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| NDUSTRY PANEL

PROFESSOR SHAPI RO Let us get started. Now
t hat Conm ssioner Thonpson is here at ny side, wel cone.
| am Carl Shapiro. This is the Industry and
Institutional panel. W are going to try to really bring
in industry here nore directly and see if we can have
ideas into action as prom sed or suggested. | ama
prof essor here at the Business School. | conme nore from
the antitrust side, but | have long been interested in
antitrust and intellectual property issues. | think also
a | ot about conpetitive strategy, so | amparticularly
keen to hear today from our wonderful panelists how the
Patent Systemor its flaw are really affecting business.
My perspective — | put the cards on the table right at
the front —is if the Governnent is going to be granting
nmonopol i es, they should do it when there is a good reason
to do so and not just because we have got a process that
favors people who are hoping to get such grants.

COW SSI ONER THOVPSON: From t he Governnent’s
side, there are very few good reasons to do so.

PROFESSOR SHAPI RO There is ny co-noderator
You have heard from him

COWMM SSI ONER THOWVPSON: There are a few,

there are a few.
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PROFESSOR SHAPI RO So let me explain what we
are going to do. Comm ssioner Thonpson reserved speci al
intervening rights, okay, | think he is going to raise
hi s pinky and then everyone has to stop tal king —

COWM SSI ONER THOVPSON: That has never worked
bef ore.

PROFESSOR SHAPI RO | am going to be the timne-
keeper. And with a dozen panelists and nany topics to go
through, this is — 1 tend to take nmy job seriously, so
|l et ne denonstrate ny tools of the trade. Wen there are
time limts, and in addition to the pathetic waving of
the stop sign, we wll have — be quiet now — that neans
now woul d be a good tinme to wap-up. However, |
understand from | aw enforcenent that sonetinmes one needs
a higher threat of action if people don’'t conply, and as
many of you patent attorneys understand, that the threat
of what can cone next, you know, can affect things since
you often negotiate in the shadow of litigation. And I
want to take — a point of personal — this will take one
mnute to tell a story here — this involves Jose
Capabl anca (phonetic) who was the world chess chanpi on
during the 1920's and he had a chanpi onshi p mat ch agai nst
Al'| akein (phonetic) in 1927, and they were bitter rivals.
Capabl anca was Cuban and he was a big cigar snoker, not

surprisingly, and of course All akein negotiated that

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Capabl anca coul d not snoke his cigar during the chess
ganes. But there they show up to the first gane,
Capablanca is with his cigar. Allakein conplains, says,
“We agreed you woul dn’t snoke;” Capabl anca says, “I’ m not
going to snoke, | just like to hold ny cigar while |

play.” And Allakein thought about it and said, “But | am

very concerned about the threat that you will snoke.” So
| have to have a threat. | wll denonstrate it once, |
will not light up ny cigar. |If you go on too |long, we

have a noi semaker here that wll nake the point.
Everybody get it? Okay. Here is what we are going to
do. W have great industry representatives here and we
have representatives of several associations of
attorneys. | think together we can really get a sense of
how sone of these FTC proposals are being greeted by
peopl e who live and breath this in their businesses and
t hrough all stages of the patent process, through
attorneys who know these far better than | do. Okay, so
— and | think you hopefully have heard the other panels.
| think the problens are well set up. | amnot going to
repeat that. W are going to go right into really how
does this affect conpanies and where are the Bar

Associ ations at on sone of these proposals. Ckay, |

t hi nk we have heard a | ot about, concern about patent

quality, okay, what does it nean in practice and what do
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t he peopl e who know t hese things best as practicing
attorneys — what is their reaction to these proposal s?
And | think it is very inportant here to bear in mnd

t hat even conpanies that have a | ot of patents do not
necessarily think, “Oh, stronger patents, nore patents is
better.” Ckay, it is not that sinple. |In fact, many of
themw th many patents are concerned that there are too
many bad patents out there at the sanme tine. In addition
to the industry representatives, and I amnot going to go
t hrough and introduce everybody since they will have
their chances to speak, and I do not want to take the
time for that, we have representatives of five inportant
associations, so let nme just nention those associ ations
and the peopl e can speak nore about that, the ABA
Intellectual Property Law Section, the Al PLA, the
Intellectual Property Omers, Bio, and the U S. Counci
for International Business. So a nunber of the panelists
w || be speaking on behalf of those organizations, other
panelists will be speaking on behalf of their conpanies,
and sone clever panelists will wear two hats and w ||
have to tell us which hat is on when they speak. Ckay.
One of the good things here is that a nunber of these
organi zations are in the process of responding to

eval uating the FTC proposals, so we will be able to hear

where they are at, okay? |In nost cases, they do not have
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the formal final approvals yet, but we will be able to
get an early read on when they are comng out and | think
that is very very hel pful

The way | want to run this, then, is three
phases, first | amgoing to give each conpany
representative a few mnutes to tell us about how the
Patent Systemand flaws in the Patent Systemreally
affect his conpany. GCkay, what do they care about? How
is this causing problens in the real world for their
busi nesses? And where is their conpany nost concerned
and nost interested in change? Sone el enents of those.
Then we will spend nost of our tinme wal king through the
FTC proposal s one after another and getting the sense of
where people are at, is there a consensus or not on
certain proposals? And then the finale. W wll see
wi th Comm ssi oner Thonpson | eading us where we wll go
with all of this and what can be done. | amgoing to go
t hrough the eight conpany representatives in al phabeti cal
order by nane of person and we start with Robert Barr
fromC sco. Make sure you have a m ke

MR, BARR kay, thanks Carl. First, since
you are asking us to do this, | want to object to the
di sm ssal of this kind of evidence as anecdotal. | have
heard it a fewtimes nowin reaction to the FTC Report

and it — one person’s anecdote is another person’s case
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study is the way | look at it, and | think the FTC did a
great job of synthesizing a | ot of anecdotes into a very
coherent report that showed | think what you are about to
hear that sonme of us in the industry — that nore than one
of us in the industry have sonme issues. That sai d,

want to say we are a stakeholder in the Patent System we
are a major owner of patents and an investor in the
system We want patent quality. W want patents to be
respected. | do think it is pretty sinple. Patents are
i ke children and yours are good and everybody else’'s are
bad, so, you know — well, our patents are therefore of
high quality. Secondly, in addition to being a patent

hol der, we are what | can only call a potenti al

def endant, or a deep pockets, or a conpany with revenue,

what ever you want to call it. So we have an interest in
avoiding infringement. |In fact, if | could choose ny job
and do it, I would say ny job is to avoid infringenent

like | do with copyrights and trade secrets and | ayi ng
down the law, as it were. But with patents, that is
pretty difficult. W used to call it a mnefield out
there. Thanks to Carl, we now call it a thicket, which
think is a better inmage because it is not just a bunch of
m nes that we have to avoid, it is an overl appi ng norass
of patents that is virtually inpossible to avoid. 1In

cor porate-speak, that is a risk managenent problem of the
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hi ghest order. It is virtually inpossible to avoid al

t hose patents because of the sheer nunmber of them but in
addition to that, the unpublished patents, the published
patents that you do not know what they are going to turn
out to be, the nunbers are pretty big, and Intel
representatives have quoted nunbers |ike 80,000 patents
on a mcroprocessor, it is just a clue to what is going
on.

Wiy have we gotten to this situation? Well,
for one thing, to many people, patents are a business in
and of thenselves. They are a revenue-generating
operation that, you know, has high margin and relieves
themof the terrible responsibility of bringing
i nnovati ve products to market, they just tax others. So
patents are a business. But, secondly, the reason we are
in this situation is because those of us who are invol ved
in the thicket contribute to it. W stockpile patents.
We increase — every tine we find out that everybody el se
is increasing patents, we increase. So you have a
vicious cycle of stockpiling of patents, mutually shared
destruction. Wat is wong with that? It is a drain on
resources, noney, engineering time that could better be
used for innovation. That is all | want to say. Thank
you.

PROFESSOR SHAPI RO Thank you. Next, Bart
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Eppenauer from M crosoft.

MR. EPPENAUER: Thanks. It is a pleasure to
be here today. | will put nmy coments in the context of
the report itself in terns of the issues that we see.

And first and forenost the issue of the law of w |l ful
infringement, and it is really good to see the report
come down the way it does, and we are hopeful that the
Knorr-Brensey deci sion cones out the right way. But,
regardl ess, we whol eheartedly agree with Judge Wiyte that
it is areal pain for conmpanies to deal with willfu
infringenent allegations. W face it in just about every
case that cones against us, regardl ess of whether we had
any know edge of the patent, if the patent was issued the
day and the next day we get sued, well, we wll get a
willful infringenment allegation based on sonme press

rel ease, perhaps, that was issued about the filing of the
patent five years previous. | nean, we really have had
to deal with a situation like that, and it is one where
we conpletely agree that wllful infringement ought to be
limted to cases where there is specific witten notice
and, going even further, specific identification of
patents and the clains, and how the clains apply to the
products so it is really before that willful infringenent
allegation triggers — you have that. Another difficult

or tenuous wllful infringenent allegation that we faced

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10
before is in cases where a conpany’s patent was cited in
one of our own patents — in prosecution, one of many
t housands of patents we have, and it just so happened
that this conpany’s patent was cited, and now we are
fighting a willful infringenent allegation because it is
just not clear what kind of know edge is required, and we
certainly do not think that that kind of thing is at al
sust ai nabl e and woul d put an incredi ble burden on
conpanies. So we are really happy to see and we fully
support the willful infringement change in the law. W
hope the Federal Circuit does the right thing and | ook
forward to that decision, as well as the waiver issue on
attorney-client privilege, that really is a difficult
proposition and we fully support having no adverse
i nference established based on whet her or not you decide
to disclose your attorney opinion because you just do not
know how far that is going to go with a particul ar
jurisdiction, if you are going to have to give up al
your trial counsel notes and things, that is a difficult
thing. So | think, first and forenost, that is really an
i nportant point to us.

The second point, perhaps, in relation to the
post-grants review proceedings, | think it is pretty
clear that there is a major increase in patent litigation

inthe IT industry and certainly Mcrosoft faces an
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i ncreasi ng nunber of patent |awsuits where we are the
defendant. And on top of that, we have many many nore
assertions prior to litigation where we spend a fair bi
of time negotiating and anal yzi ng those assertions. So
in that respect, | do echo sone of the comments | heard
earlier today which is, it is not just an issue of what
are the questionable patents, or what are the bad
patents, if you will, but it is really an enforcenent

i ssue. You know, the PTO very well may have granted a
patent that, if you |look at the file wapper and — is
that it — sure thing, good, one nore mnute before the
big thing comes up. So | think in that context, the
post-grant QOpposition would be very helpful to try to
avoid litigation disputes. And one of the things that
interesting and we would like to see how this plays out
is the time duration. One year fromissuance in sone

i ndustries mght work really well, and in a ot of the
cases that we see come our way, it is many years after
the patent is issued that we just first |earn about the
patent that we are sued, and it is not going to be real
hel pful to us, the post-grant procedure, if you can do
sonet hing, sone threat of a lawsuit, or an actual |awsu
where you can institute this proceeding, and in sone
industries |like ours where there are so nany thousands

patents out there in the Information Technol ogy space,
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is kind of difficult to nmonitor all of that and to sel ect
the ones that you would want to pursue in an opposition
proceeding. So it is going to be interesting to see
that. That is it for me for now.

PROFESSOR SHAPI RO | do not know if you want
to speak at this point on behalf of 3M or if you want to

MR GRI SWOLD: | think I am here on behal f of
the AIPLA, and so | wll tie it together with ny Al PLA
comments. | can, but they kind of join. You would
expect that they would join at the hip. | will do it
later with the Al PLA

PROFESSOR SHAPI RO Ckay, well then we have
Sean Johnston from Genent ech.

M. JOHNSTON: Hello. Thanks. | wll start
by comrenting or making the observation that Ji m Pool ey’s
coment earlier today resonated with ne when he said the
so-called sand in the gears are really in the enforcenent
system and that is the area that we have the nobst
concern with. And, in particular, I will go quickly
t hrough three areas where we think the FTC has nade sone
good observations. First, is in the need for a new and
i nproved post-grant review process. This was the topic
of the discussion of the panel this norning, so | won't

bel abor the point, but suffice it to say that, |ike many
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ot her busi nesses, we encounter bad patents and have a
hard tine dealing with those. W end up in litigation
too often dealing wwth bad patents, patents that we
believe are invalid, that eventually are found invalid on
appeal, and it is an extrenely costly, tinme consum ng
process not only in costs fromthe perspective of paying
outside counsel to litigate these matters for perhaps
many years, but also the opportunity costs of taking away
scientists and engineers fromwork that they would better
be devoting to scientific research, rather than to
depositions and giving expert reports and the |ike.

The second thing is, as a nunber of people have
commented, reigning in the proliferation of what we
believe are unneritorious, intrusive, wllfu
infringenent clains that | amafraid too often are
brought just for strategic coercive purposes to try and
exert the maxi mum anount of pain or potential pain on a
litigant. And | think in this area, in addition to
what ever the Court of Appeals nay decide in the Knorr-
Brensey case, at a mninmum we should codify sone
requi renment that there be a bifurcation of the
W |l ful ness issue away frominfringenent and validity
i ssues, and let the patent owner make out a wllful ness
claim if they can, only after they have established

validity and infringenment of their patent clains.
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Regarding the FTC s comment on the so-called
t hi cket of patents, | encourage focus on one particul ar
patch or aspect of that thicket, which |I know has been
t he subject of discussion by a nunber of different panels
and groups anongst the — along the tine line here, and
that is the patents that are directed prinmarily to
mat eri al s, methods, and machines that are used solely in
research activities. So sone people would refer to these
as the so-called research tool patents. The point here
is not to take away or put these patents sort of in a
second cl ass status, but the fact of the matter is these
patents are proliferating in nunber. Again, | may be
hung up on transaction costs, but dealing with these
sorts of patents on a one-off basis is extrenely timne-
consum ng, there are trenmendous transaction costs, and |
think we need to find a better way of dealing wth that
and, for exanple, | think it is worth taking a | ook at
t he scope of the experinental use exenptions, seeing if
there is sone possibility of nmaking sone changes there,
perhaps finding a market-based, nore efficient way to
i cense these things such as through a cl eari nghouse akin
to the Music Copyright C earing Houses, and just overall.

Finding a way to deal with these in a nore
efficient way. And ny |ast coment, then, will be just a

general observation. | cannot help sitting and hearing
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the coments this norning, in particul ar people
comenting — | think soneone referred to it as the
“W || ful ness gane,” the proliferation of just an
excessi ve nunber of inequitable conduct clainms, the sort
of cynical use of the Eastern District of Texas for
filing cases. | think you cannot help but hear that and
come to the conclusion as was once said, that we have net
the eneny and he is us. | think it is perhaps ironic if
we take a step back, this sane group that is organized
here today, that is conplaining about this, that were
often the ones who are going back to our offices, to our
out si de counsel, and actually maki ng these sorts of
claims, making these sorts of filings. So at the risk of
sounding like I have been in Berkeley too long — | don’'t
live in Berkeley — | think we all should take a step back
and perhaps exercise a bit nore self-restraint, self-

di scipline, and take a nore far-sighted perspective on
how we approach these various issues and not rely
exclusively on legislative or regulatory reform

PROFESSOR SHAPI RO Ckay, well, as an
antitrust person, | amalways a little cautious when
peopl e want to propose [off mke], but inthis area it
seens |like a good idea to tal k about policy.

MR, JOHNSTON: Thank you.

PROFESSOR SHAPI RO Next, Jay Monahan from
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eBay.

MR,  MONAHAN: Thank you. If sone of these
problens are the sand in the gears, then eBay is in the
busi ness of building gears. W have built an E-comrerce
pl at f orm whi ch, as you know, has met w th enornous
success. The interesting thing is, alnost five years ago
to the day | started at eBay, the only tine | ever heard
the word “patent” was if sonmebody was referring to patent
| eat her shoes being sold sonewhere on the eBay site. And
there was a long period of virtual silence, never got a
| etter, never got |awsuits, nobody ever tal ked about it,
and then over starting probably three and a half years
ago we started to see nore letters. And the letters
sonetinmes were followed by [awsuits. And many of the
letters, in fact, | would hazard to say nost of the
letters, when you actually dug into them you realized
that were either facially ridiculous, or an incredible
stretch of construction, and in ny viewif you applied a
Rule 11 analysis to it, it never would have exceeded Rul e
11. Now, in fact, there was one case where | got a
letter and | said, “You know, you have got to be kidding
me.” | cannot tell you how many tinmes | have said that,
but I went to Google to the Google News G oups, which
pray and thank Google for every day, and in two hours

found dispositive killer prior art. And | said there is
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sonething wong with this picture. It has driven the
cost of ny life, of ny life as a |awer at eBay up. |
now spend nore of nmy tinme on patent issues, both our own
portfolio, as well as defensive issues, than any other
single issue, which was clearly not true a few years ago.
We worry about these letters because of things |like the
W I | ful ness standard. It would be great if | could just
say, “This is ridiculous” and throwit in the trash can.
We obviously can’'t do that. W engaged in a very
reasoned anal ysis and, in sonme cases, we get very
expensi ve opi nions of counsel which, in sonme cases, sit
on the shelf because you never hear again. |In fact, nost
of the time you never hear again, but that does not nean
it is freetone. W also get alot of what | cal
“squirrely” letters and this is an issue which will have
to be considered when we tal k about what a willful ness
standard ought to be because many tines the letters do
not say “Dear Jay, Your X product is infringing ny
patent,” it wll say, “W noticed that you recently
announced your such and such feature. W think that you
m ght be interested or benefitted fromtaking a |license
to our portfolio.” So are they accusing ne of sonething?
Well, I do not know the answer to that, but | can
guarantee you if there is litigation, they are going to

say they did, and | amgoing to be dealing with that
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issue in litigation. Lawsuits — lawsuits — we are in a
whol e new world. The presunption of validity is a
problem It is sonmething which is trunpeted by
Plaintiffs, it is sonething which is difficult to get
over. Summary judgnent is also difficult to get over.
And | think that there is sonmething that is outside the
scope of this conference, which is what about the rol e of
the judiciary? Because | think there is a reluctance
anong sone nenbers of the judiciary to do what | would
say is the right thing, which is to grant summary
judgment, to issue a Markman ruling that construes the
terms and lets the chips fall where they nmay, and | do
not think that happens as nmuch as it ought to. And,
finally, big verdicts and big settlements — verdicts
happen and, by the way, | amlitigating in Marshall,
Texas and in Del aware as we sit here today, and | have to
bal ance as an eBay | awer the need to fight these cases
to denonstrate our resolve against these ill-conceived
patents, but at the same tine do what is right for the
conpany when it cones to bal ancing risks. And,
unfortunately, as the FTC report points out, the bal ance
has been disrupted. |If there was a bal ance, there no
| onger is a balance. And we are here pleased to be a
part of this conference, we have sonme thoughts on sone of

the reforns that nmake the nost sense which we are going
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to talk about in a mnute, there are others which we have
not yet formed full opinion on, but really welcone the
opportunity to finally try to do sonething about this
i nportant area.

PROFESSOR SHAPI RO Thank you, Jay. Next |
would i ke to turn to Kul preet Rana from Googl e.

MR. RANA: Thanks. So ny perspective on this
i ssue has really changed over tinme. | was thinking about
it earlier and | renmenber when | was in | aw school
t hi nki ng about the Patent Systemfroma very theoretical
vi ewpoi nt and, oh, there are these interesting issues and
tensions, and then | had the good fortune of clerking at
the Federal G rcuit, please do not stone ne for that, and
that was also like a fairly academ c perspective, though
t hi nki ng about sone of these patent issues. You are
still in a bit of an ivory tower as an Appellate Court.
Next up was law firmpractice and, you know, that was a
bit of a transition period, but it was not until
actually entered industry at Google that it becane very
evident to nme what the real world inpact is of the Patent
System In short, | think it is really just a ness from
t he perspective of trying to deal with the issues that
you face when you are in-house. As with other people on
this panel, Googl e approaches this issue fromthe

perspective of a conpany that obtains patents and al so
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has patents asserted against it. And, you know, | think
it is hard to make sonme of these — to think about sone of
t hese things, generally, because there are places where
the Patent Systemis probably working fine.

And, so, making generalizations tends to raise
ki nd of concerns on other sides. But there are also
pl aces where it makes it difficult as a business person
to provide the kind of advice that you need to, and one
of the main high level areas of that is just in terns of
the — and a few people have nentioned this before — the
| ack of certainty or predictability that is engendered,
and this ties into the exam nation process, and if you
don’t have a clear sense of what the quality is of
patents that issue or what their value is, it becones
hard to make busi ness deci sions about that. There are
t hose who woul d take advantage of that anbiguity by, you
know, in conjunction with the presunption of validity, to
try to extract value. And certainly the fact that
litigation is one of the main ways of resolving that
ri ght now does not help because it is a high cost
alternative, and so that encourages settlenment even where
it my not make sense. But that is just one context.
That sanme anbiguity and uncertainty conmes into play in
other areas, as well. |If we are trying to assess the

val ue of patents that we have ourselves for purposes of
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licensing, it is difficult to do because of the
uncertainty. If we are interested in acquiring another
conpany or a portfolio, it becones hard to eval uate that
because of the uncertainty.

So, you know, for us, having sonething that
woul d create a little bit nore certainty would help with
maki ng busi ness decisions. So we certainly think that
sone of the FTC s recommendations are a useful step in
that direction and we are happy to kind of participate in
t hat di scussion going forward. And | amgoing to grant

the rest of ny tine to ny coll eague, M chael Schall op

MR, SCHALLOP. | wanted to just set the
background for a couple of scenarios that are practica
scenarios that | think simlarly situated conpanies,
sof tware conpani es, of about Semantec’s size will run
into froman inside counsel perspective. So Semantecs is
primarily a software conpany, which neans that we devel op
products and rel ease those products in generally a six to
nine nonth time frame. So you are tal king about a pretty
rapi d devel opnent cycle in a product life cycle that in a
sof tware product space, you know, nmay not exceed three,
four or five years. It is characterized, | think
accurately in the FTC report as an area where there is

i ncremental innovation. W conme out with a new product
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feature and, very shortly after, conpetitors, once they
see that feature, if they had not already been devel opi ng
it for their product, wll soon enough devel op that
simlar or maybe an inproved feature along the sane |ines
in their product. It is very front-|oaded, kind of |ike
| aw school, all the work and rewards are generated by the
initial product developnment. The industry, because it is
increnental i1innovation is, you know, correctly
characterized, | think, in the report also as a defensive
patenting area, which neans that it is a nunbers gane.
You have an incentive to try to patent as nuch of your
di stingui shabl e product features that you can get through
the Patent O fice, which fromhearing fromthe staff,
that is probably one area where we have certainty. You
have a pretty good chance of getting a patent through
dependi ng on cl ai m scope.

So, as a practical matter, that neans that we
need to file patents on those distinguishing features, on
key product features, and do these reviews for products,
you know, fairly often. At the sanme tine, you have
engi neers and devel opers who are under a | ot of pressure
to get new products and new features out. Wth that in
mnd, | think that the focus in sone of the
recommendati ons on patent quality nay be the best way to

start to make sure that we can address what is really —
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and | think Bob would address it as the MAD gane. And it
is always going to be a nunbers gane, even if we try to
address sonme of the enforcenent issues, whether it is
st andards of proof and presunptions w th obvi ousness,
because in a nunbers gane, just having patents issued,
whet her or not they are ever going to stand up in court,
serves their purpose, depending on the different contexts
wWith certain conpetitors. So | do think that addressing
the patent quality up front nakes a | ot of sense and has
t he advantage of putting nore of the burden on the
patentee to prove the patent is entitled to get through
the Patent O fice, rather than post-grant procedures
whi ch, again, the transactional costs are going to be
born by the potential defendant or targets.

The second scenario that we often face is, if
you are a conpany that has a revenue stream you are
inevitably going to be a target by either your
conpetitors and/or what the report refers to as “hol d-
ups,” “patent hold-ups,” or referred to earlier today as
“trolls.” Addressing the patent thicket issue, | think,
requires you to have really good information as to what
patents are out there and the Patent Systemtoday is
designed to disincent you fromactually studying your
conpetitors or other third party patents out there, which

| think really disrupts the bal ance of the Patent System
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which is, you know, the disclosure is the exchange to
encourage innovation and is the basis for the Patent
Systeni s goal of evolving technol ogy.

PROFESSOR SHAPI RO Thank you. So our | ast
i ndustry representative here in this first part is David
Sinmon fromlintel.

MR, SI MON: | thought the best way is — for
t hose of us who are up on the panel in the industry have
faced these problens all the tinme, but to try to nmake it
alittle bit nore clear as to how the uncertainty is a
probl em use sonething that Professor Shapiro nay be
aware of in ternms of LBJ' s One-Handed Econom st, which
is, early on in ny career at Intel, | got called in to
handle a problem It was a problemw th nine zeros after
it, and I, just having been outside counsel for ny entire
career, started with, “Well, on the one hand,” whereupon
the Senior V.P. who I was talking to’'s hand cane down on
top of mne and said, “David, if another hand hits the
table, | cut it off. Wiat do | do?” This guy was a
little scary, by the way, so that was particularly
unnerving. But, be that as it nmay, the problemthat we
all — those of us who are in-house, all face, is we have
to give advice on what are we going to do, and we are
facing a huge amount of uncertainty. You know, and if

you just think about sonme of the FTC i ssues such as the
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willful infringenment issue, you know, in response — and |
amthe guy they turn to, saying, “Wat do we do?”
whenever sonebody sues us. | have to say what we are
going to do. Well, that is an opinion. Imediately I
say what we are going to do, nowis that going to be open
for discovery? It raises a whole host of issues that
just conpletely raise too many uncertainties. Simlarly,
we get these patents in which, you know, | nean, there
are sone really good patents, we have got sone really
good patents — and by the way, our success rate on
getting patents is over 100 percent — so — well over, by
the way — but the point being, you know, you get these
patents and you take one | ook at them and you say, “You
know what we ought to do with this patent,” but, you
know, you have to go through all that analysis, you have
to go talk to your engineers, and it is very distracting
and it is very taxing. And, in fact, it also causes us
to, of course, both for prior art purposes and to nake
sure that we have lots of stuff out there of our own, it
causes us to file what | personally think is an
i nordi nate nunber of patents, and every year ny CEO says,
“Co get nore,” to the point where ny patent filing budget
and prosecution budget is now nore than half the size of
our Corporate Research Lab’s budget. That, to ne, seens

to be out of kilter. And, you know, obviously — and by
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the way, that does not include litigation, that is a
separate budget which is also roughly the sane.

So, you know, you are | ooking at a huge tax on
the industry and you are | ooking at a whol e host of
problens that cone with that. Every case that we have
brought, we have got to take our |eading engineers,
particularly the nost senior ones who really have the
intimte know edge of what is the prior art, pull them
off of the projects they are doing and, by the way, these

guys work 18, 19 hours a day, six to seven days a week.

They are incredible. And say, “I need you to help nme
find prior art on this,” or, “lI need you to help ne
explain why we do not infringe on this.” And that is a

huge task which | really do not think society is getting
the benefit for, to the point — just to give one
practical exanple if | have the tinme —

PROFESSOR SHAPI RO You do.

MR, SI MON: Okay, just got it in there. W
got sued several years ago on a patent where we felt we
could get the license for $2 mllion. | have had a
nunber of people cone up to ne afterwards and say — and,
by the way, this is the case that we used the term
“patent terrorist” which got us sued for |ibel, which
had, by the way, very interesting issues in collateral

l[itigation — but because truth is a defense, right? But
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t he point being that when you — it cost us $3 mllion of
out si de counsel fees to wn on summary judgnment and get
it affirmed on appeal. W probably could have gotten the
license for $2 mllion, and I amnot throwi ng into that
literally hundreds if not thousands of hours of various
engi neers’ tine on helping us on this case plus in-house
counsel work on this case, as | think ny tine has sone
value, at least. And when you |ooked at that and said
what was the right thing? Should we have paid? Should
we not have paid? You know, | asked ny CFO that and he
said we did the right thing because it only cost $3.
said what if it was $10? And he said, “I amnot going to
gi ve you that answer today. Thank you.

PROFESSOR SHAPI RO Thank you. Thank you
all. So next | want to wal k through — we are going to
wal k t hrough each of the FTC s proposals in order — why
not? And | amgoing to frane it up and then turn to
certain of the panelists to give reactions, where they
are at on that proposal, pluses and m nuses. The goal
here is so we can really hear — try to | earn where there
is consensus, where there is not, and get a sense of
where this process could go — again, from people who
really live and breath this stuff. So let nme start — |
W Il read each of these briefly just to make sure we are

all on the sane page since you nmay not have your handy
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dandy copy in front of you, right — 1) FTC Proposal 1,
this is the post-grant review “As the PTO recommends,
enact legislation to create a new adm nistrative
procedure to all ow post-grant review of and opposition to
patents.” Gkay, and of course there was a whol e panel on
this, this nmorning. And yesterday Rob Merges, | think
| aid out sone of the basic facts — 180,000 patents a year
are issued — what was it? 17 hours per patent on average
by the examner, it takes over two to three years. |
t hi nk he gave a nunber of $3,000 dollars spent for a
patent. | think Mark Leml ey gave an i npassi oned piece
this nmorning on why the PTO s structure is not set up
really to — it is a quick | ook, okay? It is a quick
| ook. And I think maybe Joe Farrell described it as
“error prone,” but of course there would be those that
woul d di spute that.

So, at the sane time, there is a re-exam nation
procedure, but it is basically not used at all. | think
Rob Merges reported that it was only used 20 tinmes in the
past five years. kay, so a trivial nunber of tines. So
that is not working, at |east not useful and effective.
Ckay.

So, | will add that the National Acadeny of
Science’s Report calls for an Open Revi ew Procedure,

basically of third party chall enges before Adm nistrative
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Pat ent Judges at the PTO so they are on the sanme page
here, or close to it. GCkay. So where are folks at on
this? 1Is this sonething that everybody wants and can go
forward? And, if so, how would it be designed? Because,
as a nunber of people have said, even if you want this,
how are you going to structure it? The devil may be in
the details. Okay? | would like to turn first to Robert
Sacof f.

MR.  SACOFF: Thank you very much. | amthe
Chair of the ABA IP Section, and we are one of the
organi zati ons that Professor Shapiro was referring to
when he tal ked about sonme of the organizations being m d-
streamin their policy formulation, so | have to state
the disclainmer that ny views as | state them are not
really capable of being attributed to the ABA, which
really requires a | ot of procedures to go through, or the
ABA | PL Section. W have had a task force which
appoi nted upon turning to the FTC report that coordi nated
a lot of different commttees, and we have had a | ot of
really good and hard work done at the conmttee |evel,
resulting in resolutions in sonme cases in the various
recomendati ons, and sone ot her cases — not resol utions,
but reports. The post-grant opposition procedure is one
that the developing view, as | wll call it, is to

support. W have a resolution that will be adopted,
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finally, or voted down, and that is always possible, at
our June summer conference in Toronto, favoring in
principle |legislation creating a post-grant Opposition
Revi ew procedure in which the patentability of issued
claims without any limtation on issues subject to the
procedure, can be reviewed by Adm nistrative Patent
Judges, the Board of Patent Appeals and Interferences.
And sone of the details, obviously, are yet to be
determned. This is a fairly — it is always a major step
when you create a new procedure, and | do not think we
know exactly what it is going to ook |ike yet, or what
we would like it to look like yet, but the suggestions in
t he deli berations and the devel oping views include filing
an opposition within nine nonths of the date of the
patent grant, allowing all patentability issues to be
chal | enged, not just obvi ousness, or non-obvi ousness and
novelty, to provide conplete inter-partes proceedi ngs,
sone di scovery — we do not quite know how nuch di scovery
because that affects a great deal the cost and the | ength
of time that it is going to take. The viewis that we
woul d I'i ke to see such a challenge conclude within a year
and to have appeal ability by any of the parties to the
Court of Appeals for the Federal Crcuit. So that is
what | will say about that.

PROFESSOR SHAPI RO Wuld you say it is the
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position — the tentative position, that will go w thout
saying — that a cost-effective post-grant review
procedure is really crucial to having the Patent System
wor k properly, and we do not have that now?

MR.  SACOFF: Well, I think that is alittle
bit of an overstatenent to what the resolution is. This
is a procedure that we are in favor of, and we woul d not
be in the favor of it if it were not considered an
i nprovenent to the Patent System | nean, we start
putting adjectives about crucial and indispensable, and I
am not sure that those are going to be in our position,
but we favor it.

PROFESSOR SHAPI RO Ckay, fair enough. |
would i ke to go next to Gary Giswold, then.

MR, GRI SWOLD: Gary Giswold, | am
representing the AIPLA. | am past President of AlPLA,
but in this particular circunstance, | was Chair of the
commttee that put together the report that responds to
all of the recommendations of the FTC Report. W are
further along than ABA, apparently. W have the report
inits basically final form closely ready to go. I
mean, we are about ready to push the button. W have — |
can tell you, and I won’t give you any of the details,
what ever you want, we support basically six and a half of

t hese guys and we don’t support three and a half. So |
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can tell you which ones those are if you want nme to
| ater.

PROFESSOR SHAPI RO Yeah, why don’t we do
that? We will go through one by one, but let’s focus on
the first proposal now

MR GRI SWOLD: And that is what | was going to
do.

PROFESSOR SHAPI RO Good.

MR GRI SWOLD: Thank you. And what | wll say
on that is that we do support oppositions. W have
devel oped the details of a proposal relative to how
opposi tion should be handl ed, and that was approved by
the Board this week. It does involve a nine nonth period
for bringing the opposition. W do not believe that this
process shoul d be avail abl e, except on agreenent of the
parties throughout the life of the patent. |In other
words, we want to wal k before we run. WMaybe, Bob, you
have approval now and you can give us the full scoop —-
it may be the Chair of the ABA calling you, okay! But
anyway, let nme go on. Qur deal is that we woul d not
include all issues of patentability, only those issues
that can reasonably be tried w thout significant
di scovery, and those are 102, 103 based on patents and
publications, 112, first and second paragraph, no best

node, non-statutory double patenting, it would be based

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

33
on the witten record. There would be cross exam nation
of the affiants put in the evidence. There would be a
heari ng before the Adm nistrative Judge. There would be
alimted estoppel. | will not get into every detai
because | am sure you do not want to hear that, but it
will be comng out shortly and we do have a wel | -
devel oped, well-vetted proposal that we think is ready
for prime time very soon

PROFESSOR SHAPI RO Thank you, Gary. Next,
Her b Wansl ey.

MR. WAMSLEY: Thank you, Carl. | should say
who Intellectual Property Owmers Association is,
particularly since three nenbers of the Board of
Directors are on this panel, which causes ne to state
things carefully. As we go through these resolutions, |
will be giving our tentative view, which has passed the
first review by the Board, which will be reviewed again
by the Board next week. [|PO s nenbers, which really
overlap as a practical matter a lot wth the ABA and the
Al PLA, but the nenbers of the Board are Chief Patent
Counsel of |arger conpanies primarily, including
M crosoft and 3Mand Intel. W think we are in favor of
post-grant Qpposition. W are still trying to sort out
the details, not quite as far along as Al PLA, but we are

definitely in favor of it. W are |ooking at tw nodel s,
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| guess, mainly, which are simlar, the FTC report and
the Patent and Trademark O fices 21t Century Strategic
Plan, it was called. It was issued in 2002, which has a
very detailed proposal. | think there is not conplete
consensus yet on whether the tinme period for opposing a
patent post-grant should be a limted period such as nine
mont hs or a year, or whether it should be a | onger
period. And there is a lot of variations on that. As
you may have heard earlier in the program | was not here
this norning, but the PTO for exanple, proposed a period
for opposing for several nonths post-grant plus the
opportunity to propose any tinme during the life of the
patent, and | believe within a four-nonth period after
you are subjected to a reasonabl e apprehensi on of suit.
So that is one area. | think another area we are still
trying to sort out is just how broad these proceedi ngs
shoul d be, how many issues you should be able to raise,
and what the costs should be. But | think |IPO nenbers —
and ny feeling would be large U S. patent holders, in
general, seemto have a pretty broad consensus on needing
a procedure post-grant that is substantially nore
expansive than the inter-partes re-exam nation proceedi ng
that was enacted in the American Inventors Protection Act
in 1999. And on where we are at, | would say that | PO —

at | east ten recomrendations, the post-grant Opposition
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is one of our big three, at least, if not the biggest
one. And | believe | have finished within ny tine.

PROFESSOR SHAPI RO Good, thank you. | would
like to turn next to Jeff Kushan who represents BI O

MR,  KUSHAN: Thank you. BIOis a trade
associ ation that represents the biotechnol ogy industry,
has a nenbershi p of about a thousand conpani es, and the
only common trait about those conpanies, really 85
percent of them is that they do nothing but |ose noney.
And the only asset that they have is either a patent
application or a patent, and so they are a bit sensitive
about patent issues, probably nore sensitive than any
other industry. On the issue of post-grant Opposition,
nost of the nenbers of BIO strongly support a rigorous
post -grant Qpposition procedure. That view is not
uniformand, in large part, that non-uniformty is
because the critical issue is what are the attributes of
the systemthat have to be there and have to be
identified before we can actually have a consensus vi ew?
And, in fact, nost of the discussion within BIO so far
has been to start to focus in on those attributes of the
system Many of the things you heard earlier today and
t hat have been repeated are the variables that are in
di scussion now. | think one — 1 can touch on a few

t hi ngs which — and give you sone insight into the
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del i berative process that is going on now. One issue is
— and it was foreshadowed in the comments fromEli Lilly
this nmorning — is that, unlike nost industries, there is
a special need for certainty in the area of
phar maceuti cal s and biotech inventions, and that is, when
you are about to launch a product, or when you are about
to build a plant, or when you are at that really critical
part of devel opnment down the path, you do not want to
have the patent thrown back to the Patent Ofice in a
proceedi ng that could end up putting a | arge cl oud over
that investnment. And so one variable seens to be the
period of tinme during which one can raise issues, and |
woul d say, at least with regard to the non-prior art
based i ssues, there seens to be a view that about a year
or alittle bit longer than that m ght be the w ndow t hat
shoul d be appropriate. It is inmportant in this process
to appreciate that, you know, you are going to have a
trade-off in that time [imt because nost biotech
i nventions are not going to have a known comrerci al val ue
in a year, but there is still enough nonitoring activity
that you can engage in to make a step in. A second issue
that seens to be supported is to actually extend the
i ssues to 112 grounds. That topic, in particular, is a
dom nant topic for many patent applications in the

bi ot ech sector where there is not a lot of prior art —
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well, there is a fair amount of prior art, but the main
issue in alot of cases is 112. The third variable that
seens to be supported is the need to have better
managenent of the proceeding, and here it is kind of a
trade-of f right now because many of our nenbers want to
have a sinplified procedure for sinple issues that does
not meke it a really expensive proceeding |ike
litigation, yet on — you al so want enough adul t
supervision in the proceeding so that you know you are
not just going to get a re-hash of the original
exam nation. And then the |ast issue that we are
struggling wwth is, there has been sone debate about, you
know, how to nake the proceeding nore rigorous, and that
goes into the area of discovery-like activity in a
proceedi ng. And many of our nenbers, a small mnority in
total, but nmany of our nenbers have l|ived through enough
litigation now that they don't want to see the torture of
litigation inported into a Patent O fice environnment.

And so, while there is a legitimate need to
have experts and deposition of experts, there is a great
reticence about turning it into a proceeding that, you
know, you are going to have essentially replicated the
cost of litigation for no benefit in the Patent and
Trademark Office. | amgoing to stop at that point

because we are still struggling with a |ot of other
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paraneters that have not been tal ked about in the
di scussions so far, and we do not really have uniform
Vi ews.

| also, like others in the industry posture,
many of the nmenbers sitting in the audience are next to
me, and so | want to just reserve the right to junp in,
but they may be ny own views and not that of BIO

PROFESSOR SHAPI RO Okay, thank you, Jeff.
Next, Ron Myrick who represents USCI B

MR, MYRI CK Thank you very nuch. First, |
would i ke to make a little disclainer and ny views here
are being expressed as ny own — except where |

specifically attribute themto the USCI B, they are not

the views of ny firmor any client. | amdelighted to
talk about this issue. | think it is an easy issue in
one sense to support. It is hard as the dickens to nake

happen. Wen | got started in this profession a rather
long tine ago, we were privileged to be provided

sonet hing call ed reconsideration at that tine, a very
long tinme ago, sone of you will renmenber it. It was a
pilot program It was the forerunner to re-exam nation.
So we have been working on making this kind of post-grant
review work for a very long tinme. Have we succeeded?

do not think so. And | think the devil is in the

details, absolutely. The comrents that Jeff just nmade
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about cost are going to be determnative. The real
success of any post-grant procedure is going to be
determ ned by whether or not it is used. And M. or Dr.
Har hof f’s comments this norning were very worthwhile in
regard to the success in Europe, however, he also nmade a
passi ng coment, which | think — | hope |I quote correctly
— in that the nunbers or percentages have been goi ng down
in Europe. |Is that correct? Yes. And it is an
i nportant note because, frankly, | know sone senior |IP
counsel of sonme major conpanies in Europe, and they have
abandoned the Opposition Systemin Europe. And why?
Because they paint a target on thenmselves. So | think
one of the issues, and it has not even been addressed in
the panels this norning, or thus far, is how do you
handl e the fact that having raised your hand to be an
opposer, you have told the other side how interested you
are in their patent, and you may not win that opposition.
So it is a very inportant issue. | think the other issue
that is determ ning whether or not this will be a
successful systemthat we propose will be substantially
the i ssue of estoppel, whether or not you are going to be
bound by what cones of this result and permanently bound,
per haps. Sonebody nentioned res judicata. | do not
thing that res judicata is going to get very far if you

want to be able to use this systemand nake it a success.
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So | think there are lots of devilish details to be
decided in connection with opposition that will determ ne
entirely whether it is a success. And, renmenber, it is
only a success if people really use it, and we have been
trying for nearly 30 years to nake reconsideration, then
re-exam nation work, and, still, nobody uses it.

PROFESSOR SHAPI RO Thank you, Ron. | want to
just turn briefly to a few of the other panelists so they
can indicate where their conpanies are at. Bart, where
is Mcrosoft on this?

MR, EPPENAUER: We do favor this [off mke]
and the devil is going to be in the details, and we want
to be able to use this procedure and, clearly, as Ron
points out, within a one year tinme frame if we start
opposi ng patents, that will raise a flag that we are very
interested in, you know, if we |ose that, | amsure we
will be dealing with it for a while. What | do like is
the PTOs viewthat if you have a reasonabl e apprehension
of suit sonmewhere down the road, froma |ack of patent
time, you can engage in and you are already sort of at
i ssue at that point anyway, so that would be a rea
strong mechani smthat we woul d support.

PROFESSOR SHAPI RO kay, Sean?

MR, JOHNSTON: Yeah, very briefly because |

commented before, we are supportive of this. | agree
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with Ron, it has got to be a systemthat is econom cal,
it has also got to be fast and efficient or, you know, we
will just be repeating the litigation process all over
agai n.

PROFESSOR SHAPI RO But do you want to limt
the time to the nine nonths or the one year?

MR, JOHNSTON: No, | think — yes, | think that
is a wi se conponent of the overall process, to put sone
time limts and nine to 12 nonths seens |ike a reasonable
one, somewhat akin to what the European systemis.

PROFESSOR SHAPI RO Ckay. David, do you want
to speak for Intel on this?

MR.  SI MON: Sure. | think what you have is a
real dichotony between the Bio and Pharma and the
El ectronics, Software and probably much other, is
generally no reason for nme to challenge a patent unless
it becones a problemfor ne, and because ot herw se |
woul d be challenging |lots of patents that | have no
incentive to challenge in the ordinary course, other than
to paint that big target, as Ron said. So if, in the
general case, if it has got atinmne limt, | won't use it
much unl ess there is sonebody |I know who is going to be a
problem for nme out of the chute, and this is ny best shot
at them |If thereis notinme limt, I wll use it alot,

and | think that is the real consideration. And |
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understand that the incentives in Bio and Pharma are very
different, and it may even be that what we need is a two-
i ndustry approach, or multi-industry approach.

PROFESSOR SHAPI RO Wuld it help if the
i ssues — sonebody said maybe prior art could be handl ed
one way and ot her issues another way, would that help
bridge this gap between the different industries?

MR.  KUSHAN: Vll, | mean, this is a good
topic to engage on because | think it is sonmething we
have to start out. | think the 112 issues nay be nore
tinme relevant, so even if we | ooked back five years, a
written description as we have seen and applied five
years ago conpared to what it is today is very different
as a legal principal, and also evidence in that area may
change over tine. | think one question is, you know,
what we do not want in the pharma bio industry is to have
a crippled systemto fight about our patents, take over
the patent, and dispose of it in the PTO And so maybe
the question is, if you allow challenges after sone
w ndow t hat we know we can take it back to a D strict
Court and fight there because it is too commercially
inportant to us to leave it in the hands of the PTOw th
the limted discovery or Iimted proceedings around it.
And | do not know if that is sonmething which is going to

be digestible to the software and non-bi otech sector, but
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| think the critical factor is, you know, you just do not
want to have your patent in the Patent Ofice when you
have spent $800 mllion getting a drug and you are about
to launch. It is just a very unconfortable discussion to
have with your CEO. So it may be not the best fear, but
it is alegitimte fear of these conpanies, and we have
to find sone kind of reality inlimting the access.

PROFESSOR SHAPI RO Well, | think that shows
that the estoppel issues, the ability to appeal relates
to the tinme period. | nean, there is a conplex set of
factors that has to be crafted. W are not going to be
able to do that now, but sone of these associations that
have grappled with this, | think, it wll be a really
good next step to see what they are doing. Does anybody
el se want to —

MR, GRI SWOLD: If | could just nmake one
coorment. The reality of all this when we debated this
for AIPLA was can we put together a proposal that
actually has | egs and can get through Congress, because
we have been involved heavily in the |egislative front
for along tinme and the AIPA was a big event. | do not
t hi nk we have anybody here that is an independent
inventor. | can tell you that there are issues here that
are conprom sed based on what we think would be

acceptable in the independent inventing community. For
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exanple, a limted estoppel. And also the idea of when
you can bring these activities. So you have to keep in
m nd what is passable and what you can get started wth,
and the other piece is | still believe it is inportant
that we wal k before we run. W heard a | ot about how the
PTO operates over the last — at least this norning, and
think we better be careful that we have a process in
pl ace in a nine-nonth period that works, and then maybe
we can take it on until later on in the patent’s life.
That is our view

PROFESSOR SHAPI RO Last comrent ?

MR MONAHAN: Just a very quick comment. The
other issue that | think is inportant, at |east from our
perspective, is retroactivity, assum ng you can do that,
because if | cannot deal with patents that have been
applied for or issued, say, since ‘95 or 92 or ‘93, then
before there was a second-1 ook policy, a lot of ny
probl ens are comng froma particular tine frane, so |
think I need to be able to apply this, whatever these
procedures are, to those. And then, going forward,
perhaps there would be a tinme limt. | actually |like the
idea of atinme limt of sonme sort, but having basically
“all bets are off” once sonebody threatens ne, and then,
what was the reasonabl e apprehension of litigation,

woul d have sone rights triggered at that point.
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PROFESSOR SHAPI RO Ckay. W have got nine

nore of these, although we are not going to do every
single one. So let’s nove on to the second FTC proposal
— well, let’s summarize. M sense, just to try to wap
that up, there is a lot of incentive to do sonething,
there is probably areas where people can cone together,
but work needs to be done to get that drafted, sonething
that is going to work politically, and we will be talking
at the end how to make things happen. GCkay? So on to 2.
The second proposal is: “To enact legislation to
specify that challenges to the validity of a patent are

to be determ ned based on a preponderance of the

evidence.” O course, rather than the current clear and
convi ncing evidence. WlIl, again, we have heard about
that earlier today. | think many people would think —
nost people think this is a very big deal. There are few

people that think it would not matter, but | think nost
people think it would be a very big deal. | think part
of his inpassioned plea this norning, Professor Lemey I
think presented very nicely the argunment in favor of
this, which I would sumari ze as sayi ng, “Wiy shoul d
patents get that big presunption if it is such a quick

| ook going on now?” Ckay? Now, that raises the issue of
how this proposal interacts wth other proposals. GCkay?

| think one could take the reasonable view, if you fix a
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| ot of the other problens so the patent quality goes up,
then the patents would — then there would be a stronger
presunpti on — maybe cl ear and convincing — would be
warranted, but it is not warranted now. So we get into
interactions. | think people would say strong nedicine
and the question is, you know, is it really — do we need
to do that, or maybe we should work on ot her pieces
first? GCkay. | want to be very quick -

MR GRI SWOLD: | would like to cormment on this
because no one has cone forward with the comments that
Al PLA — how they analyzed this. And it actually is kind
of relevant to this whol e discussion on how we | ooked at
this issue. And | would be interested — or you could
call on whoever you want, but | would like — I think we
ought to get out in front on what we really have today
because nobody — at |east the way our people that have
| ooked at this, no one today stated this the way our
peopl e anal yzed this.

PROFESSOR SHAPI RO VWll, why don’t you — so
go for it. Tell us — 1 think there is a fair bit of
consensus anong the associ ations about this, not the
details, but not being thrilled with this proposal, so if
you could say why and where you guys are at, and then
actually —

MR GRI SWOLD: | can sum —
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PROFESSOR SHAPI RO Go for it.

MR GRI SWOLD: Il will sumit up quickly.

PROFESSOR SHAPI RO But there is no precedent
that interrupting nme neans you get tine.

MR GRI SWOLD: | only did it because | thought
it would be helpful. Wat we didn't hear today, unless I
was mssing it, are the people that |ooked in this for
the Al PLA, which does not support this proposal, by the
way, and you have to separate the presunption of validity
from Burden of Proof. Okay? Now, we are |ooking at the
Burden of Proof, and that is what this recommendation is
about. Qur people say that, today, the standard for
factual predicate for invalidity is clear and convincing.
Okay? The standard for the factual predicate is clear
and convincing. The standard for the persuasive force of
that factual predicate is preponderance. That is today.
So this is what our group said, okay? Now, | know you do
not agree with that, Mrk, perhaps. But | want to put
this out here. And our people would say that this would
convert, they believe, the standard for the factual
predi cate to preponderance, and nove it fromclear and
convincing. So | wanted to get that out there. And the
reason | interrupted you is because | think that may stir
things up alittle bit.

PROFESSOR SHAPI RO Ckay, that is fine. It
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was hel pful, | agree with you. Bob, maybe you can talk
about what the ABA — well, there are probably sections
out on this --

MR.  SACOFF: Basically that is right, | nean,
to the extent that |ooking into our nmenbership is a
wi ndow into the I P [ awer comunity, | think you wll
find that this is probably one of the nore controversial
recommendations in the report.

PROFESSOR SHAPI RO That nmeans you are agai nst
it, right?

MR SACOFF: Yeah, well, the devel oping view
in the ABA I P Section, | think, is to oppose this.
think the general thinking is that |owering the burden of
proof for the facts, as Gary correctly points out, |owers
the confidence factor and raises the unpredictability
factor for all patents and not just patents that we m ght
call questionable or dubious. And the feeling is in our
section that, when correctly applied, the current
standard is appropriate and conducive to the right |evel
of certainty.

PROFESSOR SHAPI RO Ckay. And ny sense,
talking with other people, is that other organizations
that are simlarly placed — |1 think, isn't that right,
Herb, for |PO?

MR, WAMSLEY: That is right, Carl. W are
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against it, too. You know, basically we are into fixing
other things in the systemand trying to fix them fast,
and we are into fixing the Patent and Trademark O fi ce,
W I ful ness, post-grant. And those are things that can
be done, but this one we are against.

PROFESSOR SHAPI RO Jeff, very quickly — from
Bl O

MR,  KUSHAN: BI O has a | ot of concern about
this one, so we are opposed. | have to slip in a couple
of rebuttals to Mark’s characterization earlier and I
will do this as quickly as | can. First, one of the big
problens we face in the Patent Ofice is they chop our
patent applications up into |like a hundred separate
applications. So if you take his math, that is 1,700
hours per invention that they are getting for each one of
our inventions of processing time, not 17. And that is
an inportant factor to keep in mnd. The second thing is
there are about 3 mllion patents, 4 mllion patents,
enforced today, and about 5,000 of themare in litigation
right now, and we have a |l ot of |icensing behavior which
is predicated on the presunption of validity. Now, |
think one thing that we have not really —

PROFESSOR SHAPI RO | could see why the patent
holder is in a stronger position because of the

presunption, but what do you nean “predicated on?”
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MR, KUSHAN: Well, it is predicated on — well,
in our sector, quality is not a big problemin th sense
that if you have — we certainly have issues of validity
of patents, but it is not perceived to be as bad as ot her
sectors. And | wll say this because we have a better
prior art foundation, all of our art is in the
literature, our issues are fairly mature, and, again, the
Patent O fice is chopping up our patent applications into
m croscopi ¢ pieces, and so a patent exam ner gets 25
hours to take a little tiny piece in our world, he is
going to get a pretty good answer. And in that setting
we feel generally confortable that many of the patents
that get out are going to be valid, and | think that
concerns that other sectors have nmay not be as pervasive
as they are on the biotech sector.

PROFESSOR SHAPI RO Ckay, so the presunption
you feel maybe nore warranted in your area. So only one
man can stand up and tell us, well, besides Mark Lenl ey
already did, Bob, tell us what -

MR. WANSLEY: No, | cannot say anything bad to
Mark and | will just say that 1,700 hours under the | aw
if they are dividing up your patent applications, those
are separate inventions. And | just can't say it any
better than Mark.

MR MYRI CK: This is one position that USCI B
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does have. | do not necessarily agree with it fully
mysel f, but I want to state it on the record that USClH B
i s agai nst Recommendation 2, however, | do believe
personally now that, to the extent that clear and
convincing applies to something that is unexamned, it is
unjustifiable, so | think there is a bal ance here that
can be drawn, but for the record, | need to say that
USCI B i s against this provision.

PROFESSOR SHAPI RO Let’s go on then, | think
we got a good sense of there is sort of the |ack of
support, at least in those quarters. Nunber 3 having to
do with obviousness, “Tighten certain | egal standards
used to eval uate whether a patent is obvious, and this
touches on the commercial success test and the suggestion

test were both raised here. Maybe Bob, you wanted to

tal k about this one, | think, in terns of -
MR. BARR: | do not think that not a
presunption of validity. | just want to say on that,

goi ng back on that and just say, a) that is a, you know,
be rem nded that is not in the statute — | nean, excuse
me, the presunption of validity is in the statute, a
burden of proof is not, so a judicial creation that | do
think is unjustified. The reason | went back to that is
because people have said, “Wll, let’s fix the other

stuff first.” This is pretty easy to fix, the burden of

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

52

proof, if we decide to fix it. The issues around
obvi ousness are nmuch harder to fix, | think. It is
harder, and we had a really good panel this norning on
it. | learned sonme things and sone new i deas, but | do
think the standard itself as witten is correct. | think
as applied by the Court and the Patent Ofice as told to
apply it by the Courts, because | do not blane the Patent
Ofice, | knowthey try to reject sone things that they
think are obvious, and then the court reverses them so |
will try to only nmake one eneny with these comments — one
institutional enenmy. But | think it is —in nmy mnd,
when you read it, it is a subjective standard, and the
attenpt to apply objective tests to it have led to a
| onering of the standard that has caused — it is The
basi ¢ cause of the problemthat we face of people of
ordinary skill in the art — don’t |let ny engi neers know
called themthat, by people in the art sort of stunbling
into potential infringenents of patents that should not
have i ssued, because it should not have worked that way.

PROFESSOR SHAPI RO Let’s again hear fromthe
associ ation representatives about this obviousness
proposal, maybe Gary, want to do this again? Pretty
briefly, but -

MR GRI SWOLD: Il will do it briefly. Qur view

on that one was that we put this in a support category
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because, and the way we | ooked at it, it really was not
advocating a change in existing law, and if is not to
change existing law, then we are okay with it. But if it
is a change in existing law, put it in the case |aw
because there are sone things you get off the
reservation, but if you are going to get what the basic
law is on this, the case |aw —

PROFESSOR SHAPI RO Wait, it says tighten
certain legal standards. Are you in favor of tightening
the standards? O do you just want to | eave them where
t hey are?

MR, GRI SWOLD: | want themto be applied the
way | think nost of us think the existing lawis, and
that is what our view was. You will see it in the paper.
That is the way of art.

PROFESSOR SHAPI RO Ckay, Bob?

MR.  SACOFF: We do not favor changi ng existing
I aw.

PROFESSOR SHAPI RO O tightening standards?

MR.  SACOFF: W think the standards are
correct and, if applied correctly, that is the way it
ought to be. GCkay?

PROFESSOR SHAPI RO Herb, do you want to talk
sonme for I PO on this?

MR VWANGLEY: We do not favor changi ng what we
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have perceived to be the case law currently. Now, let’s
say on that suggestion to conbine issues, it appeared to
sone of us that, just about the tine the Federal Trade
Comm ssion started its hearings a couple years ago, there
were two or three cases that cane out of the Federal
Crcuit that m ght have been aberrations, and those cases
appeared to say that you had to have an explicit teaching
of a notivation to conbine in the references. But |
think even the final report of the FTC has a footnote or
a clause in it acknow edgi ng that sone of the cases that
cane a little |later seemto be sw nging back. And |
think if you |l ook at the group of the cases decided from
the Federal Circuit over the last twd, three or four
years, or at |least that is what sonme our people think, is
that they were really consistent with what the FTC Report
is reconmending. So we do not see a need to change
anyt hi ng.

PROFESSOR SHAPI RO Okay, | think we will
| eave that wonderful clarity on that question and nove on
to — | want to kind of |unp together to sonme degree the
fourth and fifth proposals. The fourth one says “provide
adequate funding for the PTO.” Now | found very few
peopl e who favor inadequate funding for the PTO and the
Nat i onal Acadeny of Science certainly is on board here,

too, with supporting. So the question, | think it really
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i's how much noney? What does adequate nean? Should we
think of that in terns of fee diversion, or what? But |
think the bigger set of issues are, are we going to link
resources to performance, or sone sort of reform or
pressure? |s there a quid pro quo? Because people won’t
say, well, it is fine to give them nore noney because
they are overworked and these workl oad statistics are
pretty clear, but if they are just going to i ssue you
nmore questionable patents, | do not want to give them
nore noney. So | just want to wap the funding issue
together with Proposal 5 tal ks about nodifying certain
PTO rul es and i npl enmenti ng positions of the PTO s 21st
Century Strategic Plan. So | want to kind of frane that
together. Just a quote fromthe 21st Century Strategic
Plan, it says, “Today the USPTO is under siege. Patent
application filings have increased dramatically
t hroughout the world. There are an estimated 7 mllion
pendi ng applications in the world' s exam nation pipeline,
and the annual workload growh in the previous decade was
in the range of 20-30 percent. Technology is becom ng
i ncreasingly conpl ex, and demands from custonmers — |
think that is patent applicants, by the way, for higher
qual ity products and services have escalated.” And they
tal k about this plan will nake them agile and productive.

| fear that productive m ght nmean nore patents, but | am
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not sure about that. Gkay. And they do say that the
U.S. industry and the public will benefit from stronger,
nore enforceable intellectual property rights. So there
isalittle bit of flavor. And there is a whole set of
proposal questions. Many people here know better than
do what they propose to do and would like to do with nore
resources. And | think you have heard about this notion
that there is a culture maybe that they are trying to
i ssue patents, the incentive structure there. So | guess
| want to push everybody a little bit into not just the
nmoney, but whether, in addition to inplenenting their
pl ans, kind of how we can really ensure in that process
that patent quality goes up. GCkay, ultimately we are
here talking largely at this stage is patent quality.
Ckay, and there are a series of sub-proposals here,
won’t read them okay? But | will |et people speak to
themas they will. | would like to start wth Herb.
know you have been close to this process, certainly the
funding side of it. W are noving along in time, so | am
going to ask everybody to be really crisp here, and I
will start using the bell nore, and it is not personal,
but it’s just I've got to keep us noving.

MR. WAMSLEY: Well, this is one of our
favorites at our association. W do |obbying and this is

our nunber 1 | obbying issue right now And | think this

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

57
is one where sonething can be done to change the Patent
Systemthis year — there is a bill that is already past
the House and it is in the Senate, HR1561, and that is a
bill that brings about $200 million additional into the
PTO, it has a provision to stop Congress fromdiverting
that noney to unrel ated governnent prograns. And the
peopl e that are working on this, Carl, in answer to your
poi nt, consider that their support for this bill is
contingent on the Patent and Trademark O fice inproving
quality in the several ways that the PTO has outlined in
our 21st Century Strategic Plan. That plan is very
detailed, it has sonme things nentioned here |like the
second pair of eyes, but they also are calling for noney
for nore recruiting of talented exam ners, for better
training of examners, for re-certification of the
conpet ence of exam ners, and a nunber of other things.
And we think the appropriators and the Judiciary
Comm ttees in Congress are |ooking at this as a
commtnent by the Patent and Trademark Ofice to do these
things if the bill passes, and | do not think that giving
this noney neans nore patents, although it does nean
working off this terrible backlog in the electronics
areas, but it neans nore quality, too.

PROFESSOR SHAPI RO Ckay, Gary? | know you

are close, as well, to this process.
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MR, GRI SWOLD: Yeah, | have personally spent a
ot of tinme on this legislation and al so on the 21st
Century Strategic Plan. Definitely, we would not support
this extra funding if it wasn’'t because we thought the
21st Century Plan would turn into sonething, and we w ||
be watching every step of the way. So that is the way we
look at it. Relative to any conbined — so we support
this — we support an end of diversion. W wll not
accept increasing our fees 15-25 percent, which is
substantial for everybody, w thout having an end to
di version. That noney has to go to the PTOto fix the
PTO and that fix is in there. Looking at Recomrendati on
5 which you nentioned, the second pair of eyes, and the —
we supported the second pair of eyes and the forging the
bal ance between the public interest and the applicant’s
interest, and we always | ooked at it that way, but |
think there was a period where the PTOgot a little off
on a tangent of talking about custoners. The public is a
bi g custonmer at PTO so, anyway, that is the Al PLA

PROFESSOR SHAPI RO Ckay. M polling of the
panel is that everybody is really there in terns of nore
resources for the PTO and, yeah, it is a question about
how to nmake sure they are used well. Wth that fram ng,
does anybody el se here want to just have a quick — Ron?

MR, MYRI CK Just a quick one. One thing that
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is not in the Strategic Plan, the 21st Century Strategic
Plan, at least explicitly, and I think it is inplicitly,
in fact, avoided. As Mark well described today, and |
think as was nentioned earlier by Jeff, in nost of the
Org units, they have 17 hours to do the entire job as
examners. In the bio art units, | think they get 25.
That is an awfully little amount of time to be able to do
the job they have to do. The 21t Century Strategic Pl an
does not address the fact that exam ners need nore tine.
And | would personally like to see — and this is a
personal opinion — sone reallocation of sone of those
resources to give examners nore tinme to do the job
because | am not sure how you get nore quality if you are
trying to jamnore stuff through the sane nental pipes in
t he sane anount of tine.

PROFESSOR SHAPI RO And | would just point out
that, of course, if you do this post-grant review
procedure, that is going to take a bunch of resources,
too, so it puts alittle nore pressure on it. Bob -

MR. SACOFF: | just wanted to add a quick note
on the anti-diversion. Everybody |ines up on that, but
since this is the one thing we actually do have ABA
policy on, and I wanted to qualify nyself, | wanted to
point out that calling for an end to the diversion of the

PTO user generated fees not only is a policy of the ABA
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| PL Section, it actually has been escalated to a policy
of the Anerican Bar Association, all 420 or whatever they
are thousand, the lawers, and it was actually escal ated
to one of the 11 or 12 legislative priorities of the
American Bar Association, you know, along with death
penalty issues and everything else. That is how
inportant this is viewed in the ABA as a matter of jobs
in the econony.

PROFESSOR SHAPI RO And | won’'t ask whose
jobs. Jeff?

MR KUSHAN: | don’t want to prolong this, but
we do have a slightly different perspective in BIO than
in sone of the other trade associations on sone of the
m nutiae of this question. As | nentioned before, there
needs to be — in the biotech area, we are being subjected
to a process which yields way too many patent
applications sitting inside the Patent Ofice, and that
has created an overhead and a backl og which is
essentially artificial, and so there needs to be a nore
coherent | ook at how the Patent O fice has structured its
exam nation policies to get a better work product out.
There are two elenents of this, one which we have great
passi on about is this issue of dividing of the
applications unnecessarily. That is very inefficient to

take and essentially segnment over tinme and anong

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

61
different examners a single invention for exam nation.
The second thing which has kind of dropped off the radar
screen, which we think is unfortunate, is the idea of
deferred exam nation, or non-nmandatory exam nation of
every single patent application that conmes in. There is
a huge wave of patent applications that |ands at the
Patent O fice every year, and very few of themtwo years
out, or one year out, have the sanme passion of conmerci al
val ue for the applicant.

PROFESSOR SHAPI RO So are you wlling to pay
nore to have yours sped up?

MR.  KUSHAN: Vll, that is one nodel that many
countries follow And the question that we are
struggling wth, and obviously there is a bal ance of
letting these things |anguish as and m nes in the Patent
O fice, which we very much do not want to have, but at
the sane tine, if there were an obligation on a patent
applicant to pay for — to trigger the examnation within
a certain period of tinme, by default, a certain
percentage of the work the PTO has to do would drop off,
drop off their workload. And so that kind of thinking

needs to be done and it has not yet been done by the FTC

PROFESSOR SHAPI RO Ckay. Just to frame the

whol e pendency question, in the 21st Century Strategic
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Pl an, the PTO says they hope to achieve 27 nonths overal
pat ent pendency as a goal by 2008. | was not inpressed
particularly, but |I guess it is a lot of work, so that is
the sort of thing we are tal king about anyhow. So it is
not about to go away. Kul preet, you had a qui ck comment
here?

MR. RANA: Yeah, just going back to sone of
the coments that were said yesterday, as well, | think a
| ot of people here are in favor of the increased funding,
and Carl, to your question about whether it should be
linked to sone requirenents that the PTO actual ly inprove
its process, | would hope part of what we would be able
to do is to actually get the PTOto buy in to sone of the
changes that we all think need to be made. And rat her
than trying to notivate themw th specific requirenents,
if we had buy-in, I would think that would be a better
process, or in conbination.

PROFESSOR SHAPI RO Ckay, let ne nove on. |
will glide over nunber 6 and go to nunber 7. Nunber 7
says, “To enact legislation to require publication of al
patent applications 18 nonths after filing,” and to
remnd you all that the 1999 legislation required —
endi ng up causi ng publication of apparently about 90
percent of the patent applications, according to the

FTC s report, and this would then kind of do the extra
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ten percent. Rather than go around the table, | wll
represent to you that everybody here is in favor of this.

There is a range between “in favor” and “strongly in

favor.” So | think that is helpful. O course, part of
this is to prevent submarine tactics and hold-up. It
hel ps pronote the disclosure process. Ron, | think you

had an interesting point about how we can deal with the
concern that sonebody mght file a patent, the
application woul d be disclosed, then the patent woul d get
rejected and they would say, “Oh, this is really not
fair. | had to disclose all that stuff and I didn’t get
anything in return.” If you remenber that, | thought it
was a very good point.

MR. MYRI CK: | do renenber. There is a quid
pro quo here. People are giving disclosure of their
vital information which they otherw se could keep as a
trade secret for sone period of tinme, an exchange for a
patent. However, with the current pendency, or the
target pendency at 27 nonths, 2008, they may not even
know on the date of 18 nonths that they have to have
their application published, whether or not they are
going to get any patent at all. And | think it is
i ncunbent upon the systemto not put the applicants in
the bind of having to bet on the outconme. They do not

know whet her they are going to get an exam nation that is
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going to give thema patent when they have to let that
di scl osure go, so they may have to let it go in the dark,
and that is not fair. | think what we shoul d be
targeting is that, first, at least the first office
action, telling them whether or not they have got
anything at all in prospect to be provided to them
sufficiently in advance of the 18 nonth publication date
so that they can decide whether or not they want that
publication to go forward, or would like to withdraw the
case. Now, that is only fair. And because they are
giving up significant rights by that publication and they
do not know anything at this time, at least in sone arts,
particularly in the | onger pendency arts such as the
conputer arts and the information arts. So it is | think
a challenge to the systemto inprove the system at | east
that nmuch — in many of the arts. By the way, | have to
say, having been with a rather |arge conpany that Todd
mentioned recently, that we did not have a lot of this
problemin many of the businesses we ran. O course, we
ran a | ot of businesses, but |I think it is a problemthat
is endemic in sone of the information technol ogy
busi nesses.

PROFESSOR SHAPI RO Ckay. Do you want to add
one thing to that?

MR. BARR Al though | agree it is a problem |
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al ways thought it was a great feature when | was a
prosecutor that we could just tell the client they could
decide at the end whether to give up their trade secrets,
but, Ron, why if it is sonething valuable, then the
chances of getting a patent are pretty high? So if your
assunption is they are giving up sonething val uabl e, why
woul dn’t they get a patent?

MR, MYRI CK It depends upon whet her or not
t hey know how valuable it is going to be at the tine they
have to nmake that deci sion.

MR, SI MON: If I may? | take a very different
vi ew t han Ron because, in ny view, the function of the
Patent Systemis to get technology out to society. And
peopl e are taking up a public resource, which is |
believe a very valuable public resource, and if you are
saying, “Well, you can start playing and then decide
based on where you think it is going,” | think you are
really underm ning one of the features of the Patent
Ofice, and this is a real problem because a | ot of
t echnol ogy changes very fast, and if you don’t get the
stuff out fast, you are going to have a real problem

PROFESSOR SHAPI RO Vell, like | said, | view
that as sort of a nuance, possible angle, and the one
area where sonebody m ght object to this, | guess, it

seened to ne, and then there is sone back and forth on
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that. But overall, extrenely strong support for that
and, again, many patents have been subject to this
al ready so we have evidence that it does not appear to be
causing problens. So this is kind of clean it up and get
it done for 100 percent.

Proposal 8 has to do with prior use rights, “To
enact legislation to create intervening or prior use
rights to protect parties frominfringenent allegations
that rely on certain patent clains first introduced in a
continuing or other simlar application.” GCkay? And
t here has been sone di scussion about this. | think a
fair bit of concern about continuation practice, and how
it can ensnare conpanies and be part of hol d-up probl ens,
| again want to keep it pretty quick, but I am happy to
say — and ny own research is on prior use rights, so | am
particularly interested in this area — it seens |ike
there is really al nost unani nous support for this, and |
woul d i ke to have a few of the fol ks just explain where
they are at, who have crafted proposals. Gary, | know
you —

MR, GRI SWOLD: Yeah, | have been a prior use
buff since the early 90's when actually the senate first
passed a bill that was a broad prior user right, which
did not pass the House in tinme. But, the Al PLA view on

this is that we don’t believe there should be a prior use
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right that attaches to sonething — a use that begins
after the effective filing date. W believe that the
prior user right statute today that has sonme limtations
on subject matter and has a requirenent that there be a
one-year reduction in practice one year prior to the
filing date, and that it does not include substanti al
preparation, that the statute should be changed to fix
those things. But we don’t believe in noving — we don’'t
support noving the date downstream so that woul d occur
during the prosecution. You get into all sorts of
uni nt ended consequences where we are not even sure of,

i ncludi ng nore derivation questions, and so we don’t
support that. We think that the publication of patent
applications helps us — all applications will help us on
the issue of sone patent clainms showing up |ater that
will be a problem not perfectly, but that is our
direction and belief.

PROFESSOR SHAPI RO Ckay. Bob, want to talk
to the ABA?

MR.  SACOFF: | think we are pretty consi stent
with that. Just in the interest of brevity, let nme read
you the pending resolution that we have got subject to
adoption. “It is resolved that the Section supports in
principle the comercial use, including substanti al

preparations for commercial use should be recognized as a
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personal defense to patent infringenment if undertaken in
good faith by a person who has reduced the patented
invention of practice prior to the effective filing date
of the patent. Specifically, we support an anmendnent to
the American Inventors Protection Act in ‘99 providing
for such rights to renove restrictions on the enjoynent
of such rights inconsistent with this principle.” And
those are sonme of the limtations that Gary was referring
to.

PROFESSOR SHAPI RO kay. | don’t know
whet her any of the industry conpany representatives —
again, | heard a lot of favorable view on this. Anybody
particularly feel, maybe who hasn’t spoken as much, or do
you want to weigh in here?

MR. DI CKI NSON: Il will just say, tentatively,
we are in agreenent with the other associations. And
another point is that the type of prior user right that
Gary Giswold is tal king about, which is sonewhat
different fromwhat is in the FTC report is what you have
in several countries abroad now and that has worked well
and we would like to see the nore |imted prior user
right that was in the 99 Act expanded that way.

PROFESSOR SHAPI RO So, | think we have a | ot
of affirmation here for what the FTC i s proposing.

MR. BARR What are you saying? You are
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saying that the industry representatives support it, but
t he organi zational ones don’'t. |Is that what you are
sayi ng?

PROFESSOR SHAPI RO No.

MR. BARR What you said is obviously
inmportant, | just heard all the industry organizations
opposed the FTC proposal. Did | get that wong?

PROFESSOR SHAPI RO | think that they are all
supporting it.

MR, GRI SWOLD: What we support, let us be
cl ear here — what we support is expanding the present
prior user right, but the present prior user right has
its effective date, the effective filing date of the
patent application. What the FTC s proposal was to al so
provide a prior user right that could occur by activity
prior to broadening clains during the pendency of a
patent application. That part, we do not support because
we are concerned with the uni ntended consequences of
derivation issues. W do not even know what woul d happen
there. It apply to gets into a whole bunch of questions
of why a person’s conpany prosecuted — or an individual
prosecuted a case the way they did, and so we do not
support that piece of it. So we support expanding the
present prior user right, but not changing the date.

PROFESSOR SHAPI RO kay, so it wouldn't just
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apply to business nethods, it would spike in that
di mensi on —

MR, GRI SWOLD: Yeah, it would apply to
ever yt hi ng.

PROFESSOR SHAPI RO And you don’t need to do
it one year before the application —

MR GRISWOLD.  Right.

PROFESSOR SHAPI RO Any tinme before. You
woul d support that, but not so nmuch in this continuation

MR GRI SWOLD: Yeah, if the claimwas not
there and then you had a broadened claim—- 1 even figure
where they have a broadened claimor not, it is a whole
conti nuous snake pit.

PROFESSOR SHAPI RO kay, so | thank you for
helping. | do not think I did nake it clear, hopefully
we have got it clear now Do you want to comrent on
t hat ?

MR BARR | would like to support the FTC
proposal. | wanted to highlight the difference between
the industry representatives and the organi zati ons.

PROFESSOR SHAPI RO Any ot her industry folks
want to say, “Yeah, | really support the FTC' and go that
far, or not, or say anything about it? | amnot sure.

MR, KUSHAN: | will mention that | am not
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really either in this capacity because BIOis a trade
associ ati on made up of conpanies and not necessarily the
| awyer associations. This issue is conplicated and |
don’t know that it can get unqualified support in any
reasonabl e sense, but what you should — I think it is
inmportant to pull out the difference that has been pulled
out, which is this is tal king about vesting a right to
any use of an invention after the filing date of a
patent, and certainly there are instances where the
continuing practice has been abused, but we have got a
| ot of applications pending now whi ch have been chopped
up again by the Patent Ofice —

PROFESSOR SHAPI RO | heard about that, yes.

MR KUSHAN: Sorry to keep going back to that,
but, you know, it bleeds over into a |ot of different
topics, and so | think it is much nore conplicated than
the FTC gave it credit.

PROFESSOR SHAPI RO kay. | want to make sure
we have enough tinme for Conm ssioner Thonpson to take us
forward fromhere, so |let us nove on to 9, the
wWillfulness and | will again read that. “Enact
| egislation to require as a predicate for liability for
willful infringenment either actual witten notice of
infringement fromthe patentee, or deliberate copying of

the patentee’s invention knowing it to be patented.”
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will say — we are going to keep this very brief — that
there is a w despread view that the current wllful ness
rule is not working well, it is disrupting the
di scl osure, there are people who don't want to even read
patents, and it gets involved wth this whole issue of
when you wai ve attorney-client privilege. And Mark
Lem ey has witten a great article on this, |ike
everything else. So there is a |lot of support here. O
course, we get into the particulars. But | did find,
mean, in addition to the associations which want to see
sonme change here, we do have the Knorr-Bransey case, SO a
| ot of people are saying, “Wll, let’s wait and see
exactly how that plays out and then we’'ll see what el se
we need,” which seens to ne is hard to argue wth since
it should happen this year, | guess. W heard a little
bit fromsone conpanies — | was inpressed with the
strength with which a nunber of conpany representatives
felt like this willfulness thing is a real — is a problem
that can be fixed and they want it to be fixed. | don't
know i f you guys want to kind of weigh in on that, but |
heard that a lot and | think that should cone through
today, not just fromne, but fromyou guys.

MR, MONAHAN: Yeah, | think it is probably
because this is one of the biggest distortions of the

system This is one of the greatest inbalances. Al of
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those — that extra ten percent of applications probably
doesn’t do ne nuch good because |I'’mafraid to | ook at
them anyway. | have been threatened with letters with
pat ent applications, not just patents, so | get to double
my fun. | think that we support some standard that gives
us sone certainty. | want to know that sonmething is
required before I amon notice. | want to be able to act
reasonably, | want to be able to act responsibly within
nmy industry to try to do the right thing. R ght now
there are a mllion different facts which are brought to
bear and parties attenpting to denonstrate w || ful ness.
Qddl y enough, notice is usually not one of them at |east
in ny experience. It is usually sonmething which, again
in my experience, was intentionally deceptively
orchestrated by a plaintiff’s |lawer or by a conpany, and
| am not asking to avoid responsibility; if you think
aminfringing sonething, just |let ne know. But when you
get these squirrely letters, or you get invitations to
Iicense which |ater get conveyed to a jury as a “you nust
have known, you nust be willful,” that is a problem
And, of course, the result is that when you do your
settlenment analysis, even as tough as we are in fighting
t hese cases, you have to factor in that additional factor
of, “God, what if the worst thing happens and we get

trebl e damages?” And, you know, | have been |lucky so far
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not to see treble damages, but it is a factor which, like
punitive damages in civil cases, | think is out of
control now, particularly in places |ike Marshall, Texas,

which is why a |lot of people are settling cases that are
based upon patents which probably should not have ever
gotten out of the Patent Ofi ce.

PROFESSOR SHAPI RO Kul preet, how does this
| ook from Google’s perspective? Is it simlar?

MR, RANA: Yeah. | think we face sone of the
same difficulties that Jay was referring to. W receive
letters kind of regularly, increasingly as we have becone
nore visible. W are a bigger target. | think we are
definitely aligned with the FTC s proposal in the sense
that if you deliberately copy with know edge that
sonething is patented that, you know, it nmakes sense that
that would give rise to willful infringenment. | ama
l[ittle nore — | would like to think a little bit nore
about the Notice Letter provision of the FTC s
recomendati on just because | do kind of wonder what
effect that will have on people’s behavi or and whet her
that will give rise to — | already get plenty of notice
letters, | do not particularly want to get a ton nore
that | amgoing to have to spend a ot of tine to review.
And | think it would be interesting to naybe think about

how that could tie into — for there to be some kind of a
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consequence for people who issue notice letters, for
exanple. And maybe that ties into things |ike post-grant
review that we have been discussing earlier, where maybe
if you issue a notice letter that creates sufficient
reasonabl e apprehension that the person receiving it
could initiate sone kind of a review, and maybe the cost
associated wth that is enough to regul ate the conduct of
t he people who are, you know, sending those out. So |
think it is an interesting thought. There are sone
things to kind of think through a little bit nore there.

PROFESSOR SHAPI RO Do you want to say
sonmet hing, Bart?

MR. EPPENAUER: Oh, sure. As | said before,
we strongly support this recomendation. |In response to
your comrent, | think that if you have this burden placed
on the letter witing, that will reduce the letter
witing because, you know, in our experience when you
chal | enge sonebody to send you sort of a soft letter, to
prove it up, it takes a long tine to get that information
fromthem and yet you are still in a wllfulness
situation. So | think it is really going to help. W
are strongly in favor of it and we are strongly in favor
of renoving adverse inference and trying to avoid the
whol e wai ver of attorney-client privilege, which is a

real problemin litigation
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MR, MONAHAN: Let nme just add that, | nean,
right now the letter witers have their cake and eat it
t oo because they can send you a non-notice letter which
costs them al nost nothing, and then preserve the ability
to make an argunent later, and | amintrigued by there
bei ng a consequence because, if | had a dollar for every
letter that either we never heard from again, or never
responded when we wote to them you know, we woul d be
rich. So | think this is an inportant area, and | am
concerned about inviting nore. But | really think if you
put a consequence, you can put a standard on these
things, that the incentive to wite them would be
reduced, and the people who wote the letters woul d
really believe that they have a claim And that is what
we ought to be dealing wth.

PROFESSOR SHAPI RO Oh, and | know you have
sone strong views on this.

MR. BARR Nah, | don’t have any strong views.
A couple quick things. First of all, when the letter
witers go away, that is reward in itself, so | am okay
with that one. | support the recommendation strongly and
| just don’t think anyone has nentioned the real — what |
think is the nost inportant basis for it is that we can
again allow engineers to read patents because, at |east

to me there is enough anbiguity in the case |law that |
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have to di scourage engineers fromreading patents and in
their prior art searches because that m ght be enough for
Wi llful infringenment. But having said that, | wll
attenpt to inprove on what Mark said this tinme because he
referred to his article, but he did not — I wll inprove
on what he said, but not on what he wote, and |I strongly
recomend that you read the article on willful ness — he
can give you the cite or he can e-mail nme — because the
recommendation there, after he discusses all the
probl ens, he sol ves the problenms by proposing that
wi | fulness can only — and at risk of m scharacterizing it
— but it can only occur at the tine you devel op the
product. If you copy a product or a patent at the tinme
you devel op the product, then you could be |ibel for
w llful infringement, but just because you are down the
road in what Professor Shapiro calls a hold-up situation
where it is very difficult to nodify your product, now
you get a notice and you get an opinion, but can you back
out? That is a tough problemand the triple damages
penalty for not getting an opinion or not producing it in
court — or for not having one that satisfies the
requirenents is a little drastic in the hol d-up
situation. So | would urge everyone to read the article,
or at least the |ast few pages, the Executive Summary.

PROFESSOR SHAPI RO Ckay, well, | want to
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close this part on | think that happy consensus that
industry, | think, really wants change here, they feel
this is ny sense, and FTC has identified sone specific
ways to do that. O course, there will be sone nore
di scussi on about how to inplement it. But |I hope this
wi Il happen and it seens to ne we have taken a step in
that direction. Wich neans it is tinme for me to turn it
over to M. Action -- Conmm ssioner Thonpson, how do we
make this happen? Wat do we do next?

COW SSI ONER THOVPSON: Well, “Action” is an
interesting word, | nean, for the Professor it — and for
| awers here, you mght be interested to know that — for
students and | awers who are here, you m ght be
interested to know t hat Professor Shapiro sonetines
appears before ne, and | do not have a bell, | do not
have a rasp, and | do not even have a clock, but, you
know, Casey, you need to remnd nme to buy those things,
okay? This is very interesting. | |ike the technique.
| am al so very inpressed that we are here at the end of a
Friday afternoon and there are actually nore people here
than we started out wwth this norning. And that is very
i npressive because | began this norning by noting that
today’s event had the potential to be a watershed nonent
in the future of innovation in the U S. Now, some m ght

criticize that statenent as a bit of puffery, but based
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on the excellent discussion that | have heard today, | am
convinced that is true. So at the outset,
congratul ations, give yourselves a hand.

Now cones the hard part. How do we take our
gaggl e of bright ideas and keen insights about patent |aw
and process and turn theminto sonethi ng nore nmeani ngf ul
about innovation in our econony? O how do we capitalize
on this opportunity to nake the Patent System nore
accommodating to innovation in the world that we see
t oday, especially in high technol ogy and bi ot echnol ogy?
And here | m ght have a few suggestions. First, | would
encourage the people in this roomto create an organized
and continuing voice of technol ogy and academ cs to take
advant age of the opportunities to support innovation
t hrough i nprovenent of our Patent System | am al ways
struck sitting in that strange place called Washi ngt on,
D.C., that when you are considering sonme questions |ike
t hese questions | amrem nded of the novie Ghostbusters —
“Who you gonna call?” And all of these people have
interesting views, and in |ooking at our report, it is
inportant to recognize it took al nost two years to |ocate
all of those resources, and nost policy makers are not in
that position. So creating an organized and conti nui ng
voice is very inportant. Second, | think it is also

hel pful to create an ongoi ng resource for policynmakers so
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that we can understand how intell ectual property is used
in Information Technol ogy and Biotech. In the context of
doing this report and being here, and listening to the
many people, sonme of which are here today, | thought it
was very enlightening to hear not only viewoints, but
positions and practices, anecdotes, and data. Sonetinmes
that information doesn’'t filter very well back East.
Hol di ng yourself out as a resource is very inportant.
Third, | would inplore you to continue the nomentum
gener ated here by devel opi ng ongoi ng nechani sns to
di scuss anong yoursel ves the specific issues raised here
today, and identify areas of consensus. Fourth, and
maybe this is sonething that is a bit of a challenge to
all of us, is talk to the public about your stake in
innovation and in intellectual property, and why it is
inportant to them And be able to tal k about the markets
that you deal in and how fast they change. [In other
words, tell people why this issue is inportant. Now, |
am happy to say that | can nmake an announcenent here, and
| don’t want people to say that this is a |ight
announcenent because | think it is significant, that a
core group of |eading technology conpanies are willing to
take the first step today by working together, and it may
start by a public announcenent, that they agree that

there is an opportunity to make the Patent System nore
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responsive to technol ogy and i nnovation, and that they
agree to neet and have a continuing di al ogue anong
t hensel ves, academ cs, and policy nmakers about the
proposal s di scussed here today. Now those conpani es
include CISCO Intel, eBay, Semantec, Chiron, Mcrosoft,
and CGenentech. So with that announcenent, | think you
are off to a very good start. And | thank you all for
getting us to this point.

Now, although | may live to regret it, | |ook
forward to sharing this ongoing relationship with you al
as you refine your views and we consi der how i nnovati on
can thrive in America. So, congratul ations, and thank
you all for being here.

(Wher eupon, the workshop concl uded.)
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