a patent or a published patent application
becomes prior art if the patent or published application for patent is effectively filed before the
effective filing date of the claimed invention instead of before the invention date of the claimed
mvention.

The original rationale for treating patents (and, by extension, published applications for
patent) as prior art from the filing date of the patent or application in the first-to-invent system
was offered by the Supreme Court in Alexander Milburn v. Davis-Bournonville Co., 270 U.S.
390 (1926). The rationale in part was that the prior art status of the patent or application for
patent is to be determined independently of the period of delay in the issuance of the patent (or
delay in the publication of the application for patent) once filed. This rationale necessitated the
prior art status reach back to the filing date of the patent or applications, i.e., the applicable date
had no delay existed between the filing and the issuance of the patent or publication of a pending
application for patent. For this same policy rationale, the first-inventor-to-file uses the effective
filing date as the date prior art status is accorded for both novelty and non-obviousness.

Because the determination of when a patent or application for patent was effectively filed
requires consideration of prior-filed applications, not all subject matter in the patent or published
application for patent may have the same effective filing date. When the description is effectively
filed depends on whether the subject matter described was carried over from an earlier-filed patent
application. Some decisions of the courts, however, ignore subject matter from an earlier-filed
priority application that is carried over into a later-filed patent or published application in
assessing the effective filing date for the “carried over” subject matter. See In re Wertheim, 209
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USPQ 554 (CCPA 1981). The Section is not intended to follow the Wertheim decision, but
adopts a simple “whole contents™ approach that is contrary to the holding of the court (i.e., the
holding from Wertheim that is inconsistent with the ““‘whole contents” approach, stating: “While
some of the reference patent disclosure can be traced to [the priority application], such portions
of the original disclosure cannot be found ‘carried over’ for the purpose of awarding filing dates,
unless that disclosure constituted a full, clear, concise and exact description in accordance with §
112, first paragraph, of the invention claimed in the reference patent, else the application could
not have matured into a patent, within the Milburn § 102(e) rationale, to be “prior art” under §
103.7)

In a nutshell, the proposed treatment of PCT applications permits finality in the scope and
content of the relevant prior art to be ascertained sooner (i.e., immediately upon publication of an
application for patent), permits a global application of a common prior art standard that would not
be possible if National State entry were required for a prior art effect, and permits the inventor to
dedicate an invention to the public in a more full and certain manner if a decision is reached not to
seek the issuance of patents in the United States and other countries.

The only alternative would be to require National Stage entry under the PCT before a
published PCT application would have a prior art effect from its effective filing date. As noted
above, this would frustrate and early and final determination of the scope of the prior art, a
globally common standard for treating published PCT applications, and the ability to dedicate the
invention to the public without the expense of country-by-country National Stage Entry.

Finally, treating published PCT applications in a non-discriminatory manner compared to
published U.S. patent applications creates little or no incremental examination burden. The issue
of affording foreign language prior art for PCT applications exists in a nearly identical measure
even if the English language publication requirement could be maintained in a first-inventor-to-file
system. FEvery foreign-language PCT published application constitutes prior art that must be
applied to later-filed applications of U.S. inventors. The only issue is the 18-month delay issue:
Are later-filed applications of U.S. inventors later than the filing date or the publication date of the
foreign language PCT application?

8. Exclusion for Commonly Owned Inventions for Disclosures Made Directly or
Indirectly by the Inventor

The Section supports without substantive change two principles of existing U.S. patent
law. Unless a statutory bar, i.e., 35 U.S.C. § 102(b), the inventor’s own disclosures do not create
prior art, whether the disclosure of the inventor alone or through another person. Thus, the so-
called one-year “grace period” is preserved, although the inventor will not be able to resort to use
of invention dates to remove a pre-filing disclosure made by a third party as prior art.

Second, the Section supports without substantive change the amendments to

35 US.C. § 103 made as part of the Patent Law Amendments Act of 1984, excluding as prior art
certain commonly owned inventions. Moreover, because of the changes to derivation law
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supported by the resolution, it accomplishes — but with greater thoroughness and completeness,
the changes to the patent law sought by the sponsors of the so-called CREATE Act.

9. International Grace Period

As under existing U.S. patent law, the Section supports continuation of the so-called
“grace period” as a domestic grace period. Thus, it requires that an application for patent be filed
within the one-year period in the PTO (or through the Patent Cooperation Treaty). Priority
application filing does not qualify as a filing for the purpose of determining whether the filing was
within the grace period.

However, the proposal of a Paris Convention priority application would be sufficient to
satisfy the one-year requirement, but only if part corresponding changes in the patent laws in
Europe and Japan. In this sense, the possibility of an international grace period provides a quid
pro quo among parties to any harmonization agreement.

10. Obviousness-Type Double Patenting

The proposal makes any new statutory provisions that would create a “first-inventor-to-
file” system subject to the existing judge-made law on “obviousness-type double patenting.”
Thus, the same inventor would not be entitled to obtain multiple patents for the same patentable
invention, except by making an appropriate disclaimer of independent terms and separate
ownership for the patent deemed to be the second patent for the same patentable invention.
Similarly, an assignee taking advantage of the provisions that preclude using certain earlier-filed
applications for patent for being applied as prior art against later-filed applications for patent
would be subject to the same double patenting considerations that are applied under existing
patent law.
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The five-year study of the operation of the U.S. patent system by the NRC has produced a
report that challenges the reader to rethink some of the most fundamental precepts that have
undergirded the patent law for generations. In most of the areas where the NRC has
recommended changes to the patent laws, its reasoning is sound and its perspective disarmingly
refreshing. As the Section has worked through the issues raised by the NRC, it has become clear
that the package of three principal reforms — first-inventor-to-file and other simplifications of the
law of patent validity, elimination of “subject elements” from most patent litigations, and a post-
grant opposition that would allow a challenger to seek correction of any mistakes made in issuing
a patent — would together have the potential to work a near revolutionary improvement in the
efficiency and effectiveness of the operation of the U.S. patent system.

The Section, therefore, would urge the Congress, the United States Patent and Trademark
Office, and the various constituencies interested in the operation of the patent system to answer a
simple question. Whether inventor, patent owner, or patent challenger, would the benefits of
these reforms — the simplification, the elimination of subjective elements, the ability to rely almost
exclusively on publicly accessible information in evaluating the patentability of an invention —
make the U.S. patent system better or worse?

The essence of a fair and balanced package of reforms is that every constituency finds
some feature that is potentially troublesome, but not so troublesome that the benefits of the
package do not more than counterbalance any negatives. The best tribute that the Section could
offer to the NRC would be to note that, while everyone may object to something in the report,
few can rationally question the overall advantages that would flow from prompt enactment of its
three fundamental proposals for reforming the patent statute.
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Mr. SMITH. Thank you all for your encouraging comments as well
as your constructive suggestions.

I'm pleased in looking at everybody’s testimony that there seems
to be so much agreement. Needless to say, that’s not surprising
that there’s going to be some disagreement, and maybe we can talk
about two or three of those issues a little bit more extensively.

Let me go through the print and let me know if you disagree
with some of my conclusions.

This is section by section. Section 3, the first inventor to file, the
first to file, it’s my understanding that everyone supports that, al-
though, Mr. LaFuze, I realize you feel that harmonization only goes
so far, and I agree with some of the points that you have made
there. But just in general I'm talking about here.

On Section 4, the right to a patent, I think generally everyone
supports that or doesn’t have a position. Same with duty of candor.

Section 6, the right of the inventor to obtain damages. Paragraph
6 I think most support, though there are some changes and some
details to be worked out.

Injunctions is an area—let me come back to that in a minute be-
cause I know there is some disagreement.

The same thing on continuation applications. On section 9, post-
grant proceedings, expansion of 18-month publication, everyone
seemed to support.

Let’s see on—let’s see. Let me jump over to the other part of
post-grant opposition. General support with changes, and does any-
one disagree with Mr. Lutton’s suggestion for the two windows or
are you familiar with that. Does anyone have any strong opposition
to that? Just a little bit of a variation of a theme?

I don’t want to get bogged down on this, but, Mr. Hawley, yes.

Mr. HAWLEY. Thank you, Mr. Chairman., IPO is actively consid-
ering a number of different alternatives. Currently, the Board of
Directors’ position is that the 9-month window is correct for the
procedure as it’s defined. If you go to a longer period or a procedure
that’s more like a revocation, then some of the other features may
need to be changed, such as the standard of proof, and it becomes—
begins to become quite interrelated.

Quite concerned about long periods of indefinitiveness, particu-
larly for those of our members who need to take advantage of the
venture capital system and having their patent at risk for long pe-
riods of time for small companies, start-up companies is generally
not a good thing for them.

So we are actively considering other alternatives, but at the
present time, we support just the 9-month window.

Mr. SmiTH. Okay. Mr. Kushan.

Mr. KusHAN. Genentech is generally in favor of a fixed period
after the grant of the patent as the window of opportunity for post-
grant opposition proceedings. The main reason for that is on bal-
ance as the patent life continues on, we are in a situation where
we're about to reach the market with our drug product, and it’s ex-
tremely difficult to have the scenario of a patent challenge go back
to the PTO once we're that close to the market.

There are many concerns about how you balance that. We cer-
tainly can appreciate the need for an efficient administrative proce-
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dure being available when patent challenges arise, but we have to
balance that.

Mr. SmiTH. Okay. When it comes right down to it, we’re just talk-
ing about a few months to differentiate you all, and I don’t think
in the end that’s going to be one of the real areas of disagreement.
We'll 1 suspect be able to work that out.

But another subject that’s a little bit more—it’s equally if not
more critical are injunctions and there is some disagreement there.
Mr. Lutton, I think you feel that the current system is not working.

Do you want to explain why? Whereas let’s see Mr. Kushan op-
poses the reform as well. If you’ll give your reasons for what’ wrong
with the status quo as well as whether you see any areas where
we can talk more about middle ground?

Mr. LuTrToN. Okay. Let me try to do that quickly. The—to sum-
marize the statute currently says that injunctions are available
based on principles of equity. What we believe is the courts are not
really following that or at least they’re not giving it any breadth
beyond the cases of national health emergencies. An illustrative
case is this Merck Exchange against eBay case that was just de-
cided recently. It was an appeal from the district court in Virginia,
where the court balanced equities and believed that an injunction
was not appropriate and the Federal Circuit reversed—this was
only a month ago—and essentially rejected a number of possible
bases for the denial of the injunction and effectively limited it to
only national health emergencies.

Our core focus is we'd like to see a little more breadth in the
word equity than national health emergencies, so we’re looking for
any principles of equity, any ability of the Congress to inject back
into that standard or reinstruct the courts that this is not just
about health. It’s about doing equity for this injunctive relief.

Mr. SMITH. Okay. Thank you, Mr. Lutton. The Gentleman from
California, Ms. Berman, is recognized for his questions.

Mr. BERMAN. Thank you, Mr. Chairman, and I'd like to express
the hope there might be a second round if we still got to stick
around here anyway, just because there’s so many issues raised by
this excellent panel.

Just—my—just taking the area the Chairman was asking about,
all four of you agree with a post-grant opposition process; is that
correct?

That makes me—let the record show they nodded their heads
yes.

Mr. SmiTH. Well, with a few changes I think most do support it
as a matter of fact.

Mr. BERMAN. Yeah. Well, I think they all support a—we’re get-
ting into how long it should be available and other issues, but they
all support it.

If—my assumption is you support it because you think it’s a
more efficient and quicker way of resolving issues of questionable
patents than litigation, very expensive litigation.

If that’s the case, why doesn’t it make sense to open up when a
notice of infringement, a letter of infringement has gone out, open
up this process at that point for a short window so that this more
efficient process can perhaps avoid the need for what now really
looks like it might be a subject to litigation, and I guess I'm asking
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that to the people who are resisting that, which seems to be every-
one except Mr. Lutton.

Mr. LurTOoN. Unfortunately so.

Mr. HAWLEY. Yes, I'll address that just very briefly because again
our—my mandate from the board is limited to our past resolutions,
but I can——

Mr. BERMAN. No, let’s just talk among ourselves——

Mr. HAWLEY. Talk among ourselves and we’ll be—give you some
of the perspectives that, as a result of some of the discussions that
we’ve had. And I think it was best put actually by a good friend
in the ABA, who talked about designing a post-grant opposition
system which, as you can see from the committee print, has a very
large number of features to it. It’s one thing to say that it would
be wonderful to have a post-grant opposition system and then it’s
another thing altogether to agree on all of the details that might
be incorporated in such a system.

And the point that’s typically made is that if you are designing
a post-grant opposition system for the purpose of providing some
kind of final review for patents that are just issuing from the Pat-
ent Office, you design your system in terms of the burdens of proof
and the processes and everything else in one way, and if you are
really saying that a post-grant opposition procedure is much more
than that and akin to what we find in most foreign jurisdictions,
which is a revocation proceeding, then you would design it in an-
other way in terms of the rules of evidence that would be——

Mr. BERMAN. But bring that down apart from—I didn’t want to
address the total post-grant opposition. I understand it’s com-
plicated. Just the issue of opening it up after the notice of infringe-
ment has gone out. That’s what I was asking about.

If one of you could sort of just try to address that aspect of it.

Mr. LAFUZE. If we’re not requested to give views of our groups,
I would be happy to respond——

Mr. BERMAN. Yeah.

Mr. LAFUZE.—to that. The systems that we have discussed and
the systems that are proposed are streamlined procedures. Primary
evidence coming in by affidavit or declaration

Mr. BERMAN. Right. Right.

Mr. LAFUZE. And only a right of cross examination, which is a
limited discovery. It’s designed intentionally to hold down costs, yet
try to get to the meat of the problem.

For patents that are really of great value, there is some concern
that if you move all the review process from the litigation from the
courts to the Patent Office that there may not be a full opportunity
to really explore all the issues that exist. And so I think the theory
at least of some of us is that if we try this opposition proceeding
to correct mistakes that are made in a relatively short time after
a patent issues and let’s see how that works first, we can adjust
the time as may be needed.

If all the litigation from the courts were moved to the U.S. PTO,
I think the U.S. PTO would be so overwhelmed. They don’t have
the staff.

Mr. BERMAN. Right.

Mr. LAFUZE. They don’t have the money. They don’t have the
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Mr. BERMAN. Right. Just because of the—my time—it’s still
flashing. Does that mean I can get another question in.

Mr. SmiTH. The Gentleman is recognized for another minute.
Yes.

Mr. BERMAN. All right. I mean you can’t have patents of great
value that are challenged in a short post-grant opposition so I'm
not quite sure why the value of the patent is the key here.

But let me just turn to the injunction for a second. I guess this
is to Mr. Kushan. You don’t want to change the provision on in-
junction. You want it to—I mean you talk a presumption, but it’s
pretty automatic—finding of infringement injunction issues. Is that
an unfair conclusion?

Mr. KUsHAN. No.

Mr. BERMAN. Okay. Then would you be willing to go with an
automatic stay of an injunction pending appeal?

Mr. KusHAN. That’s an option. I think a lot courts do that now,
where a district court has found infringement; that the patent is
valid and is infringed, and an injunction is appropriate; and then
there is a disruption that’s possible to the market or to the other
party.

Mr. BERMAN. The judges weigh the equity.

Mr. KUusHAN. They can weigh the equity as they do it now. There
are many cases recently

Mr. BERMAN. Why is—if it’s good for that, why isn’t it good for
the injunction?

Mr. KusHAN. Well, the proposal in the committee print is not
bad. What you have in the committee print is a shift in the philos-
ophy of entitlement to an injunction. It’s going from an entitlement
that the patent owner, with a—this is a valid patent that has been
infringed. With that perspective, the property right that is the pat-
ent gets its value by being able to

Mr. BERMAN. What if you took it out of the burden argument,
and you just gave the injunction as a tool for a judge to utilize
where the judge concluded based on the evidence presented at rem-
edy that this was an equitable way to handle it? You just sort of
took it out the presumption that’s issued versus presumption that’s
not issued—just left it as a tool for the judge?

Mr. KUusHAN. Well, a lot of business decisions, particularly in the
biotechnology sector, are premised on the patent being able to ex-
clude use that’s not authorized under the patent. That premise is
very tangibly felt in the biotech sector because it’s a fundamental
part of the business equation of developing a biotech drug.

Mr. BERMAN. But we know that money can assuage.

Mr. KUSHAN. But in this setting, you know, it’s not necessarily
a bad thing to force biotech companies to develop different drugs.
I mean there is a benefit overall to a system where exclusivity is
respected. My—I can only provide a perspective of Genentech. Cer-
tainly, we have a reliance on the exclusivity of the patent, and in
the absence of evidence that suggests that it should not be grant-
ed—an injunction should not be granted—that the equity should
tilt in favor of the patent owner.

And again, I'll reiterate. We're dealing with valid patents, not in-
valid patents. These are valid patents that are infringed. So it’s not
one of these issues of we don’t know whether the patent is of ques-
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tionable validity. This is a legitimately issued patent. When you
have that setting, you should have the right to exclude, and let the
burden fall on the shoulders of the other party to show why an in-
junction should not be issued.

But again, I don’t want to be entirely negative about this topic.
The issue seems to be the use of that threat in an inappropriate
way to affect litigation and to increase risks and induce settlements
that are not appropriate. There are lot of misuses of that threat.
I think the Committee can spend some time looking at reforms to
the litigation equation that mitigate that risk.

Mr. BERMAN. But there are a lot of misuses of this——

Mr. SMITH. And the Gentleman’s time has expired. The Gen-
tleman from Virginia, Mr. Goodlatte, is recognized for his ques-
tions.

Mr. GOODLATTE. Thank you, Mr. Chairman. Mr. Hawley, as 1
mentioned in my opening statement, software and other high tech
companies face a serious problem. Many of their inventions and
products involve hundreds of patents which must be lawfully
cleared for use. In this environment, do you see how the threat of
a permanent injunction by one nefarious party could impede the
development of innovative products and encourage disproportionate
settlements from high tech companies? And if so, what can be done
to solve this problem without rolling back permanent injunction,
since I understand that’s one provision of this legislation you're not
happy about?

Mr. HAWLEY. I apologize that I don’t fully understand your ques-
tion, but let me say a few things in response.

The software industry and the microelectronic industry is not
unique in having products that are covered by large numbers of
patents. We are in the electro photographic copying business, and
I think you would be quite amazed at the stack of patents that cov-
ers any particular electro photographic machine. There could be
thousands.

Mr. GOODLATTE. I understand. One of those many hundreds of
patents is challenged and an injunction is issued. What do you do
about it if you can’t have a——

Mr. HAWLEY. I think——

Mr. GoopLATTE.—different way of handling injunctions than is
handled under current law?

Mr. HAWLEY. When you are faced with a patent infringement
suit on a portion of a large machine, maybe a small portion, you
have a fairly long period of time in which you can evaluate the de-
sign around alternatives. Litigation lasts for a very long time.
You're usually well aware of the patent before it issues.

Mr. GOODLATTE. But can’t the treble damages penalties that are
hanging over your head ensue from the date that it’s been brought
to your attention that the patent might be infringed upon and
therefore if you loose that process all during the time that you're
doing exactly what you’re talking about, you're subject to quite a
heavy threat of losses if you do not settle up with this party that
may be trying to hold you up from every other aspect of moving for-
ward with your product?

Mr. HAWLEY. Okay. You're getting into the area of treble dam-
ages and with respect to treble damages in any serious disputes
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you will have ameliorated your risk by obtaining—but exercising
your duty of due care and obtaining opinion of counsel, and if the
opinion of counsel is that you don’t have any other alternative, you
design around the patent and go about your business. Otherwise,
you're not being—you’re not subjecting yourself to treble damages.

So the treble damages hanging over your head is that the com-
mittee print addresses itself to is really—the provision in the com-
mittee print is really an anti-troll provision in the sense that we
are now getting on a fairly regular basis non-specific accusations
of infringement that are essentially form letters that are sent to
hundreds—I've heard as many as thousands—of companies.

All of those place those hundreds or thousands of companies into
a legal limbo.

Mr. GOODLATTE. I've got other questions to ask.

Mr. HAWLEY. I'm sorry.

Mr. GOODLATTE. I'm going to have to cut you short. But let me
turn to Mr. Lutton and ask him based upon Mr. Hawley’s testi-
mony that permanent injunction is the primary remedy by which
patent owners can enforce their exclusive rights, do you believe the
injunction provision in the committee print could inhibit legitimate
patent owners from getting an injunction in cases in which there
are only one or very few patent claims involved in litigation? And
if so, do you have some suggestions on how to prevent that prob-
lem?

Mr. LuTTON. The answer is no. I don’t think it could because the
provision in the committee print is simply instructing a court to do
equity. It’s providing another factor that the court should consider
or amplifying a factor that the court should consider in admin-
istering equity.

That being said, I would echo again the comments I made earlier
that I do believe that what—the core of what we’re looking for is
a reinjection of principles of equity into the injunctive issue, re-
empowering courts to decide whether in a particular case an in-
junction is needed or not. If it is needed, it should be granted. If
it’s not, it shouldn’t.

Mr. GOODLATTE. Let me get in one more question if the Chair-
man will allow me and just ask all the witnesses if they can tell
me why small businesses or independent inventors should support
any of the provisions of this print? What’s in it for them? Start
with Mr. LaFuze.

Mr. LAFUZE. First of all, it’s a less costly system. Second of all,
it’s a more predictable system. In a perfect environment, you ought
to be able to go to the Patent Office, take a look at the file wrapper,
take a look at what’s publicly available and tell what the scope of
the patent is and whether the patent is valid or not. The system
that we have now is predicated on many different kinds of secrets
that are not publicly available. You can’t tell easily whether some-
thing has been offered for sale what constitutes the bar. You can’t
tell when somebody may have conceived, reduced practice, used
diligence in terms of advancing an invention. There are so many
unknowns with the system that we have today that you can’t tell
really what rights you have very easily. And it’s very expensive to
litigate them, as we all know. And we need a system that gives a
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simpler, fairer, more cost effective, more predictable outcome to the
question of what valid rights do you have as a patent owner.

Mr. GOODLATTE. Mr. Kushan?

Mr. KusHAN. Thank you. Two reforms are going to enhance the
ability of the independent inventor and small business to use our
patent system.

First, I think it’s going to be a very good thing to dispel the myth
that the first to invent system has benefits for the independent in-
ventor. As a company that spends millions of dollars in interference
proceedings, it’s certainly not a cheap proceeding and if—consid-
ering as the statistics have shown, that 13 or so people who got—
were worse off because of the system over the last decade, it’s not
benefiting them. A fairer system is one where a true inventor who
files an application first gets the patent and there’s no fight.
There’s no cost. It’s just over. That’s more predictable, more cer-
tain, and it will cost a lot less.

The reforms that Mr. LaFuze has walked through also make it
clear to understand what you’re going to get.

Post-grant opposition proceedings are also valuable to any patent
owner, including the independent inventor. The big question that
companies face when they see a patent or license offer is whether
that patent is valid. If you have an opposition proceeding and your
patent has gotten through that proceeding, that’s going to be a very
solid, definite and certain legal right. And that’s going to induce
very healthy negotiating processes between the patent owner and
the company, and I think everybody who values their patent right
is going to want to have that kind of an assurance of patent quality
behind it.

Mr. GOODLATTE. Mr. Chairman, do I have your lead to allow the
other two witnesses to answer that question or

Mr. SmiTH. The Gentleman is recognized for an additional
minute for the other two witnesses to answer.

Mr. GOODLATTE. You each get 30 seconds.

Mr. LuTTON. I think this bill is tremendously beneficial to small
business. They benefit from quality of patents. They benefit from
predictability in the system, but most of all they benefit from con-
trol around damages and injunction abuses. The small business
that goes out of business—if they have to spend 5 or 10 million dol-
lars defending themselves, and there’s so much of that burden that
they’re bearing now that this bill will be tremendously beneficial
for them.

Mr. GOODLATTE. Thank you. Mr. Hawley.

Mr. HAWLEY. You asked about what the benefits are. All of the
benefits that I could think of have already been stolen by my other
panelists here, so I would point you to the—again—the injunction
provision and the specific reference to encouraging the court to con-
sider in an injunction context whether or not the patentee is actu-
ally themselves using the invention. Many small business, small
start ups, individual inventors have not yet found the resources to
do that. And this would limit their ability to—and their oppor-
tunity to negotiate good agreements because of not being users
themselves, they are at a disadvantage.

Mr. GOODLATTE. Thank you very much. Thank you, Mr. Chair-
man.
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Mr. SMITH. Thank you, Mr. Goodlatte. The Gentlewoman from
California, Ms. Lofgren is recognized.

Ms. LOFGREN. Thank you, Mr. Chairman, and thanks for this
hearing.

I have been talking with and listening to my constituents now
for some time and advancing the suggestion that this ought to be
the Congress that really spends a lot more time on issues of patent
law, and I think it’'s—this testimony today makes clear why that’s
important. And certainly the draft before us is recognition of the
importance of this subject matter.

Having said that, it’s not a surprise that we’re going to have to
work through some of these issues yet and the good news is that
we have a great track record of people in the patent community
working together to come up with solutions that we can all work
with and feel good about.

I note that some of the recommendations in the draft bill we had
in H.R. 400 some years ago that was derailed for reasons that I
never felt very compelling and hopefully we’ll have a better chance
this time in keeping valid measures intact in the bill.

But I do want to go into the issue of the injunction. Listening to
Mr. Kushan and Mr. Lutton, it occurs to me that your differing
viewpoints really are a product of your differing industries, and the
things that you’re saying are valid. But the differences of opinion
relate to the different ways that biotech works as compared to
other technology companies. And it seems to me understanding—
and I'm sure you would—the point of view of the other guy because
of the nature of their business. There’s got to be some way to come
up with a resolution that works both for biotech and for the com-
puter industry. I'm just convinced that there would be. So I'm hop-
ing and after we leave the witness table, there will be some discus-
sions and brainstorming on how we—and some suggestions that we
might look at to kind of solve and reach that kind of accommoda-
tion that historically we always have done, and I know we have
fine organizations that can facilitate those discussions if necessary.

I wanted to ask a question on the treble damages section—I
guess to you, Mr. Lutton—the change that it—if a defendant has
received a detailed written notice from the patent owner charging
infringement and identifying the specific claims in patent and al-
leging infringing product. That limitation is that a suitable one
from your point of view or would you go with the rest of them?

Mr. LuTrToN. I would like to—we would like to see that provision,
that part of the bill, removed, and I'll tell you why. The current law
is that mere knowledge of a patent can give rise to a charge of will-
fulness. I do believe the provision that you’ve got in here today will
help take care of that issue. But we believe that all it gives rise
to is a more artful form of letter writing. That allows a patentee
to write a nicely worded letter, put a defendant on notice of a pat-
ent, expose them to triple damage, and we don’t believe that’s the
kind of egregious conduct that should accord—exposure for punitive
damages.

We'd like to see instead that portion removed so that instead the
law focuses on only cases like copying or violating a court order
where there’s truly some conduct warranting punishment by triple
damages.
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The rest of the behavior that we want to incentivize is perfectly
adequately incentivized by the threat of a lawsuit alleging infringe-
ment and awarding actual damages. So we don’t think that this is
an area where we need that tripling of damages.

Ms. LOFGREN. Do the other witnesses agree or disagree?

Mr. HAWLEY. Congressman, if I may. The provision that is in the
committee print is simply one that you were talking about here,
and that is the notice requirement. It’s simply one that establishes
when the accused infringer has a duty of due care. And it doesn’t
automatically mean that if they eventually lose, they are going to
have to pay treble damages because in most circumstances like
that, they will ameliorate their liability by doing a duty of due care
thorough investigation. And we think it’s appropriate. Our mem-
bers think it’s appropriate. 'm sorry.

Ms. LOFGREN. I don’t want to interrupt, but we only have a lim-
ited amount of time, and it seems to me—I mean there are some
academics that are making the assertion that the creation of the
appellate system actually had a result that eliminated the bal-
ancing of equities. I don’t know if that’s true or not, but I think
we've all learned that what intend and what actually happens isn’t
always the same. And the concern I think that’s been expressed is
not what you've said because there’s nothing wrong with what you
said, but that it really wouldn’t work out in the way that you've
outlined. And I don’t know the answer, but we are going to have
a second round, are we not, Mr. Chairman? No? All right. Then I
will—my time has expired, but I would like if I could—and it could
be later—Mr. Kushan, you did mention a concern about the defini-
tion or prior art in the draft, and I would like to know more about
your concerns in that area and we don’t have time here. But if you
could elucidate that at a later date, I'm very interested in it.

Mr. SMITH. Okay. Thank you, Ms. Lofgren. The Gentleman from
California, Mr. Issa, is recognized for his questions.

Mr. IssA. Thank you, Mr. Chairman. Boy, every question leads
to another question.

From a practical matter, if we look at the treble damages ques-
tion—and I'll take almost anyone’s answer on this—but isn’t there
essentially a problem today that to get treble damages and more
importantly to get your legal fees, which is the first step. You
know, often they do not use a multiplier, but they at least—you're
able to recover legal expenses, which is also part of this willfulness.

Isn’t there really conceptually a problem that it’s a high burden,
and seldom accomplished, and you don’t know if you're going to get
it ’til the end of the trial. So—and this is for better or worse from
my experience with 37 patents and way too much time both before
the PTO and in legal proceedings. Don’t we really have the ques-
tion of notice, which obviously everyone runs to some attorney,
who, for a price, delivers you an non-infringement opinion, and
that sort of—that takes care of you as a practical matter until some
future point.

At the present time, that future point is the end of the trial often
or very late. As a practical notice if we instructed the courts to
move their markman hearings up, to bifurcate and make those first
instead of last, even it was a preliminary, if that became the point
at which constructive notice is the point at which you could be eli-
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gible to pay legal fees, the markman ruling is the point at which
you're on notice as to what the patent means. And as an inventor,
I have to tell you: I've sent out those letters and I've received those
letters over the years, and nobody ever tells you what you’re really
infringing, because nobody wants to limit their claim, so no one
gets specific, and you’re right, though. If we pass the law as it is
here, you'll simply have more clever letter writing.

So as we're trying to finalize this document, are those thresholds
that you believe we should be working toward to try to get to an
effective definition of when damages are more than ordinary and
then before I let anyone answer on this, ‘cause I know we’re going
to run out of time, as a matter of injunctive relief, my own experi-
ence, the judges don’t grant it. What they do is they tell you they’ll
give you effectively the indubitable equivalent—and I can never
pronounce that—I apologize, and then what they do is they don’t
have a bond.

So isn’t a major part of the injunctive problem the fact that
bonds are seldom ordered as a pre-judgment and injunctions are
seldom ordered because you really got to do well on that prelimi-
nary injunction. You really have to have five guys you already
stopped and went through the whole trial process or you don’t get
it. And so as a practical matter for inventors, they don’t get equity
unless the guy has money at the end of the road, because they
don’t get the injunction, because that’s a tough standard, and we’re
not likely to change it enough, but they also don’t get a bond until
they have basically until it’s going up on appeal. Then 60 days
after the judgement is made final, they finally get a bond or a
bankruptcy.

Is that an area that we should be working in, and I'd like your
comments on it because those are two of the 20 things I've gotten
written here that I think we haven’t yet refined in our bill.

I guess—since you've been the—Mr. Punitive and Treble Dam-
ages.

Mr. HAWLEY. I don’t know where to start.

First of all, with respect—there was a comment that you made
that I think is illustrative of the problem that we see with the in-
junctive provision is that you almost automatically thought of the
preliminary injunction standards of—and that was what clicked on
when you——

Mr. IssA. Well, because if you don’t win at preliminary injunc-
tion, you normally don’t get an injunction from the judge until the
end of the trial.

Mr. HAWLEY. That’s true. You don’t get an injunction until the
end of the trial, but you do get damages up to the point of an in-
junction.

Mr. Issa. By the way, just for you edification, I am a little
skewed. I worked for 20 years in consumer electronics. Only once
did I ever have a lawsuit against somebody that at the end of the
day really had to pay. You know, the fact is that in that industry
most often you’re infringers have a strong tendency to be people
with very shallow pockets.

Mr. HAWLEY. Agreed. But to get to your point on willful infringe-
ment. The real issue that the committee print addresses is, in my
view, and the view of many of my colleagues, is really, as I said
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earlier an anti-troll provision. It really eliminates the growing prac-
tice of sending out form letters; and, thereby putting hundreds of
people on “willful infringement notice.” Our members are not upset
about having a duty of due care in appropriate circumstances. We
think that that’'s—that willful—that infringers should not be will-
ful, and if they’re properly put on notice with the patent number
and the product that’s involved, we think that’s fair.

The problem we have with the form letter is that there is no
product. You could take Kodak out of the letter, put Motorola in,
and the letter wouldn’t change at all. So we are then faced with
the prospect of having to go figure out whether—what products
they’re talking about and that’s not always a trivial exercise.

So it’s really an anti-troll provision because it’s going to cut out
a lot of the extraneous legal work that is a result of people pro-
tecting themselves from the prospect of treble damages when they
get these form letters.

The provision in the committee print also addresses the issue
that we’'ve heard in the National Academy of Sciences report and
elsewhere where people are intentionally telling their employees
not to read patents because they’re afraid that the mere fact of
reading them will result in a finding of wilful infringement. Under
the committee print, you have to have actual notice. You have to
copy or you have to have in order for willfulness to kick in. So peo-
ple should no longer be concerned about reading patents.

Mr. IssA. Anyone else? With the Chairman’s indulgence?

Mr. SMITH. Mr. Lutton. Go ahead.

Mr. LurToN. Okay. I think we agree with your suggestion that
both in the area of triple damage and in the area of injunction,
there’s a difference between what the law says and what actually
happens. And that’s one of the reasons why we view both of these
provisions as really going to managing risk. And for us, for every
lawsuit we’re involved in that goes to final judgement, which, leav-
ing my company aside, but for every lawsuit that goes to final judg-
ment, there is 25 more that don’t go to final judgment; that get ad-
judicated or settled ahead of time, and for every one of those,
therﬁ’s 25 letters that were written that never made it to a lawsuit
at all.

And so we're really seeing a huge stacking of his risk and every-
one of those carries with it the potential threat of an injunction;
the potential threat of triple damages, which are not decided until
the very end of the road. And so these provisions by bringing some
certainty back into how those laws are supposed to be applied and
the conditions in which theyre going to apply will help eliminate
the current conundrum that we’re in of all the decisions are de-
cided at the very end and they’re all very draconian, and you can’t
really make any reasonable judgments about which cases should be
settled and which ones should go forward because they’re all
threatening a terrible dramatic remedy. So that’s our issue.

Mr. Issa. Mr. Chairman, recognizing were out of time and
there’s no second round, I would only ask that we be able to submit
additional questions to the panel and receive back answers in writ-
ing.

Mr. SmiTH. Okay. And without objection, all Members have that
right.



113

Mr. Issa, thank you for your questions, and it occurs to me you
may be the only actual inventor who is a Member of his Sub-
committee.

Mr. Issa. Well, actually only Roscoe Bartlett and myself are in-
ventors, patented inventors in the whole Congress.

Mr. SmITH. Is that right?

Mr. IssA. And I can’t figure out why in the world he’s not on this
Committee.

Mr. SMITH. And you're glad you are.

Mr. Issa. It’s a conspiracy. Yes, we do have inventors of con-
spiracy.

Mr. SMITH. The Gentleman from Virginia, Mr. Boucher, is recog-
nized for his questions.

Mr. BoucHER. Well, thank you very much, Mr. Chairman. I want
to apologize first for being tardy at this hearing today. We have the
Energy Bill on the floor, and I've been tied up with that for the bet-
ter part of the afternoon.

But my absence here doesn’t reflect a lack of interest in this sub-
ject. I happen to think that patent reform is perhaps the.single
most important thing that we accomplish in the course of this en-
tire Congress. And I want to commend the various externally inter-
ested parties that have come forward and strongly urged the Con-
gress to move forward aggressively on patent reform.

Mr. Berman and I have been discussing this matter for the bet-
ter part of the last 4 years. We have now structured two separate
bills recommending various aspect of steps that could be taken to
improve patent quality, and we think generally beneficiate the pat-
ent system overall, to the advantage of all parties concerned.

And I want to commend today Chairman Smith for the staff
draft or his draft that—I don’t want to say it’s just the staff—it’s
Mr. Smith’s draft that he has put together. It’s a very thoughtful
document, and I think it reflects well the debate and the general
discussions we’ve had ongoing for the past some time.

I'm going to take just a few minutes to ask you to comment on
several matters.

I have the general sense that the current system insulates the
patent examiner; it makes it very difficult for him to acquire infor-
mation about prior art. It discourages the submission of that infor-
mation by third parties. It contains a post-grant opposition pro-
ceeding which is essentially meaningless. It’s a proceeding on the
record, decided on briefs. There’s no opportunity for the
summonsing of witnesses, the cross examination of those witnesses.
No live argument before someone who can decide whether the pat-
ent was properly awarded or not.

And then at the end of that relatively meaningless and non-
participatory process, estoppel applies. And so if you have elected
to take part in it, you're sort of bound by that judgement. You're
precluded from raising the issues in court that could have been
raised in the course of that post-grant opposition that you’ve par-
ticipated in.

So little wonder that it’s not used today. People who have real
objections don’t see this as a meaningful process.

The injunction that issues when there’s a preliminary finding of
patent infringement that basically stops the business activity for
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whoever the defendant is in that case is also extraordinarily prob-
lematic and really interrupts legitimate business activity at the
present time.

And I'm wondering in addition to questioning you on the ade-
quacy of the staff bill with regard to these two matters, whether
there is anything in your opinion that the bill does not contain that
should be a part of it in this overall effort to enhance patent qual-
ity.

So my question for those who would care to answer: Do you find
the post-grant opposition proceeding that is in the bill to be help-
ful? Are there aspects of it that you would like to see us improve
beyond the provisions you see in the bill? It does, as I understand
it, allow for witnesses, allow for argument, and it turns into a real
adjudicatory proceeding within the Patent Office the post-grant
that today is basically meaningless and the injunction provisions
would require an actual showing of irreparable harm, so it would
tend to mimic what we are familiar with in terms of injunctions
apart from the patent process. That strikes me as helpful. And I
would be interested in your reaction to those key provisions and
your suggestion for anything else that ought to be in the bill. Who
wants to go first?

Mr. HAWLEY. I'm never shy. I'll go first.

Mr. BOUCHER. Good. Thank you.

Mr. HAWLEY. I think what you’re referring to is the reexamina-
tion provisions that came in with the AIPA bill, and this committee
print address two of the issues with that that I think will be help-
ful.

The first is to eliminate the estoppel effect of the process in the
Patent Office and the second is to open it up to more patents.
There was a rather severe limitation on the issue date for patents
that could be reexamined. There have only been 75 reexaminations,
and most people that I've talked to the estoppel provisions are the
ones—is the reason that is most often given, and this bill I think
takes care of that.

Mr. BOUCHER. Let me just ask if you think the process that is
outlined in the bill for that reexamination, what I'm referring to as
post-grant opposition, is adequate or do we need to amplify that
process, that post-grant process?

Mr. HAWLEY. No. Our position is that the post-grant opposition
that is proposed for the first time in this committee print, in con-
junction with the improvements to the reexamination provisions,
are a good collection of tools for the patentee to use.

We believe that the post-grant opposition procedure that is in the
bill, as I've said in my written submission, we agree with virtually
every provision that is in there. We think it will be a good system.
It will certainly not be a silver bullet. It will not solve all the prob-
lems of the world, but it will be a process that we believe people
will use and that it will—it is well balanced. To amplify a little bit
on Bill LaFuze’s comments, it’s a streamlined system. It’s designed
to be finished in a year. It’s designed so that that can be accom-
plished. So it’s not a revocation proceedings, which he addressed.
So we do think it’s a good provision and we support it.

Mr. BOUCHER. And the injunction provision in the bill?
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Mr. HAWLEY. The injunction provision in the bill we have more
difficulty with because it’s not simply a minor—in our view, it’s not
simply a minor tweaking of the current process. It’s a real change.
It places the burden on the patentee to establish the need for an
injunction, whereas under most circumstances now the injunction
is almost a matter of right and the defendant needs to say why it
cannot. So that’s a major change.

It also begins to import preliminary injunction concepts that—
and where the preliminary injunction law is going to be borrowed
I'm sure of it and the barrier is very high.

It also encourages the court to determine whether or not the pat-
entee is working the invention themselves, which we feel is akin
to a working requirement and will not be seen with favor by small
companies and small—and individual inventors.

Mr. BOUCHER. I think I know what you think about the injunc-
tion. Mr. Lutton?

Mr. LUTTON. Very quickly. We do support the post-grant. We
view it as a second chance to get it right on the patents that mat-
ter. We think that second window which I referred to earlier is a
critical piece in order to allow us to focus on the patents that really
matter.

We're strong supporters of the injunctive provision that’s in
there, but also believe that there are other ways to get at that
same issue, but we like that issue.

I have two other suggestions for you in terms of things that are
not in the bill that might be worth thinking about.

One is the submission of prior art by a third party from the out-
side during the pendency of a patent application with comment so
that the interested public can provide the PTO with the benefit of
its thoughts on additional prior art.

The second idea is some consideration of whether the burden of
proof for invalidating a patent, which is clear and convincing evi-
dence, ought to be lowered in those instances where the patent ex-
aminer has not had the opportunity to examine the prior art that
is at issue in the challenge later. So clear and convincing may be
a appropriate if the patent examiner looked at this art. The patent
examiner didn’t have that art. It’s totally a new challenge. Maybe
it’s preponderance of evidence.

Mr. BOUCHER. That’s a very interesting proposal.

So you're saying keep the clear and convincing evidence standard
general but apply a preponderance of the evidence standard where
the examiner has not had an opportunity to have benefit of evi-
dence of prior art that whoever wants to challenge the award of the
patent happens to have?

Mr. LurToN. That’s right. And I think the rationale would be
that the presumption of validity and the clear and convincing evi-
dence standard are premised on an examination of the Patent and
Trademark Office. If there was no examination relative to that
prior art, why the presumption?

Mr. BOUCHER. Does the availability of a strong and accessible
post-grant opposition proceeding where witnesses can be brought
in, argument can be held—you get an adjudication before the pat-
ent actually leaves the Patent Office—ameliorate to some extent
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the burden that this clear and convincing evidence standard gen-
eral imposes with regard to court proceedings?

Mr. LuTrTON. To some extent, but not totally. You have to look
at post-grant opposition as a second coarser look at the—or more
granular—let me say it that way—more granular filter through
which a patent must pass. But it is not—it does not have all of the
flexibility and other opportunities over litigation. There are cases
that are going to be litigated even after post-grant opposition. But
I think it provides another—you can really look at the first exam-
ination, which is on average 17 hours, as the first filter. Post-grant
for those cases where it’s brought a second filter. And then for the
cases that are not dealt with that way litigation.

Mr. BOUCHER. Okay. Yes, Mr. Kushan.

Mr. KUsHAN. I just want to briefly emphasize one point about,
and it’s a cross-cutting point, whether you’re talking about post-
grant opposition or other issues, focused on PTO activities, one
thing that we are concerned about is making sure that we plan for
the infrastructure to be sound and fully funded and designed in a
way which will be better than the proceedings we have now. In the
biotech sector, there are a lot of interference proceedings. If we
have that set of rules and practices used to run opposition pro-
ceedings, it won’t be a very good system and we think you need to
consider some structural changes at the PTO to make sure that
you have a very well designed group of people running the opposi-
tion proceedings. This might be done just by setting up a separate
division at the Patent Office to run those proceedings.

The funding issue is also critical, and I think given the con-
straints we have with assured funding, you need to envision a sce-
nario where we have to prioritize the work of the PTO to make
sure that opposition proceedings don’t turn into multi-year pro-
ceedings because of funding problems. So with that, I'll stop and
encourage you to think about how these things will run at the Pat-
ent Office as well.

Mr. BOUCHER. LaFuze?

Mr. SMmiTH. Thank you, Mr. Boucher. Your time has expired.
Without objection, Mr. LaFuze, will you respond very briefly?

Mr. LAFUZE. I will. First of all, the intellectual property law sec-
tion supports the post-grant opposition system that’s in place in the
bill. And secondly, with respect to injunctions, we don’t have a posi-
tion, so I will only offer my own personal comments on that. I think
the injunction issue needs to be broken down into two parts. What
happens after a trial is over and a judgment is entered and a judg-
ment and an injunction is being considered pending appeal. And
then I think the other one, which is an entirely different cir-
cumstance, is what do you do with an injunction when the court
of appeals says the patent is valid, the patent is infringed, and the
remedies under title V include the possibility of in injunction. I
think we need to break those up. There are things we can do with
the bond pending appeal. There are things that we can do with at-
torneys fees if somebody gets an injunction and it turns out they
lose on appeal, and the defendant actually has been injured that
can be measured somehow monetarily, and I think if we break
those two issues apart, separate them, analyze them differently, it
will be easier to handle.
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Mr. SMITH. Mr. Boucher, thank you for your earlier comments as
well as your questions. I might have guessed with all witnesses
being lawyers we were going to have a little bit of a problem with
time constraints. But we had a lot to discuss today as well.

Let me just make the observation that I think it’s evident to any-
one who is here that not only is this an important piece of legisla-
tion, but we’re going to go forward in a bipartisan way and I appre-
ciate the supportive comments on both sides of the podium up here.

We're also serious about going forward in an expeditious way. We
have a tentative mark up scheduled for the end of May. That gives
us I think a reasonable amount of time to continue our discussions.
And we still do have work to do on injunctions and post-grant oppo-
sition and a couple of other continuation applications being another
area that we need to explore, too.

But we've made a lot of progress, and I appreciate all the agree-
ment and the time that you all have committed to the task.

This is the first, as you know, of a couple of hearings, and we
do expect to get to the end with your good help.

Mr. BERMAN. Would the Chairman yield?

Mr. SmiTH. Thank you, again. The Gentleman from California is
recognized.

Mr. BOUCHER. I just want to make about 20 seconds of comment.

Mr. SMITH. Okay. The Gentleman is recognized.

Mr. BOUCHER. To repeat in my opening statement the congratu-
lation on what you’re doing on all this and how you’re going about
it. And secondly, see if the witnesses other than one of you spoke
to the prior—third-party prior art issue—if, in writing you could
just give us your position on allowing the Patent Examiner to get
third-party prior art between publication and grant. I think that’s
an issue the committee print doesn’t address, which having all your
positions would be helpful.

Mr. SMmiTH. Thank you. Thank you, Mr. Berman, and again
thank you, all. We stand adjourned.

[Whereupon, at 6:09 p.m, the Subcommittee adjourned.]
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The Subcommittee met, pursuant to notice, at 12:12 p.m., in
Room 2141, Rayburn House Office Building, the Honorable Lamar
Smith (Chair of the Committee) presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order.

First of all, let me express my appreciation to the great interest
we have in this hearing today. We probably have the best attend-
ance we have had all year on any hearing. We, of course, had a
hearing on the same subject last week, so maybe the interest has
been building as well. We expect to have interest by Members and
appreciate the three other Members who are here today. This is not
the best time necessarily to be conducting a hearing—at noon—but
we hope there will be other Members who will stop by before we
have a final vote and leave town today.

I am going to recognize myself for an opening statement, and
then yield to the gentleman from California, the minority Ranking
Member, for his opening statement as well.

Today the Subcommittee on Courts, the Internet, and Intellec-
tual Property will conduct its second hearing on a Committee Print
to improve patent quality. The print is based on the leading rec-
ommendations developed by the PTO and a broad cross-section of
industry and trade associations that are involved in the formula-
tion of patent policy.

There is no shortage of volunteers nationwide who want to testify
before this Subcommittee. I assure these individuals and groups
that their concerns will be heard and given due process.

Following this hearing, I will work with the Subcommittee Mem-
bers, the Patent and Trademark Office, and others to develop a bill
based on the print, that I expect to move this spring. So I urge all
interested parties to work toward areas of compromise and concord-
ance, knowing that no entity or individual will be entirely satisfied
with the finished product.

Still, there are areas of agreement and the trajectory is encour-
aging. Creation of a post-grant opposition system, tweaks to inter
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partes reexamination, more expansive use of 18-month publication,
a doctrine of a first-to-file construct, elimination of the best-mode
requirement, reformation of the inequitable conduct defense, and
an overhaul of the willful damages prevention have generated
much support. Hopefully, reasoned discussions and good-faith nego-
tiations will generation support for other issues as well. I also want
to emphasize that subject matter not contained in the print could
still be included in the bill.

Last week’s panel featured representatives of larger mainstream
industry groups. Today we welcome witnesses from Government,
small business, the Academy, and the financial world. It is healthy
and necessary to consider as many different perspectives as pos-
sible. Such diversity will only lead to a better work product.

I look forward to hearing from the witnesses shortly, and now
recognize the gentleman from California, Mr. Berman.

Mr. BERMAN. Well, thanks, Mr. Chairman.

Last hearing, we heard differing opinions about which sections of
patent law should be reformed, how those reforms should be accom-
plished. Some of the witnesses stressed changes in litigation rules
for patent cases; others focused on the need to harmonize U.S. pat-
ent laws with the foreign patent law. But all the witnesses seemed
to agree that bolstering the level of patent quality is integral to a
workable patent system.

The whole foundation of the patent system is the idea that the
Patent and Trademark Office grants high-quality patents. How-
ever, in recent years, and particularly since the State Street deci-
sion, a large number of questionable patents have been issued,
leading to increased litigation and uncertainty in markets that are
heavily dependent on patent rights. There are many possible rea-
sons for the questionable quality—lack of funding resulting from
fee diversion; lack of appropriate resources or training materials;
an increase in the backlog of patent applications, which I gather—
we will probably hear from Mr. Dudas—has become stunning; or
even exposure to a new patentable subject matter, such as business
method patents.

While the PTO has made great strides in addressing this prob-
lem, more needs to be done to restore confidence in the patent sys-
tem. The Committee Print has provided a useful set of guidelines
that identify some of the key areas in need of reform. Some of the
provisions are almost identical to the ones Mr. Boucher and I pro-
posed last year. However, an issue we addressed with our third-
party prior art submission provision, and which deserves greater
attention in the Committee Print or any future legislation, is how
to address quality on the front end of the examination process.

I anticipate a spirited discussion today on the merits of some of
the proposals in the Committee Print. And I guess I submit a chal-
lenge to those critical of certain provisions. If you have a problem
with the proposal, help us craft a better solution, because we are
planning to introduce a patent bill, as the Chairman mentioned, in
the near future. I hope that the many interested groups—and here
I guess I want to echo the Chairman—can work together to help
us formulate some answers to the problems facing the patent sys-
tem today.



121

I look forward to working with you, Mr. Chairman, in drafting
this legislation, and yield back.

Mr. SmiTH. Thank you, Mr. Berman. And without objection, the
openiélg statements of other Members will be made a part of the
record.

Before I introduce the witnesses, I would like to invite you to
stand and be sworn in, if you will.

[Witnesses sworn.]

Mr. SmiTH. Thank you. Please be seated.

Our first witness is John Dudas, Under Secretary of Commerce
for Intellectual Property and Director of the U.S. Patent and Trade-
mark Office. In a previous life, Director Dudas worked for this Sub-
committee, so we welcome him back. He earned a bachelor’s degree
in finance, summa cum laude, from the University of Illinois and
a law degree with honors from the University of Chicago.

Our next witness is Richard Levin, a special friend and president
of my alma mater, Yale University. He co-chaired the National Re-
search Council that published a major study of the patent system
last year. President Levin studied history at Stanford University
and politics at Merton College, Oxford University. He also holds a
doctorate in economics from Yale University.

The next witness is Nathan Myhrvold, founder and CEO of Intel-
lectual Ventures, an invention company in Belleview, Washington.
He owns 14 patents and has several others pending. Dr. Myhrvold
received an undergraduate degree in mathematics and a master’s
in geophysics and space physics from UCLA. He later earned an-
other master’s in mathematical economics and a doctorate in theo-
retical mathematics and physics from Princeton University.

Our final witness is Darin Bartholomew, senior patent attorney
for John Deere & Company. Mr. Bartholomew has practiced intel-
lectual property law for more than 10 years. He earned an elec-
trical engineering degree from Northwestern University, a J.D.
from John Marshall Law School, and a Master of Laws from
Georgetown University.

Welcome to you all. We have your complete written statements,
and without objection they will be made a part of the record. We
do ask that you keep your oral testimony, though, to 5 minutes.

And Director Dudas, we will begin with you.

TESTIMONY OF THE HONORABLE JON W. DUDAS, UNDER SEC-
RETARY OF COMMERCE FOR INTELLECTUAL PROPERTY,
AND DIRECTOR OF THE U.S. PATENT AND TRADEMARK OF-
FICE

Mr. Dupas. Thank you very much, Chairman Smith, Ranking
Member Berman, and Members of the Subcommittee. I appreciate
your inviting me to testify today and I commend you for holding
these hearings on your multi-title Committee Print, which proposes
comprehensive changes to our patent system.

The benefits of our patent system have always been obvious to
Americans. You're all familiar with article I, section 8, clause 8 of
the U.S. Constitution granting Congress the power to promote the
progress of science and the useful arts by securing for the limited
times to authors and inventors the exclusive right to their respec-
tive writings and discoveries. That clause was adopted into the
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Constitution without a dissenting vote and without even a recorded
debate. History has repeatedly affirmed the wisdom of our Nation’s
founders in establishing these principles.

The tremendous ingenuity of American inventors, coupled with
an intellectual property system that encourages and rewards inno-
vation, has propelled the growth of our Nation from a small agrar-
ian society to the world’s preeminent technological and economic
superpower. And all of our patented technology finds its way into
the public domain within 20 years, freely available to any and all.
The success of our system has also been the basis for economic de-
velopment in nations around the world.

Unfortunately, a growing chorus of critics now questions whether
the fundamental patent system will enhance or hinder development
in other nations. However, many of the nations questioning the ef-
ficacy of that system have become hotbeds for the manufacture and
export of counterfeit goods, with more than 90 percent of goods, in
some cases in some industries, being counterfeited or pirated.
Therefore we must actively educate the world that respect for intel-
lectual property benefits everyone.

Having and promoting the fundamentally right system, however,
is not enough. Even the best system in the world can and should
improve, and, as you know, at the USPTO our 21st Century Stra-
tegic Plan began as directives from the President and Congress
that we improve. Recently we’ve announced three internal reforms
to improve our Agency’s quality and efficiency. We’re increasing
transparency, we're internally improving our ex parte reexamina-
tion, and we’re saving applicants tens of millions of dollars by re-
vamping our process of applicants submitting appeal briefs. We're
implementing a multitude of improvements and we plan to do
more.

We're also hearing legislative proposals in three general cat-
egories, as you mentioned—operational, litigation reform, and the
convergence of international laws and best practices. In my view,
each of these must center on how the patent system encourages in-
novation and, more importantly, serves the public at large. We
must look at these issues from every angle. We must look at them
from the perspective of the independent inventor who may be the
next Thomas Edison to the perspective of a large company that be-
lieves its innovations are being frivolously tied up in unnecessary
legal knots.

As you reflect upon all of the proposals you hear, I urge that you
not focus exclusively on litigation nor exclusively on the adminis-
trative process. Patent quality begins with the application and it
begins with the applicant. And I can tell you that the number one
challenge I hear from examiners today is one of application quality.
So I'm comforted by Ranking Member Berman, your statement
about the beginning of the process both at the USPTO, but we’ll
take it one step even further back, which is the quality of the appli-
cation and the quality of the process as it comes into the Office, as
well as what happens within the Office. I think all of these issues
need to be considered, but one component shouldn’t be considered
to the expense of others.

We're committed at the USPTO to make sure that our practices
and policies promote innovation and the dissemination of new tech-



123

nologies. While we implement operational reform, we realize that
measures within your domain will make valuable contributions to
the system. The USPTO and the Administration are enthusiastic
to continue working with you closely and be a part of this hearing
as you develop reform legislation to ensure that the U.S. patent
system remains the world’s leader.

Thank you.

[The prepared statement of Mr. Dudas follows:]
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THE HONORABLE JON W, DUDAS
UNDER SECRETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND
DIRECTOR OF THE UNITED STATES PATENT AND TRADEMARK OQFFICLE

BEFORE THE

SUBCOMMITTEE ON COURTS, TUE INTERNET, AND INTELLECTUAL PROPERTY
Committee on the Judiciary

U.S. House of Representatives
“Committee Print Regarding Patent Quality Improvement”

APRIL 28TH, 2005

Introduction
Chairman Smith, Ranking Member Berman, and Members of the Subcommittee:

Thank you very much for inviting me to testify today. I commend you for holding this
hearing and last week’s hearings on improving the patent system. This is a particularly
appropriate time to reflect upon the incredible success of invention and of our patent
system in the United States. It was 215 years ago this month that our young nation
adopted its first patent statute. On April 5, 1790, your predecessors in Congress passed
the final version of the statute, and President George Washington signed it into law on
April 10.

Strength of our Patent System

The benefits of our patent system have always been obvious to Americans. You are
familiar with Article T, Section 8, Clause 8, of the U.S. Constitution, granting Congress
the power “to promote the progress of science and the useful arts, by securing for limited
times to authors and inventors the exclusive right to their respective writings and
discoveries.” James Madison wrote in one of the Federalist Papers, “The utility of this
power will scarcely be questioned.” He was right. That clause was adopted into the
Constitution without a dissenting vote -- without even any recorded debate.




125

The need for a statutory system to examine and grant patents was just as obvious.
President Washington signed the first patent statute 215 years ago -- before our Nation
even had its 13th state. History has repeatedly affirmed the wisdom of this decision of
our Nation’s founders. The tremendous ingenuity of American inventors, coupled with
an intellectual property system that encourages and rewards invention, has propelled our
nation from a small agrarian society to the world’s preeminent technological and
€Conomic superpower.

The flexibility and strength of our patent system have helped entire industries flourish,
rather than perish. Everyone has benefited from the innovative products encouraged by
this system. And all of the technology encouraged by the patent system finds its way to
the public domain within 20 years -- freely available to any and all.

The success of the patent system is not limited to the United States. Tt is the basis for
economic development in nations throughout the world. Unfortunately, a growing chorus
of critics is asking if the fundamental patent system that has been so critical to the growth
of innovation and economic success in the United States and other nations will enhance
or hinder development in their nations.

Today, many of the nations questioning the efficacy of an intellectual property system
have become hotbeds for the manufacture and export of counterfeit goods.
Unsurprisingly, some of the nations that allow their citizens to counterfeit and pirate
others’ intellectual property are the very ones questioning a system that encourages and
rewards invention, and discourages copying and free riding.

The USPTO Today and Prominent Issues

In the last several years, intellectual property (TP) assets have become an ever more
essential ingredient of economic vitality. In the past, raw materials and other tangible
goods were the main drivers of an economy. Today, economic success depends
increasingly on intangible, information-based assets, such as the creativity of employees
and the knowledge gained from research. As a result, intellectual property-based
industries, such as biotechnology and entertainment, now represent the largest single
sector of the U.S. economy. In fact, TP industries export more American value to the
world than the automobile, automobile parts, agricultural, and aircraft industries
combined.

As the clearinghouse for U.S. intellectual property rights, the USPTO is an important
catalyst for U.S. economic growth. Through the grant of patents and the registration of
trademarks, the USPTO promotes the economic vitality of businesses and entrepreneurs,
paving the way for investment capital, research and scientific development.

We are proud of our 200-year-old legacy of partnership with America, providing the tools
for our nation to become a technological and economic giant. To continue this
partnership, we must remain the best patent-examination system in the world. To
ensure ongoing success, the USPTO must focus on improved quality and
productivity. To ensure timely grant of rights, we must reduce our backlog of
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patent applications by increasing our efficiency and taking advantage of our
automation efforts.

The improvement of the patent system for the 21" century has several components:
Some require legislation, while others can be accomplished by the USPTO through rule
making. Several initiatives in the committee print were also part of our Strategic Plan,
including expanding the early publication of patent applications at 18 months and
assignee filing. We appreciate these being included in your legislative draft.

General Patent Reform

As part of the intense interest in patent reform, there is considerable discussion about
“patent quality” and "patent litigation reform.” A threshold question is, of course, “Is
reform necessary?” While we have much of which to be proud about our system, we
believe the answer is a qualified “Yes.” For example, we believe the best form of
litigation relief may be a robust post-grant review system, which permits a less
expensive and more expeditious route of reviewing patents than through district court
litigation.  Because of the importance we place on post-grant review, 1 would like to
elaborate on this particular reform area.

The Review of Issued Patents

Currently, the USPTO has only a limited role in reconsidering patentability decisions
after we have issued a patent. The USPTO does post-grant reviews of patent claims
only under certain circumstances, including,

(1) when a patentee files an application to reissue a patent to correct at least one error
in the patent,

(2) when an applicant and a patentee claim the same invention, and an interference is
declared between the patentee and the applicant, and the applicant seeks judgment
based on unpatentability of patent claims, and

(3) when a patent owner or third-party requests the reexamination of a patent.

Congress has incrementally added to the range of proceedings under the USPTO’s
jurisdiction under which third parties can obtain an Office review of issued patents. It
introduced ex parte reexamination in 1980, under which a third party can petition for
reexamination of the patent.' In 1984, section 135 of the Patent Act was amended to
allow issues of patentability, as well as priority, to be included in interference
proceedings.” In 1999, Congress, as part of the landmark patent reform, the American
Inventors Protection Act (AIPA), created inter partes reexamination, whereby a third
party can participate in the reexamination proceeding and appeal to the USPTO’s
administrative Board of Patent Appeals and Interferences.’ And the AIPA’s Inter Partes

"Pub. L. No. 96-517, § 1, 94 Stat. 3016 (1980).

2 Pub. L. No. 98-622, 98 Stat. 33831 (1984).

? Intellectual Property and Communications Omnibus Reform Act of 1999, S. 1948, Pub. L. No. 106-113
(1999).
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reexamination practice was expanded in 2002 to afford third parties the right to appeal to
the U.S. Court of Appeals for the Federal Circuit.*

Although, through these amendments, the USPTO’s role in helping guarantee the
efficacy of the patent system after patent issuance has grown, none of these procedures
alone or collectively have proved sufficient to optimize the USPTO’s post-grant
capability.  Although a patentability challenge can be raised on all grounds in
interferences interference proceedings only lead to challenges of patents when a pending
application raises a priority issue as to a recently issued patent Further, a third party may
file a protest in a reissue proceeding; however, that is rare, and the third party has very
limited participation. Apart from interferences and a reissue protest, a third party may
challenge the patentability of patent claims in the Office only based on certain prior art
references, namely, patents or printed publications via reexamination In addition, except
in interferences, a third party cannot conduct discovery and develop evidence necessary
to challenge patentability, nor can the third party challenge patent owner evidence by
Cross-examination.

Some potential challengers also regard ex parfe reexamination as an insufficient
mechanism because, after the proceeding has begun, the third party’s participation is
limited to one reply, which is available only if the patent owner files a pre-examination
statement. As a result, ex parte reexamination has not been used by third parties to the
degree anticipated. The infer partes reexamination procedure established in 1999 was
intended to address this defect; however, limitations on that process have led to it being
rarely used. In particular, patentees understandably insisted, and Congress legislated, that
a challenger in an inter partes proceeding be bound by its result by way of estoppel,
including in subsequent litigation. However, the lack of such procedural mechanisms as
discovery and cross-examination that would be available in litigation appears to mean
that challengers have been unwilling to invoke inter partes reexamination and risk its
estoppel effect. In fiscal year 2003, for example, the USPTO received approximately
355,000 patent applications and issued approximately 160,000 patents. Over the past five
years, we have received approximately 1,600,000 applications and issued approximately
900,000 patents.” Yet, the total requests for infer partes reexamination during the nearly
five years for which the procedure has been available, is a mere 855

Last November, pursuant to the requirement under the AIPA, the USPTO issued a report
concerning the “inequities” of the inter partes reexamination system. Our report called
for some relatively minor changes, and the USPTO recommended three amendments to
the Patent Act to improve inter partes reexamination, the first two of which require some
legislative activity:

* 21st Century Department of Justice Appropriations Authorization Act, Pub. L. No. 107-273, 116 Stat.
1758, 1899-1906 § 13202 (2002).

> U.S. PATENT AND TRADEMARK OFFICE PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR
2003. http://’www.uspto.gov/web/offices/com/annual/2003/index. html.

® These inter parfes reexamination requests included 43 patents from mechanical technologies, 20 in
electrical arts, and 22 in the chemical arts.
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Maintaining, but clarifying, the inter partes estoppel provisions.

e Permitting the requester additional opportunities to provide input on Office
actions.

e Extending the requester’s 30-day comment period by permitting the USPTO
Director to set the period for response by rule.

Post-Grant Review

It is important to consider that, if parties will be estopped at any level by the result of a
post-grant proceeding in the Office, they will generally demand that the proceeding offer
a full and fair opportunity to litigate. Viewed in this light, inter partes reexamination
cannot be a true alternative to district court litigation. As part of our Strategic Plan, we
proposed a legislative initiative — Post-Grant Review — to address patent quality, as well
as the badly needed patent litigation reform that is being advocated in many quarters. We
believe our proposal promotes invention by ensuring that the patent system is fair to all.
By “fairness,” we mean it promotes a patent system where flaws in issued patents can be
quickly and expertly revealed, without exposing a patent holder to frivolous or even
mischievous review and uncertainty.

Post-grant review will give the public another vehicle for identifying possible problems
in issued patents. Post-Grant Review has great support among all groups, including the
bar, technology companies, academicians, and others seeking patent reform. However, |
wish to highlight several of the key arecas where the Administration’s proposal differs
from some of the association proposals and how the USPTO’s proposal contains special
safeguards against the harassment of independent inventors and small businesses:

Timing for open challenge to any issued patent. The USPTO proposal would give the
public one year from the day a patent issues to petition for review of that patent. One
year is the appropriate length. It gives potential challengers time to learn of the existence
of issued patents, study the claims, consult with legal counsel, and gather the necessary
research to decide whether or not they want to challenge the patent.

Other proposals set the public challenge period at nine months—based on the European
model. The USPTO proposal would require a petitioner to submit a very rigorous initial
showing, with all relevant evidence necessary to meet a substantial initial threshold.
Only with such a requirement can the Office hope to resolve these cases in the expedited
fashion that all those advocating post-grant review seck. We are concerned that nine
months may be too short a time for a potential petitioner to prepare the initial showing
that would be necessary for this proceeding to be truly expeditious. Moreover, the
current period under U.S. law in which a patent may become subject to an interference in
the Office is one year. For both reasons, the USPTO would propose that the initial period
in which any member of the public may seek review of a patent be one year.
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Timing for challenge to issued patents requiring standing. The USPTO has also
proposed that after the first year a person who has been threatened on the basis of a patent
be able to challenge that patent in post-grant review.

This aspect of the proposal expands post-grant review from being primarily a quality
check on the Office to a means of addressing high litigation costs. The principal
objections to this aspect of the USPTO’s proposal concern whether the caseload level
would be too high. Any such proposal should give the Office some flexibility in
determining the showing that a petitioner would be required to make before it could
establish standing to bring a post-grant review action after the initial period. An effective
post-grant regime that includes the possibility of challenge throughout the life of the
patent would allow Congress to abandon, rather than secking to fix, the intrinsically less
effective inter partes reexamination process.

Scope of the Proceeding. In order for post-grant review to truly be effective, it must be
used. The USPTO proposal is robust enough to give petitioners and patentees surety that
patentability issues can be put to rest in one proceeding. The USPTO proposal allows the
Office to examine every aspect of patentability (e.g., novelty (§ 102), non-obviousness (§
103), written description (§ 112, paragraph 1)), while leaving equitable considerations
largely for the U.S. district courts. Including all bases for patentability for review is an
absolute necessity if this new proceeding is to truly reduce litigation costs and improve
patent quality.

Threshold Showing. The USPTO would require the challenger to present sufficient
grounds to proceed before instituting post-grant review. This is more than a substantial
new question of patentability, the reexamination standard, in most cases requiring the
challenger to present evidence that if unchallenged would establish unpatentability. We
anticipate under this standard the Board would dismiss many petitions without any input
from the patent owner. This is one safeguard against abusive or disingenuous filings
designed to harass patent owners.

Estoppel. Another mechanism to prevent abuse is to ensure that the Real Party disclosed
faces consequences for failing to demonstrate unpatentability. The USPTO proposal
would make the results of the proceeding binding on the parties, both of whom would
have right of appeal to the Federal Circuit Court of Appeals. During the public challenge
period, the petitioner should be bound by the Office’s decision regarding unpatentability
based on any grounds the petitioner raised. After the public challenge period—when the
stakes are known and litigation is a genuine alternative—the petitioner should be bound
by the Office’s decision based on any grounds the petitioner raised or could have raised.

We look forward to working closely with the Subcommittee as the Committee print
moves forward, especially since the USPTO will be the Federal agency responsible for
conducting these proceedings.
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The USPTO and Tomorrow

The Committee print includes other proposals, from many sources, focusing on ways in
which to improve the patent system.

As noted above, we believe that some type of post-grant review will improve the overall
character of our patent regime. It is also important to underscore that many of the
specific reform proposals addressed by the Committee print are not new. In fact, several
of the proposals suggested reflect ideas that have been previously identified and
considered by the USPTO.

At the USPTO, we have had experts working on patent-reform issues for decades. We
welcome the discussion of many of these initiatives as part of a legislative package that
you may introduce later this year.

Let me reiterate to you, the Members of the Subcommittee, that we share your
commitment to ensure that our practices and policies promote invention and
dissemination of new technologies. While we work to improve our system by internal
reform of USPTO operations, we realize that additional measures within the domain of
Congress can also make invaluable contributions.

The overwhelming evidence of the history of the U.S. patent system suggests that strong
intellectual property protection supports, rather than impedes, innovation. Indeed, for
more than 200 years, our patent system has helped American industry flourish, creating
countless jobs for our citizens. Advanced technologies have been - and continue to be -
nurtured and developed in our Nation to a degree that is unmatched in the rest of the
world. In many instances, the availability of patent protection has been integral to these
advancements.

In this regard, the USPTO and the Administration look forward to continuing to work
with you and the Members of the Subcommittee as you develop reform legislation to
ensure that the U.S. patent system remains the world leader.

Thank you, Mr. Chairman.
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Mr. SMITH. Thank you, Director Dudas.
President Levin.

TESTIMONY OF RICHARD C. LEVIN, PRESIDENT, YALE UNIVER-
SITY, ON BEHALF OF THE NATIONAL RESEARCH COUNCIL

Mr. LEVIN. Chairman Smith, Congressman Berman, Members of
the Subcommittee, thank you for offering me the opportunity to
discuss the National Research Council’s recommendations for im-
proving the patent system in the United States. Patents play a cru-
cial role in promoting technological innovation, which is the most
important underpinning of economic growth. I'm delighted that the
Subcommittee on Intellectual Property is developing legislation to
ensure that the patent system continues to serve the Nation well.

The project undertaken by the National Research Council, which
I co-chaired with Mark Myers, a retired vice president of the Xerox
Corporation, was the most comprehensive review of the patent sys-
tem in decades. Our committee was perhaps the first to bring to-
gether practicing patent lawyers, academic lawyers and economists,
business leaders, technologists, and inventors. We started with
highly divergent views, but over the course of our deliberations our
views converged and we reached consensus on several important
recommendations that are reflected in the Committee Print.

We concluded that, on the whole, the patent system is working
well and does not need fundamental revision. Yet we did note some
causes for concern. The sheer volume of patent applications, espe-
cially those involving new areas of technology—the Ranking Mem-
ber referred to business methods as an example—overwhelm—
these new areas overwhelm the patent examination corps in ways
that affect the quality and timeliness of decisions. In addition, it’s
become more expensive to acquire patents, to obtain licenses to pat-
ented technologies, and especially to enforce and challenge patents
through litigation.

Our recommendations are set forth in greater detail in an accom-
panying written statement, but here I'd like to emphasize three
main themes.

First, Congress and the PTO should take steps to ensure the
quality of patents issued. The single most important step would be
the establishment of a simple administrative procedure for oppos-
ing a patent after it has been granted. The process should be time-
ly and efficient so that uncertainty can be resolved quickly without
either inhibiting socially productive investment by competitors in
situations where the patent proves to be invalid or by encouraging
wasteful investment when the patent proves to be valid.

A new opposition process is needed because the existing inter
partes reexamination procedure only permits challenges to be
lodged on narrow grounds. It’s rarely used and has not proven to
be effective. The only way to challenge a patent through the courts
is to infringe it and draw either an infringement suit or a demand
to take a license. This is an unnecessarily expensive way to resolve
doubts about a patent’s validity, and disputes take many years to
resolve while technology, as we know, changes rapidly.

Patent quality can be improved also by the assiduous application
of the nonobviousness standard by the Patent and Trademark Of-
fice. The PTO should develop new approaches to gathering informa-
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tion about the state of the art in emerging areas of technology, re-
lying on outside experts when patent examiners lack expertise. The
committee commended the PTO for the development of guidelines
in emerging technology areas, such as genomics and business
methods. It’s important to offer such guidance promptly as new
technologies emerge. The committee also recommended that Con-
gress provide more resources for the PTO to hire needed exam-
iners, to improve its information systems, and to fund a post-grant
opposition procedure. Fortunately, the PTO will receive additional
funding through the fee increase that was approved by Congress
last year.

A second theme, beyond validity, is the harmonization of the
United States patent system with the European and Japanese pat-
ent systems. Differences among the world’s major patent regimes
entail wasteful duplication of effort by both inventors and by gov-
ernments. The committee believes that gains in efficiency from har-
monizations would be considerable. The United States is the only
country that gives priority to the first person to reduce an inven-
tion to practice. Elsewhere, the first inventor to file is given pri-
ority. The latter test is objective; the former requires years of dis-
covery, reams of depositions, and hours of trial testimony. More-
over, the U.S. is the only country in the world that requires a pat-
ent holder to hold that he has disclosed the best mode of practicing
a patent. This, too, is costly and time-consuming to prove. Harmo-
nization with global practice makes sense.

Finally, the committee recommended that Congress mitigate
other subjective elements of law that contribute to the extraor-
dinary expense of patent litigation. For example, Congress would
be well advised to eliminate or modify the standards governing in-
equitable conduct. The bill addresses that. There should be pen-
alties for misconduct by patent applicants, but misconduct should
not automatically invalidate the patent. Similarly, the doctrine of
willful infringement should be modified, because willfulness is sub-
jective and costly to prove, and the doctrine creates the perverse
incentive for inventors to avoid the study of prior art lest they fail
to cite a patent that turns out to be relevant.

I'm pleased that the legislation developed by the Subcommittee
is consistent with the recommendations of our NRC committee. I
would suggest, however, that the Subcommittee reconsider the pro-
vision allowing the settlement of invalidity claims during the post-
grant review process. Settlement would undermine a major objec-
tive of instituting a post-grant review, and that is to clarify the
grounds on which patents should be granted in emerging areas of
technologies. The parties settled may resolve their disputes with
one another, but it wont’ clarify the law or the practice of the Pat-
ent Office for future innovations.

Our committee also recommended that Federal judges faced with
resolving validity disputes in infringement cases should have the
option of referring the issues concerning validity to the PTO admin-
istrative judges, who have expertise in post-grant review.

I would be pleased to answer your questions.

[The prepared statement of Mr. Levin follows:]
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PREPARED STATEMENT OF RICHARD C. LEVIN, PH.D.

Good afternoon, Mr. Chairman, Congressman Berman, and members of the sub-
committee. I am Richard Levin, President of Yale University and co-chair of the
Committee on Intellectual Property Rights in the Knowledge-Based Economy of the
National Research Council. The Research Council is the operating arm of the Na-
tional Academy of Sciences, National Academy of Engineering, and the Institute of
Medicine of the National Academies, chartered by Congress in 1863 to advise the
government on matters of science and technology.

Although most Academy studies are conducted in response to an agency’s or a
congressional request, the study we will describe was initiated by the Council’s
Board on Science, Technology, and Economic Policy (STEP) because it recognized
that the breakneck pace of technological change across many industries was cre-
ating stresses in the patent system that needed to be examined to ensure that it
continues to be a stimulus to innovation and does not become an impediment to it.

Since 1980 a series of judicial, legislative, and administrative actions have ex-
tended patenting to new technologies (biotechnology) and to technologies previously
without or subject to other forms of intellectual property protection (software and
business methods), encouraged the emergence of new players (universities),
strengthened the position of patent holders vis-a-vis infringers domestically and
internationally, relaxed other restraints on the use of patents (antitrust enforce-
ment), and extended their reach upstream from commercial products to scientific re-
search tools and materials.

As a result, patents are being more zealously sought, vigorously asserted, and ag-
gressively enforced than ever before. There are many indications that firms in a va-
riety of industries, as well as universities and public institutions, are attaching
greater importance to patents and are willing to pay higher costs to acquire, exer-
cise, and defend them. The workload of the U.S. Patent and Trademark Office has
increased several-fold in the last few decades, to the point that it is issuing nearly
100 patents every working hour. Meanwhile, the costs of acquiring patents, pro-
moting or securing licenses to patented technology, and prosecuting and defending
agaiéllst infringement allegations in the increasing number of patent suits are rising
rapidly.

In spite of these changes and the obvious importance of patents to the economy,
there had not been a broad-based study of the patent system’s performance since
the Depression. Accordingly, the National Research Council (NRC) assembled a com-
mittee that includes three corporate R&D managers, a university administrator,
three patent holders, and experts in biotechnology, bioengineering, chemicals, tele-
communications, microelectronics, and software, as well as economists, legal schol-
ars, and practicing attorneys. This diversity of experience and expertise distin-
guishes our panel from nearly all previous commissions on the subject, as does our
study process. We held conferences and public hearings and we commissioned our
own empirical research. The committee’s report, A Patent System for the 21st Cen-
tury, released a year ago, provides a thoroughly researched, timely perspective on
how well the system is working.

High rates of technological innovation, especially in the 1990s but continuing to
this day, suggest that the patent system is working well and does not require funda-
mental changes. Nevertheless, the committee was able to identify five issues that
should and can be addressed now.

First, maintaining consistent patent quality is difficult but increasingly important
in fast-moving fields. Over the past decade, the quality of issued patents has come
under frequent sharp attack, as it sometimes has in the past. One can always find
patents that appear dubious and some that are even laughable—the patent for cut-
ting and styling hair using scissors or combs in both hands. Some errors are un-
avoidable in a system that issues more than 187,000 patents annually, and many
of those errors will have no economic consequence because the patents will not be
enforced. Still, some critics have suggested that the standards of patentability have
been lowered by court decisions. Other observers fault the USPTO’s performance in
examining patent applications, variously attributing the alleged deterioration to in-
adequate time for examiners to do their work, lack of access to prior art informa-
tion, perverse incentives to grant rather than reject patents, and inadequate exam-
iners’ qualifications.

Because the claim that quality has deteriorated in a broad and systematic way
has not been empirically tested, conclusions must remain tentative. But there are
several reasons to suspect that more issued patents are substandard, particularly
in technologies newly subject to patenting. One reason to believe that quality has
suffered, even before taking examiner qualifications and experience into account, is
that in recent years the number of patent examiners has not kept pace with the
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increase in workload represented by the escalating number and growing complexity
of applications. Second, USPTO patent approval rates are higher than in some other
major nations’ patent offices. Third, changes in the treatment of genomic and busi-
ness method applications, introduced as a result of criticisms of the quality of pat-
ents being issued, reduced or at least slowed down the number of patent grants in
those fields. And fourth, there does appear to have been some dilution of the appli-
cation of the nonobviousness standard in biotechnology and some limitations on its
proper application to business methods patent applications. Although quality ap-
pears to be more problematic in rapidly moving areas of technology newly subject
to patenting and perhaps is corrected over time, the cost of waiting for an evolution-
ary process to run its course may be too high when new technologies attract the
level of investment exhibited by the Internet, biotechnology, and now
nanotechnology.

What are the costs of uncertainty surrounding patent validity in areas of emerg-
ing technology? First, uncertainty may induce a considerable volume of costly litiga-
tion. Second, in the absence of litigation, the holders of dubious patents may be un-
justly enriched, and the entry of competitive products and services that would en-
hance consumer welfare may be deterred. Third, uncertainty about what is patent-
able in an emerging technology may discourage investment in innovation and prod-
uct development until the courts clarify the law, or inventors may choose to incur
the cost of product development only to abandon the market years later when their
technology is deemed to infringe. In sum, greater certainty about patent validity
would benefit innovators, technological followers, and consumers alike.

Second, differences among national patent systems continue to result in avoidable
costs and delays. In spite of progress in harmonizing the U.S., European, and Japa-
nese patent examination systems, important differences in standards and proce-
dures remain, ensuring search and examination redundancy that imposes high costs
on users and hampers market integration. It is estimated to cost as much $750,000
to $1 million to obtain comprehensive worldwide patent protection for an important
invention, and that figure is increasing at a rate of 10 percent a year. Important
differences include the following: Only the United States gives preference to the
“first to invent” rather than the “first to file.” Only the United States requires that
a patent application disclose the “best mode” of implementing an invention. U.S. law
allows a grace period of one year, during which an applicant can disclose or commer-
cialize an invention before filing for a patent, whereas Japan offers a more limited
grace period and Europe provides none.

Third, some U.S. practices seem to be slowing the dissemination of information.
In the United States there are many channels of scientific interaction and technical
communication, and the patent system contributes more to the flow of information
than does the alternative of maintaining technical advances as trade secrets. There
are nonetheless features peculiar to the U.S. patent system that inhibit information
dissemination. One is the exclusion of a nontrivial number of U.S. patent applica-
tions from publication after 18 months, an international norm since 1994. A second
U.S. idiosyncrasy is the legal doctrine of willful infringement, which can require an
infringer to pay up to triple damages if it can be demonstrated that the infringer
was aware of the violated patent before the violation. Some observers believe that
this deters an inventor from looking at the patents of possible competitors, because
knowledge of the patent could later subject the inventor to enhanced damages if
there is an infringement case. This undermines one of the principal purposes of the
patent system: to make others aware of innovations that could help stimulate fur-
ther innovation.

Fourth, litigation costs are escalating rapidly and proceedings are protracted. Sur-
veys conducted periodically by the American Intellectual Property Law Association
indicate that litigation costs, millions of dollars for each party in a case where the
stakes are substantial, are increasing at double digit rates. At the same time the
number of lawsuits in District Courts is increasing

Fifth, access to patented technologies is important in research and in the develop-
ment of cumulative technologies, where one advance builds on one or several previous
advances. Faced with anecdotes and conjectures about restrictions on research sci-
entists, particularly in biotechnology, we conducted a modest survey of diverse par-
ticipants in the field to determine whether patent thickets are emerging or access
to foundational discoveries is restricted. We found very few cases although some evi-
dence of increased research costs and delays and much evidence that research sci-
entists are largely unaware of whether they are using patented technology. During
our study, the Court of Appeals for the Federal Circuit ruled that university re-
searchers are not shielded by the common law research exception against infringe-
ment liability. This combination of circumstances—ignorance of intellectual property
on the one hand and full legal liability on the other—represents an exposure that
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universities are not equipped to eliminate by the kinds of due diligence performed
by companies and investors.

TOWARD A BETTER PATENT SYSTEM

Our committee proposed seven steps to ensure the vitality and improve the func-
tioning of the patent system:

1) Preserve an open-ended, unitary, flexible patent system. The system should re-
main open to new technologies, and the features that allow somewhat different
treatment of different technologies should be preserved without formalizing different
standards, for example, in statutes that would be exceedingly difficult to draft ap-
propriately and equally difficult to change if found to be inappropriate. Among the
tailoring mechanisms that should be exploited is the USPTO’s development of exam-
ination guidelines for new or newly patented technologies. In developing such guide-
lines, the office should seek advice from a wide variety of sources and maintain a
public record of the submissions. The results should then be part of the record of
any appeal to a court, so that they can inform judicial decisions.

This information could be of particular value to the Court of Appeals for the Fed-
eral Circuit, which is in most instances the final arbiter of patent law. To keep this
court well informed about relevant legal and economic scholarship, it should encour-
age the submission of amicus briefs and arrange for temporary exchanges of mem-
bers with other courts. Appointments to the Federal Circuit should include people
familiar with innovation from a variety of perspectives, including management, fi-
nance, and economic history, as well as nonpatent areas of law that bear on innova-
tion.

2) Reinvigorate the nonobviousness standard. The requirement that to qualify for
a patent an invention cannot be obvious to a person of ordinary skill in the art
should be assiduously observed. In an area such as business methods, where the
common general knowledge of practitioners is not fully described in published lit-
erature likely to be consulted by patent examiners, another method of determining
the state of knowledge needs to be employed. Given that patent applications are ex-
amined ex parte between the applicant and the examiner, it would be difficult to
bring in other expert opinion at that stage. Nevertheless, the open review procedure
I will describe next provides a means of obtaining expert participation if a patent
is challenged.

Gene sequence patents present a particular problem because of a Federal Circuit
ruling making it difficult to apply the obviousness test in this field. This is unwise
in its own right and is also inconsistent with patent practice in other countries.

3) Institute an “Open Review” procedure. Congress should pass legislation creating
a procedure for third parties to challenge patents after their issuance in a pro-
ceeding before administrative patent judges of the USPTO. The grounds for a chal-
lenge could be any of the statutory standards—novelty, utility, nonobviousness, dis-
closure, or enablement—or the case law proscription on patenting abstract ideas and
natural phenomena. The time, cost, and other characteristics of this proceeding
should make it an attractive alternative to litigation to resolve questions of patent
validity. For example, federal district courts could more productively focus their at-
tention on patent infringement issues if they were able to refer validity questions
to an Open Review proceeding. The result should be much earlier, less expensive,
and less protracted resolution of validity issues than we have with litigation and
of a greater variety of validity issues than we have with re-examination even if it
were used.

4) Strengthen USPTO resources. To improve its performance, the USPTO needs
additional resources to hire and train additional examiners and implement a robust
electronic processing capability. Further, the USPTO should create a strong multi-
disciplinary analytical capability to assess management practices and proposed
changes, provide an early warning of new technologies being proposed for patenting,
and conduct reliable, consistent, reputable quality reviews that address office-wide
as well as individual examiner performance. The current USPTO budget is not ade-
quate to accomplish these objectives, let alone to finance an efficient Open Review
system.

5) Modify or remove the subjective elements of litigation. Among the factors that
increase the cost and reduce the predictability of patent infringement litigation are
issues unique to U.S. patent jurisprudence that depend on the assessment of a par-
ty’s state of mind at the time of the alleged infringement or the time of patent appli-
cation. These include whether someone “willfully” infringed a patent, whether a pat-
ent application included the “best mode” for implementing an invention, and wheth-
er a patent attorney engaged in “inequitable conduct” by intentionally failing to dis-
close all prior art when applying for a patent. Investigating these questions requires
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time-consuming, expensive, and ultimately subjective pretrial discovery. The com-
mittee believes that significantly modifying or eliminating these rules would in-
crease the predictability of patent dispute outcomes without substantially affecting
the principles that these aspects of the enforcement system were meant to promote.

6) Harmonize the U.S., European, and Japanese patent examination systems. The
United States, Europe, and Japan should further harmonize patent examination
procedures and standards to reduce redundancy in search and examination and
eventually achieve mutual recognition of applications granted or denied. The com-
mittee recommends that the United States should conform to practice elsewhere by
adopting the first inventor to file system, dropping the “best mode” requirement,
and eliminating the current exception to the rule of publication of an application
after 18 months. The committee also recommends that the United States seek to
have other jurisdictions adopt the practice of a grace period for filing an application.
These objectives should be pursued on a trilateral or even bilateral basis if multilat-
eral negotiations do not progress.

7) Consider enacting a narrowly drawn exception from infringement liability for
some research activities. Here we do not propose specific legislative language, but
we do suggest some principles for Congress to consider in drafting a narrow re-
search exception that would preserve the intent of the patent system and avoid
some disruptions to fundamental research.

In making these recommendations, our committee was mindful that although the
patent law 1s designed to be uniform across all applications, its practical effects vary
across technologies, industries, and classes of inventors. There is a tendency in dis-
course on the patent system to identify problems and solutions to them from the
perspective of one field, sector, or class. Although the committee did not attempt to
deal with the specifics of every affected field, the diversity of the membership en-
abled us to consider each of the proposed changes from the perspective of very dif-
ferent sectors. Similarly, we examined very closely the claims made to us that one
class of inventors—usually individuals and very small businesses—would be dis-
advantaged by some change in the patent system. Some of the committee’s rec-
ommendations—universal publication of applications, Open Review, and shifting to
a first-inventor-to-file system—have in the past been opposed on those grounds. The
committee reviewed very carefully, for example, how small entities currently fare in
interference proceedings, examination, and re-examination. We also studied how Eu-
ropean opposition proceedings affect small businesses. We concluded they enjoy lit-
tle protection and in fact are often at a disadvantage in the procedures we propose
to change. In short, we believe that our recommendations, on balance, would be as
beneficial to small businesses and individual inventors as to the economy as a
whole.

I appreciate the opportunity afforded by the committee to testify on our conclu-
sions and would be happy to answer any questions.

Mr. SMITH. Thank you, President Levin.
Dr. Myhrvold.

TESTIMONY OF NATHAN P. MYHRVOLD, CHIEF EXECUTIVE
OFFICER, INTELLECTUAL VENTURES

Mr. MYHRVOLD. Thank you, Mr. Chairman, Members of the Com-
mittee, both thank you for having me here and for turning your at-
tention to a very important topic of patent reform.

My perspectives today are going to be based a little bit on who
I am. I started off as an academic physicist. I started my own com-
pany and became a start-up entrepreneur in California in 1983.
Microsoft acquired my company and so I became a corporate execu-
tive, Microsoft’s chief technology officer, for 14 years. Five years
ago, I left Microsoft and started Intellectual Ventures, dedicated to
the idea of invention and helping inventors. Finally, I'm an inven-
tor myself, so I understand the Patent Office from that perspective.

Now, invention is critical to America; I don’t need to remind you
of that. One point I think is very important, though, is that the
small inventor is critical to America. Forty-five percent of Amer-
ica’s patent holders are classified as small entities by the Patent
Office. That means theyre individuals, they’re universities, or
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they’re small businesses. This cuts across every field of technology
no matter how exotic, no matter how cutting-edge. In fact, look at
semiconductors, look at nanotech, look at computers. You'll find in
those areas that individuals and universities together often have
more patents than the biggest companies in the world. It’s a diffuse
group; it’s also a vulnerable group, because they depend on patent
law very critically, much more so than the big guys do. So as we
approach patent reform, it’s very important that we keep them in
mind. An unintended consequence of shifting in one area can make
the playing field not level for the little guy.

I've studied the Committee Print. There’s a lot that I would com-
mend the Committee on and I would agree with. Actually, Chair-
man Smith summed up a whole series of things. I won’t repeat
them all. I also want to echo my colleagues’ remarks that when you
add something like post-grant opposition—I think it’s a good
move—you've got to make sure that it’s funded and resourced. We
can’t heap more new things on the Patent Office while they still
have such a backlog of the work they’re supposed to ordinarily be
doing.

I've also studied the Committee Print in other ways and, to be
frank, there are some things I don’t agree with that I think would
be harmful. Most important of those, I think, are the rule changes
regarding injunctions. Now, patents are designed to give ownership
of inventions to inventors, and that ownership isn’t conditional on
whether they make it or not. That’s what our system is. It’s per-
fectly honorable to be an inventor in a university or a small entity
that doesn’t actually manufacture, in fact licenses to others.

Now, the injunction change, I feel, would really disadvantage the
small inventor. It would significantly erode some of their rights.
Ironically, it’s been proposed as a trial—or as reform to reduce liti-
gation. I'm afraid it would have exactly the opposite effect, increas-
ing the number of litigations and the size and complexity of each
litigation. My written testimony explains why.

So we have to be very careful that while we try to reform litiga-
tion we don’t accidentally create the Trial Lawyers Full Employ-
ment Act. If you look around the world, you compare our system
to others, you find America has the strongest rights for inventors
of any place in the world. There’s a bunch of other countries that
are very, right up on a par with us. I agree about international
harmonization; that’s an important thing. So the first rank of coun-
tries are very high. If you look at this injunction provision, you can
also find countries that have that kind of law, and those typically
aren’t first-world nations. Those are countries like the Philippines,
Peru, or Rwanda. Having strong rights for inventors is a very im-
portant thing. We've got to make sure that, going into the 21st cen-
tury, we have the best possible incentive for all of America’s inven-
tors.

One other brief—I've got too many things, actually, to list here.
My written testimony covers them. There is, to me, a very sur-
prising loophole for software- or Internet-related things, nontan-
gible items in the Committee Print which would dramatically re-
duce any royalties due legitimate patent holders for any of these
nontangible items. I think the 21st century isn’t a time when we
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should take an act like that. Clearly the Internet and software and
other very intangible things are important to us.

Going forward, the committee has a challenging and interesting
task to balance all of these different factors. I will make myself
available both during the questions now and at any point in the fu-
ture to help out in that important process.

Thank you.

[The prepared statement of Mr. Myhrvold follows:]

PREPARED STATEMENT OF NATHAN P. MYHRVOLD

Mr. Chairman and members of the Subcommittee, my name is Nathan Myhrvold.
I am very pleased to have been asked to share my views as a scientist and inventor
on the patent system with the Subcommittee. My personal history is very relevant
to my remarks today, so permit me to introduce myself.

BACKGROUND

As long as I can remember I have been fascinated with science and technology.
I pursued science in school, earning a bachelor’s degree in mathematics, and mas-
ter’s degree in geophysics and space physics, both from UCLA. I continued exploring
other disciplines, getting another master’s degree in mathematical economics and a
PhD in mathematical physics from Princeton University. I would have finished
school much earlier if I had focused on one topic, but to be honest I never met a
kind of science I didn’t like. This obsession with schooling might have consumed half
my life, but for the fact that I started early, entering college at 14, and completing
my PhD by age 23.

After Princeton I was hired by Cambridge University in England, working directly
for Professor Stephen Hawking. My research area was quantum field theory in
curved space time, perhaps one of the most obscure and esoteric scientific dis-
ciplines. At that point in my life I would have told you that I'd be an academic re-
searcher. But life has a way of throwing us curve balls. I took a three month leave
of absence from working with Hawking to go to the San Francisco Bay Area to help
some friends from graduate school on a software project. Before I knew it I was
caught up in entrepreneurial fever.

The year was 1984, and the software industry was still tiny. I became the CEO
of Dynamical Systems, a software start up with less than a dozen full time employ-
ees. After two years of struggling to keep our heads above water, we were acquired
by Microsoft. I spent the next 14 years as a Microsoft employee, reporting directly
to Bill Gates as Microsoft’s first Chief Technology Officer. I could scarcely believe
that I went from esoteric theories in physics to what would become the largest soft-
ware company in the world.

At Microsoft I championed the development of new technology. Microsoft had zero
patents and just two patent applications at the time I joined the company. I advo-
cated increases in R&D spending, and patent filing, greatly increasing each of these.
In 1991 I convinced the Microsoft board of directors to start Microsoft Research, the
first major industrial research lab to be started in more than a generation. Labora-
tories like Bell Laboratories, GE Research Labs, Xerox PARC, and IBM Research,
have made a tremendous contribution to America’s preeminence in science and tech-
nology. Unfortunately, these institutions were founded 30 to 100 years ago, and
there aren’t many recent examples. Very few of the new giants of technology have
bothered to invest in research and create similar research organizations. Microsoft
Research now employs over 700 researchers in seven laboratories, and is ranked as
one of the leading research institutions in the world.

I retired from Microsoft in 2000, and founded Intellectual Ventures, a company
dedicated to investing in innovation and creativity in the form of invention. The
venture capital community exists to help entrepreneurs start and finance new com-
panies—at Intellectual Ventures we help and finance inventors to invent. This in-
cludes both full time employees, as well as working with inventors who are univer-
sity professors, academic researchers, small businesses that cannot afford to patent
without help, as well as independent inventors. I meet frequently with inventors
from all ranks, and have attached a recent speech on invention given at Princeton
University. Our company provides both business expertise and financing to these in-
ventors, and provides inventors with a healthy share of the profits in their inven-
tions.

My business career as a corporate executive has focused on managing innovation
and using patents as a business asset. However, I am also an inventor with 17
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issued US patents. 'm working on increasing that number; for the last couple years
I have filed over a dozen patent applications a year which are still pending in the
Patent Office. So, in addition to using patents in business, I am also a customer
of the Patent Office and have seen the details of the patent process up close.

Given my varied career, I have seen the patent system from the perspectives of
pure academic research, a giant technology company, and finally that of a small
business. Each perspective offers different views on the patent system. The Sub-
committee will hear from people in many of these directly through the process of
t}f}eie hearings. What I can offer is the views of someone who has experienced all
of them.

PATENTS: PROTECTING INVENTIONS

The patent system is a fundamental foundation of America’s innovation based
economy. Like any other part of the free enterprise system, the patent system offers
economic incentive by allowing private ownership. In a way, this is no different than
real estate, or other private assets. Private ownership of valuable assets is the basis
for the American economy.

The process of invention requires large amounts of the inventor’s time, energy and
money. In order to create incentive for that expenditure, the inventor gets owner-
ship in the invention for a limited time, after which it passes into the public do-
main. This system has been a primary driver behind the tide of innovation that has
kept America number one in the world for at least the last century. The system that
encouraged and sustained great inventors like Thomas Edison, Alexander Graham
Bell and the Wright brothers is a critical component of America’s 21st Century goals
to lead the world in computing, biotechnology, nanotechnology and dozens of other
exciting fields.

SMALL INVENTORS: AMERICA’S ECONOMIC ENGINE

The leading component of America’s invention output is driven by individual in-
ventors, academic institutions, and small and medium businesses. The Sub-
committee has heard testimony from large technology companies, and their trade
associations. These firms are important inventors, and they frequently lead the list
in terms of sheer number of patents. However what is much less well known is the
substantial role that the little guy plays.

According to US Patent Office records, 45% of American patent holders are classi-
ﬁeii as “small entities” which includes small businesses, universities and individ-
uals.

This pattern is repeated if you look in particular technology areas. I have done
empirical research to understand the nature of the invention process, and found
some remarkable results. It is not surprising that the entities that hold the most
patents on computer processors include corporations like Intel and IBM. However,
if you add them up, universities, individuals and small businesses in aggregate have
substantially more processor patents than Intel or IBM—indeed more than the two
combined. The same pattern is found in every technology field where I have looked.
Small inventors have more operating system patents than Microsoft, more net-
working patents than Cisco and more wireless patents than Qualcomm.

The typical pattern in a technology field is that the top company (or even the sum
of the top five or ten companies) has only a small fraction of the patents in that
field—often no more than 10% of the patents. Most invention is not done by the
largest companies in the field. Invention occurs across the whole spectrum of the
economy—from technology giants all the way down to the lone inventor in the ga-
rage. Those lone inventors aren’t just working on low-tech areas—mno matter how
technical a field, a huge number of patents are held by private individuals. Critics
of the patent system sometimes talk derisively about the “myth of the small inven-
tor”, ignoring their contribution. Well, I am here to tell you that small inventors are
not only alive and well, but they actually contribute more inventions than the big-
gest corporations do.

I think that it is very important for the Subcommittee to appreciate the role that
small inventors play when considering reforms to the patent system. This is because
small inventors depend on the patent system far more than big companies do. The
patent system is the only means for the small inventor to get a fair shake, and any
semblance of a level playing field.

A large company has financial resources that a small inventor can only dream of.
They also have the ability to extract value from their patents a variety of ways. In-
deed many large companies use their patents only on a defensive basis—that is a
polite way to say that they use their patents to maintain their dominant market
positions, rather than actively use them as revenue generators in their own right.
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PROTECTING THE SMALL INVENTOR’S RIGHTS

A small inventor, on the other hand, depends almost totally on the patent system
to secure his ownership rights in the invention. A small change to patent law can,
as an unintended consequence, have catastrophic effects on a small inventor who
depends totally on his or her patent rights to survive. A small inventor does not
have huge market share and other business assets to fall back on. Worse yet, the
small inventor almost invariably winds up competing with large, well funded compa-
nies that have every possible advantage. Only the patent system stands tall as the
protector of the basic rights of small inventors.

Changes to patent law must be scrutinized carefully to make sure that they do
not tilt the playing field in a way that further disadvantages small inventors. They
do the bulk of America’s inventing and they deserve our support.

PROPOSED PATENT REFORM

I applaud the Subcommittee for its interest in patent reform and I have studied
the Committee Print. There are a number of needed reforms that I agree with. In
the interests of being concise I will focus here on the most important areas where
I think your efforts can be improved, at least from my perspective.

First, I have to be frank and say I am disappointed that there isn’t more focus
on what I think is the most important aspect of patent quality—mnamely improving
the quality of the patent examination process. Most of the committee print covers
rules about patent disputes, and does not address the issues with getting patents
examined in the first place. Patent quality starts in the Patent Office itself.

Anybody who is a big customer of the Patent Office, as I am, can tell you that
they need some help. The backlog of patents has grown larger, and the waiting time
to get a patent has grown with the backlog. Longer waiting is not a recipe for suc-
cess in a world where the pace of technology is going faster, not slower. Looking
ahead, the Patent Office must continue to hire and train new examiners, and keep
up with the pace at which invention occurs. This job isn’t getting any easier. Many
of the proposals in the committee print are likely to increase the burden on the Pat-
ent Office. For example, the post-issuance oppositions with discovery will add proc-
ess and personnel demands.

Simply put, the Patent Office needs adequate resources to do its job. Until the
Patent Office is funded adequately to meet the demand for patents, America’s inven-
tors are going to be poorly served. I know that funding is a major occupation of Con-
gress, which cuts across many issues including this one. However, without adequate
resources, the Patent Office will be stuck in a situation where patent fees continue
to rise, as they did last year, without the service improving. This amounts to a hid-
den tax on innovation. Is that really what serves America best as we enter the 21st
Century?

In fairness, I can’t complain about the resources without adding that I think the
Patent Office does a good job within the constraints it has. Some critics of the pat-
ent system like to point to silly sounding patents, like a recent case mentioned in
the press of a patent on a peanut butter and jelly sandwich. Or, critics will claim
that the patent system is “out of control” and argue that there are many bad pat-
ents. These claims are misleading.

Though some bad patents are inevitable, the vast majority of all patents are
sound and valid. No serious observer of the patent system has reached any other
conclusion. As one example, when patents are re-examined by the Patent Office, the
majority of the patents survive all or in part. This is also true in litigation results—
there is no data on patents being found invalid en masse in the courts.

It is true that there are also some pretty frivolous sounding patents—indeed there
are web sites that feature them, like www.patentlysilly.com. Looking at such a site
it becomes obvious that the creativity of American inventors covers the full range
from the sublime to the ridiculous, but that can leave the wrong impression. Most
patents are both serious and valid.

Another area where misconceptions are bandied about is the topic of patent litiga-
tion. In a perfect world, property rights would always be respected, but here on
Earth disputes are an inevitable reality. Many critics of the patent system wax hy-
perbolically about an “explosion” or “epidemic” in patent litigation. While it is true
patent litigation has risen in recent years, these critics aren’t telling the whole
story. For example, the number of patent lawsuits each year is actually lower than
the number of trademark lawsuits. Historically, copyright lawsuits used to out-
number patent suits, but in the late 1990s patent suits pulled ahead. However, in
the last five years, copyright lawsuits have grown over twice as fast as patent suits
and are set to overtake patent lawsuits, probably this year. Patent lawsuits are nei-
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ther more common, nor are they growing faster, than any other form of intellectual
property litigation.

A more telling point is that the number of patents has also grown. It makes sense
that with more patents, and more patent holders, there is more opportunity for
them to get into disputes. If you divide the growth in patent lawsuits by the growth
in patents you find that on a per patent basis there were fewer lawsuits in 2004
than there were in 1985. This is hardly the makings of an epidemic. Instead the
growth of patent lawsuits reflects the growth of the use of patents, and the growth
of technologically innovative companies that rely on patents.

Let me be clear that I agree it is a worthy goal to reduce patent litigation. Litiga-
tion saps resources that small inventors could put toward more productive pursuits,
like new inventions. Reducing the likelihood of litigation, with the attendant cost,
complexity and uncertainty is a worthy goal.

INJUNCTIVE RELIEF FOR PATENT INFRINGEMENT SHOULD NOT BE REDUCED

As a result, I cannot agree with one of the most extreme features of the Com-
mittee Print, regarding changes in permanent injunctions. This feature will greatly
increase the volume, cost and complexity of patent litigation. It will also harm the
small inventor.

The Committee Print changes the way permanent injunctions are granted, revers-
ing principles, practices and legal precedents that date back to the very origin of
the Patent Office. Patents are designed to give ownership of inventions to the inven-
tor for a limited period of time. They are property rights. When a court finds that
those rights are infringed, and another party is determined to trespass upon those
rights, the court may decide to issue an injunction.

The Committee Print weakens and threatens to eliminate the injunctive relief due
to the patent holder. It introduces an untested and potentially volatile new condition
of “irreparable harm” into the injunction process. To put this in perspective, the
Committee Print says, in effect, that it is okay to take the property of the patent
holder as long as it won’t irreparably harm them. This is tantamount to saying it
is okay for a squatter to camp on your lawn as long as the harm to you isn’t “irrep-
arable”. This flies in the face of the most concepts of property. Furthermore, the test
of harm includes the extent to which the patentee makes use of the invention.

The latter point is quite telling. This feature of the Committee Print amounts to
tilting the playing field toward large product companies and away from the small
business, university and independent inventor.

It is important to note that this proposal to curtail overall injunctive relief for pat-
ent owners is not confined to preliminary injunctions, which are an altogether dif-
ferent body of law. It makes sense to consider issues like irreparable harm when
considering whether to take the extraordinary step of issuing an injunction before
trial. This is already common practice in many aspects of the law, including patent
law. No change needs to be made here.

The permanent injunctions remedies for patent owners that the Committee Print
threatens to minimize—and, in large part, eliminate—are an entirely different ani-
mal than a preliminary injunction. Permanent injunctions occur only after a court
has fully tried the case. In practice, this usually includes multiple rounds of appeal
which occur over many years, so it is not an emergency rush to judgment. Before
a permanent injunction is granted, the court will have carefully and definitively an-
swered the question of infringement. In addition, current law and surrounding case
law already give the court leeway to decide whether an injunction is appropriate.

Given the protracted legal maneuvering that precedes them, it’s not like these in-
junctions sneak up on you. A defendant typically has many years notice. That time
can be used to design around the patent in question. This is commonly done in the
technology industry. A design-around renders an injunction moot, because the prod-
ucts no longer infringe. Innovative product companies frequently have the option to
avoid injunctions through engineering rather than legal proceedings.

Injunctions come down to an issue of property. The infringer will, by definition,
be found to have trespassed on the patent’s holder’s property, and the injunction is
the eviction notice. No other part of property law holds that a lawful property owner
must show that he or she is “irreparably harmed” before they can evict a squatter
or trespasser.

What motivates this unprecedented taking of private property rights? Proponents
of this approach make several arguments, none of which hold water on closer exam-
ination.

The first argument is based on a misconception that the patent system exists to
cut a special break for companies that manufacture products. The fact is that the
patent system exists to protect and encourage inventions, not products.
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Products are protected by ordinary commercial law, and the economic incentive
to create and sell products is immediate and obvious—the profits that flow from
product sales. In sharp contrast, there is no economic incentive for an inventor if
others can take and use his invention without justice. The patent system exists to
address this by acknowledging the constitutionally guaranteed exclusive rights that
inventors have in their inventions. This “exclusive right” is meaningless if in most
circumstances inventors cannot have ownership in their inventions, including the
right to exclude others.

The public good served by the Patent Office is to stimulate inventors to come up
with new technology that can change our world, and see it enter the public domain
after a period of time. This point is so important it bears repeating—the patent sys-
tem exists to protect and stimulate inventions, not products.

Discriminating against patent holders on the basis of whether or not they produce
a product disenfranchises some of America’s most creative and prolific inventors.
This broad group includes: university professors and research scientists, who often
make great breakthroughs without having the facilities or resources to manufacture
the products commercially; individual inventors who are in the same situation; and,
finally small businesses who may commercialize some of their inventions but fre-
quently invent more than they are able to productize simultaneously.

There is nothing dishonorable in an inventor licensing his or her inventions to
companies that are in a better position to commercialize the technology. This time
honored practice has been around as long as the patent system has. Thomas Edison,
Nicola Tesla and other great 19th Century inventors all licensed their inventions
out to companies to build them.

The tradition continues to this day. If you use a digital cellular phone, the
chances are high that Qualcomm licensed its CDMA technology to the cell phone’s
manufacturer. DVD players rely on video compression patent technology licensed
from a consortium of inventors ranging from Sony to Columbia University, while li-
censes to patents on inventions from Ray Dolby and his company increase our enjoy-
ment of music. Within the technology industry companies like IBM, Lucent, Texas
Instruments, Sony, Philips, Thomson and many others derive significant revenues
from patent licensing activities.

THE COMMITTEE PRINT INCREASES THE NUMBER, COMPLEXITY AND
EXPENSE OF LAWSUITS

A primary justification advanced for the injunction proposal is that successful and
innovative companies need this legislation to beat back a rising tide of nuisance
lawsuits originating from greedy trial lawyers and unscrupulous patent holders. I
can sympathize with this because when I was Microsoft, I frequently had to deal
with patent lawsuits in my role as Chief Technology Officer. Microsoft has the dubi-
ous distinction of having been named as a defendant in patent lawsuits 52 times
in the last five years, making it the second most “popular” defendant in the country.

So, while I can understand the frustration that my colleagues in large technology
companies have, the reality is that the impact of these lawsuits is exaggerated.
Some horror stories exist, but they are rare. The magnitude of the supposed problem
is not borne out by the statistics.

I was curious, so I did a study counting the total number of lawsuits filed against
technology companies by entities that do not produce products. The total of all these
lawsuits over the last five years was just over 2% of all patent lawsuits. Further-
more, fully half of those lawsuits are from one very litigious company. Those horror
stories aren’t about an epidemic, or a situation that is out of control—it is actually
a very minor phenomenon. I also counted the number of patent lawsuits in which
a large technology company was the plaintiff—the result is 1.6%. Large technology
companies generate nearly as many lawsuits as the entities that have no products.

These numbers put some perspective on the problem. On one hand, we have the
potential to harm tens of thousands of small inventors. On the other hand we have
the supposed benefit—to reduce the total number of lawsuits by perhaps one per-
cent. It seems clear that the cure is far worse than the disease.

This is particularly true because the proposal in the Committee Print won’t de-
crease litigation at all. In fact, it will dramatically increase the number of patent
lawsuits, as well as their complexity and cost. Ironically, this proposal, which is
often described as being yet another much needed and important reform against the
excesses of trial lawyers, is in fact the trial lawyers’ full employment act.

First there is the volume of the lawsuits. Today, about 97% of the patent lawsuits
that are filed settle prior to a trial. The entire viability of the court system depends
on this high settlement rate. Even a small change would overwhelm the courts with
vastly more trials. Yet under the proposal, large companies will have no reason to
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settle. Their principal motive in settling a patent suit before trial is to avoid the
possibility of an injunction should the company be found to be infringing, and to
avoid enhanced damages should their unauthorized use of property be found to be
willful. Without these threats, companies being sued will adopt the best strategy for
their shareholders: refuse to settle and use the advantage of their deep pockets to
drag lawsuits out to the bitter end, secure in the knowledge that no injunction can
get in their way.

The complexity of the litigation also increases substantially, because now several
new issues have been added to the already complex decision making process of the
courts. In addition to determining infringement, the courts must also try an entirely
different set of facts. The Committee Print directs that the court “shall consider and
weigh evidence that establishes or negates any equitable factor relevant to a deter-
mination of the existence of irreparable harm, including the extent to which the pat-
entee makes use of the invention”.

In simple terms, this is a second lawsuit tacked onto the original lawsuit, compli-
cating the already difficult patent litigation with an entirely new set of issues. Pro-
visions like “consider and weigh evidence” mean a whole new area for motions, dis-
covery and argument in court. As it stands, patent lawsuits can take five to seven
years, and in some cases even longer. This new process will add substantially to this
timetable.

This isn’t the only new complexity thrown at the courts. By reducing or elimi-
nating the right to an injunction, the courts are for the first time put in the position
of determining the terms and conditions under which technology is licensed on a
broad scale. Instead of the marketplace, courts will now be the primary determinant
of licensing terms.

This also greatly adds to the complexity of the litigation. Under current patent
law, the court may determine damages for past usage, but the court explicitly does
not interfere in the market for future use of the patents. Instead, the court deter-
mines whether the property of the patent holder is being used—if it is, then the
court issues an injunction and the two parties must work out for themselves what
to do. In many cases there is no future use, because the infringer will use the many
years that it took for the case to wind its way through the courts to redesign their
product. In other cases the infringer and patent holder decide to settle based on
their unfettered negotiations, which take into account the full panoply of market
factors and competitive alternatives available in the modern economy.

Instead, under the proposal in the Committee Print, the court would have to set
future licensing terms. Economists have a name for this scheme—it is called com-
pulsory licensing. Numerous studies have shown that it is a poor way to run a pat-
ent system. It is also out of keeping with the key principles of the American econ-
omy and Constitution of the United States.

The decision-making process inherent in this huge new responsibility will weigh
heavily on the courts. Current courts already expend a lot of time and energy deter-
mining past damages. Adding the future, which might stretch for a decade or more
depending on the life of the patents, greatly raises the stakes. Higher stakes gen-
erally means more arguing on yet another issue—what should the future damages
be? One thing seems certain: this proposal would be a boon for expert witnesses and
the trial lawyers who deploy them.

Some critics of the patent system ask “why aren’t monetary damages enough?
Why are injunctions needed?” There are several answers. Corporations fear injunc-
tions, and that’s what brings them to the settlement table, yielding a 97% settle-
ment rate. Determining commercial use and setting license fees will greatly com-
plicate the litigation process. But perhaps the most important reason is that this
compulsory licensing proposal will inject court mandated control over future licens-
ing rather than allowing the parties to work out a market-oriented solution.

THE PROPOSED CHANGES WOULD GUT PROTECTION FOR
COMPUTER-RELATED INVENTIONS

The injunction proposal is the topic in the Committee Print that I feel most
strongly about. However, there are several other areas that deserve some comment.
The Committee Print has an innocuous-seeming amendment to Section 271(f) of title
35 in the patent code. Unfortunately, this amendment would dramatically strip the
rights of patent holders and would deal a serious blow to small inventors working
in what is otherwise one of the most exciting and dynamic areas of the American
economy.

Section 271(f) is in plain terms a law designed to prevent patent holders from
being cheated by unscrupulous exporters. Patent law holds that export of a patented
invention outside the United States is a use of the invention, just as much as sale
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inside the country would be. Both export and domestic sale are on the same basis.
Section 271(f) was intended to close a loophole and prevent a company from export-
ing components rather than an entire invention. It has worked well in that purpose
and substantial case law has developed around it.

Incredibly, the amendment proposed in the Committee Print creates a gaping
loophole for software, or any invention that includes software. It requires that any
“component” under 271(f) be a tangible item—thus exempting software altogether.
It additionally requires that the tangible item “is itself combined physically with
other components to create the combination that is alleged to infringe”.

Translating this to plain English, it means that a software company could exploit
the loophole created by this provision to export software without it counting as an
export. Software would not qualify as a “tangible item”, particularly if it was ex-
ported by transmission over the Internet or another computer network which these
days is the dominant way software is shipped and sold. Software composed of mul-
tiple software components—as virtually all software is these days—would also not
count. Most software companies have the majority of their revenue come from out-
side the US, so this provision would at a single stroke cut the licensing revenues
due a valid software patent holder by a factor of two or more.

Software is not the only beneficiary of the loophole created by this provision. Any
invention that combines software and hardware could also be able to use the loop-
hole by simply exporting the hardware physically, then downloading software to it.
Literally millions of inventions, ranging from aircraft navigation systems to
videogames and toys would suddenly have their exports made immune from justice.

What justification can there be to strip America’s inventors of the revenue from
these exports? It is hard for me to imagine how, at the onset of the 21st Century,
anyone could pretend that only “tangible items” have value when the Internet has
become a ubiquitous channel for commerce, and software is a multi-hundred billion
dollar market.

THE PROPOSED CHANGES WOULD REWARD WILLFUL PATENT INFRINGERS

The topic of willful infringement is clearly an area of patent law where reform
is needed. The current willfulness standard should be clearly reviewed. However, I
cannot support the Committee Print which goes too far in reducing the conditions
under which a company can be found liable for willfulness.

Note that willfulness goes hand in hand with the injunction issue. If large cor-
porations know that they don’t have to worry either about an injunction or about
an increased financial penalty due to a finding of willfulness, then they can infringe
at will. At worst, a court will make them pay a license fee, but even that is not
certain because the court might not make such a finding. Even if a court eventually
rules against them, the infringer can delay for many years. The best strategy for
a large company is simply to infringe widely, and refuse any negotiation with the
patent holder.

This creates an incentive for exactly the kind of behavior the patent system is
supposed to oppose. This is another example of a reform that, as an unintended con-
sequence, would increase the volume of patent litigation by motivating companies
to infringe. Small inventors would be adversely affected because their only means
to bring such deliberate infringers to heel is to resort to expensive litigation they
can ill afford.

POST-GRANT OPPOSITION PROCEDURE WILL REQUIRE GREATER
PATENT OFFICE RESOURCES

Post-grant opposition to a patent is a concept that has been proposed in various
forms for many years. The value of post-grant opposition is that it gives the market-
place the opportunity to be heard and to help the Patent Office. However, this is
appropriate only if done for a limited time after issuance, with a strict time limit
on the opposition proceedings, and with conditions that would prevent it from being
used to manipulate the system. Otherwise this would become yet another protracted
and expensive dispute mechanism which would disadvantage small inventors. It
could also be yet another full employment act for lawyers. The Committee Print pro-
poses a nine month limit from time of patent issuance. This is a reasonable com-
promise.

However, I would caution the Subcommittee that any post-grant opposition of this
sort will greatly increase the workload for the Patent Office, and will therefore re-
quire additional resources. It does not seem reasonable to ask the Patent Office to
take on additional duties knowing that they lack the necessary financial resources
to do so. Frankly, the Patent Office backlog is too long as it is, and if post-grant
opposition takes resources away to make the backlog worse, this would be a net neg-
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ative for the patent system. Indeed, improving the patent examination process by
giving the Patent Office adequate resources would do more for patent quality than
post-grant oppositions would, and would reduce the need for them.

THE PROPOSED RESTRICTIONS ON CONTINUATION APPLICATIONS
SHOULD BE RECONSIDERED

The filing of continuations to a patent application is a longstanding and valuable
mechanism which has great merit in the patent system. Small inventors (and many
large inventors) often use continuations because they cannot afford to put all of
their ideas into their first patent on an invention. So, they describe the invention
via the patent specification, and make their initial set of claims. Later, they can file
a continuation which draws new claims, but only within the boundaries of the origi-
nal specification. This is a well-established practice that has developed a clear body
of case law around it, and has the important feature that small inventors can devote
their scarce resources to protecting specific inventions first (e.g., the core invention
of a start-up company) while pursuing protection for the broader concepts in a con-
tinuation application. It therefore rewards both early innovation and ongoing cre-
ative invention

The Committee Print seeks to place new conditions on the filing of continuations.
However, the terminology used in the Committee Print removes an important inven-
tor’s right by requiring that patent claims in continuations cannot be “broader in
scope than the broadest claim” in the original case the continuation stems from.

Limiting continuation applications in this manner would unfairly bias the patent
system against the small inventor, and would result in many legitimate inventions
going unprotected by the patent laws, resulting in decreased innovation due to re-
moval of this protection.

Moreover, this odd provision seems intended to solve a problem that no longer ex-
ists, namely the former situation where a U.S. patent expired 17 years after its
issue date, which encouraged certain irresponsible patentees to drag the patent pro-
cedure out for decades, obtaining a new 17-year term for each issuing patent. This
scheme has been eliminated by the adoption in the U.S. of a patent term of 20 years
from the filing date, which is the international standard.

In addition, the practice of reissue applications already incorporates a require-
ment that no broadening claims can be pursued more than two years after a patent
issues. The Committee Print would create a conflict in the law by preventing a pat-
ent applicant from pursuing broader claims in a continuation application, even
though he or she would be allowed to pursue a broader claim in a reissue of the
parent patent, even at a later date.

This provision is thus both unnecessary and in conflict with other portions of the
patent law, and would cause many properly patentable inventions to go unprotected,
stifling innovation by encouraging companies to copy rather than invent.

PATENT QUALITY: IN EVERYONE’S BEST INTEREST

Lest it seem that I am unduly negative on the Committee Print, I hasten to add
that there are many features that I think are positive moves which will strengthen
the patent system. This includes reform to the concept of “best mode” implementa-
tion. I appreciate the Committee Print proposal to limit rampant assertions of in-
equitable conduct, the growth of which has been referred to recently as a “virtual
plague.” Of course, I would encourage the Subcommittee to consider carefully the
actual implementation to insure that it cannot be manipulated for delay or leverage.

Another benefit is increased transparency through the publication of all patent
applications is another important reform. These are important contributions which
will strengthen the patent system for all participants.

An area of particular importance is the harmonization of U.S. patent law with
international patent law. This is critical for promoting American exports, and aids
small inventors who lack the resources to cope with inconsistent international re-
quirements on their own.

CONCLUSION

Since the 19th Century America has been the guiding beacon of invention for the
world. Thomas Edison’s light bulb was a tangible symbol of that beacon, and since
his day, millions of other American inventions have followed in his path. Patents
are the legal construct that breathe economic life into those inventions by giving their
inventors a property interest in them. The resulting economic incentive helps inven-
tors spend their time, energy and money in the difficult task of wresting secrets
from nature and harnessing them into new technology. America, with its patent sys-
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tem, has been unchallenged as the invention capital of the world, and we have bene-
fited enormously from this legacy.

As we enter the 21st Century, our traditional economy is beset by many chal-
lenges. International competitors such as China have already learned how to manu-
facture goods at low cost, and are becoming more technologically sophisticated with
each passing day. As it stands, it is becoming ever rarer for an American company
that “makes” products to actually do the manufacturing. Instead they design prod-
ucts that are built by others, often outsourced overseas. What is the difference be-
tween that, and an inventor who licenses his patents? It seems to me to be very
poor timing to disadvantage small inventors in favor of large product companies,
right at the stage when the real product building is moving overseas. The future
of America is more strongly tied to invention than at any time in our past. We must
support our inventors, including those that are in universities and small businesses,
and plucky individuals working on their own.

The barriers to entry around the world are collapsing. Tom Friedman, a columnist
for the New York Times, and a close observer of globalization likes to say that the
world is becoming flat. If America wants to remain competitive, we must play to
our strengths and remain the world’s leading innovators and inventors. The patent
system is the bedrock on which this is founded. I want to thank the Subcommittee
for their work to keep the patent system, and by extension America, competitive in
this vital area.
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Appendix 1 — News Article

Princeton Alumni Weekly
April 6, 2005: Perspective

The magic of invention
Lessons on creativity from the world of aviation, Teflon, and Velcro

http//www.princeton.edu/~paw/archive new/PAWO4-05/12-0406/perspective. himl

By Nathan P. Myhrvold *83

Nathan P. Myhrvold *83, former chief technology officer at Microsoft and founder of
Intellectual Ventures, a company that nurtures invention, received the 2005 James
Madison Medal on Alumni Day, Feb. 26. This essay is adapted from the lecture he gave
that day in Richardson Auditorium.

Invention is the origin of all technology: Everything new started as a spark in someone’s
head. Without that breakthrough idea — without knowing how something can be done —
you are at a fundamental disadvantage. After you know something, it often seems
obvious; you say, “God, why didn’t I think of that?” After you have the invention, you
can apply lots of cleverness to making something work, but up front you need to have
that invention. But, ironically, the world does not focus much effort on invention. Tn fact,
invention is a sideline or a hobby for virtually everyone who practices it.

Academic research is wonderful, but academics aren’t supposed to invent — they’re
supposed to learn new things about the world; they’re supposed to expand mankind’s
knowledge. You can be a fantastic researcher without ever inventing something. There
are great academics who invent, but they do it on the side. The same thing, ironically, is
true of engineers. Most engineers are paid to build something. If you said, “Hey, you can
build your product without actually doing a new invention,” most engineering managers
would say, “Great! There is going to be no risk. I hate when we have to solve a problem
no one has solved before!” So while engineers can be great inventors, very few people
are motivated to do it full time.

The world doesn’t support invention very well. There is a systematic set of constraints:
What is the next product version? What suits my research? What can I get my graduate
student to do? Most of all: What can I get funded for? The great debate in design is
whether form follows function. But in much of life, form follows funding. If you can’t
get funded to invent, if people won’t take a chance, how are you going to get there? As a
result, a huge amount of invention is done sub rosa — some of it by academics who
really have a grant to do something else. Very few companies support really radical
things — because if it is really radical, almost by definition it is not somebody’s business
to do up front.
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The world is focused very much on what you do after you have the idea. If you goto a
venture capitalist on Sand Hill Road in Menlo Park, Calif., and say, “You know, | am
sure | am going to have a good idea!” the meeting ends right there. | like to think that if
you really focus on invention we could have a whole lot more, and a whole lot better.

But what are the inspirations for invention? Where does invention come from? One of the
most powerful ideas is to take inspiration from the natural world — to see something that
nature has invented and use that as an inspiration directly for human invention. It is a
great idea — but it rarely happens. There is one terrific example: Velcro. In 1948, Swiss
biologist George de Mestral got some cockleburs stuck in his sock. Many of us have had
that happen. But George was a little more curious than most of us about how these
cockleburs stuck to his socks. He looked at one under a microscope, and saw lots and lots
of little hooks. The hooks engage the fibers; originally, they evolved to engage fibers in
an animal’s hide to catch a ride. So de Mestral said, “I can make hooks!” and came up
with the idea of Velero.

The other classic example is flying. Mankind always has been fascinated with the
graceful way birds soar. Early in the history of aviation, birds provided direct, natural
inspiration. The primary proponent was the German inventor Otto Lilienthal, who built
wonderful, birdlike gliders in Germany. But it turns out that acting like a bird isn’t a good
way to make a glider, and Otto flew and flew until he crashed. Tn 1894, a bicycle
mechanic, Wilbur Wright, read about this, and he and his brother set out deliberately to
invent the airplane. They took a very different approach. They weren’t interested in birds
at all — they built the first practical wind tunnel. It was by taking an approach that was
utterly unlike a bird that they had some success.

The interesting thing is how deliberate the Wrights were. In 1899, they wrote to the
Smithsonian Institution — that was back when the Smithsonian took requests — and
said, “We would like all of the literature you have on human or artificial flight.”
Someone at the Smithsonian boxed up all these papers and sent them off. And so Orville
and Wilbur Wright said, “OK, let’s roll up our sleeves and learn how to fly.” Tt wasn’t
based on birds, but on a systematic approach of saying, “Damn it; there has got to be a
way to achieve this!” It took them four years. [ think that it is really remarkable when you
consider that after four years of seriously working at it — on something that people had
speculated about since Leonardo da Vinci’s time — these guys invented the airplane.

Most great inventions actually come out of something like the Wrights’ approach.
Someone gets a crazy idea and, of course, up front it is ludicrous. The more important the
idea, the more ludicrous it has to be when you set out. I used to say at Microsoft Research
that we wanted to hire researchers who were “narrowly insane™: insane, because they
believed they could solve a problem no one else in the world could solve; narrowly,
because you wanted them to be pretty sensible in other ways. This kind of dedicated
approach to invention is something I think the world needs to support a lot more.

There is another big theory of invention: the “happy accident” theory, in which someone
can come up with an interesting observation through a bit of serendipity. Roy Plunkett,
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who invented Teflon, had been doing an experiment that involved putting some fluorine
gas and other things into a tank. He opened the stop cap to the tank, and nothing came
out. The tank was heavy, he shook it, and eventually he took a hacksaw and sawed it
apart, and discovered that there was this waxy white substance in it. [t is a classic
example of serendipity. It is also a classic example of how not to manage invention.
Immediately after this, Plunkett was transferred and was never allowed to work on Teflon
again at DuPont.

Happy accidents like Teflon do occur. But very few great inventions are accidental —
and even in those that are, the great thing isn’t the accident itself. A whole lot of people
could have made Roy Plunkett’s discovery and just thrown the whole thing out. The
really great inventions that come from serendipity are the accidents waiting to happen.
There is a saying: Luck favors the prepared mind. First you have to notice this thing, and
then you have to be prepared to develop it. And you have to have the right support.

From a technological perspective, this is the ideal time to be an inventor. We have greater
connectivity than we have ever had before, greater access to information and knowledge.
The world is a much smaller place now that the Internet can allow us to connect with
each other. That’s a terrific stimulus. And the pace of invention has never been faster.

All of these things lead me to believe that the 21st century is going to be an era of
incredible and dynamic invention. It’s also a time, frankly, when we have to do it. At the
turn of the last century, about half of our workforce was on the farm. By the 1960s it had
dwindled to about 6 percent, and today, it’s less than 3 percent. American farms are the
most efficient in the world, but agriculture as a major part of the workforce has come and
gone. So has manufacturing: Tt was just getting going in 1900 and peaked at about a third
of the economy in the 1950s; today it is about 10 percent. Most companies in America
now do a lot of the design, but a huge amount of what they do is built overseas. If we
don’t learn to invent, if we don’t foster invention and innovation, it is not clear what we
are going to do for a living.

Invention is the source of it all, yet it is strangely neglected. Enough of it happens, and
happens randomly, that it keeps us busy. But if you focus on fostering it, it can really be
done deliberately. There are people who disagree with this. Maybe you can’t always set
out and succeed like the Wright brothers did. After all, there probably were a lot of guys
in 1899 who set out to invent something — but we only celebrate the people who got
there.

But you sure can kill invention. Creativity absolutely can be strangled. It can be
squelched; it can be underfunded. 1 think it is incumbent upon us to continue to push, in
education and in business, to support it. The economies of the 2 1st century are going to
be driven by the magic of invention.
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Mr. SMITH. Thank you, Dr. Myhrvold.
Mr. Bartholomew.

TESTIMONY OF DARIN BARTHOLOMEW, SENIOR ATTORNEY,
PATENT DEPARTMENT, JOHN DEERE & COMPANY, ON BE-
HALF OF THE FINANCIAL SERVICES ROUNDTABLE

Mr. BARTHOLOMEW. Thank you, Chairman Smith, Ranking Mem-
ber Berman, and Members of the Subcommittee. My name is Darin
Bartholomew. I am senior counsel for Deere & Company, where I
focus on intellectual property and technology matters. I am pleased
to testify today on behalf of John Deere Credit, the Financial Serv-
ices Roundtable, and BITS.

The Financial Services Roundtable and BITS are financial serv-
ices trade associations that represent some of the largest financial
institutions in the country, including banks, broker-dealers, and
other financial institutions. John Deere Credit is one of the largest
equipment finance companies in the United States and is proud to
be a member of the Financial Services Roundtable. We agree with
many of the concepts which you include in the Committee Print
and we appreciate the opportunity to provide you and other Mem-
bers of the Committee with comments.

Today, over 800,000 applications are pending in the PTO and ex-
aminers are unable to spend enough time to provide a meaningful
examination on complex applications. This is particularly true in
the area of business method and financial services patents. After
the landmark decision in State Street Bank & Trust Company in
1998, the number of pending patent applications that involve finan-
cial services and business methods have surged greatly. Because it
typically takes more than 3 years to get allowance of these applica-
tions, we are faced with an avalanche of increased litigation risks
for the financial services industry.

There are steps that Congress can take to provide protection
against frivolous claims without impairing the important protec-
tions afforded by intellectual property rights. The main areas are
creating an opposition proceeding, modifying the standard for in-
junctive relief, improving the prior-user rights defense, clarifying
the damage rules, and promoting collaborative research.

The Committee Print on opposition proceedings does not include
a window for initiation of an opposition proceeding upon the threat
of patent infringement. However, we believe that this is essential
to improve the quality of patents issued in the U.S. Organizations
will not likely expend the resources necessary to monitor patents
in a 9-month post-grant window. There is no tangible economic re-
turn for challenging patents unless there is a threatened infringe-
ment or requirement to license the application.

We believe that the 4-month window for launching an opposition
after a threat of patent infringement would foster a more detailed
scrutiny of patents than ordinarily occurs during a typical exam-
ination in which an examiner expends about 25 hours or less. This
would create an efficient two-level examination regime within the
U.S. for patents that are asserted. Patents that are asserted rep-
resent less than 2 percent of issued patents, approximately 2,500
patents a year. That would be a low administrative burden on the
PTO to conduct an opposition proceeding for patents prior to their
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assertion. In the Committee Print, secrecy of the opposer was one
of the topics that is necessary to prevent retaliatory oppositions or
opposition wars between competitors. We felt that the preponder-
ance of the evidence standard proposed would provide an incentive
to use opposition proceedings instead of filing a lawsuit initially.

Turning to the area of injunctive relief, in the U.K. injunctive re-
lief is permitted anytime after expiration of 3 years from the date
of the grant of the patent. This would provide a strong incentive
for actually using inventive ideas instead of letting them sit on the
shelf, and inventors would be allowed to license to others to achieve
and satisfy the working requirements, which would meet the re-
quirements of small entities.

With respect to business method patents, business method pat-
ents have proved difficult to define in practice and are not defined
anywhere in the Patent Act. That’s why we favor the Committee
Print that would expand the prior-right user defense to all methods
and to apparatus and systems. In addition, we feel that the defense
should be extended to cover other matters so that we can achieve
a standard in which the preponderance of evidence is used to inval-
idate business method patents.

In clarifying the damage rules, we agree with the Committee
Print, but we have some modifications to refine language. These
modifications involve clarifying the level of knowledge that it takes
to prevent increased damage awards. We are in agreement with
the codification of this decision, in that the absence of an opinion
of counsel does not create an inference of willful infringement, in
concurrence with the recent Knorr-Bremse decision.

With respect to the promotion of collaborative research, the cur-
rent novelty provision in the law includes a public use provision as
a novelty-barring event, and the U.K. and Europe both include lan-
guage that prior art must be publicly available in their statutory
provisions. Accordingly, we think that it is appropriate to include
a reference to “public” or “publicly available” in the current statute.
The presence of the word “public” supports the use of confiden-
tiality agreements to conduct collaborative research between orga-
nizations, and the absence of “publicly available” would potentially
lead to the creation of a class of secret prior art that is disfavored
by the Federal Circuit and Congress.

We look forward to providing additional detail and working with
the Subcommittee to refine these concepts.

Thank you.

[The prepared statement of Mr. Bartholomew follows:]



152

PREPARED STATEMENT OF DARIN BARTHOLOMEW

TESTIMONY of
Mr. Darin Bartholomew
Senior Counsel, Deere and Company

“Patent Quality Improvement”

BEFORE the

House Judiciary Committee Subcommittee on Courts, the Internet, and Intellectual
Property

2141 Rayburn House Office Building
April 28, 2005
12:00 p.m.



153

Introduction

Chairman Smith, Ranking Member Berman and members of the
Subcommittee, my name is Darin Bartholomew. I am senior counsel for Deere &
Company where | focus on intellectual property and technology matters. [ am
pleased to testify today on behalf of John Deere Credit and The Financial Services
Roundtable and BITS, which are affiliated financial services trade associations,

John Deere Credit is one of the largest equipment finance companies in the
United States, with more than 1.8 million accounts and a managed asset portfolio
of nearly $16 billion. It provides retail, wholesale and lease financing for
agricultural, construction and forestry, commercial and consumer equipment
(including lawn and grounds care) and revolving credit for agricultural inputs and
services. John Deere Credit also provides financing in Argentina, Australia, Brazil,
Canada, Finland, France, Germany, Italy, Luxembourg, Spain, and the United
Kingdom.

The Financial Services Roundtable (www.fsround.org) represents 100 of
the largest diversified financial services companies providing banking, insurance,
and investment products and services to American businesses and consumers.
Member companies participate through their chief executive officer and other
senior executives nominated by the CEO. Roundtable member companies account
directly for over one million jobs.

BITS (www hitsinfo.org) was created in 1996 to foster the growth and
development of electronic financial services and e-commerce for the benefit of
financial institutions and their customers. BITS provides intellectual capital and
addresses emerging issues where financial services, technology and commerce
intersect. BITS's Board of Directors is made up of the Chairmen and CEOs of
twenty of the largest U.S. financial services companies, as well as representatives
of the American Bankers Association and the Independent Community Bankers of

America.
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I am pleased to testify as a member of The Roundtable’s Patent and
Intellectual Property Working Group. John Deere Credit, as well as its parent,
Deere and Company, is intensely interested in patent quality issues at the USPTO.
We are gratetul that you have begun the discussion of these matters with your
comprehensive Committee Print. We agree with many of the concepts which you
included in the Committee Print and we appreciate the opportunity to provide you
and other members of the Committee with comments.

Today, over 800,000 applications are pending in the PTO and Examiners
are unable to spend enough time to provide a meaningful examination on complex
applications.” Regardless of which factors contribute to a lack of patent quality,
businesses of all shapes and sizes, including banks, broker-dealers, insurers and
finance companies are threatened by a large and growing number of frivolous
claims of patent infringement. Currently pending claims of infringement are a
serious problem, but they are only the tip of the iceberg because of the lag in
allowance of patent applications related to business methods and financial
services. After the landmark decision in State St. Bank & Trust Co. v. Signature
Fin. Group, Inc., 149 F.3d 1368 (Fed. Cir. 1998), the number of pending patent
applications that involve financial services have surged generally.® Because it
typically takes more than three years to procure allowance of applications for
business methods (e.g., Class 705)," the risk of increased litigation for the financial
services industry is now present. [f not addressed by appropriate legislation, the
current trend will lead to a greater number of frivolous claims filed against

financial firms in coming years.

! U.S. PATENT AND I RADEMARK OFFICE, PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR
2004, available at www.uspto.govi/web/offices/com/annual/2004/060405 table5.html (last visited April 27,
2005).
2 TEDERAL TRADE COMMISSION, TO PROMOTE INNOVATION : TIIC PROPER BALANCE OF COMPETITION AND
PATENT LAW AND POLICY, A REPORT RY THE 'EDERAT, TRADE COMMISSION, Octlober 2003, at 5.
3 See, eg., STEPHEN A. MERRITT,, RICHARD C. T EVIN, AND MARK BB. MYERS, NATIONAT. RESFARCH
gIOUNCIL, A PATENT SYSTEM FOR THE 21ST CENTURY, 2004 at 86 (prepublication copy).

1d. at 90.
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There are steps that Congress can and should take to provide financial firms
and other businesses with additional safeguards against these frivolous claims,
without impairing the important protections afforded to intellectual property under

the patent law. We recommend five initial measures, which are discussed below:

e (Create an opposition proceeding;

e Modity the standard for injunctive relief;
¢ Improve the prior user rights defense;

e (larify the damages rules; and

e Promote collaborative research.

We will now provide you with some additional detail regarding each of these

measures.

Create an Opposition Proceeding

The USPTO proposed a post-grant review of patent claims in their 21st
Century Strategic Plan that was released in 2002. We strongly support
establishment of an opposition proceeding and appreciate your inclusion of the
concept in the Committee Print. We recommend that the opposition procedure
allow the public to petition the USPTO to cancel one or more claims in a patent
within 12 months of issuance (a timeframe supported by the Administration) under
section 323. The counterpart U.K. opposition law provides for an opposition
proceeding within two years after the date of grant,” but the European Patent
Convention opposition period is only 9 months.® We respectfully suggest the
creation of a reasonably moderate time frame of 12 months by changing the

language of section 323 from "9 months" to "12 months" in the Committee Print.

3 Section 72(2)(b) of the U.K. Patents Act of 2004.
® EPC Art. 99.
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Further, we recommend allowing anyone who is threatened with a patent
infringement action to file a request for an opposition proceeding within four
months after receiving notice of the patent infringement action. Without the four
month window for initiation of an opposition proceeding upon a threat of patent
infringement, the opposition proceeding would be seldom used. Organizations
would not likely expend the resources necessary to monitor the patents of their
competitors or the resources necessary to invalidate a patent in an opposition
proceeding without any tangible economic return. However, an infringement
action provides a sufficient economic incentive to use an opposition proceeding to
avoid paying infringement damages for a questionable patent or a patent of suspect
validity. Moreover, the 4 month window for launching an opposition would foster
a more detailed scrutiny of patents than ordinarily occurs during the typical 25
hours or less of examination at the PTQ.”

Under the proposed opposition procedure, the patentability of issued claims
would be filed with the Director and subsequently reviewed by Administrative
Patent Judges of the Board of Appeals of the USPTO. In section 321(a) after
"opposition" (first occurrence) for clarification, we suggest inserting "with the
Director in United States Patent and Trademark Office.” In section 325, we
suggest deleting "The determination by the Director to dismiss may not be
appealed” so that the Patent Office and Director are subject to the checks and

balances of the judiciary.

Maintaining the secrecy of the identity of the opposer is important to
discourage retaliatory action between competitors, which might discourage using
the opposition proceeding in the first place for fear of triggering an extensive

opposition war over broad patent portfolios of competitors. The U.K. law also

" FEDERAL 'I'RADE COMMISSION, 10 PROMOTE INNOVATION : 'I'HE PROPER BALANCE OF COMPETITION AND
PATENT LAW AND POLICY,, A REPORT BY THE FEDERAL TRADE COMMISSION, October 2003, at 5.
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supports secrecy of the opposing party in opposition proceedings.® Accordingly,

in section 322, we suggest deleting "or to any person upon showing of good cause"
because this intended exception represents an abyss that would swallow the entire
rule on maintaining secrecy of the opposing party.

Section 324 of the Committee Print provides that the opposition proceeding
may be based on an extensive scope of validity matters, similar to the standards
used in Europe and the UK.® We agree with the broad scope of the opposition
proceeding in the Committee Print because it provides a readily available,
reasonably prompt and cost effective way to determine patentability as a follow up
to initial examination by the PTO without imposing unreasonable burdens on
patentees. The opposition procedure would enable companies to manage the risk
of claims against them based on bad or suspect patents, without incurring the high
cost of litigation or facing the need to settle to avoid that cost.

Under Section 338 of the Committee Print, the opposer can drop out or
settle with the patent owner, where the Director or Board has actual knowledge
that one or more claims are invalid, but fails to issue an opinion. Accordingly, the
existing language should afford the Director or Board the opportunity to issue an
opinion in the public interest in such a case, regardless of whether the opposer
drops out or settles with the patent owner. Accordingly, in section 338(a), after
"filed" (first occurrence), we suggest you insert "or unless the Director decides in
its discretion to issue a written decision under 331 that invalidates one or more
claims of the applicable patent.” Similarly, any opposer that remains in the
opposition proceeding, or any opposer in a separate proceeding under section
325(c), should be given an opportunity to add any ground of invalidity raised by
an opposer whose request to terminate has been granted by adding appropriate

language to the Committee Print.

§ See, e.p., Sanders Associates, BL 0/89/81.
? See, e.g.. Section 72(1)(b) of the U.K. Patents Act of 2004.
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Estoppel issues have plagued inter partes reexamination proceedings and
discouraged their use. After any appeal rights'® are exhausted, a third party re-
examination requestor is generally precluded from later challenging the validity of
claims that survive inter partes reexamination on any ground that was raised or
could have been raised during the inter partes reexamination.!' Therefore, we
recommend narrowly tailoring the language of the estoppel provision of section
336 to encourage use of the opposition proceedings. For instance, we suggest
amending section 336(a)(1) as follows: after "law" delete the language to the
period and replace with "where an identical issue was actually raised and decided
in the opposition proceeding, and necessary to the determination of that issue of
invalidity." Further, we recommend modifying section 336(a)(2) by adding
"raised and" after "actually” and "of an issue of invalidity" after "final

determination."

Modify the Standard for Injunctive Relief

Currently, if the patent owner clearly shows that a patent is valid and
infringed, the patent owner is entitled to a rebuttable presumption of irreparable
harm,'* which favors the granting of injunctive relief. In many countries,
including Canada and most European countries, injunctive relief is not available
for paper patents that have not been worked. That is, if the owner of a patent does
not use the patent within a specified period of time, the owner may lose the ability
to obtain injunctive relief. For example, in the U.K. a party may apply for a
compulsory license if the patentee fails to work the patent at any time after the

expiration of three years from the date of the grant of the patent and if relevant

W35USC. 134(c)(2004) relates Lo appeals Lo the Board ol Appeals, whereas 35 U.S.C. 315(c)(2004)
covers appeals o the Federal Circuit.

135 1.8.C. 315(c)(2004).

"2 Jack Guttman, Inc. v. Kopycake Enters, Inc., 302 F. 3d 1352, 1356 (Fed. Cir. 2002).
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grounds are satisfied."> The relevant grounds deal with whether or not the demand
for a patented product is met on reasonable terms," among other things.

Rather than adopting a complex compulsory license provision, we support
the general language of the Committee Print, where a court grants an injunction on
a patent only if the patentee is likely to suffer immediate and irreparable harm that
cannot be remedied by the payment of money damages alone. If an inventor can
demonstrate a likelihood of irreparable harm and the patentee or its licensee have
worked the invention in the U.S. within a reasonable time (¢.g., 1 to 3 years) after
the grant of the application, injunctive relief ought to be available. Accordingly,
we suggest replacing the language of proposed Section 283(b), "including the
extent to which the patentee makes use of the invention” to "including the extent
to which the patentee works the invention within a reasonable time after the grant
of the patent.” Tn this case, “worked” would mean “making, using, selling, or
having made the subject matter of the claimed invention on a material commercial

basis by the patent owner or its licensee."

Improve the Prior User Rights Defense

The prior user rights defense under 35 U.S.C. 273 is an important
protection for financial institutions especially due to the recent growth in patent
litigation. However, in its current form, the prior user rights defense is merely
limited to "business methods." Business methods have proved difficult to define
in practice and are not defined anywhere in the Patent Act. Accordingly, a patent
owner of a business method patent may characterize its business method as a
system or apparatus to circumvent the application of the prior user defense. For
the this reason, the prior user defense should be modified to apply equally to any

methods, products or services covered by a patent, as proposed in the Committee

13 Qection 48(1), UK. Patents Act of 2004.
' Section 48(1 )a), U.K. Patents Act of 2004; See, e.g., Swansea Imports Limited v. Carver Technology
Limited, BL 0/170/04.
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Print. Further, we suggest that any bill strike the automatic provision of
attorney’s fees.

Another problem with the prior use defense is the high level of proof
required to successfully assert the prior user defense. Currently, in the Committee
Print the prior user defense requires "clear and convincing evidence.” Although
"clear and convincing evidence" is generally appropriate where patent invalidity is
invoked as a defense'®, here under the prior use defense the patent owner's patent
is not invalidated and may be enforced against third parties. The limited
applicability of the defense to circumstances of the prior use and the absence of
patent invalidity supports changing the language of former Section 273(b)(4) from

"clear and convincing" to "preponderance of the evidence.”

Clarify the Damages Rules

The present patent law is subject to abuse by patent holders who go fishing
for infringers, or worse, to coerce law-abiding companies to accept large
liscensing fees. By simply sending a letter, at the cost of nothing more than a 37-
cent stamp, a patent holder can set in motion a very costly process for the alleged
infringer: hence the term “37-cent notice.” The recipient of the letter has to
undertake an investigation, incurring the cost of personnel time and legal counsel,
both of which can be substantial. Failure to conduct the necessary due diligence
could later subject the alleged infringer to treble damages. The accusing patent
holder incurs no risk or cost, other than the cost of a stamp.

The patent law should be modified to provide that enhanced patent
infringement damages may not be awarded: (1) on the basis of the mere
knowledge of a patent or its contents by the defendant prior to suit, unless the
knowledge meets specifically enumerated criteria that are sufficient to give notice
of a genuine issue of potential infringement to the defendant, or (2) for any

infringement occurring prior to the defendant’s receipt of written notice from the

"* Bausch & Lomb, Inc. v. Barnes-Hind/Hvdrocurve, Inc.. 796 F.2d 433 (Fed. Cir. 1986).
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plaintiff of a charge of infringement, which identifies the specific patent, claims,
and alleged infringing products or services at issue and which is sufficient to give
the defendant an objectively reasonable apprehension of suit on the patent.
Notwithstanding those limits, we believe that a patent infringer should be subject
to payment of enhanced damages if: (a) the infringer deliberately copied the
patented subject matter; or (b) the patent was asserted against the infringer in a
previous U.S. judicial proceeding, and the subsequent infringement is not more
than colorably different from the conduct asserted to be infringing in the previous
proceeding, as proposed in the Committee Print. Consistent with the above
comments, in proposed section 284(4)(d)(1), we respectfully suggest modifying
the last sentence as follows: "Increased damages may not be awarded based
merely upon the knowledge of a patent or its contents by the defendant prior to
suit, where such knowledge does not comply with the following paragraph
(Section 284(4)(d)(2))."

We appreciate the intention explicit in the discussion draft to limit the
award of treble damages for infringement. Certainly this will cut down on

frivolous notices and the lawsuits that follow.

Promote and Protect Collaborative Research

We generally support the refinements to the novelty provision (Section
102) set forth in the Committee Print. In general, the proposed novelty provision
is an attempt to align U.S. novelty standards with international patent standards.
Although the present language of Section 102 in the Committee Print implies that
"known" means "known to the public” and that "accessible" means "accessible to
the public", there is a risk that a judge might interpret the prior art merely to mean
that which is accessible to one of ordinary skill in the art (traditionally an
enablement requirement), regardless of whether is available to the public or not.
Accordingly, we suggest tailoring the language of the Committee Print to

eliminate the possibility of the judicial creation of secret prior art that might be
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damaging to collaboration between parties. "Secret prior art .. is not favored for
reasons for public policy," except for 102(e) prior art.'®

Under section 2(2) of the U K. Patents Act of 2004, "The state of the art in
the case of an invention shall be taken to comprise all matter .. which has at any
time before the priority date of that invention been made available to the public ..
by written or oral description, by use or in any other way." Under Article 54(2) of
the EPC, "The state of the art shall be held to comprise everything made available
to the public by means of a written description or oral description, by use, or in
any other way, before the date of filing the European patent application." The
clear reference to "available to the public" is extremely significant in that it
supports the ability of organizations in Europe to protect against novelty-
destruction by entering into confidentiality agreements incidental to research and
development activities. For example, in Europe a secret sale of an invention (e.g.,
a prototype) that is subject to a non-disclosure agreement is simply not regarded as
prior art."’

In contrast, under certain judicial interpretations of current U.S. law, if
company A contracts or collaborates with company B for the development of a
prototype, design, or preliminary product or licenses the invention; an infringer
may argue that the transaction qualifies as an invalidating secret offer for sale or
sale® Although the patent owner may ultimately prevail on technical arguments
under a vague totality of circumstances test, the presence of a binding air-tight
confidentiality agreement is not decisive of the outcome under the totality of the
circumstances test."> Moreover, additional legal services may be required to

successfully defend the patent validity.

10 Kimberly-Clark v. Johnson & Johnson, 745 F.2d 1437, 1446 (Fed. Cir. 1984).

7 See, ¢.g., 1992 O.J.E.P.O 646, 652.

¥ M&R Marking Systems, Inc. v. Top Stamp, Inc., 926 T. Supp. 466, 470-471 (D. N.I. 1996); In Re Kollay,
286 T.3d 1326, 1334 (Ted. Cir. 2002).

' The use ol a con fidentiality agreement or other obligalion ol confidentiality is merely a laclor that [avors
the finding of experimental use and prevents invalidation under the statutory bar. See, e.g., Netscape
Communications Corporation v. Konrad, 295 F. 3d 1315 (Fed. Cir. 2002).
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For the foregoing reasons we recommend the following changes to the novelty
provision in the Committee Print: (1) in Section 102(1)(a) and 102(a)(1)(B), add
the words "to the public" after "known"; (2) in section 102(c) replace
"Accessibility” with "Availability"; (3) in section 102(c)(1) and 102(c)(2) replace
"accessible" (all occurrences) with "available to the public"; (4) in section

11(c)(2), "Applicability, Transitional Provisions," replace "accessible to persons of
ordinary skill in the art" with "available to the public". The above changes to the
Committee Print will allow organizations to contractually protect against
unintentional invalidity of patents by executing a binding norrdisclosure

agreement with collaborating organizations.

Conclusion

Both The Financial Services Roundtable and BITS are strong believers in
the U.S. patent process as fundamental to a healthy U.S. economy and robust free
enterprise system, and strong believers in the process you have started. With
increases in pending patent applications and claims of infringement, there is a
need for Congressional debate and frank discussion with members of the financial
services industry and the patent community at large. Given the importance of the
patent process, the USPTO should be fully funded without fee diversion and given
adequate resources to perform its duties. The key issues, however, are the ones
addressed in the proposal you have put forward. It is not enough for the USPTO
to turn out patents in greater quantity if those patents are not of the highest quality.
I know that Director Dudas shares this view and we appreciate his dedication to
patent quality issues. Current efforts to craft legislation are to be commended,
Concepts such as opposition proceedings and reexamination improvements are
vital to the viability of the inventors those who constitute a market for their

inventions.
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Because of increases in frivolous claims of patent infringement, we
encourage you to continue your focus on appropriate defenses and other tools for
litigation risk management, especially efforts to curb the use of injunctive relief..

We look forward to participating further as you develop and move

legislation to improve of patent laws.
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Mr. SMITH. Thank you, Mr. Bartholomew.

Director Dudas, in Dr. Myhrvold’s written testimony, he said his
number one concern was patent quality, specifically the PTO. And
President Levin in his written testimony mentioned a couple of
things, that the number of patent examiners was not keeping pace
with the workload, that the U.S. seemed to be approving patents
at a higher percentage than other countries, and he was concerned
about the increasing dilution of the nonobvious standard—all of
which might be taken to point to weaknesses in the Patent and
Trademark Office.

In your statement a few minutes ago, you mentioned all the re-
forms that you were undertaking or planned to undertake. Do you
really think you have the resources you need to accomplish the
goals, and if not, how do you propose getting those resources?

Mr. DupAs. Thank you for that question. We also believe that
patent quality is by far the number one most important goal. We
also recognize that our office has broken records in the number of
applications we’ve received at the USPTO for each of the last 20
years. We've recognized that the number of examiners we’ve hired
has not kept pace with that number of applications.

One of the most important things we can do is, under the stra-
tegic plan we put together 37 initiatives, and we basically looked
at our processes in a brand-new way. We looked at quality from
top-to-bottom. We used to measure quality in terms of the very end
of the process: should this patent have issued or shouldn’t this pat-
ent have issued. We now look at the process in a broken-down
manner. We have better ability to train, we have better ability to
find out specifically, down to the art unit, down to the examiner,
down to the director level what issues we have with quality.

The issue—the question you have about resources, we have a
short-term solution in that the fees that passed will help us hire
a good number of examiners over the next number of years. We’ll
always need—I can say that in the near future we will always, al-
ways need examiners to examine patent applications. But we need
to find something more than just hiring additional people because
we have found that through the 1990’s there are times when you
simply cannot keep up with the demand. You can’t find the number
of people. I don’t think we’re at that place right now, but I do think
we have to find other ways.

One of the things that we had proposed is looking at potential
ways of competitively sourcing tasks. Other ways go directly to the
heart of what I mentioned earlier about application quality. Our
system prides itself on giving vast flexibilities. We should continue
to give flexibilities, but at a time when we need to consider re-
sources, we might have to consider which flexibilities are necessary
and which are simply beneficial or desirable.

Mr. SMITH. Okay. Let us know how we can help.

Mr. DuDAS. Absolutely.

Mr. SMITH. President Levin, I was going to go back to the non-
obvious standard. How can we ensure that courts, if they are, don’t
continue to dilute the nonobvious standard; and is one solution per-
haps changing the language in section 103 of the Patent Act, or is
there a way to achieve the goal without changing the language? Or
what would you recommend?
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Mr. LEVIN. Our committee debated this question of changing 103
quite extensively, and the majority concluded that we need not do
that. And we did not recommend it. There was a minority of the
committee, however, who felt that some toughening of the statutory
language would be useful, something like introducing explicit lan-
guage about an inventive step, such as they have in Europe.

However, we really did converge on the idea that a post-grant re-
view process would in many respects do the work of a stronger
standard. Many of the weak patents that are out there are ulti-
mately overturned by the courts applying the nonobviousness
standard. But so many of them get through, particularly in these
new areas of technology—genomics when it first came in, and busi-
ness methods when they first started to get patented. And you
have a period of years where the presumption is to grant the pat-
ent and there’s not enough check. It takes years for the courts to
check on the validity, but if you had a post-grant review process
it would get checked much more quickly and the standards gov-
erning the PTO examiners would be clarified. That would be the
most important way to improve patent quality.

Mr. SmiTH. That would have the impact that you desire.

Mr. LEVIN. I think the desired impact. And I think Mr.—agrees
with that.

Mr. SmiTH. Okay, thanks. One more question, President Levin.
I've read that the willful violation is charged in more than 90 per-
cent of all patent suits. What changes do you think need to be
made to reduce the number or make it harder to prove willful in-
fringement?

Mr. LEVIN. It’s just the standard practice, you know. The plaintiff
charges willful infringement and the defendant counterclaims, you
know, inequitable conduct. It happens in most cases. That’s why we
think both these documents need to be modified or abolished. The
Committee’s codification of making it unnecessary to rely on excul-
patory opinions is helpful, but frankly, I think a majority of our
committee believed that simply eliminating treble damages for will-
ful infringement would be the right answer, which effectively elimi-
nates the doctrine.

It’s a subjective determination, ultimately, what is willfulness.
And your—the draft bill actually introduces another area of subjec-
tivity, I think inadvertently, by talking about this, you know, way
out of a charge of willful infringement by saying that a defendant
might have an informed good-faith belief that a court would hold
a patent invalid. Well, how are you going to determine that? That’s
just ripe for asking for lots of discovery and lots of opinion and try-
ing to determine what somebody thought at some prior time. This
is just the sort of thing were trying to avoid in eliminating best
mode, in eliminating first to invent, in eliminating inequitable con-
duct.

Mr. SMITH. Okay, thank you. And without objection, I'm going to
yield myself an additional minute, realizing I'm setting a precedent
for other Members here as well.

Dr. Myhrvold, you do not want us to change the way injunctions
are granted. In that case, what do we do about the shakedown law-
suits that seem to terrorize some people?
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Mr. MYHRVOLD. Well, it’s a very difficult issue. And of course it’s
always easier to criticize a concrete thing than to come up with
something new, and that’s why the committee has a hard task
here. When I was at Microsoft, the nuisance patent lawsuits would
come to the chief technology officer. So I handled plenty of those.
I think we’re one of the most popular, if that’s the right term, de-
fendants for that reason. So I have great sympathy with reducing
nuisance lawsuits. I don’t have a single magic formula, however,
that says this is exactly how to do it, and I wish I did.

Mr. SMmITH. Okay. Does anyone else have a solution for this type
lawsuits that we’re talking about?

[No response.]

OliVIr. SMITH. Good. Maybe it’s up to us to decide. I don’t know.
ay.

Yes, Mr. Bartholomew, do you have a——

Mr. BARTHOLOMEW. Yes. I think one of the things that we could
do to accommodate the small entities in this case is to define the
working, if you will, that occurs under that injunctive relief stand-
ard to allow small entities to license to others who make, sell, or
use the inventions, and that it might also be possible to agree on
some other type of exemption for small entities in the case of this
requirement. The problem with giving an exemption to small enti-
ties is that some LLC and other small companies are set up ex-
pressly for the purpose of asserting patents against larger compa-
nfi‘fgs, and that would prove to be a difficult exception to get buy-
off on.

Mr. SmiTH. Okay, thank you, Mr. Bartholomew.

Mr. DuDAS. I'm sorry, I

Mr. SMITH. Director Dudas, if you will briefly give us a comment.

Mr. DUuDAS. Very briefly. I'm probably testifying more as a former
staffer of this Subcommittee and Committee. But I would commend
your attention to, if litigation is the problem, to look at litigation
s}};stems management reforms, et cetera—loser-pays rules types of
things.

Mr. SMITH. Okay, that might be helpful. Thank you.

The gentleman from California, Mr. Berman, is recognized for his
questions.

Mr. BERMAN. And litigation reform in an area that is Federal law
would be very unique for the Judiciary Committee in the House.
We like to just do litigation reform on the things that are in State
courts. [Laughter.]

The injunction issue is very interesting. Dr. Myhrvold, I had a
chance to sit through a withering attack by one of your employees
on this portion of the bill. And perhaps—I have actually now read
these two, the existing law and our provision, as opposed to just
sort of dealing with this very conceptually, and it seems to me
there is a middle ground here somewhere. There are two classic
sort of positions. One is, a guy has the patent, no one else should
be able to do anything with it unless it is with his permission. The
other side of the coin is you hear stories of some little portion of
a very expensive product for which there was a huge amount in-
vested and a tremendous amount of expense, and it is a very small
part of the final product. And apparently the way the law is inter-
preted, and I can see why given the way the existing law reads,
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it is only about preventing violations of a right secured by a patent.
Yes, the courts have discretion now, but the only factor they really
look at is whether the injunction should issue to prevent the viola-
tion of any right secured by a patent—the exclusivity issue. It tilts
on that side.

I look at the language of the Committee Print and it seems to
tilt against really getting injunctions. You have to show irreparable
injury and—isn’t there some way to deal with this problem of es-
sentially giving the holder of a patent a level of leverage that really
isn’t equitable or sensible or in the public interest and at the same
time maintain some concept of exclusivity for the patent holder in
normal situations? I mean, isn’t there some way to bridge existing
law and the Committee Print on this that can create a dynamic
where this doesn’t become an issue that bogs this bill down?

Mr. MYHRVOLD. You know, the tricky thing here is you're bal-
ancing two sets of rights, you know, the rights of the patent holder
and the rights of everybody else, someone who’s claimed to be an
infringer. One of the ways our court system works is by balancing
those rights. Today one form of this is that 97 percent of all patent
lawsuits settle before trial. And they settle before trial because——

Mr. BERMAN. Because of a fear of an injunction.

Mr. MYHRVOLD. And so, in fact, the tricky thing is if you reduce
the likelihood of injunctions, what you wind up doing potentially is
doubling or tripling the number of patent lawsuits.

Mr. BERMAN. That is one way to look at it. Another way to look
at it is you enhance the value that the settlement has some rela-
tionship to the damage, as opposed to the—I will be careful not to
get too literal here—but to the extraordinary power that the guy
who is likely to get the injunction has in negotiating a settlement.

Mr. MYHRVOLD. One comment I'd make, then, is that a lot of
these issues are about war stories. You know, you've got the little-
inventor war story—little guy is disadvantaged by the big com-
pany—and you have the big-company war story about the nuisance
lawsuits. It would be very interesting to have a real statistical
study and say, well, how often do these things come up? How often
is it that a tiny part of a big product, as you said, does actually
go all the way to trial and doesn’t settle?

Mr. BERMAN. And it could be—but—well, but in the end, the lan-
guage I see in section 283 on injunctions certainly doesn’t take that
situation into account. Which is why I think there is an inter-
esting—including the summary—a vision of this in the Committee
Print.

Anyway, I don’t know, President Levin, if you have——

Mr. LEVIN. Well, our committee didn’t look at this, but I think
you're conceptually right. There would be a middle ground that ref-
erenced a balancing of the rights of both sides. This only talks
about balance—it talks about balance, but it talks about—or prin-
ciples of equity to prevent the violation of a right secured by a pat-
ent. If you want to go in between, you could talk about balancing
the rights of the patent holder and the accused infringer.

Mr. BERMAN. Right. Let me try and get my additional minute.

Mr. SmiTH. Without objection, the gentleman is recognized for an
additional 2 minutes.
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Mr. BERMAN. Oh. Great. Yes. Does this expand geometrically or
mathematically? [Laughter.]

Mr. SmITH. It is not going to escalate more.

Mr. BERMAN. Let me turn to another issue. The publication—I
am thinking now in terms of our Committee Print. I like the idea
of publication after 18 months. I particularly like it because I
would like to see, I think, some ability for third parties to provide
prior art going in and obviously publication is essential to pro-
viding prior art. But that causes some problems. We have had that
drill before.

The other issue, though, is first-to-file versus first-to-invent. I
understand changing it to first-to-file in terms of harmonization,
and there is a certain conceptual attractiveness in saying, hey, if
you are going to invent and you want to be protected, go file it. But
aren’t you, when we do that, creating a huge advantage for the big
guy who can quickly hire the lawyer and has him on staff and get
the thing, and the small inventor is trying to raise the money with
his new invention to put together the patent application and get it
in? We are going to get opposition on both of these from certain
folks. I am just wondering, isn’t 18 months the more important
principle to establish here? And both of them are harmonization
issues, I guess, but—and aren’t there some meritorious arguments
against going to first-to-file?

Mr. LEVIN. Let me take the 18 months first. I think we know
that the sky won’t fall if we impose an 18-month requirement be-
cause we've already imposed it on anyone who wants to take a pat-
ent in another national jurisdiction. So all this bill would do and
what our committee recommends is extend that to people who, by
current law, can exempt themselves from that requirement by
promising only to file in the United States. There’s no logic behind
that. And we know that it’s workable to have publication at 18
months and for the very reasons you say—it gets the information
out into the public domain and allows challenges for prior art and
also informs the people working in related areas of technology as
to what patent claims are ahead of it in the queue. So it’s a good
thing to change the 18-month requirement. It’s not a full substitute
for switching to a first-to-file regime.

Mr. BERMAN. No.

Mr. LEVIN. The advantages of a first-to-file regime, in addition
to just the principle of harmonization, are the fact that you avoid
all the costly determination when there are disputes about who
was first. In one case, it’s purely objective who got to the Office
first; in the other, first-to-invent, what was in the mind of the in-
ventor at what time—it takes a lot of discovery and a lot of sorting
through the evidence. And here’s the crux of it. There have been
careful statistical studies of this phenomenon. And what we find is
small inventors are not disadvantaged by the first-to-file. That is
to say, in the case of disputes that are—where there are priority
disputes, the first to file, according to Gerry Mossinghoff’'s work,
wins something like 93 or 97 percent of the time. The exact num-
ber is in my testimony. And in fact, if anything, the conclusions of
Former Commissioner Mossinghoff and of Mark Lemley, a lawyer
at the University of California, Berkeley, are that the evidence sug-
gests that the current situation actually slightly disadvantages
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small inventors who don’t have the capacity or resources to fight
out the arguments about, you know, who was first in the expensive
way that it has to be fought out today.

So first-to-file, in our view, would not favor the big guys. It would
just be a simpler, more efficient way to resolve disputes about pri-
ority.

Mr. BERMAN. I agree.

Mr. SmiTH. Thank you, Mr. Berman. The gentleman from Vir-
ginia, Mr. Goodlatte, is recognized for his questions.

Mr. GOooDLATTE. Well, thank you, Mr. Chairman, and thank you
for these continuing hearings on this legislation, which I think ev-
erybody here on the Committee that is here today is very, very in-
terested in and we applaud you for your leadership on it. And I
want to welcome all these panel members, particularly Secretary
Dudas.

Mr. Secretary, I wonder if you could comment on whether or not
a post-grant opposition proceeding would help ensure the quality of
patents.

Mr. Dupas. I think a post-grant opposition proceeding would go
a great length to ensure quality of patent applications. What you
hear today is people find that reexamination is too limited. It is too
limited. Litigation is considered too costly, too lengthy, too uncer-
tain. Post-grant opposition allows you to go before the Office. You
have the expertise there. It’s something that’s been in our Strategic
Plan for almost 3 years now and has been widely accepted in the
studies that have been done and the private-sector industry groups
as well. I think post-grant opposition is probably the most impor-
tant element for increasing quality for the system as a whole.

Mr. GOODLATTE. Mr. Myhrvold mentions in his testimony the
problems that patent backlogs cost for inventors. I am wondering
if, again, you would comment on this. How would this post-grant
opposition proposal impact patent pendency? How could Congress
help minimize the effect that proceeding might have on patent
pendency, if you are going to tell me that it could slow it down?

Mr. Dubas. It wouldn’t naturally slow it down. It could possibly
slow down production because of the resources we put into that.
The most important thing at that point, as we’ve said in our Stra-
tegic Plan all along, is for any new initiatives that we have in
place, we will need to be able to have appropriate funding to go
along with that. But there’s not a natural policy reason why it
would slow down pendency within the Office.

Mr. GOODLATTE. So you wouldn’t predict that simply imple-
menting that policy would have a resultant drag on the produc-
tivity of your Agency?

Mr. DubDaAs. Not if it came with resources to fund it, that’s cor-
rect.

Mr. LEVIN. May I add an observation?

Mr. GOODLATTE. Sure.

Mr. LEVIN. It might actually speed up pendency, because by
clarifying standards in emerging areas of technology might make
the examination process more efficient for patents behind in the
queue.

Mr. GOODLATTE. Very good.
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Dr. Myhrvold, you mentioned some criticisms of the bill in your
testimony. How would the Committee Print help small businesses?

Mr. MYHRVOLD. Well, it—you know, there’s a variety of things in
the Committee Print that I think are helpful to any patent holder.
I'm hard-pressed to think of any that help small business particu-
larly, but that’s okay.

Mr. GOODLATTE. No, if they are helped along with everybody
else, that is fine, but how—which ideas in this Committee Print
would you identify as helpful to small business?

Mr. MYHRVOLD. It’s a little easier for me to identify the ones that
would be hurtful, sir.

Mr. GOODLATTE. I know. That is why I want you to tell us what
would be helpful.

Mr. MYHRvVOLD. Well, you know, I've seen the studies that my
colleague here referred to about first to file and so forth. It gen-
erates lots of heat and passion in people, but I think is actually
probably better for folks to have it the way the Committee Print
does. I think this inequitable conduct thing definitely needs to be
reformed, and that’s helpful to everyone. Best mode is another
thing, where—all of these subjective areas, as this NRC committee
found, only make it harmful for everybody. So I think all of those
are potentially very, very good for every patent holder. I don’t know
of anything in the bill that specifically something that advantages
small patent holders over anyone else. But patent quality does help
everyone.

Mr. GOODLATTE. Anybody else want to address that?

[No response.]

Mr. GOODLATTE. Okay, I have another one for you, Dr. Myhrvold.
How would the proposals in the Committee Print, or would the pro-
posals in the Committee Print increase or decrease abuses in pat-
ent litigation?

Mr. MYHRvVOLD. Well, I think the overall volume of litigation
would go up if this injunction feature were implemented. And I'll
explain briefly why. The first, as I previously said, 97 percent of
the cases settle. They settle because the parties have a motive to
settle. If in fact there’s no injunction at the end, then at least for
that fraction of cases where it seems unlikely, a large corporate liti-
gant has every interest in the world to keep the litigation going.
So if 97 percent goes to 94 percent, that doubles the number of
suits. So it doesn’t have to happen very often to have a big impact.

In addition, there’s two big additional responsibilities heaped on
the court here. The first is the determination of is it irreparable
harm, is it not; who’s commercializing, who isn’t commercializing?
The bill says, you know, “shall duly consider all evidence.” Well,
that means motions and discovery and testimony, and it’s a lawsuit
tacked onto a lawsuit.

The third area is actually the most concern to me because, if
there is no injunction, that means the court must determine the li-
cense terms and business model for all future use. Today the court
doesn’t do that. That’s another that’s going to have an enormous
ami)lunt of testimony, litigation, and expert witnesses associated
with it.

Mr. GOODLATTE. Anybody else want to address that point? Mr.
Bartholomew?
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Mr. SMITH. The gentleman is recognized for an additional
minute.

Mr. GOODLATTE. I thank the Chairman.

Mr. BARTHOLOMEW. The injunctive requirement as it was pro-
posed in the Committee Print does not abolish the right to injunc-
tive relief. And as we interpret it, it primarily applies to a perma-
nent injunction rather than a preliminary injunction. First of all,
the injunctive relief is definitely available where working occurs,
that is, where the patentee makes use of his invention. And we
would favor extending that to allowing the patentee, such as a
small entity, to be able to—or any entity, for that matter, to be
able to work the invention through licensing to others that may
have manufacturing capacity or other expertise that the small enti-
ty does not have.

Further, in looking at the language of the Committee Print, it
looks like that a totality of the circumstances test may apply to
considering the working requirement. That is, the working require-
ment might be one factor in the overall determination on whether
to grant or deny injunctive relief, but that other factors that relate
to determining whether there is harm would also apply.

Thank you.

Mr. GOODLATTE. Thank you, Mr. Chairman.

Mr. SMITH. Thank you, Mr. Goodlatte.

The gentlewoman from California, Ms. Lofgren, is recognized for
her questions.

Ms. LOFGREN. Thank you, Mr. Chairman. And thanks to all the
panelists for your thoughtful testimony and also the more expan-
sive written testimony.

This is, for me, a great process because we are hearing a series
of knowledgeable people. And I think the Chairman has made
clear, we have a working draft. It doesn’t have anyone’s name on
it yet because we want to invite suggestions and end up with the
best product that really supports innovation and is fair. So that is
the spirit that I am going into this inquiry, and your comments
help a great deal.

Dr. Levin, your comment regarding the reasonable belief issue,
all of a sudden I realized I think you are right on that. That is just
going to invite a lot more litigation. I personally think that is a
very helpful observation.

Dr. Myhrvold, your comments and testimony, because it is some-
what at odds with the rest of the panelists, does draw attention.
In your written testimony, on page 11, you talk and draw our at-
tention to what you describe as a gaping loophole for software on
271(f). Can you expound on what your concern is there?

Mr. MYHRVOLD. Okay. Section 271(f) of the law covers what—ba-
sically; I'm going to simplify it because both I'm not a lawyer and
we want to treat this at a high level. It covers infringement on ex-
ports. If you have a patent, you're owed a royalty, it’s considered
an infringement, you're owed a royalty on both sales in the U.S.
and exports. 271(f) covers what happens—a definition of this export
thing, broadly. And the Committee Print introduces a very short
amendment. It says a component, under this term, shall be a tan-
gible item, and it shall be combined with other components. Now,
what that means is that any intangible thing is now not considered
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an infringement for export under 271(f). Practically speaking, what
this means is all export of all software products would not be cov-
ered.

So that means if you’re a valid patent holder, you have a royalty
agreement with a software company, you wouldn’t get paid for all
their exports, which for most software companies in the United
States is more than half their income. Not just software. Actually,
because it says “tangible item,” anything involving Internet proto-
cols or any other sort of tangible purely electronic commerce, or an
invention that has as a piece of it—you know, an airplane naviga-
tion system, including the airplane, but if the software was
downloaded across the Internet, then it wouldn’t apply.

And so my issue here is we can’t define the only valuable items
as tangible.

Ms. LOFGREN. President Levin or other panelists, do you concur
or do you disagree with that?

Mr. LEVIN. I really hadn’t focused on this provision and it wasn’t
something we covered in our report, so I would leave it to others
to determine.

Mr. Dupas. This is something that we were looking at. I can’t
give you a firm position. I can tell you it’s also something that’s
being reviewed in the courts and that’s one of the things we’re look-
ing at.

Ms. LOFGREN. I wonder if it would be fair to ask each of you to
take a look at it and share whatever thoughts you might have sub-
sequent to this hearing. I don’t know what I think about it. I just
was interested by the testimony and wanted to pursue it.

On the whole issue of the permanent injunctions, Dr. Myhrvold,
obviously you are talking about the small inventor, but a lot of the
disputes aren’t between the small guy and the big guy, they are be-
tween the big guy and the big guy. And some of what, in terms of—
there is no way to really do a survey of what is happening in the
97 percent of litigation that has been settled, because it has been
settled and oftentimes it is a confidential settlement. So it is very
difficult. Ultimately, we are relying on anecdotes, which is not a
good practice, but it is the only thing we can do because it is all
we have.

So just as a matter of law and principle, how do you—if you were
designing this, how would you allow a court to establish the equi-
ties where you have, for example, a product that has perhaps a
multiplicity of patented materials owned by or licensed by a variety
of individuals and corporations, challenged by someone who has a
small component, who has the ability, really, to extort a huge
amount of money for what is really a small part, versus all the
other owners of intellectual property there. I mean, I am not saying
there shouldn’t be a remedy, but if—how would you—what tools
would you give a court to draw—if you were God? [Laughter.]

Mr. SMmiTH. Without objection, the gentlewoman is recognized for
an additional minute. Perhaps more.

Mr. MYHRVOLD. So I can be God, but only for an additional
minute.

Ms. LOFGREN. Only for 60 seconds. So don’t waste it.

Mr. MYHRVOLD. You know, it’s a great question. I'm going to
have to get back to you in detail. I think, you know, to—I think
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actually statistical studies could be done, particularly because real-
ly what’s important here aren’t the cases that settle, it’s the cases
that actually go and injunctions are filed—how often does this ac-
tually occur. I think that data could be forthcoming. I don’t person-
ally have it.

It’s a difficult issue. Today courts do have discretion and courts
will often exercise it. And so the whole question here is do we know
that the judiciary is abusing or not properly on those things or not.

Ms. LOFGREN. Well, it is not a matter of abuse but it is how you
set the standard both in statute but also in the law as applied and
interpreted by the judicial branch.

Mr. MYHRVOLD. You know, for example, I'd be really interested
to find out how often does this case occur. You’re absolutely right.
A lot of patent disputes are one big company suing another big
company and all their suppliers. So maybe this is a much smaller
case, or much larger case, than we’re talking about.

Ms. LOFGREN. Thank you, Mr. Chairman.

Mr. SmiTH. Thank you, Ms. Lofgren.

The gentleman from Virginia, Mr. Boucher, is recognized for his
questions.

Mr. BoUCHER. Well, thank you very much, Mr. Chairman, and
I want to commend you at the outset for calling the Committee’s
attention to a very clear need, and that is to improve patent qual-
ity through the passage of legislation. And I want to commend you
for putting before the Committee a very constructive draft of a new
law, which contains many features that I find to be attractive. And
I am glad to hear our panelists today point to some of those very
constructive features.

Mr. Berman and I have been for the last 4 years having discus-
sions about approaches that we could take in order to improve pat-
ent quality. Four years ago, we drafted a bill, introduced it. It con-
tains a number of the concepts that are now reflected in the bill
introduced by Chairman Smith, or the bill circulated by Chairman
Smith. There are a number of things that we looked at at that time
that, however, are not reflected in this draft. Let me just point to
one of those in particular and get your opinion about whether we
are right about this, whether Mr. Berman and I were right in pro-
posing this.

The overall goal here is to improve patent quality. That inevi-
tably means we need to bring more pertinent information to the at-
tention of the patent examiner and to the post-grant proceeding, to
the Patent Office generally, so that mistakes can be corrected be-
fore the patent leaves the Office. One of the things that I think
would really help to improve the quality of the initial patent exam
would be a clear opportunity, with well-defined parameters, for
third parties to make submissions of prior art that they happen to
have within their possession. And Mr. Berman and I had rec-
ommended that.

Now, that clear procedure is not contained within the draft we
are currently considering. So the first question I have is what is
your opinion of having a clearly defined procedure that would en-
courage submissions of prior art by third parties? And if you have
suggestions for the parameters of such a process, please share that
with us also. Mr. Dudas?
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Mr. Dupas. Thank you. We do allow now at the Patent and
Trademark Office up to 2 months after publication the submission
of prior art, but with no relevancy statement. The distinction made
is you can submit prior art, that’s accepted. If you comment on the
prior art, that’s sent back or destroyed. There is a statutory prohi-
bition currently in place that says we cannot have a pre-grant op-
position procedure, so the question is, in order to avoid harassment
or delay of the patent application, how do we get relevant art from
the outside along those lines?

We are open to the suggestion of how we can improve that. We
certainly believe that there should be a uniformity of any type of
submission that there is there. We are currently looking at 2
months after 18 months—I'm sorry, it’s published at 18 months,
then there’s 2 months to submit prior art—moving that time frame
to bring in prior art. And then the question of what’s the right bal-
ance of whether or not there can be any comment on that at all.
That becomes more problematic, and we’ve traditionally opposed
pre-grant both in the U.S. and elsewhere, where it looks like it can
be—harass the applicant.

But a way of getting more prior art is something that we have
now that we’d like to expand, and we also do it in more general
ways through partnerships with the private sector.

Mr. BoucHER. Well, I very much welcome your willingness to
have a conversation about ways we might amplify that process to
some extent.

Other comments on the submission of prior art? President Levin.

Mr. LEVIN. It seems to me a bit of a confession of failure if you
don’t allow the submission of prior art until publication and don’t
require publication until 18 months, and then are thinking about
what would happen after that 2-month window. It’s like saying
there’s no hope for ever getting pendency below 2 years. That’s not
the way the system should be working. That shouldn’t be our aspi-
ration. Wouldn't it be a lot better to speed up pendency, to actually
beat the publication deadline and actually have the publication of
the patent come when the patent issues, after 9 months or 6
months, and then let people intervene with their prior art in an op-
position procedure?

So why think in a mindset that assumes there’s a 3-year pend-
ency? That’s not the best system.

Mr. BOUCHER. But you do favor a clear provision that allows for
the submission of prior art, perhaps amplifying the administrative
process currently in practice at the Patent Office?

Mr. LEVIN. Well, I think it’s more important to speed up pend-
ency and introduce a post-grant review system, where of course

Mr. BoUucHER. Well, we can do both, though. I mean, it is not a
mutually exclusive arrangement.

Dr. Myhrvold, do you want to comment?

Mr. MYHRvVOLD. Well, I very much support both what Commis-
sioner Dudas and Dr. Levin said. I would love to have six- or 9-
month pendencies. That would be fantastic for inventors. Maybe a
little bit too much to hope for in the near term. I think that the
current administrative

Mr. SMmITH. Without objection, the gentleman is recognized for an
additional 2 minutes.
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Mr. BOUCHER. Thank you.

Mr. MYHRVOLD. You know, I think that the existing procedures
that the Patent Office has are good. By the way, I support publica-
tion of all applications. I think transparency in the process is very
good, and this plays to that. And then, as Director Dudas said, it’s
a matter of balancing, you know, what the relevant time frames
are. Obviously, if you have a 2-year time to submit prior art, that
pushes pendency back out again.

Mr. BOUCHER. Okay. I understand your point. Thank you.

Let me tell you what my practical concern is about the automatic
injunctions that follow today the finding of patent infringement,
and that is that it simply enhances dramatically the leverage of the
patent holder in order to negotiate what may be an extraordinarily
favorable settlement from his perspective. Let me give you an ex-
ample. Research In Motion, the maker of BlackBerries, which we
all carry now, originally was confronted with a patent claim for $50
million. Once a finding of infringement was entered, settlements
commenced, and the settlement turned out to be $450 million. And
the incentive that Research In Motion had to pay that king’s ran-
som, that shakedown, as Chairman Smith so well described the
general circumstance, is that automatic injunction would have ter-
minated the company’s business. They would have had to stop sell-
ing BlackBerries in the United States.

And I just think that leverage is unjustified. I think it is too
much. Now, the patent holder is going to get his damages no mat-
ter what. There is going to be a trial or a settlement on the ques-
tion of damages. But why give the patent holder that extraordinary
amount of leverage and a shakedown opportunity?

Comments? President Levin.

Mr. LEVIN. I think that there’s a certain logic in that and per-
haps—it’s not something I've given a lot of thought to previously,
but some more balanced phrasing, rather than going from pre-
sumptively there’ll be an injunction to presumptively there won’t
be, finding some kind of balancing test as a way of changing the
law would be a solution.

Mr. BOUCHER. But you agree the current structure is a little bit
unbalanced in having that automatic

Mr. LEVIN. I agree with the factual assertion you made, that it
does give a lot of leverage to the patent holder.

Mr. BOUCHER. You are a careful witness, President Levin.

Mr. Dudas, do you want to comment?

Mr. DubpAs. I'd be happy to comment. I think it goes back a bit
to what Congressman Berman had said earlier on the question of
how are you viewing this. One of the challenges as intellectual
property policymakers is convincing others that intellectual prop-
erty is property. And the question is, “Is this property?” If you take
a real property example, which we often do when we’re in other
countries, the person who has the beachfront property, who holds
out when the shopping center wants to come in. Do we say the
shopping center’s got a great shopping center plan, we really think
that they’re going to go ahead and build and they’ll pay you money
damages? I think it’s a question of, if that patent is intellectual
property, is this really reducing property rights; and a question of




177

whether we’re shifting market decisions to judges, is I think what
some have said.

Mr. BOUCHER. I hear what you are saying. It is a kind of theo-
retical response to a practical problem, and I find it less than com-
pelling. But I appreciate what you said anyway.

Mr. Dudas, with the Chairman’s indulgence, I want to ask you
one question on a subject that has not been raised today. Mr. Ber-
man and I several years ago were quite concerned about the award
of business method patents and the fact that we saw that as some-
thing of a runaway train. And there were some notable examples
that I think most people, most observers really thought were inap-
propriate for patent awards. I mean, what comes to mind is
DoubleClick’s patent on the reverse auction. That wasn’t exactly
new. Reverse auctions have been known since about 5,000 years
ago. I mean, it was not exactly novel. What was novel was that
DoubleClick carried this out on the Internet for the first time.

So we inserted a provision which, frankly, I still find appealing,
that says that if you are carrying out through a computer imple-
mentation something that is well-known in the physical world and
is a commonly known practice, it is not novel, it is obvious, it is
not patentable.

What do you think about that? Is that something we should do?
It is not something that is in the draft we are now considering, but
we think it is still an important principle.

Mr. DuDAs. I think it is something that we are considering and
should consider. I think the biggest problem that we have with
business methods patents or with new technologies is that it’s new
and that it’s something that the Office will deal with. I'm one that
hesitates to compare rejection rates with a signal of quality, but
when you have new technology, you often have that come in. Busi-
ness methods patents allowance rate is now 16 percent. I think in
that area in particular, finding the new technology, finding the new
art has largely addressed it. I think this is something that we
should be considering.

Mr. BOUCHER. Well, this comes right to the point, though. Sim-
ply—

Mr. SMITH. Mr. Boucher, would you like another minute or would
you like to submit written questions to Director Dudas?

Mr. BOUCHER. Well, Mr. Chairman, may I ask unanimous con-
sent for one additional minute?

Mr. SMITH. Without objection, the gentleman is recognized for
another minute.

Mr. BoucHER. Thank you, Mr. Chairman.

Simply improving the quality of the information that comes to
the patent examiner doesn’t solve a problem when the standard, no
matter what the quality of the information, permits the award of
the patent. So very simply, do you have a standard now at the Pat-
ent Office that says that something carried out for the first time
by computer implementation—in common parlance, carried out on
the Internet—is not patentable if this is a known practice in the
physical world?

Mr. Dubpas. I don’t believe we have a standard that goes along
those lines. I think——
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Mr. BOUCHER. And so my question is shouldn’t we have one. Just
that simple.

Mr. DubpASs. And I—the answer—it’s a simple question, I think
the answer is probably more complex. If you carry something out
in the private world and you manage to do it through software,
software patents are

Mr. SMITH. I see I still have about 30 seconds for Mr. Myhrvold.
[Laughter.]

Mr. MYHRVOLD. The devil’s in the details here. If you had a car
that could drive itself, that’s something that we can do in the real
physical world, no software can do today. The day they do that,
that’s a breakthrough.

Mr. SMITH. Thank you, Mr. Boucher.

The gentleman from California, Mr. Schiff, is recognized for his
questions.

Mr. ScHIFF. Thank you, Mr. Chairman.

President Levin, I wanted to follow up on one of the questions
that my colleague Howard Berman asked you earlier, and preface
it by saying that, you know, I am very proud as a Californian that
the UC has led in patents for several years now. And Cal Tech, lo-
cated in my district, is a proud Number Two. There has been some
concern raised, I think, at the UC about the change, or proposed
change, in going to the first-to-file from a first-to-invent and what
impact that would have on universities that maybe don’t have such
a well-developed effort to race to the Patent Office, and have a dif-
ferent practice, by and large.

What impact do you think such a change would have on the uni-
versities? Is that a concern to you, given your background? How do
you think it would change the behavior of universities? Should
there be some kind of a carve-out for universities and their publica-
tions? What do you think the impact would be?

Mr. LEVIN. I would firmly oppose a carve-out for universities on
these grounds. I think the impact would be of changing to first-to-
file, is that we’d get a little more efficient in our own internal proc-
essing of patents. I mean, it’s hardly an excuse that universities op-
erate more slowly than the private sector. We shouldn’t rely on
that. And I know there are some colleagues within the university
community who are advancing the view that you suggest, but I
think for the most part they are the people who run our technology
transfer offices. And we had a recent meeting of the presidents of
the Association of American Universities, on the Committee on In-
tellectual Property, that was unanimous in supporting the NRC
recommendations, including first-to-file. I think it’s—you know, if
we're inefficient at processing patents, we shouldn’t be rewarded by
the law. We ought to get better.

Mr. ScHIFF. Well, isn’t that inefficiency due somewhat to the dif-
ferent nature of a university from a private firm that is in the busi-
ness of—

Mr. LEVIN. We already have what is a very, I think, appropriate
but also generous provision of the law which allows universities to
file patents for inventions that were financed by Federal grants.
That’s worked extremely well. The reason that the University of
California has done so well is because of the passage of the Bayh-
Dole Act, and it’s had, I think, massive salutary effects on our
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economy to get technology out into the public domain. There’s no
reason—I mean, organizations like the University of California or
Yale or MIT are well enough organized today that we ought to be
able to turn patents around just as fast as private sector. I don’t
see any reason for a special exception.

MI:) SCHIFF. Anybody on that narrow issue have any different
view?

Mr. Chairman, thank you. I yield back the balance of my time.

Mr. SmiTH. Thank you, Mr. Schiff. Why don’t you yield the bal-
ance of your time to Mr. Berman, who has another question?

Mr. ScHIFF. Yes, I would be happy to yield my time.

Mr. BERMAN. I am just wondering if the president of Yale, who
has spoken against carve-outs, what they think of the University
of California’s desire to carve out immunity from liability in copy-
right and patent cases. One test of your cautiousness that Mr. Bou-
cher observed. [Laughter.]

Mr. LEVIN. I'm not an expert on the doctrine of sovereign immu-
nity, but I think that it’s an unfortunate consequence of that doc-
trine that some universities are claiming exemption from infringe-
ment, whereas private universities are liable for infringement.

Mr. BERMAN. And those same universities want to enforce their
patent rights——

Mr. LEVIN. That’s right. Yeah.

Mr. BERMAN. —against others.

Mr. LEVIN. Yeah. [

Mr. BERMAN. That makes it particularly strange, doesn’t it?

Mr. LEVIN. We're prepared to play by the fair rules of the game.
We can enforce our patents and copyrights, other people can en-
force them against us. I think that’s best for the American econ-
omy. If there’s a way to make that true for all universities that
doesn’t violate important constitutional principles, I would be in
favor of it.

Mr. BERMAN. Now we’ll need a hearing on that subject.

Mr. SMITH. Thank you, Mr. Berman.

The other gentleman from California, Mr. Issa, is recognized for
his questions.

Mr. Issa. It is interesting that my years of watching Star Trek
have come in handy. As you were explaining the problem, I imme-
diate thought of the problem of firing while cloaked. Didn’t every-
one want to have that ability to fire without being fired back. And
obviously, in that fiction it wasn’t possible, but in this reality it is
possible.

As I ask my questions, I want you to understand that I am not
an attorney, I am not a patent attorney; I am a bit of a bonehead
engineer. But I always talk like I have experience, because I do
have 37 patents and plenty of time paying a lot of lawyers, an
awful lot of lawyers, and even a few judges, it seems—— [Laugh-
ter.]

I knew that would get that reaction.

Mr. SMITH. You may want to rephrase that. Refer to the Ethics
Committee.

Mr. IssA. I cannot tell you how much I have spent over the years
with judges that were doing their first Markman ruling. And I ac-
tually gave the money to the lawyer, but I knew that I was paying
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for a judge to learn. If that clarifies it—yes, that is what I meant,
Mr. Chairman.

As somebody who has a lot of patents, and my company has even
more, I am concerned about a lot of things related to this bill. First
of all, I am an advocate of eliminating the ability of people to swear
behind, infinitely, their invention and reduction to practice, be-
cause I have seen that abused. There is no question, though, that
a strict first-to-file is an extreme move in the other way. And I
would hope that as this goes on—and I would like your comments
on it—that there is middle ground, that there is the ability to rec-
ognize that if you run to the Patent Office with a half-baked, half-
cocked idea—which, by the way, those who can write those up the
quickest win—versus those who want to not only reduce to prac-
tice, but they also want to reduce to a form, a patent application,
need to have some reasonable middle-ground time.

That would be my first question, is what about that middle
ground?

Mr. LEVIN. I think it’s unnecessary. And the reason I would cite
that it’s unnecessary is we’ve got thousands of American corpora-
tions today that file for patents in Europe, in specific jurisdictions
in Europe as well as the EPO, and in Japan and elsewhere around
the globe who are filing on a first-to-file basis and nobody’s com-
plaining about it. I don’t see a problem.

Mr. BERMAN. Would the gentleman yield just on this point?

Mr. Issa. Certainly.

Mr. BERMAN. It isn’t first to file

Mr. LEVIN. It’s first inventor to file.

Mr. BERMAN. First inventor to file. But your argument in favor
of the change was you won’t have to have litigation about who in-
vented, but going to first inventor to file still leaves that issue open
to litigation.

Mr. LEVIN. It does. But it doesn’t—it removes a big piece of it
because a big piece of it is who was first to invent. Now all you
have to do is establish that you are an inventor.

Mr. IssA. Reclaiming my time, I think the one thing that we
have to recognize is yes, those American corporations do it. I was
one of those American corporations. I have a number of patents
abroad. But of course I always worried about my home market, and
my home market gave me the ability to reduce it, to have it ready,
and then I always filed in the U.S. first—what a surprise. And
then, oh, by the way, you file during your quiet period or during
your secret period, if you will, and within that 1 year. So I am not
sure that under the current law, with two standards, that you can
use no objections overseas as the panacea.

As to the question of elimination—and this particularly goes to
Mr. Dudas—the current law allows you do file and, even if you are
filing against a competitor and both of you are selling in the mar-
ket, get all the way to the end and not know what dollars you are
going to receive, whether you are going to be Panduit or what
standard of is the infringement going to be analyzed as market
share, is the infringement going to be analyzed as if you were ex-
clusive and there were no non-infringing. All those issues are post-
getting a decision, and then you go into that whole other phase. As
a result, if you eliminate the ability to get treble damages, what
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you have done is taken—and you put two levels of uncertainty into
the argument. You have put the level of uncertainty of even wheth-
er you are going to get legal fees, and you have put the uncertainty
as to where you can get to the end of the day and end up getting
that famous 2 cents because they look and say, well, there were so
many other noncompeting uses that we are not going to give you
any of these tests that give you a reasonable loss of profits.

If you do away with one, aren’t you in fact going to have to fix—
and that is my question—fix the other so that there would at least
be better certainty as to your award if you prevail, if you are going
to take away the high end of treble? And I just as for leave for
them to answer.

Mr. SMITH. Oh, okay. And without objection, the gentleman has
another 2 minutes as well.

Mr. Dupas. Can you premise your question again? I'm sorry, I
lost you at the very beginning.

Mr. IssA. Right now you start off and you file a lawsuit against
a competitor—you are in the market, he is in the market, you be-
lieve that there is no non-infringing use, you know of none—but
you go through the entire multi-year process. And even if he devel-
ops one during the period, he can diminish your claim to where you
start off saying I am entitled to lost profits, he is doing $100 mil-
lion worth of these, and that is $100 million times my profit, that
is 33 EBITDA, I am entitled to this.

So you start off with this, hey, look, he is infringing $33 million
a year of damages. You get to the end, and somebody might give
you a reasonable royalty, based on some judge or jury—well, judge,
basically, most of the time. He is going to give you a reasonable
royalty of 2 cents, based on your invention and not lost profits, be-
cause during the time somebody developed a non-infringing, or
they believe there is a non-infringing use. So you have a skew. You
have from 2 cents a unit that ends up being one-tenth of your legal
fees, to $33 million a year. That is very often, at least in my experi-
ence, the window you are dealing with.

When you say treble damages, at least the judge looks and says
hell, this isn’t enough of an award no matter how—and he says but
it was willful, and he has the ability to triple it and provide you
reimbursement for your legal fees.

It sounds like this legislation anticipates, and some of you are
saying, let’s take that away. And my question is, assume for a mo-
ment we are taking it away. Don’t you have to give back some-
thing, or what you end up with is all of the downside, none of the
upside. And patent infringement is about protecting real property.
And so I would like your comments on that.

Mr. DuDpAS. I'm sorry. I agree that—and actually I'll take it back
one step. I think that there is a reason for willful damages. I think
there’s a reason for treble damages. I think the issue that has come
up is the question of how it’s being applied and what it’s doing.
Our patent system is about disclosure. If it’s being applied in such
a way that it’s causing people not to get more information, not to
become more informed, that that becomes a problem. So I would
argue that although we should look at how it’s being applied, that
there is a basis for treble damages and willful infringement, and
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if that is gone, there should be something to be looked at along
those lines. But I think that it shouldn’t be gone.

Mr. IssA. Mr. Levin, you wanted to answer?

Mr. LEVIN. Well, this is more—you know, right now the area of
damages is left pretty much at the discretion of the courts. And
there are a variety of standards for awarding damages. And, you
know, it’s perfectly possible to make, you know, strong and credible
cases that lost profits ought to be the basis for—and in many cases
they are the basis for an award. Are you really objecting to the un-
certainty, as opposed to the amounts?

Mr. IssA. T'll be very brief. If you don’t know whether you are
going to get lost profits, and reasonable royalties can be very small,
you have—without treble damages you lose the ability for a judge
to say, look, this was willful infringement and unless I can give
him his legal fees and triple this 2 cents reasonable royalty, I can’t
bring any justice to this arrangement because we have gone on for
2 years and $2 million apiece, the guy has built his market on
cheating on this guy, and I am going to provide an injunctive relief
today, but unfortunately I am stuck with a standard of the indus-
try royalty which I don’t intend on giving you, but—and essentially
you are getting a royalty charge as though I wanted to give you
one, in many cases, at the end of a court trial.

Mr. LEVIN. Yeah, but I've seen many cases in which the argu-
ment for reasonable royalties is rejected in favor of lost profits.

Mr. Issa. No, no, we are saying that if you don’t bring the cer-
tainty in, then the fact is, by eliminating the 3-times, the judge has
no ability to even balance what would seem to him to be an unrea-
sonable reward, but one in which he cannot use lost profits. Re-
member, the lost profits are only good if there is a non-infringing
alternative—if there isn’t a non-infringing alternative. Once there
is a non-infringing alternative, you are dropping down this list and
the dollars drop way off. And like every other thing we have talked
about here, there is always a claim and there is always an expert
who says there is a non-infringing alternative. And no matter how
crummy it is, they have to consider it as though the expert is tell-
ing the truth.

Mr. LEVIN. I see your point.

Mr. SmiTH. Thank you, Mr. Issa.

Let me thank the witnesses for their testimony today. It has
been most helpful, most informative. As you all know, we hope to-
ward the end of May to have a piece of legislation that will be more
final in its nature, and your testimony today has helped us move
the ball along and get closer to that goal.

I would also like to thank everyone in the audience for their in-
terest in the subject at hand. Really, this is the first effort, I think,
at comprehensive patent reform in a number of years, as you heard
several Members mention today. And we appreciate your participa-
tion and interest and listening as well.

With that, we stand adjourned.

[Whereupon, at 1:43 p.m., the Subcommittee was adjourned.]
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MATERIAL SUBMITTED FOR THE HEARING RECORD

PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING MEMBER, SUB-
COMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

Mr. Chairman,

Thank you for scheduling this hearing on patent reform. In the past 4 years, my
colleague from Virginia and I have introduced legislation on patent quality reforms
multiple times. Most recently, in October, we introduced HR 5299, The Patent Qual-
ity Assistance Act, which attempted to address many of the problems that continue
to exist in our patent system. The bill helped foster discussions among diverse in-
dustry groups, all of which now recognize the need for changes to the patent law.
While there are many different views about how to amend the law, we all share
a common goal—improving the quality of the patent system.

Our patent system was designed to promote continual innovation by providing
strong protection for intellectual property. However, if we protect invalid patents,
the system will have the opposite effect, that of hindering creative output. Further-
more, the introduction of poor quality patents into the marketplace actually in-
creases the amount of litigation and has a negative effect on the economy.

The problem of low quality patents cuts across the entire spectrum of art units
that the Patent Office examines, but the chief culprits are patents in the business
methods and software area. The famed one click patent and the patent for a method
allowing automobile purchasers to select options for cars over the internet, rep-
resent only a drop in a very large bucket of questionable quality patents.

The Patent Office has initiated what it calls a “second set of eyes review” in an
effort to address the problem, but that is merely a stop gap measure. Without an
assurance of sufficient funding every year, the PTO cannot maintain the staff it
needs to administer the reviews or implement new quality initiatives. Therefore,
funding for the PTO and an end to diversion of collected fees need to remain top
priorities in any reform effort.

Furthermore, any legislative solution to the problem of patent quality must ad-
dress deficiencies both at the front end of the process, the examination stage which
takes place in the PTO, and at the back end, which takes place in the courtroom.
Inventors should have confidence about the quality of the patents they receive be-
fore investing further in research and development, and equally secure in the
knowledge that they can properly enforce that patent.

In this vein, I have a couple of concerns relating to the committee print. The print
primarily describes reforms to litigation and remedy provisions. While many of the
suggestions are worthwhile, I am concerned that we are merely treating the symp-
toms without enough emphasis on curing the underlying disease. Patent quality
needs to remain a focus with an objective of minimizing litigation on numerous in-
validity claims. For example, including a provision on allowing submissions of addi-
icional prior art to an examiner may be helpful in addressing this poor quality prob-
em.

Furthermore, much of the print speaks to harmonization of U.S. patent law with
patent law in the rest of the world, for example, shifting from a first to invent para-
digm to one of first inventor to file. While this is a very important and necessary
discussion, I am concerned that opposition to these provisions at this point will af-
fect the ability to achieve other essential patent reform.

I am looking forward to hearing from today’s witnesses to identify potential solu-
tions to the problems created by questionable patent quality. Some of the sugges-
tions for change, such as the injunction provision, may not be palatable to some of
the witnesses. However, I throw out a challenge to those witnesses, help us craft
a resolution to the problem the injunction provision was designed to address, that
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of the patent troll. While the structure of the discussion may be centered around
the committee print, I hope that the witnesses here and at future hearings will
identify additional possibilities for resolving patent quality problems. I look forward
to working with the Chairman in drafting effective patent legislation.



185

LETTER TO THE HONORABLE LAMAR SMITH, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS, AND CHAIRMAN, SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY, FROM WILLIAM L. LAFUZE, PARTNER, VINSON &
ELKINS, LLP, AND CHAIR, SECTION OF INTELLECTUAL PROPERTY LAW, AMERICAN
BAR ASSOCIATION, ON BEHALF OF THE AMERICAN BAR ASSOCIATION AND THE ABA
SECTION OF INTELLECTUAL PROPERTY LAwW

May 4, 2005

The Honorable Lamar S. Smith

Chairman

Subcommittee on Courts, the Internet, and Intellectual Property
Committee on the Judiciary

United States House of Representatives

Washington, D.C. 20515

Dear Chairman Smith:

At the close of the April 20, 2005 hearing of the Subcommittee on patent quality
improvement, Mr. Berman asked the witnesses to submit in writing their views on
allowing third-party prior art to be submitted to PTO patent examiners during the
examination process. 1 assume that the witness responses are to be submitted to you for
inclusion in the record.

As Mr. Berman noted, the Committee Print contains no provisions on third-party
submission of prior art. The Section of Intellectual Property Law has no formal position
on such a proposal, but has the matter under active consideration and expects to develop
a formal position by the end of this month.

Our initial reaction to such a proposal is positive. We believe that such a process
could provide examiners with additional relevant information as to existing prior art,
and improve the quality of examiner decisions. It is contemplated that the PTO will
promulgate corresponding rules that would allow the submission of such prior art in a
way that will not unreasonably delay the process of examination and issuance of worthy
patents. 1 believe this view is widely supported in the organizations with which we are
consulting pursuant to your request for industry and association collaboration with a
view toward developing consensus on the patent reform issues under consideration.

We of course are aware that H.R. 5299, the “Patent Quality Assistance Act of
2004,” which Mr. Berman introduced on October 8, 2004 for himself and Mr. Boucher,
contains provisions authorizing third-party submission of prior art. We believe that the
provisions of section 4 of that bill provide useful proposals for components of a
program for pre-grant submission of prior art, including provisions on relevance and
accuracy of the submissions, time limits for submission, and financing of the system.

Very truly yours,
st £ L?L}&

William L. LaFuze
Chair, Section of Intellectual Property Law
American Bar Association

c¢: Members of the Subcommittee
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RESPONSE TO QUESTIONS SUBMITTED BY THE HONORABLE DARRELL ISsA, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, TO J. JEFFREY
HAWLEY, LEGAL DIVISION VICE PRESIDENT AND DIRECTOR, PATENT LEGAL STAFF,
EASTMAN KODAK COMPANY, ON BEHALF OF INTELLECTUAL PROPERTY OWNERS AS-
SOCIATION (IPO)

Directors
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May 13, 2005

Govamty M. Doiiar
S Pritis

Representative Darrell Tssa
211 Cannon House Office Building
Washington, DC 20515

Dear Representative Issa:

I am writing with IPO’s reply to the three questions that you sent following the e
hearing on April 20, 2005, at which our president, J. Jeffrey Hawley, testified. We
very much appreciate the opportunity we had to present our views to you, Chairman, ... s
Smith, and the other members of the Subcommittee on Courts, the Internet, and
Intellectual Property.

Question:

Many parties have stated that claims for willtulness and thereby treble
damages have become much too common within patent litigation. However,
there still remains uncertainty surrounding whether or not a litigant has a
right to receive treble damages at the outset of litigation. What would you
recommend to alleviate some of this uncertainty, if this is needed?

Reply: Damages of any kind, of course, are not established until after infringement
is proven in a trial, which often includes litigation over the validity of the patent as
well. If damages are proven, the damages will cover the period of the infringing

activity. We favor treble damages as outlined in Mr. Hawley’s statement of April erocre e W, Millor
20 when the infringer has been given adequate and specific notice of infringement R M
and continues to infringe, subject to the requirements of the Committee Print. With '

the changes in the Committee Print, the current law will provide greater certainty on
whether the patent owner should receive treble damages. If the patent owner has
given adequate notice of clear infringement of a clearly valid patent and is aware
that the infringer is continuing to deliberately infringe, the patent owner can expect
to receive treble damages.

Question:

Judges currently have the option to conduct Markman hearings at various
stages of a trial. Should judges be required to hold these hearings at the
beginning of litigation so that parties have a better idea of the real claims and
their interpretation? Also, is it not true that the ability to design non-
infringing patents is dependant upon knowing the scope of claims?

Executive Dir
Herpar C. Wemsiay
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Intellectual Property Owners Association (IPO)

Reply: It is helpful to the parties to know the real claims and their interpretation at
an early stage. Judges vary in their preferences as to when to conduct Markman
hearings. Some judges feel it is better to wait until discovery is completed to
interpret the claims so that they have the factual context of the case as background.
Tn fact, the parties do not know the real interpretation of the claims in cases
appealed to the U.S. Court of Appeals for the Federal Circuit until after appeal, and
a significant number of claim interpretations are overruled on appeal.

‘When Markman hearings were created it was hoped that they would eliminate a
great deal of litigation expense. To date that aim has not been realized. We still
hope Markman hearings will evolve in a way that will bring greater efficiency to the
judicial process. We believe it is better to leave the timing of Markman hearings to
continued development by the courts and allow the courts to search for the best
balance of early stage claim interpretation and other considerations. It is true that
the ability to design non-infringing products and processes is dependent on knowing
the scope of the claims. The incentive to design around a patented invention and
create different and improved alternatives is one of the benetits of having a patent
system. From this standpoint early clarification of the scope of claims is important.

Question:

One of the proposals within the broader patent reform debate is the
establishment of a “Post Grant Review Process™ at the PTO. The goal of
this Post Grant system is to decrease the amount of litigation in the District
Courts. However, some parties have expressed a desire for there to be some
sort of trigger so that litigants may remove the review from the PTO to
District Court. s a trigger needed and how would you structure it if it is?

Reply: PO favors establishing a post-grant review process for the reasons
explained in Mr. Hawley’s April 20 statement. We view it as a useful supplement to
the patent examination process in the U.S. Patent and Trademark Office that will
help increase confidence in the reliability of patents by uncovering possible reasons
for patent invalidity that the PTO cannot learn of on its own. A post-grant review
process should not interfere with the ability of patents owners to enforce their
patents in district courts. We support a rule that if an infringement suits is brought
against an accused infringer in district court before the filing of a post-grant review
request by the accused infringer, then any post-grant review proceedings involving
the patent should be stayed until the infringement suit is finally resolved. Others
have suggested variations such as staying the post-grant review proceeding if an
infringement suit is filed anytime during the first nine months after patent grant.
‘We have not considered any broader trigger that might be made available to the
patent owner to remove an action to district court, but we agree that the ability to
enforce patents in district courts in a timely manner must be preserved.
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Intellectual Property Owners Association (IPO)

Reply: It is helpful to the parties to know the real claims and their interpretation at
an early stage. Judges vary in their preferences as to when to conduct Markman
hearings. Some judges feel it is better to wait until discovery is completed to
interpret the claims so that they have the factual context of the case as background.
Tn fact, the parties do not know the real interpretation of the claims in cases
appealed to the U.S. Court of Appeals for the Federal Circuit until after appeal, and
a significant number of claim interpretations are overruled on appeal.

‘When Markman hearings were created it was hoped that they would eliminate a
great deal of litigation expense. To date that aim has not been realized. We still
hope Markman hearings will evolve in a way that will bring greater efficiency to the
judicial process. We believe it is better to leave the timing of Markman hearings to
continued development by the courts and allow the courts to search for the best
balance of early stage claim interpretation and other considerations. It is true that
the ability to design non-infringing products and processes is dependent on knowing
the scope of the claims. The incentive to design around a patented invention and
create different and improved alternatives is one of the benetits of having a patent
system. From this standpoint early clarification of the scope of claims is important.

Question:

One of the proposals within the broader patent reform debate is the
establishment of a “Post Grant Review Process™ at the PTO. The goal of
this Post Grant system is to decrease the amount of litigation in the District
Courts. However, some parties have expressed a desire for there to be some
sort of trigger so that litigants may remove the review from the PTO to
District Court. s a trigger needed and how would you structure it if it is?

Reply: PO favors establishing a post-grant review process for the reasons
explained in Mr. Hawley’s April 20 statement. We view it as a useful supplement to
the patent examination process in the U.S. Patent and Trademark Office that will
help increase confidence in the reliability of patents by uncovering possible reasons
for patent invalidity that the PTO cannot learn of on its own. A post-grant review
process should not interfere with the ability of patents owners to enforce their
patents in district courts. We support a rule that if an infringement suits is brought
against an accused infringer in district court before the filing of a post-grant review
request by the accused infringer, then any post-grant review proceedings involving
the patent should be stayed until the infringement suit is finally resolved. Others
have suggested variations such as staying the post-grant review proceeding if an
infringement suit is filed anytime during the first nine months after patent grant.
‘We have not considered any broader trigger that might be made available to the
patent owner to remove an action to district court, but we agree that the ability to
enforce patents in district courts in a timely manner must be preserved.
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RESPONSE TO QUESTIONS SUBMITTED BY THE HONORABLE DARRELL IssA, A REPp-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, TO RICHARD dJ.
LUTTON, JR., CHIEF PATENT COUNSEL, APPLE, ON BEHALF OF THE BUSINESS SOFT-
WARE ALLIANCE (BSA)

Questions for the record — Patent Reform hearing on April 20, 2004
Congressman Darrell Issa

1) Many parties have stated that claims for willfulness and thereby
treble damages have become much too common within patent
litigation. However, there still remains uncertainty surrounding
whether or not a litigant has a right to receive treble damages at
the outset of litigation. What would you recommend to alleviate
some of this uncertainty, if this is needed?

Answer:

We agree that the threat of treble damages, based on mere
knowledge that the infringing patent existed, presents a serious
problem. Because mere knowledge now creates the basis for
willfulness, too many time inventors are deterred from doing proper
searches of prior art. The net result is that not enough information is
provided to the examiner, who is them compelled to determine
whether to grant the patent on an incomplete record. In addition, it
has now become common for a person when notified to a potential
infringement to seek a letter from counsel stating no infringement is
likely. This is expensive and does little to advance the goal of
ensuring quality patents and deterring frivolous litigation.

We believe the best way to address this problem is to change the law
the law to state clearly that punitive treble damages, like other
punitive damages, should be awarded only when it is demonstrate
that the infringer acted in bad faith, for example by slavishly copying a
patented invention or by ignoring a court order.

2) Judges currently have the option to conduct Markman hearings
at various stages of a trial. Should judges be required to hold
these hearings at the beginning of litigation so that parties have
a better idea of the real claims and their interpretation? Also, is
it not true that the ability to design non-infringing patents is
dependant upon knowing the scope of claims?

Answer: A key factor is determining whether an allegation of
infringement is meritorious is knowing the scope of the patent and its
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validity. An early determination of scope and validity by a court would
cut down substantially on litigation costs and the encourage parties to
settle to their claims early.

3) One of the proposals within the broader patent reform debate is
the establishment of a “Post Grant Review Process” at the
PTQO. The goal of this Post Grant system is to decrease the
amount of litigation in the District Courts. However, some
parties have expressed a desire for there to be some sort of
trigger so that litigants may remove the review from the PTO to
District Court. Is a trigger needed and how would you structure
it if it is?

Answer: Post grant processes as have been proposed in the
Committee Print are aimed at providing parties with an alternative to
costly litigation. Such a process would enable a party to challenge a
patent in a faster and more effective way, while protecting the
inventor from undue litigation. The process is a complement to
litigation, and not a substitute. Inevitably there will be situations when
fair resolution of a dispute requires court action.
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RESPONSE TO QUESTIONS SUBMITTED BY THE HONORABLE DARRELL IssA, A REPp-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, TO JEFFREY P.
KuUsHAN, EsQ., SIDLEY AUSTIN BROWN AND Wo00D, LLP, ON BEHALF OF GENETECH

SIDLEY AUSTIN BROWN & WOOD

CHICAGO 1501 K STREET, N.W. BEIJING
DALLAS WASHINGTON, D.C, 20005 BRUSSELS
m—— TELEPHONE 202 736 8000 o
LOS ANGELES FACSIMILE 202 736 8711 GENEVA
NEW YORK www sidley.com HONG KONG
SAN FRANCISCO FOUNDED 1866 LONDON
SHANGHAI
SINGAPORE
TOKYQ
YRITER’S DIRECT NUMEER WRITER’S E-MAIL ADDRESS
(202) 736-8914 jkushan@sidley.com
May 9, 2005

The Honorable Darrell Issa

United States House of Representatives
211 Cannon House Office
Washington, DC 20515

Dear Representative Issa,

1 am writing to respond to questions you posed to Genentech, Inc., following the April 20
hearing of the House Subcommittee on Courts, the Internet and Intellectual Property on certain
patent reform issues. Genentech very much appreciates your interest and leadership on patent
reform issues. And, as a California-based company, we are very much interested in working
with you to ensure that Congress makes effective and desired reforms to the patent systen.

In testimony before the Subcommittee, I indicated that Genentech supports reforms to
several areas of the patent system. The Committee Print addresses many of these topics. We are
concerned, however, with certain provisions in the Committee Print. For example, we do not
believe it is desirable or appropriate to alter the standards that govern the right of a patent owner
to obtain a permanent injunction once that patent owner has proven its patent to be valid and
infringed. We also do not believe the approach in the Committee Print to limiting the
presentation of “broader” claims in prosecution of patent applications is viable. Certainly, we
are open to reforms that improve the operation of the patent system, and in particular how the
PTO conduets examination of patents. In this respect, we note that several reforms can and
should be pursued to change how the PTO does its work that are not included in the Committee
Print. [ would encourage you to review Genentech’s testimony before the Subcommittee for a
fuller explanation of such reforms.

You have presented three questions to Genentech for response for the record, which are
reproduced below in bold text. Our response follows each question.

1) Many parties have stated that claims for willfulness and thereby treble
damages have become much too common within patent litigation. However,
there still remains uncertainty surrounding whether or not a litigant has a



192

SIDLEY AUusTInN BROWN & WooD

May 9, 2005
Page 2

right te veceive treble damages at the outset of litigation. What would you
recommend fo alleviate some of this uncertainty, if this is needed?

As others have testified, parties often pursue claims of willful infringement to increase
the financial stakes and therefors the risk to a party accused of infringement. These claims are
made before there is any judicial determination that the asserted patent is valid and infringed, and
without any actual evidence that the party acted in willful disregard of the patent. As others have
stated, willfulness claims are often pursued as tactical choices designed fo increase discovery
burdens and the complexity of the litigation.

The current standards that govern willful infringement make it difficult to predict what
actions will be found by a jury to constitute willful infringement. Among other things, this
creates greater uncertainty, which undermines the ability of companies to assess the risk of an
accusation of infringement.

Genentech believes several reforms can be pursued that will irprove the state of the law
governing willful infringement. One reform would be to preclude a court from taking up the
question of willful infringement until it had first found there to be infringement of a valid patent.
This is a logical reform that would help reduce the coercive effect of a claim of willful
infringement and avoid the often prejudicial effect of having a jury consider willfulness before
there has been a finding of infringement of the patent.

A second reform would be to create defenses to claims of willful infringement that do not
rest exclusively on the contents of opinions of counsel about the patent being asserted. In this
respect, we believe the law should permit a party to preclude a finding of willful infringement by
presenting evidence that it had sought to avoid infringement, including by altering its product or
other activities 1o “design around”™ the asserted patent. This should be an alternative — not &
replacement — to the defense of reasonable reliance upon an opinion of a patent lawyer that the
patent in question was invalid, unenforceable or would not be infringed. These defenses should
be incorporated explicitly into the patent statute, and we believe doing so is consistent with the
ruling by the Court of Appeals for the Federal Circuit Jast year in Knorr-Bremse Systeme Fuer
Nuszfahrzeuge GmbH v. Dana Corp. 383 F.3d 1337, 1342 (Fed.Cir.2004), that willfulness must
be determined by a “totality of the circumstances™ analysis.

A third reform would limit the ability of a patent owner to obtain discovery of the
contents of opinions of counsel, at least umil a determination of infringement had been made.
Current law puts a difficult choice before an accused infringer that had obtained advice of
counsel once it had learned of the existence of a patent. Specifically, if the accused infringer
wishes to use such legal advice to refute a claim of willful infringement, it must waive the
attorney-client privilege attached to that advice. An accused infringer should not have to make
such a significant and consequential election until there has been a judicial determination that the
asserted patent is indeed valid and infringed. Reforms along these lines would reduce the
prolfiferation and exploitation of unwarranted willfulness claims, while preserving the ability of
patent owners to obtain enhanced damages for truly egregious conduct. We would encourage
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you and the other members of the Committee to pursue these additional reforms beyond the
proposals in the Committee Print.

2}  Judges currently have the option to conduct Markman hearings at various
stages of a trial. Should judges be required to hold these hearings at the
beginning of litigation so that parties have a better idea of the real claims and
their interpretation? Also, is it not true that the ability to design non-
infringing patents is dependent upon knowing the scope of claims?

The role of Markman hearings is significant in most patent cases. The results of the
hearing frequently are dispositive as to the critical questions of validity and infringement of the
patent. While it is desirable to obtain a clear understanding of the claims as soon as possible in
the proceeding, it is just as important to ensure that all relevant evidence is produced that can
influence the court’s determination of the meaning of the claims. Thus, while Genentech
generally agrees that Markman hearings should be conducted expeditiously, it does not believe it
would be appropriate or advisable to incorporate into the patent statute a specific mandate for
courts to conduct these hearings at a fixed point in time in the litigation.

Genentech agrees with your observation that the ability of the public to know the scope
of the patent claims is very important. In this respect, we would support reforms that improve
the examination process so that patent claims are issued that are clear and can be understood
from a complete record of the examination of the patent.

3}  One of the proposals within the broader patent reform debate is the
establishment of 2 “Post Grant Review Process” at the PTO. The goal of this
Post Grant system is to decrease the amount of litigation in the District Courts.
However, some parties have expressed a desire for there to be some sort of
trigger so that litigants may remove the review from the PTO to District
Court. Is a trigger needed and how would you structure it if it is?

Genentech strongly supports establishment of a viable and fair post-grant review
procedure that would be administered by a new “Opposition Division” within the Patent and
Trademark Office. The Committee Print advances a proposal to establish such a system, but this
proposal needs several reforms to make it viable as well as equitable.

One important change concerns the threshold showing that an opposer must make to
commence an opposition proceeding. The Committee Print presently would permit any third
party to comumence an opposition proceeding on any type of showing. The burden would then
fall to the patent owner to justify termination of the proceeding, We believe it is more
appropriate and balanced to require an opposer to present reasoned arguments and evidence that
raise a substantial new question of patentability of at least one claim in the patent, and to have
the PTO independently confirm the sufficiency of this showing before an opposition proceeding
is commenced.
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A number of other changes to this section of the Committee Print, in our view, are
necessary, which are summarized in our testimony before the Committee.

The question you pose relates to the ability of a patent owner to effectively enforce its
patent rights once the patent issues from the PTO. We believe a patent owner should not be
impeded in its ability to commence an action for infringement of the patent, even if an opposition
proceeding has been commenced. We support incorporating into the post-grant review system a
provision that if a patent owner brings an infringement action during the pendency of an
opposition proceeding, the patent owner may request and district court judge in his or her
discretion may order a stay of the opposition proceeding while the litigation proceeds. At the
same time, we do not believe that the commencement of an opposition proceeding should be a
basis for delaying or staying the infringement action.

In conclusion, we very much appreciate the opportunity to share our views with you, and
thank you for your efforts to improve the patent system.

Sincerely,

» //wp«,ﬁ

effrey P. Kushan
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RESPONSE TO QUESTIONS SUBMITTED BY THE HONORABLE DARRELL IssA, A REPp-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, TO WIiLLIAM L.
LAFUZE, PARTNER, VINSON & ELKINS, LLP, AND CHAIR, SECTION OF INTELLECTUAL
PROPERTY LAW, AMERICAN BAR ASSOCIATION, ON BEHALF OF THE AMERICAN BAR
ASSOCIATION AND THE ABA SECTION OF INTELLECTUAL PROPERTY LAW

May 4, 2005

The Honorable Lamar S. Smith

Chairman

Subcommittee on Courts, the Internet, and Intellectual Property
Committee on the Judiciary

United States House of Representatives

Washington, D.C. 20515

Dear Chairman Smith:

This letter is submitted in response to written questions submitted to me by
Congressman Darrell Issa on April 29, 2005, with respect to the Subcommittee
Hearing on April 20, 2005 on patent quality improvement.

At the outset, let me again express the appreciation of the American Bar
Association and its Section of Intellectual Property Law (the “Section”) for the
opportunity to testify and to provide assistance with respect to the efforts to reform
and improve our patent laws. And also, let me express our appreciation to you for
your work on this very important project that will spur innovation, improve the patent
system, and ultimately, benefit mankind.

The views expressed herein in response to Mr. Issa’s questions have not been
approved by the ABA House of Delegates or Board of Governors, and therefore are
those of the Section of Intellectual Property Law alone.

Our responses are set forth after the questions posed by Mr. Issa which appear
below:

1) Question: Many parties have stated that claims for willfulness and thereby
treble damages have become much too common within patent litigation.
However, there still remains uncertainty surrounding whether or not a litigant
has a right to receive treble damages at the outset of litigation. What would
you recommend to alleviate some of this uncertainty, if this is needed?

RESPONSE: The Section agrees that claims for willfulness in an effort by a
patent owner to collect enhanced damages from an infringer are so
commonplace in patent litigation as to make patent litigation unnecessarily
costly, protracted, and complicated. The current practice of using an attorney
opinion as defensive evidence to a charge of willfulness has created serious
problems as to the scope of waiver of privilege, particularly as to advice given
to an accused infringer by its trial counsel. The Section has a specific
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recommendation to solve this problem---delay discovery and trial with respect to
willful infringement until after, and if, there is first a finding of infringement. The
Section contemplates that the discovery of willfulness would follow a trial on
other liability issues within 30-60 days. Trial on the willfulness issue would be set
promptly after such 30-60 day period. Since liability is found in only about 60%
of cases tried, the discovery and trial on willfulness would be totally eliminated in
about 40% of all cases. For cases in which liability is found, discovery and trial of
the willfulness issue would occur without waiver of privilege as to trial counsel in
most cases, even when the attorney-client privilege of opinion counsel on which
the accused infringer relies is intentionally waived. For more information, see the
Section’s witness statement, pp. 29-31. The Section continues to give attention to
these issues, both internally and with other interested organizations, and expects to
offer additional recommendations in the near future.

Judges currently have the option to conduct markman hearings at various stages of
a trial. Should judges be required to hold these hearings at the beginning of
litigation so that parties have a better idea of the real claims and their
interpretation? Also, is it not true that the ability to design non-infringing patents
is dependant upon knowing the scope of claims?

RESPONSE: The Section currently has no position on this issue, but offers a few
comments that may be helpful. Many practitioners believe that Markman hearings
should be held, and rulings given, relatively early in the pre-trial process. The
entry of a Markman order by which the district judge construes the patent claims
may often resolve one of the most important issues in dispute, and encourage
summary judgment or settlement. Tt is true that the ability to design with certainty
around a patented invention requires a determination of the meaning of the claims,
and therefore, the scope of the patent. The scope is often determined by the
district judge, but claim interpretations by district courts are often reversed on
appeal by the United States Court of Appeals for the Federal Circuit. Thus, even if
Markman rulings are encouraged early in the pre-trial stage of a case in district
court, the final ruling on claim construction does not occur until an appellate
decision is rendered.

One of the proposals within the broader patent reform debate is the establishment
of a “Post Grant Review Process” at the PTO. The goal of this Post Grant system
is to decrease the amount of litigation in the District Courts. However, some
parties have expressed a desire for there to be some sort of trigger so that litigants
may remove the review from the PTO to District Court. Ts a trigger needed and
how would you structure it if it is?

RESPONSE: The Section has no formal position on the question posed.
However, we note that one goal of Post Grant Review is to decrease the amount of
litigation in the courts. Another is to provide a quick and relatively inexpensive
alternative to correct mistakes made by the PTO, and defects in patents, by
instituting an opposition proceeding within 12 months or less after issuance of a
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patent. Invalid patents, even those not in litigation, frustrate the patent system
because they are presumed valid until declared invalid by the PTO or a court. The
proposal for a post grant opposition proceeding would allow third parties to take
validity issues back to the PTO within this limited time in an attempt to strike
patents even when they are not otherwise in litigation.

The Section stands ready to be of assistance to the Subcommittee in any way

possible as you consider patent quality improvement issues.

Very truly yours,

William L. LaFuze
Chair, Section of Intellectual Property Law
American Bar Association

cc: Members of the Subcommittee
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PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING MEMBER, SUB-
COMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

Thank you for scheduling this hearing to continue our discussion on patent re-
form. Last week we heard differing opinions about which sections of the patent law
should be reformed, and how those reforms should be accomplished. Some of the
witnesses stressed changes in litigation rules for patent cases, while others focused
on the need to harmonize. U.S. patent laws with foreign patent law. However, all
of the witnesses seemed to agree that bolstering the level of patent quality is inte-
gral to a workable patent system.

The foundation of the patent system is the idea that the Patent and Trademark
Office grants high quality patents. However, over the past few years, a larger num-
ber of questionable patents have been issued, leading to increased litigation and un-
certainty in markets that are heavily dependent on patent rights. There are many
possible reasons for the questionable quality—lack of funding resulting from fee di-
version, lack of appropriate resources or training materials, an increase in the back-
log of patent applications, or even exposure to new patentable subject matter, such
as business method patents. While the PTO has made great strides in addressing
this problem, more needs to be done to restore confidence in the patent system. Con-
gress has an important role to play in helping bring about that change.

The Committee print has provided a useful set of guidelines that identify some
of the key areas in need of reform. In fact, many of the provisions are almost iden-
tical to the ones Mr. Boucher and I proposed last year. However, an issue we ad-
dressed with our third party prior art submission provision, and which deserves
greater attention in the committee print or any future legislation, is how to address
quality on the front end of the examination process.

I anticipate a spirited discussion today on the merits of some of the proposals in
the Committee Print. As I did last week, I submit a challenge to those critical of
certain provisions—if you have a problem with a proposal, help us craft a better so-
lution. Because we are planning to introduce a patent bill in the near future, I hope
the many interested groups can work together to help us formulate some answers
to the problems facing the patent system today. I continue to look forward to work-
ing with the Chairman to draft effective patent legislation.
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MEMORANDUM TO THE HONORABLE LAMAR SMITH, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF TEXAS, AND CHAIRMAN, SUBCOMMITTEE ON COURTS, THE
INTERNET, AND INTELLECTUAL PROPERTY AND THE HONORABLE HOWARD BERMAN,
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING
MEMBER, SUBCOMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROP-
ERTY FROM DARIN E. BARTHOLOMEW, SENIOR ATTORNEY, PATENT DEPARTMENT,
JOHN DEERE & COMPANY

MEMORANDUM TO: CHAIRMAN LAMAR SMITH
RANKING MEMBER HOWARD BERMAN

FR: Darin Bartholomew, Senior Attorney, Deere & Company
DT: April 29, 2005

RE: Question on Sec. 271

The proposed change to section 271(f) appears to be an attempt to (1) exempt
intangible items (e.g., possible software or embedded software) from contributory
infringement as set forth in section 271(f) and (2) require an actual combination of
components for tangible items to show contributory infringement under section
271(f). With respect to above item 1, under the Committee Print language the sale
of a specially designed intangible component (e.g., software) in the U.S. for
assembly or use in a patented combination or process in a foreign country would
no longer constitute contributory infringement under section 271(f). With respect
to above item (2), case law has interpreted section 271(f)(2) as merely requiring a
showing that an infringer shipped components with the intent that the components
be combined, without requiring an actual physical combination. Waymark Corp. v.
Porta Systems Corp., 245 F.3d 1364, 1368 (Fed Cir. 2001.) However, the
Committee Print apparently would require a physical combination to show
infringement. The proposed change to 271 in the Committee Print may be an
attempt to over-rule cases such as Eolas Technologies, Inc. v. Microsoft Corp or
Imagexpo L.L.C. v. Microsoft Corp, where Microsoft was held liable for patent
damages for copies of software distributed outside the U.S. that were copied from
a master software version shipped from the U.S.

We are concerned that the changes to section 271 in the Committee Print could be
too broad and have unintended consequences.
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PREPARED STATEMENT OF JACK HAKEN, VICE PRESIDENT, INTELLECTUAL PROPERTY
STANDARDS, U.S. PHILIPS CORPORATION

Mr. Chairman and members of the subcommittee, I'm Jack Haken, Vice President
for Intellectual Property and Standards of U.S. Philips Corporation. I appreciate
this opportunity to express our views on a topic of vital interest to Philips, namely
preserving the current patent protection against infringing exports that is provided
by Section 271(f) in Title 35 of the United States Code.l As I will explain in my
testimony, we are opposed to the amendment proposed in Section 10 of the Com-
mittee Print.

Philips is a manufacturer of electronic and electrical products and is one of the
largest users of the patent systems in the United States and other industrialized
countries. Last year we filed U.S. patent applications for about three thousand new
inventions. Scientists and engineers at our U.S. laboratories have made pioneering
advances that revolutionized and revitalized the electronics industry with innova-
tions that led to high definition television, optical CD and DVD recording, digital
cellular telephones, medical imaging and digital rights management. In 2004 Philips
reported income from licensing our patented inventions that was well in excess of
five hundred million dollars.

Section 271(f) is particularly important to our industry because it allows us to pro-
tect our intellectual property rights when American based companies export special-
ized components and parts kits for assembly in countries that do not have useful
patent enforcement systems: in particular China, Taiwan, Korea and India.

As background, I would like to speak briefly about two major changes that have
affected the electronics hardware industry during the past decade and which make
Section 271(f) so important to us.

The first change is a well-recognized shift of high volume electronics manufac-
turing from the United Sates to overseas contract facilities. America is no longer
a competitive site for manufacturing this equipment, but we remain a primary
source of new ideas, technology and essential components that we export to the
manufacturers. Royalties on exports of patented technology are a significant reason
that our domestic research establishment remains vital.

The second change is, perhaps, not as visible as the first; in 1990 almost all con-
sumer electronic devices were implemented in separate specialized sets as combina-
tions of hardware circuit elements. For example, televisions, VCR’s and telephone
answering machines were produced and marketed in separate boxes and often via
different selling channels. Today those same product functions are usually imple-
mented in software and we are moving toward a small number of common multiuse
hardware platforms. Software programs on personal computers and PDA’s now pro-
vide audio and video recorder functionality. Cameras and music players are fur-
nished as software features in cellular telephones and television players will soon
follow. In this context, the boundary between hardware and software becomes fuzzy.
Software and firmware code effectively reconfigures the hardware circuits to per-
form particular player or display functions that were formerly achieved in fixed cir-
cuitry.

The interchangeability of electronic hardware and software has also softened the
boundaries between our traditional marketing and sales channels. Today we find
that the traditional electronics manufacturers, major software houses and PC inte-
grators are direct competitors for the same consumer electronics product space.

Section 271(f) was enacted by Congress to plug a 1972 judicially-created loophole
that had allowed American companies to avoid liability for patent infringement by
unassembled kits of parts or essential components of patented combinations which
they exported for assembly overseas.

In March 2005 the United States Court of Appeals for the Federal Circuit con-
firmed that software code that Microsoft had exported to overseas manufacturers for
incorporation onto the disk memories of computer systems was a “component” with-
in the meaning of section 271(f). Judge Rader found that Microsoft’s software
“morphed” into hardware in the computer systems and that there was no indication
of Congressional intent that the statute would distinguish between hardware and
software or tangible and intangible components. Judge Rader also found that any
attempt to single-out the software industry as exempt from Section 271(f) would run
afoul of the United States’ treaty obligations under the TRIPS Agreement.

1The proposed text for Section 271(f)(3) is confusing inasmuch as it is unclear whether the
phrase “under this section” is intended to only apply to subsection 271(f) or to all of section 271
(e.g. Whether the carve-out for intangible components will also change the scope of domestic con-
tributory infringement under section 271(c)). For purposes of this testimony, we assume that
the changes are intended to affect only to subsection 271(f). If the proposal is carried-over into
later drafts, we suggest that the ambiguity be clarified.
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Let me cite some examples of Philips’ patent licensing programs that would have
been negatively affected if proposed section 271(f)(3) had been law when we ob-
tained our relevant patents:

1) Optical Recording—Philips invented the technology that enabled develop-

2

-~

ment of the CD and DVD industries. We have patents in our portfolio that
cover apparatus and methods that format and index data on these discs.
When we started licensing these patents, the patented technology was imple-
mented as hardware circuits in disc drives and recorder sets. Today the same
technology is being implemented as PC software that is internationally mar-
keted and distributed over the Internet and as firmware that is stored in
semiconductor memory chips. We have great concern that any requirement
that limited export patent protection to “tangible” items that are “combined
physically” would impact our ability to bring infringement actions against
exporters who utilize the Internet to distribute original and upgrade soft-
ware to manufacturers and users in developing countries where local intel-
lectual property law enforcement is of little worth.

Speech and Image Coding—Philips invented important methods and appa-
ratus for speech and image coding which we license to manufacturers of cel-
lular telephone, digital cameras and set-top boxes. Large scale production of
these products has quickly moved from the United States to other countries
that have immature intellectual property enforcement systems like Taiwan,
Mainland China and Korea, but American companies are, and are likely to
remain, the developers and providers of the application and operating system
software that controls the hardware and implements the coding methods.
The software is often exported to manufacturers either as source code, mas-
ter object code copies or as firmware on semiconductor memory chips. Up-
grade software is regularly distributed over the Internet and over cable tele-
vision networks. Again we have great concern that any requirement that
limited export patent protection to “tangible” items that are “combined phys-
ically” would impact our ability to bring infringement actions against export-
ers who distribute this original and upgrade software.

3) Medical Imaging—Philips is one of the world’s largest manufacturers of

medical imaging equipment. Almost ten thousand of our United States em-
ployees work on medical products. Much of this equipment is computer-
based; the processes that enable our CT, MRI and ultrasound scanners and
our patient monitoring systems are executed and controlled by software.
New examination techniques and upgrades are distributed and installed
using data formats which arguably intangible and would arguably be ex-
cluded from export patent protection if Section 271(f) were amended as pro-
posed in Section 10 of the Committee Print.

4) Digital Personal Video Recorders (PVR’s)—Philips manufactured the first
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Tivo brand personal video recorders and the technology has already changed
the television viewing habits of the American public. Philips’ patented video
compression technology enables these machines to pack recorded video sig-
nals onto hard disk drives. Today the same functionality and methods are
implemented in PC software that is bundled with operating systems and dis-
tributed over the Internet.

Digital Rights Management—Philips holds a significant minority interest in
InterTrust Technologies Corp. InterTrust owns and licenses a large portfolio
of patents for digital rights management technology that enables the owners
of copyrighted music, video works, books and other proprietary data to regu-
late and collect royalties when their properties are distributed on electronic
media and/or over the Internet. In 2004 Philips reported a gain of over one
hundred million dollars from the patent licensing activities of InterTrust.
Components of many of these patented DRM systems are necessarily distrib-
uted at the same time and over the same media or channel with the creative
materials that they manage and protect. However we have great concerns
that future inventions in this area will not meet the “tangible” and “com-
bined physically” limitations of proposed section 271(f)(3) and would thus not
receive adequate export patent protection.

Travel Route Planning—Scientists at our Briarcliff Manor, New York labora-
tories invented and developed patented systems that are used to plan travel
routes in car navigation systems and on Internet mapping web sites. The
same methods have application to robotic movement and to managing es-
capes from disaster areas. Here again, we see infringing products and up-
grades being distributed and exported on electronic media and over the



202

Internet and again fear the loss of our enforcement rights if section 271(f)
protection is reduced.

Some of the other witnesses at this hearing may tell you that the carve-out in
proposed Section 271(f)(3) is directed at business method patents and is necessary
to prevent their abuse, but the language in Section 10 of the Committee Print is
much broader than necessary for that purpose and will create a loophole that will
allow software and firmware houses to avoid liability for patent infringement of U.S.
patents by exporting their wares as “intangible” e-mail signals and files on master
disks with full knowledge that they will be converted to tangible, physical form
when received by their overseas customers. At best, the language of Section 271(f)(3)
constitutes discrimination which favors the software industry over traditional hard-
ware manufacturers, at worst it will tend to drive the remainder of U.S. electronic
hardware manufacturing overseas to countries that do not offer strong IP protection.

The software industry could achieve cost savings by moving its development and
production facilities overseas, but it has chosen to remain in the United States and
has flourished here, in no small part because the copyright, trade secret and judicial
processes in the United States provides strong and effective protection for the intel-
lectual property content of software products. There is no justification for letting
them enjoy the benefit of our strong IP system for their own products while, at the
same time, they are allowed to avoid exposure to other companies’ patents when
those same products are exported.

Thank you.
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LETTER FROM RYAN M. FOUNTAIN, ATTORNEY AT LAW, MISHAWAKA, INDIANA TO
BLAINE MERRITT, CHIEF COUNSEL, SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY, COMMITTEE ON THE JUDICIARY

RYAN M. FOUNTAIN

ATTORNEY AT LAW
420 LINCOLN WAY WEST
MISHAWAKA, INDIANA 46544-1902
TELEPHONE: (574) 258-9296
TELEFAX (574) 256-5137

April 27, 2005

Blaine Merritt
House Subcommittee on Courts, the Internet
and Intellectual Property

Re: Patent Reform Legislation
Dear Mr. Merritt:

It is my understanding that tomorrow the Committee will continue hearings on
certain proposals to reform the U.S. Patent laws. | strongly urge the Committee not to
adopt a “first to file system” and not to abandon the “best mode” requirement. | would ask
you to make these objections known to the Committee and part of the record in its
proceedings.

By way of background, | have been a practicing patent attorney for 23 years. |
represent a wide range of clients, from multi billion dollar corporations to individual
inventors just starting out. | have both written and prosecuted hundreds of patent
applications before the United States and foreign patent offices and litigated them
extensively in various federal courts.

A First to File Race is Detrimental for the United States

Going to a first to file system would create a serious disadvantage for most smaller
businesses and individual inventors starting out to create a business. It would effectively
reduce the one year grace period provided to test market the invention that is presently
created by 35 U.S.C. §102(b). It would force the business to choose whether or not to
spend money on a patent application with less assurance of the value of the patent
application than is presently available.

For example, at present the costs of a patent application are a significant expense
for these types of business, typically about $10,000 (and with last year’s changes in the
fee structure of the USPTO, this cost has been going up). Most businesses without an in-
house patent staff to write the application will wait for a time to see if the sales of products

1
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using the invention are sufficiently immediate as to justify that expense. For an individual
inventor, it may take all his resources to just create a prototype of the invention and he or
she will not have extra money for a patent application until the invention is marketed.

A first to file system creates a race to the Patent Office. This race increases the
economic pressures on small businesses and individual inventors to spend money sooner
and less wisely than they would need to under the present system. The net result, of
course, is that many of these businesses would not file patent applications and would not
be able to protect inventions, since the expenditure cannot be as readily justified as it can
today. Obviously, taking away the potential for a patent tends to discourage the creation
of new inventions. Our founding fathers recognized this in the Constitutional mandate for
the patent system (“to promote science and the useful arts”).

Inthe long term, the loss of creative incentive in this country would severely hurt the
public and decrease our overall quality of life, presently the best in the world. A first to file
system is also not in the public administrative interest in that it would urge filing of patent
applications prematurely on inventions the need more development or are not really of any
market interest, i.e. so called “paper patents.” The USPTO does not need to spend its
limited resources on those.

Proponents of a first to file system are typically large businesses with an in-house
patent staff in industries which are prone to development of the same technologies
simultaneously among competitors. However, those same businesses, such as
pharmaceutical, semi-conductor and aerospace manufacturers, almost always have in-
house patent procedures in place to identify and record the date of invention so as to be
able to prove patent priority under the current law. Thus, the conflicts that a “race to the
Patent Office” would solve are easily dealt with under the existing interference practice.

The mere fact that there are patent interferences is insufficient reason to change
the entire complexion of the US patent system. Compare, for example the very large
number of patent applications filed each year (typically over 100,000) with the number of
patent applications that end up in interference proceedings (typically less than 500). That
would truly be the tail wagging the dog.

The existing patent system is the result of over 200 years of legislative work to
balance the long term technological development of our country with the business realities.
Our nation was and will continue to be built on the initiative and growth of small
businesses. The Fords, Microsofts and Boeings of tomorrow are starting out today, and
they still need our help.

Patent law “harmonization” across international borders has been urged to justify
changes in our laws like a First to File Rule. However, many of those other nations that
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have First to File Rules have totally different economic and technological cultures and
different social objectives than we do. Most are looking for rapid and immediate growth
to try to get to the quality of life that we already have. They are less concerned with long
term prospects. Further, those nations do not have a tradition of individual growth and
initiative that result in abundant grass roots creativity. We do, and we should continue to
support that culture. Itis our future.

The Best Mode Requirement Gives the Public the Benefit of the Bargain

US patent law is almost unique in the world in requiring full and fair disclosure of
what the invention really is, how to make and use it in the best way known to the inventor.
This is called our “best mode” requirement. That is the essential trade we give inventors:
you tell us what you know about the invention and we give you and exclusive right for a
limited period of time. After that period of time expires, the public is free to make and use
the invention just as well as the inventor can.

In contrast, look for example at a Japanese patent. They are typically written so
narrowly that if you do not already know what the invention is, you cannot understand what
the application is really teaching. In effect, the patent applicant is disclosing only a
minimal amount of information and keeping the rest as a trade secret. That requires
anyone wanting to use that technology after the patent expires to incur the expense and
time delay of additional engineering and/or experimentation. The Japanese patent laws
result in more protection for the patent owner and less opportunity for the public to enjoy
that invention from ancther source even after the patent expires.

Put into the context of our economy, doing away with the best mode requirement
would mean, for example, that generic drugs are less available and more costly. Doing
away with the best mode requirement would, in effect, reverse the court holdings of cases
like Christianson v. Colt Industries Operating Corp., 870 F. 2d 1292 (7™ Cir. 1989).

Patent law “harmonization” across international borders has been urged to justify
changes in our laws like doing away with the Best Mode requirement. Again, however,
different economic and technological cultures and social objectives are involved. In our
country we have a large number of competing companies in nearly every industry. Our
protection of one company with a grant of patent rights is tempered with the knowledge
that in a few years another company can sell the same product to consumers, with the
resulting drop in prices to consumers.

In contrast, smaller countries do not have such extensive industrial competition and
may consider the real competition to the patent owner to come from a foreign country (like
the United States). Thus, it may be in that nation’s parochial interest to allow its patent
owners to hold back information from the patent application and keep imported competition
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at bay or at a higher price. Obviously, that is not in our national interest.

Doing away with the Best Mode requirement is a dramatic change in the substance
of the patent bargain. There is no real gain to the public in doing this, only private gain for
a few corporate entities.

Thank you for your consideration. If there is any additional information in this
regard that | can provide the Committee to aid in its work, please do not hesitate to call me.

Sincerely,

s/Ryan M. Fountain

Ryan M. Fountain
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