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PROCEEDI NGS

PROFESSOR MERGES: kay, | think it is probably
time to get started here. W have had our Apri
sprinkles, so we are all woken up and ready to go onto
t he substantive part of the program | just want to
wel cone everybody back on behal f of the Berkeley Center
for Law and Technol ogy and U.C. Berkel ey, generally, plus
all of our many co-sponsors. Thanks for com ng out.

Today is the substantive part of the program
We are going to dig into sone details fromthe Federal
Trade Conm ssion Report. And now that the press has gone
off to file their stories fromyesterday, we m ght
actually hear sone nore neat and potatoes on the National
Acadeny of Sciences Report, too, | amtold. So today is
going to be a real good day.

For those of us who used to teach patent |aw
courses to roons not so full of 12 or 16 sonewhat
desultory students, it is always kind of m nd nunbing to
realize that patent reformand patent |aw generally has
gotten to be such a hot topic.

| also wanted to say while | had a chance that
this is sort of our |ast chance to say farewell on behalf
of the Berkeley Center for Law and Technol ogy to our

col | eague, Mark Leml ey, who is |eaving us soon for that
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university down by the old railroad here, and Mark has
done just trenendously wonderful things for us, and |
just wanted to take this opportunity to publicly thank
himfor all his good work and to wish himthe very best.
We are sad on a personal level that he is going and we
are going to mss having himaround.

Just a quick note of what is going on now and
what is coming up. On April 20", which is a nbderately
typi cal day around here, we have a roundtable com ng up
on the technol ogy and digital content industries, a
roundt able. And we have people coming in froml-tunes
and the El ectronic Freedom Foundation, fromthe
power house Hol | ywood entertai nment law firm Mtchell -
Silverberg, and we have people com ng up from Universa
Music to tal k about what is going on with the digital
content industries and how the technol ogy conpani es can
get in the gane and how t hose guys can cooperate. And
that is typical of the kind of activities that we al ways
have goi ng on

On the sane day, | think, the Conputers
Freedom and Privacy, the CFP Conference, which is an
internationally fanobus conference, begins over at the
Clarenont. This year it has been organi zed and | argely
energi zed by our own Deardra Mulligan fromthe Sanuel son

Clinic, and we are proud to be participating in a very
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strong way in that this year. W just finished our

Intell ectual Property Speaker Series, and | think the

| ast two people through are typical of the kind of folks
that we have com ng up here to Berkeley now. W had

Pet er Nel son, who was the main | awer for the Lord of the
Ri ngs novi es, and when ny 12-year-old son heard about
that, he wanted a ticket to get in. W also had Jay
Cooper, who is Jerry Seinfeld s |lawer, which has to be
one of the nore interesting jobs in the world. He cane
and spoke to us al so.

In the Sanuel son Cinic, they always have a | ot
of good activities going on, let nme just nane two that
are currently under way. One is they are beginning a
mul ti-year project on the issue of pervasive censors and
privacy issues that go along with that. That is
sonet hi ng that many of you have probably heard about if
you read the science pages, but it is one of those issues
that is likely to percolate up to the front page of the
New York Times one of these days and, when it does, Pam
Sanuel son and the Samuel son Cinic, Deardra Milligan, and
others, will be the people that the New York Tines cal
because they will have been studying it for five years
and wi |l know all about it.

We al so have a major initiative comng in on

Intell ectual Property and Entrepreneurship. The Ceorge
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Kauf man Foundation in Kansas City, which is sort of the
prem er philanthropic organi zation that funds research on
entrepreneurship has given us a seed grant to begin sone
research in that area, so that is a mgjor initiative also
probably over the next few years. And one |ast project
i's anot her Sanuel son Clinic Project. The Electronic
Freedom Foundati on has heard the calls in terns of the
need for a public interest patent re-exam nation effort.

| was just talking to sonebody about that yesterday.
There is a need for a public interest organization to try
to identify sort of high social cost bad patents, and to
go after them And the EFF is teamng up with our own
Samuel son Cdinic in an initiative to start that process
here at Berkeley. So you can see why we are not going to
have too nmuch tinme to hang our heads -- tons of great
stuff going on.

The list goes on and on and on every year. O
course, the reason that happens is that we have this
community of people who keep com ng back and who keep
feeding us with fantastic and interesting ideas, keep us
on the cutting edge, and create this really interesting
m x that nmakes this whole thing really work.

One nore thing does conme to mnd, actually. |
think we are going to have kind of an informal student

unch wwth some | awyers fromthe Morgan Lewis firm and
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they were involved in the Mcrosoft Intertrust Patent
settlenment recently. And that is exactly the kind of
thing that prospective students |ove to hear about
because that is kind of insider information that is hard
to get anywhere else, and it is comng here in a very
tinmely way, and when you conme here that is the kind of
stuff you are exposed to. And, you know, frankly that is
one of the reasons that we are really pleased with the
organi zati on we have built and super excited for the
future.

So, anyway, after that plug for everything that
we are doing, let ne also say, before | forget to thank
once again, David Grady and Hel ane Schweitzer, who have
really put so nuch effort into this conference, and they
are the kind of professionals that nmake the Center really
run and really make it what it is. | also want to thank
our new Dean, Chris Edley, for naking sone comments
yesterday. There is a trenmendous feeling of excitenent
at Boalt, generally, with Dean Edley and his interest in
the Center is sonmething that we are very pleased with

Ckay, today’s main topic is the rea
substantive issues involved in patent reform and to
start us off on that topic, | amgoing to introduce Mark
Myers in just a second; however, let nme just make two

sort of housekeeping notes before we get to Mark. The
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first is that we are being transcribed. W are being
recorded for transcription, so | thought | better give
fair notice to everybody. The transcript wll help the
editors of the Berkel ey Technol ogy Law Journal when they
prepare the Journal issue that will conme out of this
conference. How did | forget the BTLJ? There are so
many exciting things going on there I could go on for
hal f an hour just on that. They are one of the

keyst ones, the cornerstones of what makes this thing
wor k, too.

When the conference issue is published for this
conference, it wll automatically be, you know, one of
the nost prom nent sort of sources of information on the
current debate around patent reform And when we have
young schol ars around the country publishing their kind
of crown jewel, their treasure pieces that they are
trying to get tenure with, in the BTLJ, and considering
that a coup, we know we have really built sonething that
is quite special. So there is ny BTLJ plug, which
al nost forgot.

Back to the housekeeping. So we are going to
transcribe, just in case anybody needs to know that, and
the second issue for those of you who are speakers, we
have a dedicated | aptop here in this position, and so the

trick is going to be if you have Powerpoint to kind 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

rotate through to the presenter’s spot, and | woul d ask
you to bring your nanme tag when you do that so we all
know who you are, and so the transcriber can know who you
are, and then just kind of circulate to the enpty chair
if you are the speaker who is finishing. Gay? So with
t hose housekeeping notes, let nme turn it over to Mark
Myers who has prom sed sone real substantive comments for
us this norning. Thank you.

MR. MYERS: Thank you. | am Mark Myers. | was
Co- Chair of the National Acadeny of Sciences study with
respect to Intellectual Property, which we have naned
“The Patent Systemfor the 21st Century.” And this study
was carried under the Science Technol ogy Econom c Policy
Board of the National Research Council, which | ooks at
i ssues of technol ogy, econom cs, and policy.

The conditions that we're interested in is,
basically over the |ast 50 years there has been a
significant and continuing strengthening of the patent
processes within the United States and the world. You
have had patenting extended to new technologies in the
bi ot ech area, patenting extended to technol ogi es that
previously were not subject to this formof intellectual
property, such as software, the encouragi ng energence of
new pl ayers, universities and public research

institutions, strengthening of the position of patent
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hol ders vs. alleged infringers, and rel axed antitrust
constraints on patent use, and the extended reach of
patenting upstreaminto scientific tools, materials and
di scoveri es.

So this has been a 50 year period of greatly
enhancing the Patent System But it has created strains.
Patents are being nore zeal ously sought and aggressively
enforced, the volune is increasing, the cost is
i ncreasing, and the benefits of a patent stinulating
i nnovation varies considerably across different parts of
the industrial sector.

So, in fact, as we undertook the study four
years ago, there are several of the nenbers of this study
that is within the group. W basically are a commttee
conposed of econom sts, scientists, engineers, inventors,
busi ness majors, legal scholars, as well as practitioners
wWth a great variety of experience.

An inportant part of the study was in fact -
the first phase was defining the problemand then a
second phase was defining solutions. But to define the
solutions, we carried out nine areas or contracted
research, and that research is available, it has been
publ i shed, published about a year ago, and it deals with
patent quality and exam nation, two studies -- patent

chal l enges in Europe and the United States, two studies,
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10
[itigation, two studies, patenting software, patenting
i nternet business nethods, and |icensing and Bi ot ech.

The focus of our study was restricted to
| ooking at the patent system particularly with respect
to issues of backlog and the productivity of the system
as well as two problem areas which were in biotech and
busi ness practice patents. So, we |ooked at the patent
systemreally through the lens of seven criteria, that we
desire as we go forward; a patent systemthat can
accommodat e new technologies with flexibility, a system
that rewards only inventors that neet the statutory tests
of novelty, utility and neet the obviousness standard, a
patent systemthat is effective at dissem nating
information, adm nistrative and judicial decisions are
tinmely and at reasonabl e cost, access to patented
technologies is inportant to basic research, and in the
devel opment of cunul ative technol ogi es.

Greater integration or reciprocity is needed
anong three major patent systens, that is, Japan, the
United States, and Europe to increase the overall
productivity and reduce the transaction costs. And there
should be a level playing field that all hol ders of
patents are subject to the sanme benefits and constraints
in all jurisdictions.

So we have seven recommendations. These
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recommendations will formally be announced next Monday.
The docunents are being shi pped today for those who are
expecting to receive it. But the seven that we are
recommending is: Preserve an open-ended, unitary,
flexible patent system— | wll say nore about that;
rei nvigorate the non-obvious standard -- you have a panel
with respect to that today and that discussion is an
i nportant one; institute an open review procedure —
anot her panel that is being held today and an i nportant
di scussion; strengthen the U S. Patent O fice resources;
shield some research uses of patents fromliability and
infringenment; nodify or renove the subjective el enents of
litigation; and reduce redundanci es and inconsi stencies
anong national Patent Systens.

Il will just make a few remarks about sone of
the key areas of this. Preserve an open-ended unitary
Patent System flexible -— as one thinks about
approaching the area of renedy, of issues that there is
actually in litigation, but there is also working within
the procedures with the Patent O fice and the judicial
systemitself, and that there are sone advant ages,
significant advantages, of making the changes through the
wor k processes of the Patent O fices and the precedents
of the judicial system because legislation is a nmuch |ess

flexible way to work, and so we nmake a nunber of
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12
recommendations in that area.

Re-invi gorate the non-obvious standard -— we
have consi dered the non-obvi ous standard extrenely
inportant. W believe that there has been sone | owering
of the bar of that standard, it is a hard issue to dea
with, that in business nethod patents which we have a
concern in that area, there are different solutions that
one woul d consider in biotech. And so approaching this
is probably going to require renedies very specific to
t he technol ogy area.

A key area with respect to our recommendati ons
is toinstitute an open review procedure. W |ooked, as
| indicated in our studies, intensively at the European
system The European system brings many of the benefits
that we feel a third party initiated review that can
chal | enge a patent under any standards in the USPTO, and
that the outcome of that would be confirmation,
cancel l ation, or amendnent of any claim O, we envision
the courts, the District Courts, or the Court of Appea
could also refer validity questions to such a body, and
then there would be an appeal process to the Board of
Pat ent Appeals and to the Federal Crcuit.

One of our studies with respect to the
econom cs of such a systemfinds significant social

wel fare econom cally that such a systemwould bring
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13
conpared to our current |egal processes and, so, if
properly designed, and | do not believe such a system has
been properly designed, that yet there is great
opportunities.

| think given the tine, | amnot going to go
further into the strengthening of the USPTO, other than
we need to address the issue of adequate conpensation for
exam ners, as well as adequate nunbers of exam ners.

But, also, there are significant investnments in
electronic file processing and dat abase searches that
need to be funded and supported.

It would be inpossible for the National Acadeny
not to remark on protecting the interest of basic
research, and we feel that the Madcy-Duke Deci sion
creates a cloud that needs to be addressed, and that
there are both legislative and adm nistrative actions,
strategies that could be considered to renove that cloud.

And the final two that | wll just nention is
that we believe in an overall tone of making a nore
productive, efficient system that we need to renove
t hose processes that are not really contributing to the
wor ki ng of the system and that is why we propose
renmovi ng the subjective elenents of litigation which
woul d include best node, wllful infringement, and that

woul d hel p, also, with respect to sone of the
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or gani zati on i ssues.

And, finally, wth respect to harnonization
that there are issues that we feel there needs to be
trilateral, bilateral negotiations between the ngajor
Patent Systens -— that is, Europe, United States, and
Japan. The issues for harnoni zati on woul d be application
priority, of course a grace period for filing, best nobde
U.S. exception to the rule of publication. | think those
are manageabl e.

| did speak at the Conference of the European
Comm ssion Patent O fice in Novenber in Strassborg.

Anot her raised there when we discussed this and the issue
of business practice patents for Europeans will be a
harder problemto resolve. | amnot inplying that others
will be easy, but that one would be nore intractable.
That, | think, is a quick run-over.

PROFESSOR MERGES: (Ckay, so now we know what to
| ook for when we get our NAS reports in the mail. Let ne
now qui ckly i1 ntroduce Comm ssioner Mozelle Thonpson from
the FTC, again, for a couple of quick comments so we can
get going on our panel. Thank you.

COWMM SSI ONER THOWPSON: Good norning. You
know, for all of you students who spent nost of your
| egal career trying to avoid early classes on Friday,

this is what you have to | ook forward to.
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Vell, it is good to see all of you here today
and you nust be all very commtted to the idea of patent
reform You know, the Conmm ssion has been | ooking at the
subj ect of technol ogy and conpetition and innovation for
quite a long tine.

Yesterday at our press conference, | nentioned
that one of the nost critical issues facing us in America
is how we maintain our position as a world | eader in
i nnovati on because innovation has played a central role
in economc growh in the United States, and providing
consuners with products and services that are of the
hi ghest quality, the greatest variety, and | owest cost.
And | also noted that no one knows that better than the
peopl e here in Northern California who have w tnessed the
i npact of innovation and the transfornmational effects it
has.

And so, it was appropriate for us to cone here
al nost two years ago to conduct hearings and neet with
i ndustry that was based out here to tal k about
conpetition and intellectual property, and it is
simlarly fitting that we cone back here now t hat we have
i ssued a report that makes certain recommendati ons about
patents. That report provides a variety of perspectives
about the goals and policies behind patent | aw and

conpetition and their interaction, and how we m ght be
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able to do better in supporting the future of innovation.

Now, how nmany people here are fromindustry?
And how many people here are from academ a? And how
many people here are just | ooking for a way to make noney
off either —- no -— are here to advise others as to how
t hey shoul d think about the future of patents? Ckay. |
think that is a pretty big deal. 1 think that is a
pretty big deal because, collectively, you are al
sitting here at this event in what | think is going to be
a watershed event, to tal k about what the future of
innovation is going to look like. Those opportunities do
not occur very often, and a group of people like this one
actually do not sit together and tal k about it very
often. So it is your opportunity to give voice to
perspectives that, frankly, do not often get aired and
especially do not get heard very often in WAshi ngton,

D.C. where we are charged with | ooking at policy and have
to | ook at what the future is going to be.

So | am happy to participate, to see you al
here tal king about the details of our report --— Susan
DeSanti here may not be quite as confortabl e | ooking at
the details of our report, she has been living with it
for all of this tinme. But it does give us a chance,
perhaps, to take a step back and think about this

i nportant opportunity that we have because many of you
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are stakehol ders. You have a stake in what the future
outcone is going to be. And to the extent this year
represents the beginning of a critical mass, especially
out here on the cutting edge of innovation, | amvery
happy to see you.

So | can tell you that the Conm ssion itself
Wil continue to be commtted to this area. W are happy
to provide at least an initial framework for discussion,
and | hope at the end of the day to be able to tal k about
sone of the observations that we may be able to make
collectively. So thank you very much and we will see you
t hroughout the day.

MR, LEMLEY: |If we could have the panelists for
t he Qobvi ousness Panel conme on up? W have a
di stingui shed panel. W are going to hear from Professor
Rochel | e Dreyfuss at NYU; from Todd Di cki nson who, for
the next week or so, is at Howey Sinmon Arnold Wite, and
wi |l then becone I P counsel at Ceneral Electric;
Prof essor John Barton at Stanford University; and,
finally, fromRon Laurie at Inflection Point Strategy.
Everybody is going to talk for a very brief period of
time to enable us to have sone conversations anong the
panel , and then sone conversations with all of you.

M5. ElI SENBERG  Thank you very nuch. | am

| osing ny voice which is a good enforcenent to be brief
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in ny opening remarks. | found this FTC report very
interesting. | look forward very nuch to readi ng the
Nat i onal Acadeny’s report. In wading through sone of the
testinony in the Powerpoint slides and all of the
wonderful resources fromthe FTC study that were up on
the web, | was struck by the w despread perception in
vari ous quarters that the non-obvi ousness standard has
been falling, has been dropping, that it is not therefore
doing the job that it had been doing in the past of
separating out the wheat fromthe chaff, of
di stingui shing those inventions that need the incentive
of a patent in order to be called forth fromthose that
are likely to be forthcomng in short order. |In any
event, because they are the lowlying fruit in the
particular art, sonething that is within easy reach of
ordinary practitioners. And so | began readi ng through
the cases in chronol ogical order and the picture that
energed was of the sort of systematic marginalization
over time of the views of the person having ordinary
skill in the art to the point of irrelevance, really, in
recent decisions. This is very different than what you
woul d expect from | ooking at the | anguage of the statute.
| apol ogi ze for having no Powerpoint slides, maybe you
can think back to Peter Miunell’s excellent slides

yesterday, and right now you see behi nd you the | anguage
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of the statute which says that “if a patent may not be
obt ai ned, though the invention is not identically
di scl osed or described,” blah, blah, blah, “if the
di fferences between the subject matter sought to be
patented and the prior art are such that the subject

matter as a whol e woul d have been obvious at the tine the

invention was made to a person having ordinary skill in
the art.” Now, reading that |anguage, it sounds |like the
person having ordinary skill in the art is the ultimte

determ nant of what gets a patent. That is the person
whose judgnment and perceptions should control. And that
makes sense, that is a sensible standard if the point of
the requirenent is to distinguish those inventions that
are likely immnent with or without a patent fromthose
that are not. So it seens to call for an exam nation of
what the invention would have | ooked like at the tine it
was made to the inventor’s contenporary peers in the
technol ogi cal community. But this poses, of course, a
couple of admnistrative difficulties in inplenenting
such a standard. First is the tinme frane, this is a
difficulty that has been nuch remarked upon by the
courts, particularly the Federal Crcuit which is
constantly adnoni shing the exam ners to avoid falling
into the hindsight trap. They are very aware of the

difficulty of telling today what woul d have been obvi ous,
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you know, two years ago. The worry there, of course, is
that the standard wll be set too high, that sonething
t hat seens obvi ous enough once we have it in hand, in
fact, was not obvious before that point. The second
difficulty, though, is the one that I am concerned wth,
and one that has been ignored, which is how do you bring
to bear upon these determ nations the perspective of a
person having ordinary skill in the art if the standard
is adm ni stered and revi ewed by people who do not have
ordinary skill in the art? The Federal Crcuit, again,
has been obsessed with the first difficulty, but has
virtually ignored the second difficulty. Wen it speaks

of the second difficulty, of the difficulty of discerning

t he perspective of a person having ordinary skill in the
art, it conflates the two issues. It says the reason
that we | ook to the level of ordinary skill in the art is

to avoi d hindsight, when in fact it is areally different
problem and it is a problemthat points in the other
direction. The worry with hindsight is that the bar wll
be set too low, the worry with the difficulty of

i npl enmenting the ordinary skill level is that the bar —
excuse nme, it is the opposite — the worry with hindsight
is the bar will be set too high, the worry with the
PHOSI TA problemis that the bar will be set too | ow.

Now, the Suprenme Court in its decision in
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G aham v. John Deere listed | evel of skill as one of the

basic factual inquiries that needs to be determ ned en
route to evaluating the obviousness of the invention, but
the Suprene Court never actually used that standard in
any way, used that skill level in any way, in figuring
out whether the particular invention before it was
patentabl e, and that was true in other cases as well.
They woul d point to a level of skill as the statute
required themto do, as sonething you have got to

determ ne, but then once they determ ned that, they would
set it aside and they would | ook at the prior art and
they would do their own eval uati on of whether the

di fferences between the prior art and the invention were
obvious or not. The |ower courts have done the sane
thing. They recite that they have refined | evel of
skill, they make findings sonetines. They wll say, you
know, the ordinary practitioner is sonebody with a

Bachel or’s Degree in Mechani cal Engi neering and six years
of experience working on this or that, and then they do
nothing with it. Sonmetines they forget to nake those
findings and then, on appeal, the Federal G rcuit wll
say, “Well, this is harmless error.” And as they have
applied the standard, it has got to be harm ess error
because it is not doing any work. So instead they al

focus instead on the prior art references, the witten
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record of prior art, and what it reveals. The person
having ordinary skill in the art is consulted as a reader
of references, rather than as an eval uator of
obvi ousness. So they wll refer to the skill level, to
the training, to discern what the reference would reveal
but not to go beyond that and eval uate whet her the
i nventi on woul d have been obvi ous.

There are a nunber of reasons, | think, why
this has happened. First is what | call the “plotter
presunption,” the presunption in the case |aw that the
person having ordinary skill in the art is uninmaginative,
uncreative, is not an innovator, thinks along
conventional lines, and this was expressed nost starkly
perhaps in a past issue they quote in the paper from

Judge Ritch in the case of Standard G| vs. Anerican

Cyanam d, where he says, “The statutory enphasis is on a
person of ordinary skill and one should not go about
determ ni ng obvi ousness under Section 103 by inquiring
into what patentees, i.e., inventors, would have known or
woul d |ikely have done faced with revel ati ons of
references. A person of ordinary skill in the art is

al so presuned to be one who thinks along the |ine of
conventional wsdomin the art and is not one who
undertakes to innovate whether by patient and often

expensi ve systematic research, or by extraordinary
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insights, it makes no difference which.” So he is

presum ng, in other words, that the person having

ordinary skill in the art is sonebody who falls beneath
the skill level of patentees. This is, | think, a deeply
fl awed approach that cannot possibly be right. It seens

i nconsistent with the statutory |anguage and it seens to
be either circular or a dowmward spiral, nore likely a
downwar d spiral because what happens is, if you exclude
patentees in determning what is the I evel of ordinary
skill, then you are constantly | ooking below that |evel
to figure out what ordinary skill is, but then the top of
that range, presumably, is patentable, right? And so
then you drop the I evel down further. You exclude the
nost innovative of the plotters and, then, because they
becone patentees, so we have kind of a race to the
bottom It sort of inverts the relationship between the
person having ordinary skill in the art and the standard
of patentability. So rather than PHOSI TA setting the

standard of patentability, we have the standard of

patentability setting a ceiling on the skill |evel that
we are willing to ascribe to PHOSITA. It is just
conpletely inverted. So that is one, | think,

fundanmental problemis that, by presum ng that PHOSI TA
has no capacity to i nnovate, we have nmade anythi ng t hat

is different fromthe prior art appear obvious. Second
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nmove, | think, that has accel erated the marginalization
of PHOSI TA has been the Federal Circuit taking a strong
position that the determ nati on of non-obvi ousness, that
the ultimte determ nation of non-obviousness is a
guestion of |aw subject to plenary review, rather than a
guestion of fact. And, of course, it is a m xed question
of law and fact. The standard itself is a |egal
gquestion, but the application of that standard to the
facts of particular cases is something that involves — it
is essentially a case specific factual determ nation.
They do not see it that way. But if it were seen as a
factual determ nation, then you could consult sonme person
out inthe field there to figure out what it neans. |If
it is a question of law, then the evaluator’s judgnment
does not matter and, in fact, PHOSITA is incapable of
determ ning questions of law. PHOSITA has no skill in
the art of |aw

Anot her nove has been the el evation of evidence
of secondary considerations or objective evidence that
the Federal Crcuit calls it, evidence of how the
i nvention was received in the marketpl ace as bearing on
t he question of obviousness. |If you read the statutory
| anguage, it tal ks only about the technol ogi cal
eval uation of the evidence fromthe perspective of

t echnol ogi cal workers of ordinary skill. The so-called
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secondary evi dence, or objective evidence, is all about
how custoners receive the invention, howit was received
in the marketplace, which, again, nakes the perspective
of custoners nore relevant than the perspective of
t echnol ogi st s.

Anot her nove has been the — and all of these
were outlined again yesterday, | feel like | can refer to
themin summary fashion — the suggestion test for
conbining the disclosures in references. |If we go back -
how old is Wnsl ow Tableau? If we go back sonething |ike
30 years -- ‘63 — 40 years, 41 years. W pictured the
person having ordinary skill in the arts sitting at his
bench surrounded by prior art references, able to cul
together these prior art references with ease in order to
i nnovate. Today, the Federal G rcuit insists that there
be sone sort of explicit show ng of notivating suggestion
to make the conbination. They have retreated somewhat
recently, say, allow ng conbination of references where
the nature of the problemseens to call for it. They
seemto be retreating sonewhat fromwhat for a tine
seened to be an ever-accelerating trend towards focus on
the witten record of prior art in determ nations of non-
obvi ousness. But, still, the focus is primarily on the
di scl osures of the prior art, detail ed reasoning, and

away fromthe judgnent of PHOSITA. And | think this
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focus on prior art obscures an inportant dinension that
PHOSI TA brings to bear upon technol ogi cal problens, which
is tacit know edge, judgnents, insights, the sort of
thing that is not articulated in prior art references,
things like a sense of whether the equi pnment is working
properly, for exanple, that sonebody who is working in a
field would have an intuitive feeling for, but you are
not going to find that by looking in the text of prior
art references. So howto get this tacit know edge of
ordinary practitioners into the system of eval uating
clainmed inventions is a problem W have exam ners who
are skilled, well-trained people, and that is one
i nportant source of information and it is a good reason
for the Federal Crcuit to defer, in nmy view, to the
deci sions made in the PTO about obvi ousness, nmuch nore so
t han they have done. But the exam ners are not current
practitioners; they are, at best, former practitioners
whose tacit knowl edge is likely to be dated and
atrophying. Litigation experts in the particular patents
that matter nost, who argue about the validity of a
patent, are another source of input, but they are
adversaries, hired guns. There is too nuch at stake by
that point. It is not the sort of process that is likely
to yield dispassionate technical appraisal of how an

invention | ooks to real practicing technologists. So it

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

27
woul d be better if we could figure out ways to allow the
PTO to consult with outside technol ogical practitioners
i n maki ng determ nations of obviousness, that would all ow
them to docunent obvi ousness in circunstances where the
witten record of prior art is an inadequate foil for
maki ng that judgnent. And there are certain
circunstances where there is particularly likely to be a
problem |ike with the Patent Systemand into a
technol ogy that previously was outside the Patent System
i ke business nethods, for exanple, where the witten
record of prior art is a very inadequate source of
gui dance as to what woul d have been obvious. Now, there
are sonme difficulties in trying to figure out how to do
this. Any agency that nmakes technol ogi cal determ nations
faces this problem and nost of them have sone sort of
mechani sm for consulting the views of outside
technol ogi sts, they wll have scientific advisory boards,
they will have peer review panels, they wll have
sonmething in place that will allow themto do that.

There are sone chall enges to bringing those kinds of
mechani snms to bear within the PTO

First of all, there is the extraordinarily
broad range of technol ogies that the PTO addresses. You
cannot really have a standing scientific advisory board

t hat woul d advi se PTO across the broad range of
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i nventions that cone before it. The PTO makes many smal |
deci sions, such as Mark pointed — was nade so wel | by
Mark Lem ey and his “Rational e I gnorance at the Patent
O fice.” The PTO nakes many deci sions, nost of which are
of no consequence to anybody what soever, and occasionally
they nake a really inportant decision. It is very
difficult to expend a | ot of resources in getting all of
t hose determ nations right up front, so you do not want
to have a really high cost system |If you get conpared
to FDA or EPA, they nmake a | ot of focused decisions where
there is a lot at stake, that is an easier context for
bringing in this outside experti se.

Confidentiality is another issue that would
stand as an obstacle. W have a statutory requirenent of
confidentiality for pending patent applications, even
wi th 18-nonth publication you can opt out of that system
if you are not applying outside the U S., and so that
woul d be sonething that woul d need to be addressed.
Conflict of interest is obviously a serious problem If
you bring ordinary technology — ordinary practitioners
the rel evant technology in an area where you are making
decisions in industrial technol ogy, those people may
often be working for conpetitors of the patent applicant
and have a material conflict of interest in the judgnent.

Sone of these issues al so plague journal peer review or
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grant peer review, and | think there are ways of
addressi ng them and managi ng them  Ckay.

M5. DREYFUSS: | just passed Becky sonething
that said “Stop.” She is so good. Alright, well, we
want to thank Pam and Mark and the Berkeley Center for
allowng me to conme here. | was a participant in a very
small way in the FTC Study and on the NAS Comm ttee, and
it is nice to have an opportunity to get sonme things off
my chest. The first thing | wanted to tal k about was
confusion, as was tal ked about at this panel, you see
there are really three issues on obviousness, and unl ess
you di saggregate them people wind up talking past each
other. One issue is the way the PTO is inplenenting the
standard, and people talk about how, you know, the
teacher is doing a great job, the examners are really
dedi cated, well, you know, that is terrific and it could
be true, but if they are being told the wong thing to
do, then their output is not going to be great. The

second thing is about the way the court is interpreting

t he standard, and what we heard on that was, “Well, you
know, the Federal Circuit is still citing G aham agai nst
John Deere, what could be wong?” Well, you know, is

citing John Deere a great sign? It is close to half a
century old, too, that case, and if it lays out a rule

and a net hodol ogy that are not suited to nodern research,
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then I it is not going to work out very well. Third,
peopl e tal k about the standard itself and that is really
quite a different issue fromthe other two. So all three
i ssues, they need to be discussed separately.

Let me start with the PTO | am an academc, |
am not the best person to evaluate its current
performance, but | wll start with the assunption that it
is doing the best job under the circunstances, but that
is a bigqqualifier. And one issue is funding, and | take
Mark’s point, rationale ignorance, as well, that there
are dimnishing returns to increasing funding.
Nonet hel ess, | suspect that nore funds would hel p. But,
as inportant, there is a question about the source of the
funds and this notion of user supported PTO  The
conflict you hear is about whether sone funds shoul d be
diverted. | think that is a total red herring. It seens
to me the rhetoric of user support is fine when you are
tal ki ng about Yosem te, and when you are thinking about,
you know, public parks. And if you want, you can think
about exam ners as a core of park engi neers because — or
park rangers, rather — because they are protecting the
public domain, but the anal ogy breaks down when you
consider the users. At Yosemte, it is the fol ks who
enjoy the public land, but at the PTO, the users are the

privatizors, the patent applicants. And | would like to
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see this idea of user support dropped, in part because it
does not necessarily neasure the anount of noney that
woul d be rational to spend on exam nation, but mainly
because the rhetoric fuels this notion that the PTOis
there for the applicants and not for the public. And it
is also synptomatic of a bigger problem Although park
rangers actually do see loggers fromtine to tine,
exam ners do not often see the people whose interest they
are protecting. And in that connection, | would like to
poi nt out sone side benefits of the opposition approach.
That is going to be tal ked about on a separate panel, and
the really key points, I amsure, wll be touched upon
there, but there are a couple of side benefits that are
worth considering. The people who are arguing for the
public domain, they are not often seen in current
practice, as | said. And it would expose the Ofice to
the effect of its decisions on the public. It would also
do sonething else, and that is it would create a career
| adder that m ght help retain exam ners who woul d
otherwi se go off to practice, and there m ght even be a
| adder that would lead to a Federal G rcuit appointnent,
and that would bring to the Federal Crcuit the PTO s
perspective on what its decisions do. And | think that
woul d be good t oo.

That brings nme to nmy next concern, and that is
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the Federal GCrcuit and how it interprets the standard of
obvi ousness. Now, | renenber the days of Monday norning
quarter backing, when the invention was used as a road
map for anticipatory prior art, and in that context, |
can see why the court did nuch of what it did. Thomas
Edi son’ s paper showed that inventiveness can be about
conmbi ning known art, and so requiring the examner to
articulate why a person of ordinary skill would think of
conbining is actually a good thing. As sciences nature,
the roots to making certain discoveries beconme known, but
sonetimes w thout making it actually easier to acconplish
that result. And so the obvious to try doctrine is
i nportant because it focuses the decision naker on how
many al ternatives the inventor faces and his actual

chances of success. Unlike ny coll eagues, including the

one to ny right here, I do see a potential for secondary
considerations. |If they were seriously conbined with a
nexus requirenent, | think they would hel p focus the

Judge on whet her the inventor was unique anong folks in
his field. But I, too, see reason for concern — the
tacit know edge probl em Becky just tal ked about, the
obvious to try doctrine, it is fine to think about the
nunber of alternatives, but when deciding if a nunber is
a big nunber or a small nunber, the role that

i nstrunmentation and automati c machi nery now plays in
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research really needs to be considered, and you do not
see that very nmuch in the cases. And | also have to
agree with Becky that in many fields, the level of skill
in the art is not only not right, but not nuch thought
about. Perhaps we need a different perspective on
col | aborative work. Sone peopl e have suggested the
PHOSI TA, the team having ordinary skill in the art, and
we need factor in work that is done by instrunmentation,
as | said. The court is still using the standards of In
Re Bell and In Re Devel cases that were decided — work
t hat was done decades ago, and John Duffey has alerted ne
to a recent case on which the court introduced the
concept of nascent technol ogy where a person of ordinary
skill inthe art has little or no knowl edge. That is
Chiron agai nst Genentech. |If nothing else, that is
likely to breed a ot of litigation on what nascent is.
So there is inportant work to be done in inplenentation.
And | |ike Becky' s idea of using experts to flesh out
sonme of this, it is certainly an intriguing idea and well
worth considering, but I do have sone skepticism First,
who will these outsiders be? | have a hard tine getting
nmy head around the idea of the expert on what is
ordinary. W could choose ordinary people in the art,
but how are we going to choose them and once they are on

a panel of expert people, are they going to continue to
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think that they are so ordinary? | think about ny
col | eagues and the elitist way in which they tal k about
peopl e at other | aw school s, endocrinol ogi sts, what do
they know? And | have a concern that this expert panel
m ght drive down this standard of what is considered
ordinary, rather than driving it up. Also sone process
questions on how will these experts be utilized? Do you
have a standi ng panel of people? |If people get called on
alot of tinmes, | think people tend to find it difficult
to serve under those circunstances. |If it is an ad hoc
commttee and one person serves only once, then there is
going to be learning curve issue, nuch |ike the one that
the PTOfaces in training its examners. | amespecially
concerned because this approach has been tried and found
wanting in other adjudicatory contexts. For exanple, the
FDA has tried it on Boards of Safety and they did one on
the safety of Aspartane, the sweetener and, in sonebody
el se’s words, | cannot renenber who, it was a pig’ s
breakfast. It was hard to find people without any ties
to corporations, many people said that picking the
experts effectively picked the results, and scientists
showed t hensel ves to have a rather poor understandi ng of
di stingui shing between scientific questions and | egal
questions. Now, since the FDA tried that, there is an

extensive literature now on court appointed experts and
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how to choose them and how to train them and maybe that
woul d actually be a useful place to start |ooking to
i npl ement Becky’s suggestion if it was thought to be a
good idea. | also think that experts at other points
woul d be good — the NAS report tal ks about the need to
help alert the PTO to energing technol ogi es so they can
start gathering the right literature and staffing the
office correctly. Experts mght be very hel pful on that.
And I will talk in one nore m nute about some other areas
where experts mght help. But what | suspect is that the
true problemactually lies elsewhere. To ny mnd, it is
no accident that the Federal G rcuit does not update the
| evel of skill inthe art. | think it is happy with a
|l ow I evel of skill in the art because it likes the result
of its being low, which is to say, in fact, that it |ikes
narrow patents.

Renmenber, the PHOSI TA standard applies not only
t o obviousness, but the Chiron case | tal ked about was
about what the PHOSI TA knows for purposes of enabl enent.
And the less the ordinary artisan knows, the | ess she is
enabl ed, and the narrower the claim And | think that is
where the Federal Crcuit is really going — to a system
of narrower clains. It is clear in other areas too, the
witten description cases, their own opinions in Festo

and Hilton Davis betrayed a certain interest in having
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very narrow clainms. Unfortunately, the court has not
actually explained why that is so, so it is hard to
eval uate why they want to do that. |In part, | suspect
the court thinks that if a claimis narrow, it won't be
very dangerous, and that neans that it won’t natter so
much if it is not examned right, or the |evel of school
and the art is not properly set. But | wonder if that is
really true. | think the court may well be follow ng
itself. Narrow clains create lots of work for patent
| awyers, but what that actually nmeans is high transaction
costs. Patent thickets are a problemthat nmany people on
this panel have witten about, they create difficult
entry barriers if you do not have a patent portfolio to
trade when assertions are made, then you are in real
trouble. The increased wear and tear on the Patent
O fice because they exacerbate whatever problens there
are because people have to keep filing in order to
protect their investnent. So | think it is actually
foolish to think that narrow patents are | ess dangerous.
O course, in part, the Federal Crcuit may al so believe
that narrower patents correlate with better notice, but |
am skeptical about that too. |If you have notice, you
need crisp edges to the claim but what those crisp edges
contain, whether it is broad or narrow, that is not so

rel evant to the question of notice.
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Now, | highlight this issue not just to
criticize the Federal Crcuit on narrowness, but also to
denonstrate another point about this concept of PHOSI TA
When the Court sets the |evel of skill to acconplish a
narrowi ng function, what it is doing is creating a
construct, a social construct to achieve a particul ar
goal. In this sense, PHOSI TA is not a snapshot of
reality, it is not neant to be a fact-based historical
measure of inventiveness. As we see, it does not much
m rror what we know about invention, or inventors, or
artisans of ordinary skill in the art. It is a concept
that is constructed so that the system does what the
Court wants it to do. And if we think it is the wong
standard, it is not because we know of specific patents
t hat shoul d never have issued; rather, we think it is
wrong for system c reasons, because systematically we
think there are too many patents, transaction costs are
too high, etc. And so at the end of the day what we
really need to think about is getting the systemto
operate in a way that we want it to. W need to think
about obvi ousness for sure, but also the scope of clains
t hat best serves industrial and creative needs, the
di stance between inventions on the innovation | adder.
Shoul d t he boundary of one invention touch on the

boundary of the next invention? Wich is the way it
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works right now As we have it structured, PHOSITA is
key to all of those concerns, but do we really want the
sane standard of PHOSI TA for everything? Mybe we need
different standards in there. Wat should the standard
be for each thing for which PHOSI TA is used. For that, a
panel of experts could be useful, but | would not use
them as retail adjudicators of particular cases, rather
whol esal e in hel ping us to think about all the roles, the
non- obvi ousness and t he know edge of persons with
ordinary skill in the art, play in creating the systemwe
have, and in creating the systemthat our nodern age and
new t echnol ogi es of research actually require.

MR. DI CKI NSON: Thank you very much. Let ne
join the others in certainly thanking Berkeley for
hosting today. As sone of you know, | amgetting ready
to nove back to the East Coast, so | was packing up and,
actually, novers are at ny house today. | was packing up
my office yesterday and I made sure that in the box that
went directly to ny office | put ny Berkeley Law and
Sci ence Technol ogy Journals there to nmake sure | had a
good set of references. | also want to thank ny — as was
suggested | amgoing to go work for GE, and | want to
t hank Ron Myrick who is here today, who was ny
predecessor, for doing a great job there and | eaving nme

with a great legacy to build on. | often get cast as the
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pragmatist, | guess, as a former Comm ssioner of the
Patent and Trademark Ofice in a | ot of these panels.
Maybe the reality check or the — certainly with panels
wth a lot of folks who are academics on it, bringing a
different point of view \What is interesting | said to
sonebody else is that | end up sort of in the m ddle of
the road broadly speaking. | go this afternoon, for
exanple, to give a speech at the nano-bi otech conference
inthe city, and their principle concernis the PTOis
too tough on them that they cannot get what they need
out of it, and that they do not spend the resources they
need. So there are interesting and robust debates about
what the Patent Systemin particul ar neans today and how
we deal with it, and in the characterization of this
form reformit, which is also interesting because
traditionally, | think, or at l|least the |ast couple mgjor
times we had patent reformin this country, starting with
the *52 Act, and then the reforns in the 1980s around the
CFC, and nost recently in the Anerican |Inventors
Protection Act, much of that reformwas driven by the IP
community, the insiders, if you will. And a lot of the
di scussion we are having here today, at the FTC, at the
NAS, the I PO panel on Monday in Washington is comng from
outsiders, are traditionally those who are outside the

system so it is a very interesting and | think
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appropriate debate. But, again, | amthe pragmatist. As
we have sat here this hour, | amgoing to guess that the
Patent and Trademark O fice will have allowed 100 nore
patents. In the next hour they will allow another 100
patents, and after that they will allow another 100
patents. It is not a stream it is a torrent, and it
keeps comng very rapidly. So a |lot of what we have to
tal k about and renenber as we tal k about the reforns or
t he i ssues around obvi ousness or anything else, are the
fact that we are dealing wwth a very big process which is
hard to change, is susceptible to it, but that it has a
| ot of aspects to it and a lot of nuance in it, and that
smal | changes can nmake big effects, have big effects, and
that a | ot of unintended consequences certainly and
clearly can and sonetines does apply to the PTO

Let me tal k about — one of the things |I have
tal ked about the FTC report a lot and testified before it
several tines, and also was a participant in the NAS
report at certain places. One of the prem ses about the
FTC report is that there are questionabl e patents out
there, and that is actually the phrase that gets used. |
t hink that probably everyone would agree that there are
patents that have issued that should not have for one
reason or another, or that raised a concern of one sort

of another. But the challenge, | think, is that we have
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not conme to the place yet where we have really defined
what we nean here by questionable patents. And in so
doing, | would suggest we are not quite at the place yet
where we have the evidentiary back-up to justify,
certainly politically justify, frankly, going to the
policy makers and getting the kind of changes that are
suggested. And | think we need to continue to work there.
When we say questionable patents, do we nean the stick
patent that i1issued, or waiting-in-line-for-the-toilet-on-
t he-ai rpl ane patent that issued, the ones which people
traditionally take a poke at because they sound odd or
ridicul ous, or why did sonebody spend the $3,000 to get
it inthe first place? O do we nean patents |ike
genom c patents which are getting in the way — perceived
to be getting in the way of research or a business nethod
pat ent whi ch maybe just offends sonebody’ s sense of what
ought to be patentable in the first place. It is not
quite — | amnot quite sure. The critique cones froma
ot of different aspects and a lot of different places,
and so | think we need to be a little nore clear about
what we nean by questionabl e patents and why we shoul d
reforma systemin view of them How many are there?
One of the issues we will get into later today is
| onering the standard of review fromclear and convi nci ng

to preponderance of the evidence. Wll, you |lower the
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standard of review for questionable patents, you |ower it
for all patents, and you nmake patent portfolios and
i ndi vi dual patents |ess val uable, and when you do that,
you start to cut into | think significantly the
intellectual base of the — or the intellectual capital of
the country, not to say it is not justified, but why are
we doing it and how many are we doing it for? | still
think we need to take sone care to define.

Al so, because, don’t forget, the statute
basically allows the applicant to get a patent unless it
is anticipated or obvious, and that is just — you could
argue that maybe it should be the other way around, and
peopl e do, but that is the current statutory standard.

So | think we need, with all due respect to the FTC and
to the NAS, | think we need nore evidence of this

| onering of obviousness that is perceived to be out
there. Do | believe it is there viscerally? | think
could nmake a case in sonme areas that that is the case.

Do | believe that uniformy that is happening and
happening in such a way as to warrant whol esal e changes?
| think that is a nmuch tougher case to make. | think the
evidence for the |l owered standard of obviousness is thin
at this point. And if we are going to proceed in sone of
these ways, | think we have to take a |lot nore tinme and

care and put sonme nore energy into developing it. And we
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have got great econom sts who, | think, and great patent
folks, who are in a position to develop that. For
exanple, the FTC report was al nost all based on anecdot al
evidence. There was very little enpirical evidence
adduced at all. The NAS did a few nore studi es on many
topics, and | think it backs that up a little bit nore.

Wth regard to the U S. Patent and Trademark
O fice, they have traditionally been nore conservative,
frankly, than the courts, traditionally. They have
proceeded very cautiously in ternms of noving into new
subject matter traditionally, and they have been very
rigorous, | think, in terns of how they tend to inpl enment
t he obvi ousness standard, at least initially. Because |
say, one of the biggest conplaints | often have to deal
with in my current practice is the conplaint that folks
have that the office will not allow their case, despite
the fact they believe it is clearly allowable, and they
cite —they wite extensive briefs to back that up. One
of the interesting things about — I think about the NAS
study — is that it is going to use at |east tw exanpl es,
genom cs and busi ness nethod patents, which frankly is
about three or four percent of the nunber of patents
i ssued each year, to drive the change in obviousness.
Now whet her that should drive that change at 3 or 4

percent, should drive that change or not, we can argue as
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wel | . But business nethod patents have now, because of
the second level review, only 17 percent of them have
been getting allowed — only 17 percent of business nethod
patents in Cass 705, on average, get allowed. The
bi gger conplaint fromthe fol ks who want those patents
is that they are not getting themout of the office, not
t hat too obvi ous busi ness nethod patents are issuing. So
| think we have to examne that a little nore closely.
Sone issues — | think there are sone areas where we ought
to look. | proposed two rules that affect this area when
| was in the office, one is what is called Rule 105, that
one made it, and that allows the exam ner to nake an

inquiry of priority of the applicant on their own

initiative. It is relatively under utilized, as |
understand at this point. | think it could certainly
stand to be utilized nore. It was w dely opposed by the

Intell ectual Property Comunity, by the patent bar, in
particular. But we held the |line on that one and that
one becane i npl enent ed.

| al so proposed another rule. It would allow
exam ners to apply general know edge that they had. This
is a topic of several speakers, it is a topic of general
di scussion, and | woul d di sagree with Professor Eisenberg
to a degree. | think exam ners are not these stale

| vory Tower folks who are not keeping up with the art at
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all; on the contrary, they are on the cutting edge of the
art all the tinme. It is comng across their desk in a
steady stream and they deal with the state of the art at
this level, of the current state of the art at a very
high level. So I think there are opportunities for them
to apply general knowl edge if they are aware that they
are able to now The CFC really does not let themdo
that, they have gone so far — | respect and adm re Judge
Newman enor nously, but she wote an opinion | ast year and
went so far as to say — or two years ago — that exam ners
coul d not even apply commobn sense to the exam nation of
patent applications, and | think that is really pushing
the line a little far. But, having said that, that rule
that | proposed was shot down. It was so wi dely opposed
that we had to back off of that rule. Wth all due
respect to the panelists, | do not renenber any of them
sending a letter and saying that rule was a good i dea.

The FTC dealt with obviousness in two
particul ar ways, conmercial success and notivation to
conbi ne. Commercial success, | take the point of the
study, | do, Graham says that you can use comrerci al
success as support for non-obvi ousness, and the report
suggests that we may be getting undue bal ance to that, |
think is the phrase. That may be happening in the

courts, it certainly does not happen in the office,
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frankly, because people do not have a | ot of commerci al
success to bring to the PTO at the tinme the application
is pending, and it is very difficult to get that kind of
evi dence introduced, so | do not — while |I take the point
that the FTC nmakes, | do not think it is that big a deal,
frankly, in commercial success, though it is not a bad
issue to take a | ook at.

The notivation to conbine is a tougher one
principally because the CFC has continued to push the
envel ope, | think, on that issue. However, one reason
why they do it is that it is awful easy. It is awful
easy to apply hindsight once you have got references in
front of you. And to have Reference A which has got
Element A, B, C, D, which has three nore el enents, and D
has three nore elenents, and to say, “Well, |ook, anybody
coul d have put those three things together, they are in
front of me right now, | see it.” That kind of hindsight
is easy, and perhaps too easy, and so what | think the
CFC is saying is you need to cone up with even nore
rational e for conbining those. Could we change that?
Could we tweak that a little bit? Sure, we could. But I
am as nost of you know that have heard nme speak, | am
nmore of a calibrator than a whol esal e change guy, and so
| think that is a calibration. Wat the real issue |

think — well, et me talk to the peer review thing rea
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qui ckly. I think that Professor Dreyfuss articulated a
nunber of the problens with it. A peer review panel for
those |l ast 100 patents that we just have issued, or the
one patent that issued in the last mnute | have got here
is a big challenge. | get it if you are going to have
peer review panels for genom cs, or you are going to have
them for very sophisticated technol ogies. Were is the
peer review panel for that largest of classifications in
the PTO — golf equipnent? Were is the peer review panel
for boxes? Were is the peer review panel for what we
used to euphem stically call “vermn control,” or
nmouset raps? They are out there, but getting those folks
together for a peer review process is a pretty daunting
task. We do do parts of those things. The Ofice,
rat her, does parts of those things now. They have for
very advanced technol ogi es bi otech, business nethods, now
nanot ech. They have quarterly custoner partnerships
wher e anybody who wants to can cone in and neet with the
exam ners as a group, they can neet with the senior
| eadership, there are structured | earning that go on
there are semnars that go on. They are very val uabl e.

Al so, when a new technol ogy cones along, to the
extent they can, the Ofice — 1 did it wth business
met hods — tries to draw on those communities to help

teach the Ofice. W brought in, for exanple on business
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met hods, the Securities Industry Association, the Check
Cashi ng Associ ation, the American Banki ng Association, a
nunber of those organizations to train exam ners both on
the art itself and also where to find the art, and |
think that is a pretty reasonable nmechanismto work on
So where does that |ead us? The PTO needs nore noney,
frankly, the exam ners need nore tine, and that is a
function of noney, each hour of additional tine across
t he PTO costs between $15 and $18 nillion, so they need
nore noney. They need greater access to prior art, and
they need better search tools — they have great search
tools, and they need even better search tools. Thanks
very nmuch.

MR, BARTON: Let ne try to concentrate on a
particular exanple. | think | ampretty nmuch known as a
non- obvi ousness hawk, but | amgoing to try to give a
nmore bal anced picture if | can and describe a little bit
of what is at stake and sort of the phil osophi cal
di fferences on where you go with different non-
obvi ousness standards. And | amgoing to concentrate on
one of the principles of the CAFC, the principle of
obvious to try, and I nmust say | was very helped in ny
study of this by Brad Wah (phonetic) who is sitting right
there in the third row, who did a ot of work for ne in

this area while he was a student at Stanford.
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Qobvi ousness to try at one point was a basis for saying
“You can’t get a patent.” In other words, this patent
results froma research effort that you suspect is going
to lead to an answer to a problem you undertake the
research effort, get the answer, and since it was obvious
totry this particular research effort, you should not
get a patent. Judge R ch cane along and stated as
follows, “Slight reflection suggests, we think, that
there is usually an el enent of obviousness to try in any
research endeavor, that it is not undertaken with
conpl ete blindness, but rather with sone senbl ance of a
chance at success, and that patentability determ nations
based on that as the test would not only be contrary to
statute, but result in a marked deterioration of the
entire Patent System as an incentive to invest in those
efforts and attenpts, which go by the nane of research.”
In other words, we want people to do research even though
it is obvious to try the research and, to encourage them
to do the research, we therefore grant a patent. Now,
interpreting the CAFC s obviousness to try cases is a
ni ght mare, and they certainly have ended up sonewhere in
bet ween those two extrenes, and | think sort of a basic
situation of where they are is you can get the patent in
spite of the fact there was obvious to try in their

strategy, depending on how |ikely success | ooked when you
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undert ook what was going to be obvious to try. Gkay, now
let me apply that to a particul ar exanple, the genomc
patents. At one tinme, of course, it was genuinely very
difficult to get the sequence of a gene. Today, we can
get the sequence of a gene froma nmachine. W can get an
insight |ike whether or not a particular nutation is
associated with a particul ar di sease and know what | am
t hi nki ng, now particularly if things are |like the
di agnostic patent such as the breast cancer patents which
have been issued and have been so controversial in many
circles fromthe nedical perspective. You know how to do
that now. You know, you know now how to run all the
things on a chip and run a lot of tests of a |ot of
people and find out with pretty high confidence, you
know, if you put enough nmoney into it, you can design a
project to determ ne what genetic sources are associ ated
with a particular disease. Simlarly, and what | put
together wth the genom c Patent System and that is just
nmy perspective, it is now pretty obvious — again,
sonetinmes very difficult — but pretty obvious how to get
the precise structure of a biological crystal, a
bi ol ogi cal protein. And yet | can now get a patent on
the protein coordinates, | can now get a patent on the
use of the know edge that gene sequence is associ ated

with disease Y; | can now get a patent on a gene itself,
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| mean, subject to — | nean, obviously you do not
infringe the patent, but the separated gene, design of
phar maceuti cal s based on the gene, and so forth.

Alright, so then in sonme sense obviousness to try
precisely affects the patentability of these categories
of information. And | do want to put it as information
because we are really patenting information in these
contexts, and there is an obvious question whether or not
this should be patentable subject matter — that is

anot her set of issues which is related to genomc
patents, but certainly now that we know how to get these
sequences by an automatic nechanical process — | am
overstating a little bit, of course —are they not
obvious to try? Alright, and the CAFC has, in effect,
told us no. It is obvious to try a particular research
direction, but knowi ng how to do the research direction
does not tell you the shape of the protein, does not tel
you the sequence of the gene, therefore it is not obvious
what the result of that research project is going to be.
Alright, so that this is a case in which the obvi ousness
to try principal is one which the CAFC tells us to use,
and you can see Judge Rich is looking for it, it is one
of the reasons why we issue patents which, in sone
peopl e’ s m nds, raise sone questions.

Now, | prom sed to give you a bal anced
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perspective and, in fact, currently, because | read so
much about this set of patents, and |I have witten much
about it, | also want to understand the industry, so | am
trying to investigate the diagnostic genom c industry,
understand better how it works, and understand better the
role of patents in that industry. And it is becom ng
abundantly clear to nme that a | arge anmount of noney is
being invested as a result of the fact — alnost certainly
as aresult of the fact — that patents are available. In
ot her words, the Patent Systemis in this context serving
its role of providing an incentive to investment. Just
as Judge Rich suggested, the Patent Systemis serving its
role as an incentive to carry out research — even if you
know the research is going to autonmatically succeed — so
that we are then faced, and this is sort of the dilemma I
want to put you with, if we accept Judge Rich's
perspective with the obviousness to try arrangenent, then
we are going in the genom c context to say, “W grant
t hese patents because there is a genuine incentive factor
there, and it is genuinely working.” And we face the
cost, the cost being it is very hard for Affynetrix to
put together a chip which scans for all the different
genom ¢ nutations which a baby m ght have because they
have to go back and get a license froma zillion

di fferent conpanies in order to produce that chip.
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Simlarly, it is very hard for a pharnmaceutical conpany
to work with drugs against a protein crystal X, with in-
cyclical kind of analysis of the technol ogi es, because
sonebody has a patent on the use of those coordi nates and
theoretically the conpany could sinply go out and neasure
them so that we are indeed creating sonme incentives and
we are also creating a set of conplications. [If |
broaden that to industry, in general, what Judge Rich is
saying is, “W want a system which rewards routine
research and encourages routine research because it is
good,” and he is absolutely right. But the counter
argunent is, “Don’t | want to preserve the nonopoly, the
Patent System for those cases in which the research
level is alittle bit above sort of the normal |evel of
research in the industry?” |If | amgoing to reward sort
of the normal process of industrial innovation, if | am
going to reward that with patents, you know, sort of
Model A to Model B, if | amgoing to do that, then | am
going to increase the nunber of patents and | amgoing to
create significant problens of having to negotiate cross-
licenses and all that kind of stuff. So |I want to
suggest what the tensions are here. You know, ny
ultimate bias is pretty clear and ny proposed, you know,
to put ny standard — but | want to make sure that you see

both sides of it before | do that. You know, ny bias
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woul d be the CAFC is currently saying the standard is
whet her the invention would certainly have been nade by a
person of mnimal skill in the art who was unable to
integrate the different concepts present in the art, and
| would like to turn that into “to grant a patent only if
the invention is nore substantial than that regularly
made by a person of average skill in the art, being
funded and supported in a way that is typical in the
relevant industry.” And at |east ny proposal as to how
to do that is alittle bit different from Rochelle’s and
Becky’s, but it is — you know, but | think that is one of
t he di mensi ons we need to be tal king about because, there
IS no question, it is a hard standard to apply, it is a
judgnent standard in any call, and | think that has a
strong tension, given the actual pressures present on the
exam ners of driving it down, particularly given what the
CAFC is saying. But at |east nmy proposal would be to try
to include what the patent application — or naybe in sone
ot her context — some kind of indication of sort of the
way routine innovation is going in this industry. How
much do you change the technol ogy fromthe pentium
conputer, fromthe pentiumchip to the itanium chip?

That is sort of the standard baseline. Does this go
above that baseline or below? Now that is a judgnent

call, too. But | amwondering if there is a way to get
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that kind of evidence into the process.

MR. MYERS: Ron?

MR, LAURI E: Thanks, Mark. | just wanted to say
what a pleasure it is to be on this panel and part of
this program | just wanted to give you a little bit of
di scl osure on ny particul ar perspective, which | think is
di fferent than anyone el se up here, and that is that — |
take great pleasure in telling people that | used to be a
| awyer — | am now operating at the intersection of
patents and capital formation in a firmthat calls itself
an I P Investnment Bank, and | can tell you absolutely that
patent quality is essential to ensure that financial
mar ket s nmake correct investnent decisions in connection
with technology. | see this every day. Any uncertainty
about the value of a patent creates m sallocation of
resources in the financial comunity. | would like to
make just introductory remarks on the “but for” test that
is set forth in the report. | think the “but for” test
is a useful contextual construct in many cases, and
certainly reflects one of the key policies underlying the
patent |aws, and that is, of course, the policy of
incentive by reward. If the incentive is not necessary
to produce the invention and its conmercialization, then
there is no point in offering the reward. | think,

however, there are two other policy bases for the patent
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aws that the “but for” test does not address. One is
the public disclosure or dissem nation of technol ogy
policy. The “but for” test ignores the possibility that,
even though an invention would have been nmade and
comercialized, that in sonme cases it would have been
kept secret. And this, of course, affects a very
del i cate bal ance between the patent |aws and the trade
secret laws. Certainly many, in fact probably nost,
inventions will be disclosed upon commerci alization, but
there is a lot that wll not, particularly in the
software area where past practice was to distribute under
confidentiality. The other policy that | do not think
“but for” adequately addresses is what | call the “forced
i nprovenent policy.” That is the notivation to design
around existing patents and thereby advance the
technol ogy in ways that would not have happened but for
that forced requirenent to avoid doing what is clainmed in
the patent. Wth regard to the issues of notivation and
comerci al success, | absolutely agree wwth Todd that the
PTO has got it right, there is no |lowering of the bar at
the PTOin terns of obviousness. The cases that | see
bei ng exam ned, especially in software and busi ness
met hod areas, are — if anything, the PTOis taking a very
tough position. And I would refer you not only to the

MPP which applies to all subject matter areas, but
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particularly to the recently published exam nation
gui del i nes on obvi ousness in connection wth business
met hod patents. There are, | think, 20 sone exanples —
fairly detailed exanples, of how tacit know edge and
nature of the problemto be solved, and nere conversion —
mere automation of a manual process, and many many ot her
things that are not explicitly taught in any of the
references that are conbi ned, how those are folded into
t he obvi ousness decision by the Patent O fice. To the
extent that the Federal Crcuit does evidence a trend
toward |l owering the bar, | have read the cases, | think
many of them can be expl ained on other grounds. | think
there is an increasing enphasis on requiring the Patent
Ofice to build a proper adm nistrative record for
judicial review, and therefore there is a great antipathy
toward what the Federal Circuit calls “conclusory
statenents of the skill of the art.” | think all that
means is that the exam ners and the Board of Appeals
menbers have to docunent the basis for their tacit
know edge, and not just cite it as sonething they know.
| think that is an easy hurdle to get over; for exanple,
inthe Internet area, the tacit know edge that one can
perform many busi ness net hods that were previously done
manual ly or in a face-to-face nmanner on the |nternet,

that is the kind of tacit know edge that will not

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

58
ordinarily appear in the references because it is so
totally obvious — forget that word. But it is not a
probl em because it is certainly easy to show with any
t ext book or newspaper article that inplenenting physical
processes on the Internet is well within the tacit
know edge and skill of the art. | also think that the
trend — and | will defer to ny academ c col |l eagues on the
extent to which there is atrend — but a lot of the trend
can be explained on the basis of the general concept of
what | would call the Federal Circuit’s diversity of
opinions. | think, on many issues, you can find opinions
all over the place, and | think the nore recent case | aw,

t he Rui z/ Chance case puts us back on the right road, at

| east in connection with consideration of the effect of
nature of the problem on whether the solution is obvious.
Finally, on commercial success, just a quick
note, it seens to nme comrercial success conmes up in two
different ways and they ought to be treated differently.
The first case is where conmmercial success is coupled
with long felt need. There is kind of a conmbn sense
reaction that, if there is a long felt need for a
solution, and it is recognized that that solution wll be
commercially successful — now, keep in mnd, that is
commerci al success neasured prior to the invention — so

if there is along felt need and a recognition that
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satisfying the need wll be comercially successful, |
think it is conmon sense to say that the solution is not
obvi ous because neki ng noney is sonething that everybody
wants to do, and if the need is recognized, and the fact
that the solution will be commercially rewarding is
recogni zed, and the invention is not forthcomng, that is
very strong evidence that it is not obvious. On the
ot her hand, where it is not coupled with long felt need,
but where commercial success is just a consequence of the
invention, then | absolutely agree with the report that
commer ci al success could be due to many other things than
the invention, and it is entirely proper for the burden
to shift to the patent owner to denonstrate clearly that
the comercial success is tied to the patented invention
— that is in court. Now, | have a little trouble
applying that to the Patent O fice and havi ng exam ners
anal yze subm ssions of commercial success. | nean, the
i ntroduction of business nethod patents caused quite a
di sruption and a | ot of people were saying that now we
have to get exam ners with a background in conputer
sci ence that had an MBA from Warton in order to
understand the significance of the business nethod; ditto
in spades if the exam ners have to start anal yzing and
rebutti ng econom c evidence of commercial success. Thank

you.

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

60

MR. LEMLEY: Let nme ask a couple of questions
directed to the specific proposals that are before us
today and then we will open it up to the floor for
questions. The first has to do with the issue of
conbi ning references, right? And there has been sone
di scussion of what Ron, | think, quite properly points
out as the neandering Federal Crcuit case |aw on the
guestion of whether you nust have an actual suggestion in
a reference in order to conbine it wth another
reference, or whether you can find notivation in sone
ot her source. And | guess the question for the panel -
Ron talked a little bit about this already — what is
right? 1Is the FTC right here? | nean, are we to be
finding notivations to conbi ne references outside the
docunentary corners of the reference thenselves? And, if
so, where is it we are going to find it and how? Ri ght?
Is it testinony? 1Is it sone base of exam ner know edge?

MS. ElI SENBERG Thi s whol e approach seens to
me to be fiction upon fiction. You know, we start with
the fiction that the person having ordinary skill in the
art has access to every single reference, you know, sort
of the Wnslow Tableau fiction. And then we presune that
t he person does not know how to conbi ne references unl ess
there i s sone suggestion or notivation to do that.

Anot her point of inconsistency in the Federal Circuit’s
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decisions is, is the issue whether we are notivated to
conbi ne references, which is this highly artificial
question, as if, you know, sonebody trying to solve a
techni cal problemgoes to the library and tries to
identify references that will help them O is the
notivation to conbine elenents? It seens the conbining
of elenents seens |like a much nore |ogical way to proceed
if the focus is on what can we expect of ordinary
artisans in the fullness of tinme, with or wthout patent
protection. On the other hand, if your focus is nore on
the prior art references thenselves, then you start
t hi nki ng about whether there is a reference to conbi ne.
Ron had an interesting point, | think, about the val ue of
di sclosure and it may be that when the prior art
references thensel ves are weak, or when the witten
record of the state-of-the-art is weak, then there is a
stronger interest in using patents to bring about greater
di scl osure, even though maybe it is not bringing about
any greater innovation. So it mght |ook different from
t hat perspecti ve.

MR. LAURI E: Just a quick coment. | absolutely
agree with Becky because the inquiry is the state of the
prior art. And to limt the prior art to what Section
102 refers to as printer publications is absolutely

unjustified. Section 102a al so includes “known or used
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by others,” “others” nmeaning the public. Well, that is
in many cases the glue that holds the references
together, and to ignore that is to ignore the nost
val uabl e net hod for conbining references.

M5. DREYFUSS: Yeah, | nean, | think nmy point is
very simlar to that one. W over-treat inventions as if
they are true nonopolies, and Judge Rich has often said
they are not true nonopolies for purposes of thinking
about what the patentee can or cannot do with this
monopoly, but they are also not true nonopolies in the
sense that there are not other inventions out there that
are like that or simlar. And | think if you look within
a field, you see the way that people wthin the field
t hi nk, and by taking an invention within sort of the
entire scope of inventions that are simlar and thinking
about why is it that people in the field |ook at — how do
t hey think about the direction in which they are doing
research, you can start seeing trends in the way that
people in chem stry think, or trends in the way that
peopl e in nechanics think. And | think all of that
hel ps. It does not have to be witten down. You can see
the trends in the way that people think.

MR LEM_EY: Let me followup on this if |
may. So if we want to |l ook at the sort of general way in

whi ch people think in the field, right, how they m ght

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

63

t hi nk about conbining elenments, right? And if we want to
| ook, as Ron points out, not just at the printed
publications but what is going on in the business, right,
the Section 102a art the public uses, and all of that
stuff, and then we also talked a little bit about
secondary consi derations, right, another elenment of the
FTC report, we want to | ook at econom c evidence,
commerci al indicators or success, what were peopl e doing,
how does the industry react to the invention, right? Al
of these are relevant questions for obviousness. They
al so seem questions that the PTOis going to be
essentially unable to deal with, right? | nean, not only
gi ven the resource constraints, but also given the way in
whi ch we structure the inquiry, right? The PTO does not
have the ability to go out and talk to everybody in the
i ndustry, right, to go out and coll ect evidence of public
use, to go out and coll ect evidence — econom c evi dence —
of commercial success. Are we necessarily by focusing
t he obvi ousness inquiry on this broader question, are we
necessarily relegating it to the courts and saying the
PTOis just not going to be able to do sone of the things
we want to do in the obviousness inquiry?

MS5. DREYFUSS: | think the exam ner is doing a
ot of that stuff. | mean, that is just Todd s point.

The exam ners are sitting there and they are seeing
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everything that is in their piece of the wrld, and so
they are seeing each and every inventor as he cones al ong
— or applicant — telling the PTOwhat it is that they are
doing. | think the exam ners actually do get a very good
sense of what it is that is in the art. And | think
Becky’ s point that we should be deferring nore to the
exam ners, that, to nme, has a |l ot of resonance because
that, in fact, that part they do see. They are seeing
the way that people think about pushing the frontier
slightly forward, making increnental changes. And, you
know, not to push the NAS Commttee Report, but | think
t he opposition procedure is also a piece of that because
it brings people fromthe outside in in the cases in
whi ch the exam ner has not seen stuff that is in public
know edge, but not in print.

MR. DI CKI NSON: Mark, | have a one word answer
to your question — Google. You were listening to the NPR
series on search engines this week. But |let ne el aborate
alittle nore on that, and not to put too fine a point on
it, because it obviously can still be inproved, but the
PTO has access to sone of the world' s nost extraordinary
dat abases, and has very facile tools for accessing those
dat abases. They al so have print libraries with research
i brarians whose whole job is to try to help themdi g out

that piece of priority. Do they not always get it?
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Absol utely. Are there opportunities for inprovenent?
Always. But to prem se the whole argunent on the fact
that the PTO s examners are just sort of sitting around,
poki ng around, and doing a Google search is just not the
way it works. W also have another opportunity that gets
overl ooked, it is another rule we put in place called
Rul e 99 because we have publication now at 18 nonths and
| think what nost people woul d support what the FTC
Report does making publication universal, you have got a
political challenge there with small inventors, but other
than that, if you believe that there is prior art that
the O fice is not considering, you have an opportunity
under Rule 99 to send it in. It is vastly under-
utilized, still. That may be partly structural, but |
think part of nmy job and others’ job is to nake people
aware that that is out there.

MR. MYERS: John.

MR, BARTON: | just want to add that | view
t hose secondary considerations as mainly applying not for
the Patent O fice, but when you review the patent |ater
in sonme kind of litigation. In sonme sense, to the extent
| consider secondary considerations as success in the
market, it means | do not know whether the invention was
non-obvi ous until ten years after the patent was issued,

and | amin |litigation about it.
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MR LEML_EY: Let me push a little bit on this,
right, and then we wll open it up to questions fromthe
floor. |If the PTO has got all these great databases,
right, and they have got this tacit know edge that cones
fromlooking at all the patented inventions, and the
argunment here seens — the consensus here seens to be that
we owe greater deference to the examners — why is it
that all the enpirical evidence seens to suggest they are
not doi ng such a hot job of finding the right references?
Wiy is it that the European and Japanese Patent O fices
regularly find prior art references that the U S. Patent
Ofice msses? But why is it that the courts, when you
go into litigation, you always end up litigating prior
art references that the Patent Ofice did not find? It
seens to ne there is a felt sense, right, that the PTOis
not, in fact, finding all the nost relevant prior art.

MR. DI CKI NSON: VWll, that is not a bad point
with regard to litigation. Do not forget, very few
patents actually get litigated, and when they get
litigated, enornous resources are brought to bear. | am
not a litigator, but ny firm for exanple, is primarily
the litigators inside the group, and they just wheel out
the big big guns. Now, whether that is good thing or bad
thing, well, we can debate that, and there are a | ot of

aspects to that. But when you start to apply $10, $15,
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$20 million to try to turn up that one piece of
invalidating prior art, yeah, that is a little different
t han the $5,000 search you did or the 18 hours of
searching that is available to the Ofice. But that is
the flex in the system Can we change that a little bit?
Yeah, we could change it a little bit, but I think to de-
cry the whol e system because the exam ner does not have
$20 mllion worth of capability to find that one piece of
prior art hidden in a library in Russia sonmewhere, | do
not know.

MR. MYERS: Joe. Please identify yourselves
when you speak.

PROFESSOR FARRELL: Joe Farrell fromU. C
Berkeley. Just to followup a little bit on that change,
| thought Mark’s question was not any blane to the
exam ner for not finding it, but should we take the view
that the examners do in absolute terns an excellent job?

MS. DREYFUSS: But, you know, well, there are
really different questions packed into this, right? One
is the question of finding the prior art, but the
gquestion we were tal king about before is that question of
conbining it, so you mght want to take the view that
exam ners are really good at thinking about that because
of the fact that they have seen it a lot, see it

continuously, see trends within what is going on, and are
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able to abstract fromthose trends. That is a different
guestion from whet her each piece of prior art that is out
there can be seen. So I think you have to —

MR. DI CKI NSON: We have tal ked about the issue
of tacit know edge, too, and | said it in those — that |
think we need to give the exanminers nore | eeway to apply
tacit know edge and what they know to be out there. And
we can do that, | think, through rul e-making, or we can
do it —

MS. DREYFUSS: VWhat they know to be known.

MR. DI CKI NSON: | think we have nuch nore play
in that regard than we shoul d have because, again, the
exam ners — | cane into the Ofice as a know edgeabl e
guy, but not really knowing it as thoroughly as being in
it — 1 was amazed at the |evel of comm tnment and
knowl edge that the average exam ner tends to have. Are
there exceptions? Sure, but it is really a very high
| evel of comm tnment and know edge. It was sort of
surprising to ne. There are over 400 PhD scientists at
the Patent and Trademark O fices. It is nore than at
NI ST (phonetic), it is roughly how many are in N H, |
mean, that is a lot of brain power. And that is, you
know, not a | ot of engineers get — those are nostly in
genom cs and in biotech areas, for exanple.

M5. DREYFUSS: And there is also a difference,
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| nmean, a third issue is the application of law to the
facts that they know, and that is another question where,
whet her or not you give as nuch deference to the
exam ners — | just do not know the answer to that
guestion about how nmuch exami ners — the general exam ner
knows about | aw and knows about the application of lawto
facts. But each of those are different issues --

MR. DI CKI NSON: | was very pleased to put
back in full scholarships to | aw school for any exam ner
who wanted to go, it has been cut out in the | atest
coupl e of budgets, | amdisappointed in that. | think we
need to get nore legal training. Only four of the 26
G oup Directors are lawers now in the PTO | believe
that is scandalous. | think we need to have nuch nore

| egal training, as well.

MR. MYERS: | dentify yoursel f, please.
MS. [ From Audi ence - of f m ke]
MR LEM_EY: For benefit of the people in the

back who are having trouble hearing this, the question is
why is it that the EPOregularly finds references that
t he USPTO —-

MR. DI CKI NSON: How nmuch does Chevron and
Texaco — and | used to work at Chevron and Texaco — how
much do they pay at the EPO to get a search and

exam nation as opposed to the United States? They pay
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roughly three tines as nmuch. That is not to say --
believe nme, | agree with the general concept, there are
many tinmes when it is perceived that the EPO, you can get
a higher quality search, in certain technical areas, in
particular. There is now, | think, given sonme chall enges
they are facing in ternms of resourcing and staffing and
ot her things, they have had a freeze on hiring for a | ong
time, for exanple, | think that that may be a little nore
differentiateable than it may be currently, but | think
traditionally the belief was you would get a better
search, principally because they have nore noney — which
| eads to nore tine.

MR. MYERS: Yes, sir.

MR [ Audi ence — of f m ke]

MR, BARTON: Qoviously, we are skating into
the territory of the panel which will discuss the
presunption of validity. The question is to what extent
must the court accept that presunption, to what extent
shoul d we accept the presunption that the exam ner did
not meke any m stake, and then the related question, to
what extent should we be installing procedures that are
sonewhere in between the two, that are designed to test
the validity of patents, or designed to provide, you
know, as in the European O fice procedure, sone

opportunity for the public to bring additional prior art
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and, additionally, counter-argunments against the patent
because, after all, the patent is necessarily granted,
even in Europe, in an ex parte, you know, proceeding that
has to be a fairly low cost, or it would just be insane.

MR LAURI E: The fact that the litigation is
so many orders of magnitude nore expensive than the
prosecution, to ne, is the best reason why the
prosecution ought to be as absolutely good as it possibly
can be in order to avoid trenendous m sall ocati on of
resour ces.

MR. LEM.EY: Alright, please join ne in
t hanki ng the panel. [ Appl ause]

PROFESSOR MERGES: We are going to start out
wi th Professor Bronwyn Hall from our own Econom cs
Departnent here at U C. Berkeley, and she is going to be
joined with her co-author on sone very interesting
research, Dietmar Harhoff fromthe University of Minich.
So in all the discussion of European oppositions that is
t hrown back and forth in the U S. re-exam nation reform
ki nd of novenent, Dietmar has really got the goods, he
has got the real data on European oppositions and what
they are all about. And following them we are going to
have Bob Bl ackburn from Chiron Corporation, who is a
veteran of many of the biotechnol ogy wars and he has

personal experience with the European oppositions and
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| ots of detailed experience with the U S. Patent System
as well, he is the Chief IP Counsel at Chiron, and we are
really pleased to have himhere. After that wll be Joe
Farrell, also fromour Econom cs Departnent, who is
presenting a paper that he and | are working on. | may
have a few words to say on that in the Question and
Answer period, but Joe is nostly going to handle it. Joe
is also fromthe Conpetition Policy Center and they are a
co-sponsor of today’'s conference. After that wll be
Doug Norman fromEli Lilly, who al so has extensive
personal experience with the U S. Patent System
obvi ously fromthe pharmaceutical and nedical services
and processes industry. And batting clean-up is Steve
Kunin fromthe U S. Patent and Trademark O fice.

And so, in all the discussion of sort of what
the Patent Ofice is doing, and how exam ners are really
sort of performng, Steve has got the day to day
experience on that. So this is really a terrific panel
and I amnow going to do, | think, what is best advised
which is get out of the way and et themgo. So we start
with Dietmar. Thank you. We will start with Bronwyn and
then D et mar.

MS. HALL: Ckay, well, the bad news is that |
do not have nuch of a voice and the good news is | do not

have nmuch of a voice — given the nunber of panelists! So
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| will try to be brief which is going to be a struggl e,
and serve as a warmup act for ny coll eague, D etnar
Har hof f, who has the slides.

There were two things, having |istened to the
previ ous panel, one of which cane up in the previous
panel, that | wanted to enphasize just out of ny
experience wth | ooking at patents. And the nunber one
point to always keep in the back of your head is that
patents are extrenely heterogenous in their value, and
that neans that figures |like three percent of patents are
not very neaningful, really. It is usually, you know, it
could be that three percent is a conpletely uninteresting
set of patents, or it could be that three percent is al
of the value in the Patent System and you just have to
keep that in the back of your head. And | particularly
mentioned this with respect to the concern for genone and
sof tware and busi ness nethod patents. It is possible at
| east in the genone case that the reason we are focused
on it is because those are valuable patents, even if they
are a small nunber, okay? So you just have to keep that
in your head when you are thinking about it. And the
second thing, | won't say nuch about the second point, |
want to say — repeat again, which econom sts are always
repeating -- is that nore patents are not necessarily

better for innovation, you know, for a |ong nunber of
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reasons that | do not have tine to list right now. Now,
the previous panel did a really good job discussing the
details of what | will call “patent quality” even though
| know that is an over-used and m sunderstood term but,
you know, inventive step, obviousness, the whole set of
criteria like that, I wanted to do only one thing which
is report on a couple of nunbers which provide evidence
on this question — statistical evidence, okay, on this
guestion with respect to the USPTO, keeping in mnd that
it is not the USPTO s fault that this is the case. |
mean, the USPTO has been flooded with patent applications
over the last 15 years. Wen you | ook at the aggregate
nunbers, you can easily identify a structural break that
t ook place using the usual tinme series technique that
took place in 1983-84 where there was just an enornous
shift in the growh rate fromzero percent a year to five
percent a year in applications. And the budgets have not
grown at the sanme pace, but neverthel ess, here are the
two facts — the first one is that if you ook at U S
originated patents and non-U.S. originated patents, and
how they fare at the European Patent O fice, what you
find is that the grant rate at the European Patent
Ofice, though it is the sane — |level playing field here
— the difference in the grant rates for U S. originated

patents and non-U.S. originated patents has risen in the
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past 20 years from zero percent difference to 16 percent.
So U.S. applications are being turned down nore often.
Now, this does not say anything about the USPTO, this
says sonet hi ng about what the expectations of U S.
applicants are, and so that by itself suggests a decline
in the standard of U.S. applications, but one cannot help
but think that that is not because they are responding to
sonething that is going on in the U S The second fact,
and this is directly related to what is going on at the
USPTO and it was discussed in the previous panel, but |
just wanted to give you the fact, which is now, suppose
you | ook at U. S. priority patents, equivalents at the
EPO, okay? So we are conparing what the USPTO does with
applications for an invention for which there is an
equi val ent at the EPO, so these are nore valuable in
princi pal patents because there are equivalents at the
EPO. How do they fare at the EPO vs. the USPTO? And the
answer is the difference in the grant rates — and this is
Dom ni ck Gal eck’s (phonetic) work, nostly — differences
in the grant rates has grown from about 12 percent 20
years ago to 30 percent today. Okay? So | would argue
that there has been sonme change in the standards being
applied either at the EPO — they have raised the
standards — or at the USPTO — they have | owered the

standards. Could be either one, really, but that is just
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the overall fact. Alright, | can tell that | amgoing to
| ose ny voice pretty fast and also that | amgoing to run
out of tinme, so what | want to do at this point, | wanted
to tal k about the benefits and costs of post-grant patent
review, sonething that we have suggested in the step
report, sonething that was di scussed in the FTC report,
sonething I saw, in fact, in at |east one of the position
statenents that were in the packet that we received.
want to reinforce this idea that | think there is sone
value in having a post-grant review within the Patent
Ofice, particularly for new technol ogi es, okay? Because
of the feedback effects you get from having a review,
having prior art being brought in by outsiders, and this
does in fact — this is goingto — it is not that the
Patent O fice does not catch up on its searches, it is
that it takes a while and it nay speed it up a bit, you
know, they may get the information nore quickly. W are
down, stop, okay. | amdoing to stop. D etmar is on.

MR, HARHCFF: Well, thanks a lot. Thanks for
inviting me to this panel. | feel I amhonored and it is
a great opportunity to say sonething about the European
experience on post-grant review, which is called
Qpposition. And let ne just hop directly into a sunmary
of enpirical facts so that we know how such an

institution could | ook. This does not nean that | am
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advi si ng anybody to assune exactly the design perineters
that are here, let us talk about design perineters |later.
This is an inter-partes procedure, you can file an
opposition wthin nine nonths after the patent grant. |
will say alittle bit about the costs. Typically what
you find is that it is opponents, rivals, conpetitors
that are opposing the patent-grant. Sonetines you al so
find that NGO s |i ke the Animal Protection Society of
Vi enna or GreenPeace or others are doing that, and I wl|
argue that that is probably good that we have such an
open process. How about the frequency? |If you | ook at
EPO Patent — | hope everybody can see that, but | wll
repeat it just by reading it off — the opposition rate,
7.9 percent of all patents are being opposed at the
Eur opean Patent Ofice historically. It has gone down
sonmewhat. And there is a second instance and an appeal
agai nst the outcone of opposition which is realized by
31.7 percent of all the opposition cases, SO you can see
that the patent holders, but as well the opponents are
really going after — this is a battle for IP, very
clearly, with a high frequency. Germany, by the way, has
a simlar opposition systemand there the opposition rate
is even higher, okay? And I will |ater argue that that
has to do with the fact that in Germany you only have

three nonths to file, and therefore you do not have tinme
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to settle with the possible counterpart you have. Wat
is the duration? Each instance about two years, okay?

So it is quite long, adding to the already rel atively

| ong grant period, exam nation period that the European
Patent O fice has which is on average 4.2 years for

deci sion making. What are the outconmes? Now this is the
really relevant part. About one-third of the patents are
revoked. They di sappear. Okay? And given the structure
of the systemin Europe, there is no judicial appeal

agai nst that once the appeal chanber has said the patent
is not there. One other third is amended, and that neans
narrowed — the clainms are narrowed. And then, in 27
percent of the cases, the opposition is rejected. The
opposition is closed in about seven percent of the cases
whi ch neans that either the patent owner dropped the
patent, they did not pay the renewal fees, or the
opponent dropped the procedure and was never heard of
again. \Wat are the costs? Per party, per instance,

bet ween and $15 and $25, 000 Euros, so if you go through
both instances, it would be between $30 and 50, 000 Eur os.
There is a very low potential for driving up your
conpetitors’ costs, and | think that is very inportant
for not making this a harassnent institution that can be
abused strategically, although sone strategic abuse may

be going on. \Wich cases get to opposition? Now, again,
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this is very inportant because we have been tal ki ng about
what we would like to see in this nmechanism and what you
see is that in new technical fields, for exanple,
bi ot echnol ogy, nano — many patents are nano these days,
in fields with uncertainty, wth asymetric information
bet ween t he patent owner and the opponent, you see a | ot
of opposition. Wwen it is high inpact patents, like in
cosnetics, for exanple, although it is not an R&D
i ntensive industry, you have high opposition rate, and
typically we can show in enpirical studies that it is the
val uabl e patents, that typically opposition draws from
t he upper quarter of the value distribution. So let ne
sinply summari ze that and say that this is a mechani sm
which has in ternms of econom cs both the quality of
screening and of information revel ation, because what is
produced in the procedure here is know edge about prior
art, know edge about the interpretation of prior art.
Many cases do not reveal new prior art, but they deal
with the interpretation of prior art, which may be
contenti ous between the parties and, of course, this
mechani smidentifies high value patents. And now, ny
interpretation as an econom st is very sinple that, in a
second round, once you have identified these patents, you
can give them nuch nore attention than you can in the

st andard exam nation process where maybe you have cl ose

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

80
to 40 hours in the European system but errors happen
nonet hel ess because not all the information is on the
table, even if you have greater resources available than
at the USPTO. So there wll be errors, even if there are
nmore resources, and you need sone kind of mechani sm of
doing that. | have sone slides here which I will skip
t hrough very quickly just to tell you what this would
| ook like and how it peters out, and then in subsequent
national litigation in Germany. The European Patent
Ofice examnes and it grants a patent, and then these
patents becone national patents because sonething like a
Eur opean patent is not really in existence, okay? And
subsequent litigation is within the national systens of
the judiciary and so forth. So in Germany, what you find
is when you |l ook at EP granted patents com ng to Gernmany,
there is a subsequent invalidity challenge that you can
rai se against the patent at any tine — this is not tinme
l[imted — and any party can do this, so this is a
mechani smthat the United States does not have. It is a
quarter of a percent. Now, | can use these data to show
you that the real welfare kick out of the system cones
fromstriking dowmn those 2.7, those 7,300 cases which do
not proceed in the system Their career has ended and
they will not cause litigation either. Okay? There is

al so an effect fromhardening legally the patents 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

81
wer e under opposition because they withstand validity
chal | enges much better than other patents attacked in
this procedure. Let nme say sonething about the overal
l[itigation rate in Germany. Again, if | did this for
Europe as a whole, | would have to go into basenents
because we do not have el ectronic archives of litigation
files up to now, unfortunately. The litigation rate in
Europe, in Germany, that is nmy calculation, is 0.9
percent. Litigation is less costly in Germany, it is
faster in many cases in Germany. Another nmenber of this
panel has conme out very much in favor of this nmechani sm
so all of this is speaking against and sort of an
inflationary nunber here, conpare this to the 1.9 percent
inthe United States where litigation is nore expensive,
takes longer, and so forth, | think that this is partly
an i npact of the opposition systemas a pre-screening
mechani smthat take out a nunber of these cases. Sone
issues — and | will just pick a few - | have picked out a
few key design perineters. At the European Patent
O fice, the case is heard by a special board. There is
an i ssue whether you want the original examner in there
or not. | hear fromthe EPO that the revocation rate is
hi gher when the original examner is not part of that
board, and that m ght just be human nature. Which tinme

period should you allow for filing the case? I would
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argue make it short. The USPTO strategic plan set 12
mont hs. These are 12 nonths during which there can be
settl enment between two parties where society at |arge
woul d not |like to see settlenment because you do not want
to have collusion at this level. The last point | want
to make, | do not think that discovery is very hel pfu
here. You want to nake this a | ost cost nmechani sm keep
it sinple, so that you have the screening function and
not sort of an imtation of litigation. Thank you.

MR. BLACKBURN: Good norning everybody. Did the
clock start? Wat have | got here? Now, is this pathetic?
Guess how nmany tines | have been deposed? Let’'s nobve on.

So, actually, lately when | amgiving talks, if
it is a mxed group, | say how many people are | awers, how
many people are scientists, now | say, “How many people are
pl anni ng to depose ne next week?” Anyway, hi George.
Anyway, so, why replace validity litigation? Well, for you
litigators out there, | hate to tell you, it is not about
you. | know you are saying, “Wat about ne and ny needs,”
but it is about industry. Aimit at the prosecutors and
the academcs, it is not about you either, it is about
i ndustry being able to make, as Ron Laurie put it, nake
rational capital allocations. So what does industry want
first? Mre than anything out of the Patent System they

want predictability, because if it is predictable, the
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outcone, they can negotiate, a deal can be struck. In
t hose cases where it is not predictable, what they want is
fast, cheap dispute resolution because that gets you back
to predictability. So why do you want predictability? So
you can formulate a rational strategic business plan for
what you are trying to do and all ocate your capital
correctly, whether you |license, you go into another area,
you do add-on research, whatever. You need a predictable
system But, you know, hey, wait a mnute. 1Isn't the
Anmerican litigation systemthe best? You are either for it
or against it.

So, well, building on Dietmar’s talk, | have sort
of pulled out a not actually hypothetical exanple, although
| was trying to renmenber what the nunbers were in the
m ddl e of the night, so I amnot holding these up as
preci se, but they are pretty cl ose.

So, sane patent, sane issues, litigated three
different places, here is what it cost and the tine:
Germany -- $400,000, 18 nonths; the UK -- $2 MIlion, 18
nmonths, there is discovery in the UK, alright? The U S -
$6-8 mllion, 30 nonths, and just got to the Marknan
hearing. GOkay. Conpare the outcones. They were
identical. The substantive outconme fromthe business’
perspective of all this litigation was the sane. So how

much justice can you afford? The dollars you spend on this
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di spute resolution systemdo not go into R&D, do not
benefit society in another way. | know, what about nme and
my needs? But if you — you can maybe sell this |evel of
litigation and cost if we were in a different market |ike
perfume or scotch, high price tends to work there, but for
the same price, for a lower price to get the sane results,
it should not be selling. Okay, so let’s see, can we nove
to an opposition systen? Can the PTO actually deal with
the validity issues? W have heard some concerns about
their ability to deal with things. Usually that comes up
with the things |ike best node, or inequitable conduct, how
woul d you deal with those? Well, if you have a system
where you have different defenses available in an
opposition systemthan you do — or you have nore additi onal
defenses available in District Court litigation than you do
in an opposition system sonebody in each dispute is going
to want to try to get to District Court. But now | et us
| ook at other countries |Iike Japan and the EPO countries
where they do not have these type of defenses. Sky is not
falling, their opposition systens tend to work pretty well,
and are a substitute for things |like the duty of
di sclosure, etc. It works pretty well. So the sinple
solution is get rid of these areas of substantive
requirenents for patentability in the U S 1|ike nost other

i ndustrialized countries who do not seemto require it. So
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do we elimnate litigation altogether? Well, | do not
t hi nk anybody is seriously suggesting you elimnate
litigation for the liability aspects of an infringenent.
But perhaps you could elimnate it altogether for validity
and adopt sonething akin to the German nodel. O you could
make it an option out of |itigation where, say, the
District Court litigation has stayed and pendi ng
resolution, the District Court will accept the resolution
on validity, and that could include a PTO opposition and a
direct appeal to the Federal Crcuit, but not — you gain
nothing if you then have a de novo review of that process
inthe District Court. So the question is how does that
option get exercised, is it up to the judge, can either
party opt for it? Does it take both parties to agree to
it? But the key thing to get the advantage of an overall
cost reduction and tine saving in the overall dispute
resolution process is that one party in a particul ar case
cannot frustrate access to the opposition system Because
what we can agree to ahead of tinme is that those of us who
are in the marketplace of IPis that we end up on both
sides of this, and we can see a net savings, but when we
are in a particul ar dispute, sonebody says, you know, “We
wi |l have a five percent better advantage, we think,” and
will tell you, I think nost of those cal cul uses are wong

inthis formvs. that form then you will have a breakdown
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and there will not be resort to an opposition system and
you won’t get the advantage of it.

Ckay, big concern, it has been raised, wll
pat ent ees be harassed in an opposition systen? Wll, there
are lots of ways to deal with this. The first is adopt the
time limt |ike EPO does. Proposals are one year out
there. A concern here is, though, what do you do about the
invention, in particularly you will see this in biotech,
its commercial relevance to you, it does not conme about for
five or ten years, and you never bother to ook at this
thing to see whether it was truly sonmething worth spendi ng
the noney in opposition, | guess. Wll, you know, maybe
the way to do it is that you award costs. That would, |
think, go a long way to elimnating harassnent and you
could say it is in any opposition filed nore than a year
after the patent is granted, so it truly has to be a
rati onal business decision to bring the opposition and you
have to have — you woul d as a busi ness person think you
have sone pretty good grounds to do it. An alternative is
to | ook at sonme sort of standing requirenent, again,
per haps maybe after one year passes. | ama little
concerned that it will be anything close to the case or
controversy which prevents people getting access to the
courts for DJ actions, as they do today, because that has

been a real problemin the Bi opharma industry. You do not
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have infringement during the Hatch Waxman Exenption which
goes on for years, so there is no reasonabl e apprehension
of suit, yet you are supposed to be investing hundreds of
mllions of dollars in bringing a product to market, and
you cannot test a third party patent that m ght be in the
way.

So, finally, maybe sone formof res judicata is
sonmething to think about. That is, it really would depend
very nmuch on what the rest of the system | ooked |ike and
what the other options were for doing validity in D strict
Court. And | beat the clock

PROFESSOR FARRELL.: Thank you. As Rob
menti oned at the beginning, this is a presentation of
parts of what will be a joint paper between nyself and
Rob. To give you the bottomline in a sentence, there
are sound systemati c econom c reasons to believe that the
incentives to challenge and defend patents in litigation
are often, not always, but often wildly skewed, and the
result of that is, if you are tenpted to think that you
can repair rational ignorance or any other kind of
i gnorance or inevitable inperfection at the Patent O fice
through the litigation backstop, you are badly m staken.

So, why do the incentives to chall enge and
defend patents matter? Well, we have a cheap, secretive

error prone, according to many people, PTO process, and
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the question is is there a well functioning backstop for
this. Okay? Wll, there are other backstops, there are
ot her processes, which Rob can talk nore about if he
wants to, he knows about that, | do not really, the main
one of those, as | understand it, is litigation.
Litigation is costly and | will say in a mnute why |
think that is inportant for the analysis. It is not for
t he obvi ous reason that we end up spending a | ot of
nmoney. There is relatively little in between, and the
real topic of this panel, which is not actually the topic
of this talk, is what could we put in between. | wll
say a bit about that at the end, but it is not ny main
point. OCkay? So rational ignorance and its cognates may
be fine if litigation works well. \Wether litigation
wor ks wel | depends on the parties’ absolute and rel ative
incentives to fight in litigation. Now let ne explain
why that is true. 1In order to get the right answer, you
want two things, one is both parties have enough
incentives to bring forward a reasonabl e and adequat e
anount of evidence, and the other is you want the
i ncentives to be broadly bal anced so that, |oosely
speaki ng, the decisions are apt to follow the nerits
rat her than being biased in the direction of whichever
party has stronger incentives to bring forth all the

avai | abl e evidence. Gkay? Suppose you have a | awsuit
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between two parties, one of whomvery nuch wants to wn
it and the other of whom for sone reason, does not
really care very nuch? Well, even if the latter is in
the right, he will probably | ose because he will not
spend the resources to bring forward all the evidence and
put on the best case. Now you m ght hope if you are a
real optimst, that the court systemis good enough that,
even if one litigant does not care as nmuch as the other
litigant, the fact that he is right will make himw n.

If you think that, and | am probably pushing on an open
door here, if you think that, then you will predict and
expect that people won’'t spend very nuch noney in
l[itigation, and that the amount of noney they spend in
l[itigation wll not vary according to the stakes. Those
predi ctions would be false. Therefore, you have to
believe that the incentives do nmatter for the average
outcone. And therefore, if as they clainmed on the title
slide, the incentives are wildly skewed, you will tend to
get the wong answer, on average, com ng out of
litigation. That is a problemif you are thinking of
litigation as any kind of good back-up for an inperfect
adm ni strative system

So, what do | claimare the relative
i ncentives? Well, of course, they vary. But what | want

to say is that in a w despread class of cases, | would
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venture to guess in the average case, the patentee cares
much nore than the alleged infringers. And I claimthat
this is apt to be true for two reasons, one of which
| earned yesterday, is actually in the literature, and the
ot her of which, as far as | know, is not. So the first
one that is fundanentally in the literature in Joan
MIller fromLews & Cark has been at the forefront of
di scussing this, is that when there are multiple alleged
infringers, a validity challenge is a public good anpbng
them GCkay? That follows fromthe Suprene Court’s

Bl onder - Tongue deci si on, which basically said that if one

all eged infringer gets a patent overturned or ruled
invalid, that becones truth which the others can cal
upon. And what that says is suppose you have five

all eged infringers, each of themonly have one-fifth of
the incentive to challenge the patent, that the patentee
has to defend it. GCkay? Wll, five is probably a nodest
nunber, but let us take five because it actually fits
with the nunbers that | have messed around with. A
factor of five is a big deal, given that the evidence on
[itigation costs suggests that spending 50 percent nore
t han your opponent is going to nmake a significant
difference. What is that evidence? Well, if that were
not true, then people would not end up spending a

significant fraction of the anpbunts at issue in
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l[itigation, and they do. Okay? So a factor of five, or
whatever it is fromthe public good conponent, is a big
deal. Now, by the way, the public good issue is
reinforced to the extent that the patent hol der can, as
my understanding is they quite often do, put it about
that they will discrimnate based on chal | enges, or based
on how quickly and tanely an alleged infringer takes a
license. So it is quite cheap for a patent holder to
charge somewhat | ess than the otherw se profit maxim zing
price for a license to tane alleged infringers, and
sonewhat nore to feisty ones. It is quite cheap because
the profit maxim zation curve is flat on top, and
therefore departing in either direction costs relatively
little. Three mnutes, okay. | amgoing to have to
speed up. The second point, the one that as far as |
knowis not inthe literature, is when these multiple
all eged infringers are not just independent multiple
all eged infringers, but conpete in sonme product market
downstream things are worse, and the reason things are
worse is, if one of them successfully chall enges a
patent, not only does it reduce its own costs, but it
reduces the costs of its rivals. And that pass-through,
it turns out, has a huge effect on the incentives to
chal l enge. The alleged infringers may bear little of the

excess costs of a questionable patent, even collectively.
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Wio bears the costs? Downstream consuners.

So, for exanple, suppose you have a billion
dol | ar industry, suppose a five percent royalty is being
demanded on a questionabl e patent, suppose there are five
equal -sized firnms in an industry that is using this
t echnol ogy, and suppose that the demand el asticity in
that downstreamindustry is 2. GCkay? Then the
patentee’s stake in defending the patent is $50 mllion,

t he downstreamindustry’s total stake in challenging the
patent is not $50 mllion, it is approximtely $6
mllion, okay? In other words, this pass-through thing
in this particular case is a factor of nore than eight,
and then there is the further factor of five fromthe
public good phenonenon. So what ?

Well, so, based on the evidence fromlitigation
costs, this is going to nean that the patentee is going
to tend town if the nerits are broadly equal,
chal | engers can only be expected to win what should be
really quite easy cases. Anong the likely results? Too
few chal | enges, inadequately pursued, too few bad patents
overturned, and downstream final consuners bear the
brunt. It is worth noticing that the role of litigation
costs here is not so nuch that these chall enges are
costly when undertaken, it is that they may be nore

costly when they deter litigation. Wat to do. One
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thing you could do is to have cheaper post-issue
chall enges. That will help if what is going on is that
t he general expensiveness of |itigation nmakes the ratio
of incentives matter nore, in other words, if a cheaper
process makes the ratio of incentives matter less. It
could well be true, although it is not analytically
obvi ous. Another thing you can do is have a bounty
system proposed to strengthen the private incentives to
chal I enge, you could allow nultiple challengers to get
together. A third thing you could do is to accept that
t he adversarial approach is deeply flawed and say that
pushes us, despite what you m ght otherw se hope, to try
to inprove the PTO And a fourth thing you could do is
to have these conpetition agencies, who should be in the

busi ness of defending final consumers, do so. Thank you.

VR,  NORMAN: | want to say thank you to the
folks at Boalt Hall and fromthe FTC for inviting ne here
to speak, and at | east pass on sonme information rel ated
to how sonme in the industry, not all, feel such a post-
grant opposition procedure should be established. |
woul d say that, com ng fromthe pharmaceutical industry
where we live on a daily basis with the Hatch Waxman Act,
such that we are absol utely unequivocally guaranteed that

four years post-product |aunch, we will be involved in a
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patent challenge froma generic conpetitor, which carries
with it a bounty of the ability to obtain a 180-day co-
exclusivity, that we are tal king about a systemwhich is
tried and true for eternal litigation. And ny life is
l[ittle nore anynore than litigating patents in Federal
District Court. However, | have had sone experience over
the years in dealing with re-exam nations and re-issues
in the United States, oppositions in Japan, and
oppositions in Europe. And | would be here today to
advocate for a United States opposition systemthat is
not as tightly wound as the Japanese, but perhaps a
l[ittle nore tightly wound that the European system The
el ements that | believe would be nost desired in a U S
post-grant opposition systemis one that has a set period
of time in which to request an opposition. |In Europe, we
have ni ne nonths, others have proposed here in the United
States 12, yet other commentators have cone forward and
sai d, above and beyond the 12 nonths, there ought to be
sone period during the entire pendency, the life of the
patent in which a challenger can come forward and request
an opposition nuch along the lines that you coul d get
declaratory judgnent jurisdiction in the Federal D strict
Court to bring everything back to the Patent O fice and
run one of these sort of cheap validity — supposedly

cheap validity chall enges, before the USPTO | would be
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less in favor of sonething |like that because of sone
guestions that | will raise later, nmuch of it dependent
upon the diceyness of declaratory judgnment jurisdiction
as it is currently being interpreted within the Federal
District Court System | would say that, of course, al
evi dence needs to be brought forward at the begi nning of
t he opposition, the patentee ought to have the right, of
course, to be able to respond in kind. D scovery should
be al l owed, but ought to be |limted to sone reasonabl e
manner. The vast, vast, vast majority of expense that
arises fromFederal District Court litigation in the
United States arises fromdiscovery. For instance, now
that everything is finished, | can tell you that | ran a
lawsuit for Eli Lilly & Co. a couple of years ago where
the Federal District Court Magistrate ordered us to
produce to the opposing party every docunent within El
Lilly & Co. that had the nane of the chem cal conpound on
it, okay? And try as we mght, we could not get the
Magi strate to back off that, and so we ended up produci ng
1.9 mllion docunents to the opponent, |ess than 5,000 of
whi ch were ever found to be relevant and introduced into
the court record. And so it is the outrageous expense of
the way the United States Federal District Court System
wants to run its discovery that is causing all of the

problens that we all admt to nowin litigations.
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However, before the Patent O fice, we do need to have
sone sort of limted discovery, the Patent O fice has
experience in interference proceedi ngs whereby the
Adm ni strative Patent Judges at the Interference Board
certainly know how to run appropriate discovery within
the confines and the bounds of what would be truly
relevant to the issues at hand. It is quite inportant
that the Adm nistrative Patent Judge be legally trained
to the extent that, if we are going to follow the Federa
Rul es of Evi dence and, as nost people say, we ought to
get to sone |level of estoppel, whether it be issue or
claimpreclusion, but sonme sort of estoppel arising out
of a post-issuance opposition, then it is quite inportant
that we actually follow the Federal Rules of Evidence and
have a Judge that is willing to enforce those. Have a
time limt — everyone is saying a year; that would be
wonderful. J.R R Tolken says “the tale grows in the
telling,” so do the expenses in litigation and,
therefore, atime limt that would be extendable only for
cause woul d be nost inportant. Key elenents — the tine
period, | have al ready spoken quite a bit — or alittle
bit — about the fact that we ought to probably have a 12-
month period in which to bring the opposition, and then
be limted thereafter to such an extent that, once a

patent is past this 12-nonth period, there ought to be
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sone | evel of certainty, as Bob raised, in the patentee’s
life, in the patentee’ s business, to be able to determ ne
whet her or not you want to draw up an additional $100-150
mllion building, a pharmaceutical plant, to make this
chem cal compound. It would be nice to actually have a
little bit of assurance that there are going to be very,
very limted opportunities for those comng in to make a
chal l enge to actually pull you back into the Patent
O fice. Another huge question is, in the event that we
end up going towards a schene whereby you can be brought
back to the Patent O fice, how do we deal with the status
quo arising fromthe fact that many tines, if sonmeone is
going to be infringing your patent and you want to bring
suit against them the first thing you need in order to
mai ntai n your business nodel is a prelimnary injunction.
| f you get a prelimnary injunction, then you are sent
back to the Patent O fice for post-grant review at any
time during the life of the patent. W need sone nore
rul es and regul ati ons and sone nore | aw around what needs
to be done, how we are going to handl e maintaining the
status quo during the pendency of that if the Federal
District Court Judge gives up the jurisdiction of the
case and sends it back to the Patent Ofice. Again, we
like to see our Federal Rules of Evidence followed, we

want to see the appropriate procedures followed. | have
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been invol ved in European oppositions, unfortunately,
where | showed up for the day of the opposition and ny
opponent wal ked in and actually had a whol e new stack of
prior art and a whole new set of briefs, and handed them
over in absolute violation of all the rules and
regul ati ons set down by the EPO neverthel ess, the
Qpposition Division accepted it, and | spent the
remai nder of two days argui ng agai nst sonething that was
not hi ng nore than an anbush. Along the sane |ines, too,
we need to be concerned about how we are going to deal
with expert testinony and whether or not you are going to
have the opportunity to cross exam ne an expert who m ght
give an expert’s report because, again, before the EPO |
have wal ked in before and seen a PhD sitting across the
table fromnme when | did not bring anyone at all, and
found that the opposition was quite interested in hearing
what the PhD scientist fromny opponent’s side had to say
about the relevant |evel of ordinary skill in the art.
say this prevents reliance on the Astrol ogy Factor
because | was actually in litigation in the UK one tine
and nmentioned fromthe witness stand that ny client had
t aken advi ce before going into an opposition in the
Eur opean Patent O fice, and the good judge in the UK
said, “Fromwhom did you seek that advice? An

Astrol oger?” Sort of |aying out how the UK court system
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at | east, feels about the European patent opposition.

A very key elenent that we ought to discuss is
the right to amendnent and whether or not this ought to
be a right fromthe i medi acy, how it ought to be dealt
wi th, whether or not broadening anendnments ought to be
allowed. M/ stance on this would be that, fromthe tine
that you get out of the exam nation and you are in the
opposi tion, you ought not be allowed to have a broadeni ng
claimas you are going forward so that the public can
have sone right of reliance upon exactly what has been
going on in the Patent O fice and whether or not the
public can in any way nake its decisions based upon the
scope or the breadth of the claim To guarantee a speedy
resolution of the opposition, the patentee should be
allowed to anend the clains only once. | say this,
agai n, because | was in Europe one tine when we spent two
days goi ng back and forth with — 1 think we got up to 12
auxiliary requests and it becane apparent to ne that the
Qpposition Division was not really so nuch | ooki ng out
for the public interest, but instead was hearing from ne,
hearing fromthe other party, seeing whether the other
party could come up with an auxiliary request that |
m ght be happy with, and vice versa, and actually the
Qpposition Division was acting as a nediator, which

think, if we want to use this as adnmnistrative acti on,
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may not be sonething that we would want to see occurring
here in the United States.

Now, | set forth here what is intentionally a
bad cl ai mand, because it is a bad claim | had sone
prior art instances that | was going to bring up to al
of you, but I amout of tinme, sol wll not — so no one
gets to examne ny intentionally bad claim Thank you.

MR, KUNI N: Well, 1, too, as the other
speakers have indicated, appreciate being given the
opportunity to speak at this conference today. What |
would i ke to do initially is say that | think the Ofice
is doing a pretty good job of exam ning patent
applications. | want to thank Ron and Todd for defending
us at the earlier panel, but neverthel ess, as you can see
fromthe Ofice' s 21t Century Strategic Plan, we have a
nunber of quality initiatives underway so that we can go
an even better job, and in our Strategic Plan we have
shown support for establishing a post-grant review system
inthe United States. W have done sonme conparative
studies with the EPO and the JPO and | would tell you
that we also find art they do not find, so consequently I
think you need to understand that it really is sort of a
distribution, if you will, in ternms of relative
exam nation. | think the inportant thing wwth respect to

any opposition or post-grant reviewis that it be a
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process which is predictable, reliable, and tinely. | do
not think it ought to be an exam nation system it ought
to be a | ow cost adm nistrative proceedi ng conducted at a
re-naned Board of Patent adjudication, done with speci al
di spatch by a skilled Adm nistrative Patent Judge, nanely
t he people of legal and scientific conpetence as set
forth in Section 6A of the statute. One of the things
that | think we need to do to nake it attractive is to
remove the provisions that currently exist in 315 and 317
on issue preclusion as to issues that could have been
rai sed during the proceeding, at least during the first
peri od, whether that be nine nonths or 12 nonths after
the patent was granted, or re-issued. | think the one
thing that we do need to recognize is that it is probably
desirable for us to have a systemthat avoids patent
owner harassnent, but at the same tinme truly incentivizes
peopl e to chal l enge patents which they feel are weak, and
this issue preclusion, an estoppel feature, is one that
really needs to be given serious consideration. Maybe
after the first year, if you can challenge after one
year, you shoul d have perhaps a substantial econom c
interest and maybe this higher [evel of issue preclusion
woul d be applicable. | think we also need to make sure
that these proceedings are ones that avoid some of the

merger problenms with other proceedi ngs such as re-issue
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and re-exam nation, and they need to provide a sufficient
period of tinme for the challenger to reply to patent
owners’ responses.

Unlike re-examnation, | think it is very
inmportant for us to permt the challenger to chall enge
claims based on all conditions of patentability. This
will get a conplete resolution of validity issues. Al so,
to increase reliability, these proceedi ngs ought to be
conduct ed using E-processing tools and techni ques. The
best approach, we feel, is one where we establish a
proceeding that, once it is initiated, could be conpleted
within 12 nmonths. W do agree with the prem se that, at
| east one narrow ng anmendnent should be permtted by the
pat ent owner, perhaps a further anmendnment only on a
show ng of a good cause, and this would be entirely
controlled by the three-judge panel, the Adm nistrative
Pat ent Judges.

Al so, probably, there should be an opportunity
for settlenent in a situation where maybe there is a
proposed narrow ng anendnment that could be handl ed by way
of re-issue and, if such an anmendnent were provided in a
re-issue, that the parties may choose to settle the
inter-partes proceeding. Probably the single best
feature of our current re-exam nation systemis an ex-

parte re-exam nati on where the owner, himor herself, can
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conme back to the Ofice of Adm nistrative Proceeding to
correct or strengthen the patent. Even with respect to
an inter-parte re-examnation, it gives the opportunity
for the exam ner to hear both sides of an issue, to nake
a better inforned decision and, of course, the appeal
process is much faster than getting to the Federal
Crcuit inlitigation. Re-examnation really is nice
where there is what we call “killer” 102B-type prior art
that can be introduced and have a significant inpact on
t he proceedi ngs. Probably one of the worst features that
we have heard is that there is no opportunity for the
third party requester to obtain any di scovery or cross-
exam nation in affiants or declarants when evidence is
presented by the patent owner in support of
patentability. | think, finally, what | would like to
indicate is that we are currently | ooking at how to put
together a |egislative package that woul d i ndeed
establish a post-grant systemthat has all the various
benefits of those who advocate some of the best features
fromsystens around the world, and to avoid those things
whi ch have been already nentioned by other nmenbers of the
panel which make it sonmewhat unattractive in other parts
of the world. | think we can do this right. It is
possi bl e that this can be sonmething that wll either

met anor phosi ze the existing inter-parte and re-exam ne
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into a nore workable system or stand as an additi onal
aspect of the U S. Patent Systemas a way to
adm nistratively correct patents in a way that can be
substantially at | ower cost and quicker, and truly
address sone of the issues that really led in the thought
processes that went into sone of the early President’s
Advi sory Commi ssions on Patent Law Reform one in the
early 1990's by the then Secretary of Conmerce, and see
that perhaps this could provide us a good opportunity to
further reformthe systemto sort of make good bal ance
bet ween what can be done in the exam nation of sone
350, 000 applications a year, and then for those that
really will have a commercial inpact, they could go
t hrough a second | evel of reviewin order to get the kind
of scrutiny that ought to be provided, that just cannot
be provided by any Patent O fice in the |imted anount of
time you have when nost people want the tinely issuance
of valid patents. | think the aspect of having high
pendency is also a problemin relationship to good
quality. So we have to have a system where at |east the
initial examnation is very thorough, but also in a
timely manner to help provide greater certainty to those
who are innovating and seeking protection, as well as
their conpetitors. Thank you.

PROFESSOR MERGES: | am going to ask the
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panelists, if the question is directed to you, just try
to re-state the question quickly so our transcription
service can pick it up and follow it.

MR. G LBERT: [Rch Glbert -- off mke]

PROFESSOR FARRELL: So the question is, is
there an additional problemcaused by the fact that in
sone sense a bunch of clains can be made and an al |l eged
infringer has to prevail on all of them and in a context
with error, that nmakes it al nost inpossible to expect to
prevail. | amnot sure what | think about that. | nean,
if all the clains were correctly patented, then you ought
to have to prevail on all of them and | think you
pointed that out, Rich. So is there an increased
probability of an incorrect finding of validity based on
the fact that there are multiple things? | amnot sure.
It does nmake sone intuitive sense, but | do not have a
very firmintellectual grasp on that question.

PROFESSOR MERGES: Yeah, Rich, it is an
interesting question. |If you sort of set it up as an
i ntroductory probability problemand you say, “Wll,
gosh, there are eight patents and they each average, you
know, 20 clains,” it |ooks pretty hopeless. But it is
interesting that, you know, here is one where the
cognitive scientists have really predicted reality pretty

well. What District Courts actually do is they usually
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boil it down and they say, “Ckay, guys — folks,” you
know, patent litigators, they say “Wich of these eight
patents are you really putting your noney on?” And which
claims within themare you really putting your noney on?”
In other words, you know, people are kind of boundedly
rational, and District Court Judges have only so nuch
patience and tinme, and so what they tend to do is kind of
boil it down and say, you know,” kind of the key patent
and what are the key clains because | just do not have,
you know, nine years to kind of process the case.” One
way to kind of transpose your question is to say, “How
woul d we handl e that distillation process, you know, in
an opposition setting? |Is there a way to focus the
inquiry in a simlar way?” And it is a good question.
mean, | think it is sonething that woul d have to be
t hought through; if we could do the same thing because
there are just sort of inherent limts on how nmuch people
can process and it shows up in the system even when you
are spending $8 nmillion, because it cones down to one or
two decision makers and they are just not unlimted. You
know, it is not the Cray 1 (phonetic), it is a certain
judge. That is just the way it goes.

PROFESSOR FARRELL: Can | just junp in again
on that? | have cone across cases where a patent hol der

has announced that it had multiple patents and that it
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was not going to litigate all of themin any one case,
and perhaps that is a response to this distillation
process. And that, | think, puts R ch’s question back on
the table in a nore forceful way — but | still do not
know t he answer.

MS. [ Audi ence -- off m ke]

PROFESSOR FARRELL: So the question was what
are the relative incentives if you have basically a
patent thicket wwth nultiple patent holders, and | think
the spirit of the question was these nmultiple patents are
all blocking on the things that the alleged infringers
want to do. | do not know the answer to that, it is a
good question. | think one observation would be that, as
to any one patent, if you do not have the public goods
and pass-through issues in strong degree, then there is a
certain symetry because the two are potentially fighting
over the sanme anount of noney if you are just dealing
with royalties. |If you are dealing wth injunctions,
then, for the alleged infringer, to win one battle is
only to be put into another battle and | think there wll
be circunstances in which that is a rather weak
incentive. So | think that mght lead to sone results
parallel to the ones that | was tal king about, but | do
not know.

PROFESSOR MERGES: | think we should — we have
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got to hear fromthe biotech and pharnmaceutical people on
t hat question because that is kind of sonething that you
guys face all the time, nmultiple inputs in the product
devel opment stream and |lots of clains. There has been a
ot of witing about it, so it is tinme to —

MR. BLACKBURN: Well, for the subject matter
of the panel, you would want an opposition system a
cheaper faster opposition systemto deal with those. And
it would be that sinple.

VR.  NORMAN: Right. And Bob and | could get
even chumm er spending tine before the Opposition
Division. But there is sort of a dichotony if you | ook
at it just fromthe biopharma issue, fromthe
bi ot echnol ogy si de where we do have thickets, if you | ook
at the pharmaceutical side, often you find savannahs and
that is not ny quote, Bob Armtage said that a while ago,
but in the straight pharmaceutical industry, you end up
havi ng — because of Hatch Waxman — having to |list your
patents in the Orange Book, and if you open up the O ange
Book and | ook at any given drug product, you wll find
very often only one or two patents that have been |isted.
Now, admttedly, you will find sone that have 12, or 13,
or 14, but, again, usually the biotechnol ogy and the
pharmaceutical industries are peculiar in that, because

of the horrendous expense of bringing a product to the
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mar ket, very often people are not willing to license a
pi ece of their technol ogy because you need that total
mar ket exclusivity in order to nmake back your investnent
on doing all the research and devel opnent on the
pharmaceutical product itself. But, again, an opposition
woul d be quite nice to take care of these things one or
two years out.

PROFESSOR VERGES: Todd, it |ooks |ike you
have got a question?

MR DI CKENSON: [of f m ke]

MR. BLACKBURN: Vell, | was actually
interested in that nunber, too, and not so nuch as
relative to re-examne. | think the explanation for the
re-exam ne system being under-utilized in the US. is
because it is such a stacked deck for a challenger. And
you have an option of keeping your counter dry for
District Court litigation where you have nore defenses
and perhaps a better chance of bringing it about, so that
i s why, when you give people an alternative on an
i ndi vidual case, they are going to make that kind of
decision. But | amcertain that, in part, the reason
there is nore or vigorous opposition practice in Europe
is, in part, because of the |lack of sone other reasonable
alternatives at sone |level and al so a perception of a

fair process — or fair enough. The thing that always
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sort of strikes American | awyers who go over there, who
have been trained in Anerican concepts of due process, it
is alnmost |ike the cultural equivalent in some countries
of sonebody trying to shake hands with their left hand.

It is just really odd what they consider — |Iike Doug’s
story —is a fair process. And | actually take, for
exanpl e, Steve’'s proposal that, you know, there would be
one opportunity to anend the clains. And | ama little
bit concerned about discussions of the opposition system
that we are thinking about inplenenting, or m ght adopt
here, to start inmmediately dropping to that |evel of
detail because | think there is a |ot of other issues
that have to be deci ded about whether that is a fair
rule. For exanple, | do not know how you can say you
only have one opportunity to anmend if the other side can
bring in new argunents, for exanple. And they say,
“Well, if you don't, we wll make it where the other side
can’t bring in new argunents at a certain time,” but is
that actually the best result to a quality output? O is
a fair iterative process sonething that we ought to | ook
at that keeps within tine lines? But, anyway, that is
kind of a |ong answer.

PROFESSOR MERGES: We probably only have tine
for one nore question, so if you have a really good one.

Yeah, go ahead.
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MR. : [ Audi ence — of f m ke]

PROFESSOR MERGES: That is actually a plug in
the formof a question, but we wll take it. Well done.
But it is a good plug, we like it, thank you. Well, |
mean, the obvious answer is that, you know, a |ower cost
systemis going to encourage nore participation and
i nclude nore public interest conponents than a high cost
system The one issue that you m ght consider in terns
of design is whether or not the public agency can step
into the shoes, nmaybe the PTO or sonebody can step into
the shoes of a private agency in the face of a
settlement. And the settlenment question is a really
tricky one, you know, when you look at this. And so
interesting problem D etmar wants to address it.

MR. HARHOFF: O course, the cost issue is
there. Let ne tell you that in Europe there is an
institution, Article 115, European Patent Conventi on,
which allows third party observations, sone ex partes
procedure, and you conme out wth exactly or very very
close to the sane participation rate as with U S. re-
exam nations. So it is really the ex-partes vs. inter-
partes issue that is driving that. The other thing is,
of course, and that addresses sone of Joes’ concerns,
Factor 5is fine, but if you nmake it Factor 5 on a | ow

cost figure, it has considerably less bite, and that
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makes it even possible for organizations |ike in Europe,
NGO s, G eenpeace, sone animal protection agency, the
Free Software Institution in Europe, to oppose certain
software patents. And they have been successful to sone
extent. Now, the settlenent issue is, | think, sonething
t hat one should worry about, and one needs to go away
fromthe classical interpretation of settlenents as
sonething that is strictly benevol ent because in this
case it is not. It is at the cost and the expense of
society. GCkay? |If Rollet (phonetic) has a patent and |
have the information to shoot it down in opposition, and
you give us enough tine to figure out howto deal with
this, and he gives ne a license and | shut-up, okay?

That is a wonderful case of dual nonopoly and we do not
want that. GCkay? So be careful about the settl enment
issue. Wthin nine nonths at the European Patent Ofice,
the averages that | hear fromthe patent | awers when
talk to themafter two beers or so is that there is a
settlenment rate of about 20-25 percent of the cases that
do not even hit opposition. Now, that is low by U S.
standards in litigation, but I think it is an issue that
you really should watch, and nmy proposal would be to nmake
it a short time for filing — that is why ny three nonths
cane up — give the parties sone nore tinme to devel op the

evi dence, then, but allow the U S. Patent Ofice to
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pursue the case in and of itself if it wants to, because
it is the Patent Ofice’'s task to nake sure that patents
t hat should not be there should not be there.

PROFESSOR MERGES: Joe, last word.

PROFESSOR FARRELL: Yeah. | would just like
to reiterate what D etrmar said about settlenents. The
nost affected, or often the nost affected people, are not
at the settlenent table, and the excessive incentive for
cozy settlenments is fundanentally the sane as the
incentive that | was tal king about to not bring a
challenge in the first place.

PROFESSOR MERGES: W w il take a break of
about seven m nutes, give or take, and then get back so
we can be al nost, sort of, close to, on schedule for
lunch tinme. Thank you.

[ BREAK]

MS. SAMUELSON: | am Pam Sanuel son. | am one
of the Directors of the Berkeley Center for Law and
Technol ogy and | have the great good fortune of being the
noderator for this panel on litigation issues. |f we had
taken two days to have a conference, | think we would
probably have one session on presunption of validity, one
session on subjective factors that are often very
inportant in litigation, and possibly one session on

experinmental use, and one session on discovery issues and
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so forth, but we decided that, for purposes of having a
one-day program we were going to kind of throw them al
into one litigation panel. So this will be alittle bit
nmore of a potpourri than the previous two sessions, but |
t hi nk nevertheless will both deal with sone of the issues
that the FTC has rai sed about the presunption of
validity, which obviously has gotten a | ot of people’s
attention, but also will cover sone of the issues in the
Nat i onal Acadeny Report because subjective factors were
both di scussed in the FTC report and al so to sone degree
in the National Acadeny Report that is comng out on
Monday. So we will have a chance, | think, to sort of
visit quite a fewissues in the course of this panel. So
| would | ove to give wonderful biographies of all our
speakers, but they all have websites, so | will sinply
say this is a great group and I am |l ooking forward to
hearing fromthem and first we will start with Mark
Janis who will be tal king about presunption of validity
I Ssues.

MR JAN S: Thank you, Pam Thank you for the
invitation to cone here, and | will try ny best to reduce
these remarks to just a few sound bites because no one
wants to be late for lunch, | know And | apologize if
it is too fragnentary, and I will use the usual

Academ c’s excuse -- there wll be a paper and you can
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read the paper -- and that will be very coherent, |
prom se you

| keep hearing all this talk lately about

trolls and at first |I thought, “I do not need to pay any
attention to this, I amfromlowa, right, we have no
trolls there.” Then | began hearing that these were

actually patent trolls. That got ne interested and here
is what | read in the transcript of a Congressional
Hearings testinmony within the last few nonths. *“Patent

trolls are Patent System bottom feeders who buy

i nprovidently granted patents,” if you know what those
are, “...fromdistressed conpanies for the sol e purpose
of suing legitimte businesses.” And this brings us to

the topic at hand because these patent trolls, according
to the testinony, have the presunption of validity on
their side and, so, clearly, they nust be stopped. This
is where the FTC cones in. It is our Federal Governnent
here to either save us or at |east here to study the
matter very very thoroughly. And it should be studied
very thoroughly because this is a serious matter, not
just a fairy tale matter at all, this patent validity
l[itigation and patent validity disputes. Wat | would
like to do with ny little bit of sound bite tinme here is
to think about two functions that the presunption of

validity mght perform and then | want to argue that the
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FTC s proposal to reduce the standard to preponderance
for overcom ng the presunption of validity m ght overl ook
the first function. And as to the second, | doubt that |
w Il have tine, but |I have got a few things to say about
that, as well, as to the second there are argunents that
are a little nore plausible.

Let me tell you what | nmean by two functions
that the presunption mght perform Here is what the
Suprene Court has to say on the matter, not as to the
presunption of patent validity, but as to presunptions
nore generally. They mght sort of do two things, 1)
indicate the relative inportance that society should
attach to the ultimate decision. | want to call that the
“Expressive Function;” 2) allocate the risk of error
usually as between the litigants, and I want to call that
the “Instrunental Function.” And it is ordinary to talk
about the presunption and especially the presunption of
patent validity, | think, in terns of the Instrunenta
Function, the second way. And | think that is what you
find in the FTC Report and, in fact, that is what you
find inthe literature — a lot of the literature — about
presunpti ons.

So, for exanple, in a crimnal case the State
shoul d bear the risk of error, and so we have a strong

presunption of validity, beyond a reasonabl e doubt
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standard for overcomng it. Cvil case for damages -
parties should bear the risk of error equally, hence we
have a preponderance standard. And we can build on this
— and to have a nice neat nenu of options |ike picking
the wi ne for dinner where we have ordinary civil case, or
we have a crimnal case, or we have sone kind of case in

between that gets a clear and convincing standard. And

the FTC Report, | think, makes plausible argunents in
this regard. It says the patentee should not enjoy the
benefit of a strong — if | can use that term - strong

presunption of validity because we have concerns about
the quality of patents, so therefore the patentee should
be made to bear a little bit nore of the risk of error

to put it in those kind of terns. The FTC al so says, and
| think this is inportant, that the clear and convinci ng
standard mght facilitate anti-conpetitive uses of
patents. And that is interesting because it shows us
that there are obviously — and we have heard about it
already today — third party effects to be concerned about
here are not just a matter in patent cases of allocating
the risk of error between the two private litigants,
third parties have interests as well. Mybe that would
lead us to think that the clear and convincing standard
woul d be inappropriate. And those proposals are fine,

but | want to turn back to the first function, the
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Expressive Function of the presunption of validity, and
make a few comments about that. First of all, what do |
mean by the Expressive Function, exactly? There is a
couple of things that one could nean. One is that a rule
IS expressive in the sense that it is purely synbolic, it
is not designed to acconplish anything except nake a
statenent, even if it is never enforced. That would be
one way to think about it, | suppose, you know, | woul d
rule on flag burning or sonmething like that, even if you
never expect it to be enforced, the fact that it nakes a
statenent is significant. Another exanple or another
variety is a rule at | east whose main significance is as
of a statenent of aspirations, or a statenent of
principals, and even if it is designed to acconplish
sonmet hing, we do not necessarily expect to find very
sharply incentives and di sincentives, nor do we expect
that we have real precise control over the Ievel of
enforcenent, it seens to ne that is another way to think
about a rule that is expressive.

Let me suggest a few insights that we m ght
gain from | ooking at the presunption of patent validity
fromthis perspective, as a statenent, as a synbol. One,
the fact that we have a presunption of validity m ght be
as significant, or nore significant, than the precise

verbal fornulation that we use for the standard of
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evi dence for overcom ng the presunption; second, while it
is easy enough to mani pul ate the words of that, the
preci se verbal formulation, the words of the standard, it
m ght be very different and a very subtle exercise to
manage t he nessage, the overlying nessage that is
enbedded in this presunption of validity, and then,
thirdly, manipulating the words wi thout paying attention
to the nmessage, the overlying nmessage, mght lead to sone
real surprises. lronically, it mght |lead to changing
not hi ng, whil e changi ng everything. And what do | nean
by that? Well, you know, suppose you change to a
preponderance standard? |Is it really going to nake a
difference -- really going to nmake a difference — in the
out cone of judicial decisions? O wll judges go on and
do the sane thing they did before and change the words?
| mean, | think there is at |east sone question about
that. So that is the changing nothing part. Yet, on the
ot her hand, the other actors in the system at least in
the short term mght perceive that the overall nessage
has changed dramatically. Patents are |ess secure, the
Pat ent System deserves | ess respect, and so forth, and
t he consequences that flow fromthat. So it m ght be
counter-productive at the end of the day. Oh, three
mnutes left, | amgoing great. So let ne just explore

that a little bit by getting down to cases. First, early
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Federal Circuit cases dealing with the adoption of the
cl ear and convincing standard. [|f you think about this,
before the creation of the Federal Crcuit, nost courts
al ready used the clear and convincing standard for
overcom ng the presunption of validity, a vast mgjority
of themdid, yet the overlying nessage was that the
Patent Systemwas in distress, that the presunption was
meani ngl ess. There is a di sconnect between the words
that we use and the overlying nmessage. Now, to be
certain, some courts were also holding that the
presunption of validity did not apply to newly introduced
prior art, that certainly contributed to the nessage.
After the creation of the Federal Circuit, the Federal
Crcuit adopts the clear and convincing standard. You
could l ook at the words and say, “Well, that is hardly a
wat er shed event, there already was the clear and
convincing standard.” The Federal G rcuit also spoke to
this issue about newy discovered prior art and they
said, “Well, the presunption still applies, but yet it
may be a little easier to overcone the presunption.” You
could look at that and say, “That is really no change
fromthe |l aw before,” yet if you look carefully at the
tone of these cases, and if you conbine that with other
things that were happening in the Patent System at the

time, it is very clear that the nessage had changed. And
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we see this in the FTC Report today and probably all of
us woul d say the Federal G rcuit has strengthened the
presunption of validity and this has changed the nessage.
Now, one mnute left, so current cases — this can work
the other way, that the words can stay the sane and the
message can change. Look at the Rochester case where the
court says a patent can prove its own invalidity, and do
so clearly and convincingly. The words can stay the
sane, but the nessage there is a little bit different.
Look also at trademark cases — | clearly do not have tine
to tal k about those — trademark cases where the
preponderance standard is used. Take a |ook at a case

cal |l ed Burke-Parsons-Bowl by, it is an older — it is a 6th

Circuit 1989 case and you get a little bit of a scary
view as to the use of a preponderance standard for
overcom ng the presunption of validity, very difficult to
figure out what is going on there. Bottomline here —
yes — | have got time for a bottomline, okay, 1)
changi ng the words of the standard m ght not nmake a | ot
of difference in case outcones. At the sanme tine, the
over-arching nmessage that the presunption of validity
sends in the Patent Systemis a very potent indicator of
the overall health of the system and | worry a little
bit that by choosing the presunption of validity as a

point of policy reform the FTC m ght not have chosen
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w sely. They may create nore of an adversarial tone than
| think they ever intended to do. Now, other comments
wll have to wait. So thank you very nuch.

MS. SAMUEL SON: Qur second presenter wll be
Arti Rai.

MS. RAI: And |, too, will try to speak
qui ckly and get everyone out for lunch at the appropriate
time. | amagoing to focus on the presunption of validity
as well, although perhaps | will take a little nore
sangui ne view of what the FTC has done than Mark did. In
tal king about this recommendation | will also end up
wWithin ten mnutes looking a little bit at the FTC s
recomendati ons on the non-obvi ousness standard and on
opposi tion proceedings, believe it or not. So bear with
ne.

In my view, | think the FTC has actual ly nmade
sone very interesting recomendations with respect to al
three issues -- the presunption of validity, non-
obvi ousness, and opposition proceedings — and they can be
viewed as a coherent whole froma procedural perspective
rather than a substantive perspective -- and | wll
explain what | nean by how they can be viewed as a
coherent whole -- but the basic insight is that | think
they can all be understood by |ooking at the conparative

conpetence of the various institutional actors within the
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Patent System And those of you who have read nmy work
know | love to talk about institutional conpetence, so
you will hear a little bit nore about this today. So
with some caveats that | wll talk about nore towards the
end, it seens to ne that, in the context of the ordinary
patent that is issued, there is good reason to set the
presunptionability at a little bit of a |ower |evel than
it is currently set. Now, Mirk has made sone interesting
poi nts about what will be the actual inpact of the FTC s
proposed change, and | think that is actually very
interesting to consider enpirically in the context of al
sorts of different areas of |aw where presunptions matter
and peopl e have done enpirical work, and | think we
shoul d continue to do that in this area as well. But for
all of the reasons that the FTC and many many ot hers have
poi nted to, perhaps Mark Lenl ey nost el oquently of all,
rangi ng from burdens of proof, to incentive structure, to
wor kl oad, to the ex parte nature of the proceeding, a
patent exam ner’s decision to issue a patent should
probably not be the last word on its validity. And this
is true, | would argue, even despite the fact that a
patent exam ner is probably the person in the Patent
System at l|least the legal actor in the Patent System
that is closest to being the all inportant PHOSI TA. Even

despite that fact, | think that patents that are issued
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are not necessarily — one should not necessarily give
much deference in the context of issued patents, which
brings nme to nmy next point. In contrast, when the patent
exam ner denies a patent, | think there is sone reason to
give weight to his or her status as a quasi - PHOSI TA,
which is particularly true in biotech, for exanple, where
the patent exam ners are fairly well-steeped in the
technology. And, to put it mldly, none of the various
institutional pressures that cause the issued patents to
be sonmewhat problematic come into play in the context of
denials. In fact, if anything, all the institutional
pressures run against denials. So how does this al
relate to the FTC s recommendations in the context of
non- obvi ousness and opposition proceedi ngs? Well, |
woul d interpret the FTC s di scussi on of the non-
obvi ousness requi rement as having been pronpted by
decisions by the Federal Circuit that reviewed the patent
exam ner’s denial of a patent and sinply refused to defer
to the factual know edge of the patent exam ner in those
context. | would argue and have argued that the Federal
Circuit should in many circunstances, if not nost
ci rcunst ances, defer to a PTO fact finding in the context
of a denial. And there is particularly good reasons for
showi ng this kind of deference when we are talking about

a PTO s determnation that a particular conbination is
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obvi ous because, for all the reasons that were discussed
in the first panel, a PTO examiner is likely to be the
person closest to the PHOSITA in terns of thinking of
conbi nati ons of references. So in the denial context,
there is good reason to show deference, and in the
i ssuance context, |ess reason to show deference. To use
t he words made popul ar by Condol eeza Rice recently, we
shoul d have an asymmetric response to the PTO s actions.
Unfortunately fromthe perspective of institutiona
conpetence, thus far the asymmetric response has been
preci sely backwards. W have tended to show nore
def erence because of this high presunption of validity to
the PTO s actions in the context of an issuance, rather
than the context of a denial. So ny viewis that the
FTC s recommendations in the context of non-obviousness
and opposition proceedi ngs, particularly non-obvi ousness
and then also its recommendations in the context of the
presunption of validity are | eading us towards asymetric
response in the right direction, nore deference in the
context of denials, and | ess deference in the context of
I ssuances.

VWl |, what about opposition proceedings? | did
mention | would tal k about those. And what about the
presunption of validity to attach in those contexts?

Vell, here | think the FTC has been pretty careful, as

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

126
well. |If you look carefully at the recomendations, we
have said that the decision of the PTOin the context of
an opposition proceedi ng should be reviewed deferentially
al ways, whether the PTO ultimtely decides to grant or to
reject, and | think that is absolutely right as an
institutional matter because if a patent has been | ooked
at from a conprehensive adversarial perspective in the
context of an opposition proceeding, there should be
deference, not only on the fact finding, but on the |egal
conclusions as well. And for what it is worth, for those
of you who renenber your adm nistrative law, this is
perfectly in keeping wwth the way that the Suprene Court
has adm ni stered the Chevron deference standard nost
recently in the Mead case. So we would also nicely bring
patent law into conformty with admnistrative |aw, which
it often is not in conformty wth.

| do have one small issue with respect to the
FTC s recomendati ons, well, perhaps not such a smal
issue, but it is an issue that | nust admt | also do not
have a good answer to, and that is the follow ng: SO we
put in place robust opposition proceedings and there is
| ots of deference in the context of those opposition
proceedi ngs, not so nuch deference in the context of an
i ssuance and a fair amount of deference in the context of

denial. Wat happens if a patent goes through the system
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and just happens not to be challenged in an opposition
proceedi ng, and therefore falls into the pile of patents
that are subject to a thin presunption of validity? And
what if the reason for its not being chall enged was that
it was sinply a very solid patent? Should it be put into
the same pile as all those patents that are subject to
the thin presunption of validity because we think the
patent issuances are somewhat suspect? | do think that
is a problem but as a practical matter it nay be |ess
acute a problemthan one mght think at the outset. For
the nost part, | would i mgine, although of course we are
all specul ating here since we do not have anything
renotely conparable to an opposition proceeding, on the
ot her hand, the European experience does tend to suggest
this as well, | would inmagine that the nost inportant
patents would, in fact, be the subject of an opposition
proceedi ng, no matter how solid they were, that is, that
there woul d be sone piece of prior art that sonebody
woul d want to at least try to run by the Patent

Exam nati on procedure in the context of the opposition
proceeding with respect to really inportant patents. So
for those who are concerned, particularly in the biotech
i ndustry which | study, you know — | spend a lot of tine
studying — for those who are concerned, you know, what

wi |l happen if we have a | ower presunption of validity
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for nost patents, particularly for Biotech where the
patents really matter, or Pharma where patents really
matter, well, | would suspect that nost of those patents
woul d go through an opposition proceedi ng, and thus be
subject to a very high presunption of validity. But that
is a problemand one that is inportant to think about.
One way of tweaking the FTC s recommendations a little
bit, perhaps, so as to not render the thin presunption of
validity entirely neani ngl ess woul d be perhaps to have a
hi gher presunption of validity even in those contexts
where the patent has not gone through an opposition
proceedi ng for situations where there is no new prior art
presented, so as long as the litigant does not present
any new prior art, you are subject to a very — the
patentee still enjoys a fairly high presunption of
validity. So that is one way of tweaking the FTC s
recommendations a little bit. But I amout of — oh, no,
| have one mnute left, okay.

So, that is ny view of how the recomendati ons
Wi th respect to presunption of validity, Non-obviousness,
and Qpposition all cohere froman institutional
conpet ence standpoint wth the slight tweak that we may
not want to take the presunption of validity too far down
for your ordinary run-of-the-mll| issued patent because

it may not have been subject to an opposition proceeding

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

129
because it just happened to be very good. Thank you.

MS. SAMUELSON: Thank you. Lynn Pasahow is
going to give us sone commentary.

MR. PASAHOW Well, froma non-academ c poi nt
of view, but rather that of sonmeone who |itigates
patents, | was asked to give ny inpressions of this, and
t hese inpressions cone fromtrying software and bi otech
and internet patents to judges and juries, but nore from
going to focus groups that we often have before our jury
trials where we put on a mni trial and then watch the
jurors tal k about these things behind one of ny glass
mrrors. And ny first reaction to the FTC proposal is
gratitude because, in ny experience, the presunption of
validity causes clients who are thinking of challenging
patents not to do that or who are thinking of not taking
licenses to take licenses. And | think doing away with
the presunption is one of the few proposals that
government agencies are nmaking today that is going to
have the inpact of increasing litigation and | am
surprised that one of our agencies is pursuing that goal.
But ny other reaction is nystification because the
question in ny mnd is this — 1 think that the
presunption, to the extent it does anything in
litigation, and that is sonmething I'll conme back to — but

if it does anything, it limts the discretion of the
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jury, it puts the jury into a tighter box and controls
themnore. And so what we’'re doing is we’'re saying that
the Patent and Trademark O fice has sonme problens with
its conpetence, and instead we are going to transfer the
deci sion making nore to the unbridled discretion of a
bunch of jurors. Now, for these jurors, think of the
pl aces that are popular for patent cases and thi nk about
why. Today one of the nobst popul ar patent courts is the
Eastern District of Texas, the town of Marshall, Texas,
not a technology center. And without a lot of cynicism
| prom se you, people go there to get the |east educated
jury panels possible. The question is not whether the
jurors have nodern science conpetence in whatever field
they are exam ning patents, they have none. The question
is not whether they are going to spend 25 hours studying
the art and the patent, they are going to sit there and
wat ch the |lawers do their show, and we have found in
al nost every trial that we have | ooked at, and we have
| ooked at not only the ones we have done, but sone that
other firms have tried, and in no case has any juror ever
read the patent front to back. No juror has read a patent
front to back. So what we are doing is we are taking the
PTO di scretion and turning it over to these jurors in a
situation where they do not have the tools to do nuch.

Now, the Federal Circuit tells us that the decision
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making by this jury is absolute, alnost entirely. W are
not going to give thema clear and convincing standard
presunption, we are going to assune what they did was
right, unless there is absolutely no basis on which they
coul d have deci ded what they decided. That is the
standard on appeal. So once the jury cones back and says
“this patent is valid,” the only issue is is there any
evi dence fromthe disputed experts on which they could
have relied. And taking it one step further, the Federal

Circuit told us in the Bio-technology v. Genentech case

that it does not nmatter that two national acadeny nenbers
have debated a highly esoteric, cutting edge issue with
science as to which experts disagree, and that the jury
coul d not possibly have nmade a reasoned deci sion. That
does not matter in the slightest. The experts put on
their testinony, the jury cones back with a verdict, and
that is the end of it. The Federal Crcuit wll then
accept that decision on the patent and that will be the
decision that determnes the fate of the validity of that
patent. Gven that that is the likely effect of doing
away With the presunption of validity in nost cases, | am
perpl exed. Now, of course others will point out, “Wll,
judges try patent cases too.” And that is true. And
sone judges study patent |aw, and sone judges even have

scientific training. Perhaps nore inportantly, judges
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have the time and the incentive, they can read the
patents, they can hire technical experts that are
i ndependent court experts, so they can have the tools to
do this right. A couple of points about judges, though.
Al'l judges are not as interested in patent |aw or as
know edgeabl e about it as the judges that are going to
appear before you, who are going to appear before the
Federal Trade Comm ssion hearings. There are judges out
there who actually hate to hear patent cases and try and
spend as little time on them as possible. But the second
and nmaybe nore inportant issue is, under our system
either side can demand a jury trial. And the problem
here is one that we, the trial bar, created. In the md-
1980's we started trying sone very conpl ex technol ogy
cases to juries for the first tinme. Up until then, judge
trials, in patent cases, at |east, cases about real
patents and real technol ogies dom nated. But we started
trying sonme of these cases to juries and what we found,
of course, and we found it in these pre-trial focus
groups, is that one side or the other in al nost every
case enjoys a huge bias to a jury. And because we now
know that, we will test that sonewhere al ong the way and
that party in any significant case is probably going to
demand a jury trial and stick to it. And, again, that

jury may well be the jury in the Eastern District of
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Texas. It seens to nme that the efforts for fixing the
Pat ent System woul d be nuch better spent on trying to
i nprove the PTO processes as the Conm ssion al so
suggests, and if we do fix the PTO processes, | do not
under stand why we woul d not want the presunption to
cont i nue.

Now, finally, just on the question of does the
instruction really matter, | have sone question about
t hat based on ny experience. The |awer’s argunent about
how patents cone about and what we are permtted to tel
the jury by the judge, in ny experience, matters a whol e
| ot nore than what the judge tells the jury in a very
short instruction what the presunption of validity m ght
be. So it would take a whole |ot nore than just changi ng
the instruction to have any inpact. There is now a
vi deot ape that was prepared by the Federal Judici al
Center that describes how the patent works. | know it
has been tested by different firms and I am not even sure
we are getting consistent results, but at |east what we
have seen is that it strongly reinforces the presunption
of validity of the patent. It shows patent exam ners
wearing suits and working on patents, and at |east the
i npression that nock jurors give us back is, “Yeah, it
| ooks like a good system It causes us to believe

patents nust be valid if they go through that system?”
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It seens to me that if someone in the governnent wanted
to change the jury view of what patents are and what
i npact that you have on their deliberations, one of the
first things to do would be to make that a nore bal anced
videotape. And then the other thing is, judges have a
| ot of discretion in what kind of instruction they give.
Sone judges give an instruction that tells the jury that
the facts have to be clear and convincing to show that
the patent is invalid, and you have to have a strong
belief in your mnd that it is right, maybe a noral
certitude is a word that is in some of the ancient
instructions. Here in the Northern District of
California, nost judges use a standard instruction that
the court has worked its way through which sinply tells
jurors that, in order to find the patent valid, they have
to be convinced that it is highly inprobable that it is
invalid. It seens to ne that a patent that has gone
t hrough a Patent and Trademark O fice procedure and has
had soneone, who is skilled in the science and knows
patent |aw, judge this as an invention which should be an
i ssued patent, ought to at | east have that inpact on the
juror. They ought to be convinced that it is highly
probabl e that the governnment nmade a mi stake. And then
to close, the really nost conpelling thing we find about

patent validity in our jury research before trials is a
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| ot of our citizens believe that when the Governnent does
sonething, it is probably right. This varies from
geography to geography. Here in the Northern District of
California, you can actually invalidate patents a whole
| ot easier than nost other places. The Eastern District
of Texas, not surprisingly given what | have told you, is
one of the places where the jurors al nost never think the
government nmekes mstakes in its patent issues, and
anot her court, and naybe one of the nobst inportant ones
given all the trials there, is the District of Del aware
and there, as well, the jurors al nost always validate
pat ents because they have this underlying glee in the
correctness of governnment action.

MS. SAMUEL SON: So, Ed, did you want -

MR. REI NES: Yeah, let ne address this a
little bit. First of all, Professor Janis referred to
the fact that people have used the term*“trolls” and
other terms such as that regarding people in the Patent
System As soneone who has litigated a defamation action
based on the use of various and sundry ternms such as
that, | advise that the word “troll” is probably safer
than “patent terrorist.” So if you are going to use
terms like that, or your client is going to use terns
like that, there is better and worse for defamation

pur poses, | have had the pleasure of |earning. The
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comments | want to make, first of all, on the presunption
of validity is it is inportant analytically to de-couple
the presunption of validity fromthe standard of proof
because they are two different things and they raise
different issues. The Standard of proof, | think, in
terms of jury decision-making is critical, it is the one
thing the jurors grasp. Ooviously, they will be swayed
by a host of additional considerations, but when they
hear preponderance vs. clear and convincing vs.
reasonabl e doubt, those are things that they take
seriously in ny experience. And so it is one thing to
change that. Now, there is a trend away from even
informng the jury in terns of the judge of the fact of
the presunption of validity. | nean, the patent exists,
so in that sense it is there, it is valid, so that is the
start point. But it is inportant to appreciate froma
litigation perspective that judges are increasingly
declining to informthe jury that there is a presunption
of validity. Judge Shrumdid that in the Eastern
District of California recently and in a relatively
i nportant case that cane out just about a week and a half
ago in the Chiron case, Judge Rader’s panel affirned that
decision not to give a jury instruction or presunption of
validity over objection and appeal, and so now there is

Federal Crcuit — a perineter on that, as well as nodel
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jury instructions in this district and others that do not
have that. So if the jury never |earns about the
presunption of validity, at |least fromthe judge, whether
it exists or not, is less inportant because | think
judges are used to the fact that presunptions are
procedural vehicles, not substantive evidence, and they
are capabl e of making the assessnents of what wei ght
shoul d be given. So froma reform perspective, | think
am | ess concerned about the presunption of validity for
t hose reasons, the trend away fromeven informng the
jury of that as part of the instructions, and also the
fact that judges are, | think, capable of handling that
fact. Also fromthe reform perspective on the standard
of proof, which fromny perspective is where the action
is, | think reformefforts should focus on the
differentiation between different issues. There is a
tendency to focus on prior art as the nain area, and that
is quite an inportant area. The areas that at | east
trouble ne, personally, on the standard of proof are
areas where, as a practical matter, the Patent Ofice is
not perform ng any exam nation. So all the issues that
we are tal king about about the quality of an exam nati on,
or di scouragenent of the PTO or anything el se, do not
apply to things such as inventorship, typically. | nean,

there can be disputes, but in general, the Applicant
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submts who the inventors are and that is it. | nmean, if
you have been through the ringer, you know that there is
just not scrutiny on that. Best npbde is another exanple.
| have never in all the file histories |I have | ooked at
seen a Best Mbode objection or, if | have, it has been in
an anomal ous case. So it is on those things where there
is not really exam nation, certainly in any neani ngful
way, and yet there is an el evated clear and convi nci ng
standard. That seens to ne to be wong. Wen you nove
to prior art, it is a nore conplicated picture and | do
not think they should be conflated. On the prior art, |
think, there is one thing where there is a joined issue,
an interference, a re-examne, or just a thorough
exam ner doing the right job where it makes sense for it
to be a higher standard, and there are situations where
the prior art is never presented or, in the case of 102E
prior art, maybe did not exist at the tine of the
exam nation, where the sane | evel of proof should not be
required. So | would propose decoupling the two and
then, within the standard of proof issue, which to ne is
the nore inportant in ternms of reformefforts, having
nuance to distinguishing the different el enents. Thank
you.

MS. SAMUELSON: Great, thanks. Now we w ||
hear from Mark Lenl ey.
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MR LEM_EY: kay, well, so let nme start out
with presunption of validity and then actually broaden it
to sonme other issues that — there is a bunch of
l[itigation reforns in the FTC Report we have not tal ked
about yet. | think the FTCis exactly right on the
presunption of validity, and here is why. The problemis
that, for a variety of structural reasons, the PTOis
sinply not set up to nmake anything like a very strong
determ nati on one way or the other on the validity of a
patent to which we ought to give it substantial deference
inlitigation. Wy is that? Wll, start with the fact
that the applicant never has a burden of proving
anything, right? The way the lawis now interpreted, if
| decide to patent the wheel, ny invention is that it
shal |l be round, and the exam ner does not conme up with
prior art — or it is the examner’'s burden to conme up
with prior art, if they don't, | get the patent. Right?
The presunption in the Patent Ofice is | get a patent.
Then when we get out, the presunption is, “Wll, that
patent was exam ned by the PTO, and so it nust be valid.”
But there is never a point at which | have affirmatively
to show anything. Second, the PTO is over-worked. They
get 350,000 applications a year. They devote 17 or 18
hours total over the course of three years to your

patent. That neans readi ng your application, searching
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for prior art, reading the art that you submt, conparing
it to the application, witing a rejection, reading the
anendnent and response you wite to that objection,
probably witing a second m snoner’d final rejection,
dealing with a phone call in which you are persuaded by
the applicant to change your mnd and allowit, and
witing the Notice of Allowance — all that, three years,
17 or 18 hours. Now, maybe they do a wonderful job under
that time constraint, | amwlling to concede that, | do
not think the problemis examners are stupid, right?

But | think the problemis, given the tinme constraints we
have and the cost constraints we have, that cannot
possibly be a full and searching exam nation of the kind
that you wll get in litigation. The problemis worse
because the way we have structured the exam ner’s
incentive, you get rewarded only for the first office
action and for finally disposing of the patent. You do
not get rewarded nore for disposing of a patent that
cites 150 pieces of prior art and has 120 clains than a
patent that cites two pieces of prior art and has three
claims. As a result, those |long conplex patents, which
are the very ones that turn out to get litigated at the
end of the day, are likely to get |ess scrutiny per
claim less scrutiny per piece of prior art, because the

exam ner’s incentive is not to focus on the conpl ex ones,
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the examner’s incentive is to get as many applications
out the door as possible. Right? Couple that with the
fact that there is a very strong culture in the Patent
O fice that issuing patents, not denying patents, is the
thing to do. Wen you | ook at the m ssion statenent of
the Patent Ofice, it is to help our custoners get
patents. That may be a very justifiable mssion in lots
of respects — patents are good things, but it is not
sonething that inclines exam ners to resolve the doubtfu
case by rejecting the patent application, and indeed they
don’t. Once you take continuations into account —
continuations are another problem - you cannot ever
finally reject a determ ned patent applicant. No matter
how many tinmes the exam ner says, “No, | do not w sh you
to have this patent,” the applicant can al ways cone back
and ask again. You can wear down the examner until the
logical thing to do is issue the patent. And it turns
out, as a result, when you take into account
continuations, about 85 percent of all applications
result in at | east one patent at the end of the day.

Now, is this a flawin the PTO? Maybe. | actually tend
to think not. | think, instead, the PTOis doing what it
i's supposed to be doing, it is doing a quick once-over.

Right? It is doing a |light screen of this huge nunber of

applications to weed sone of themout, to narrow sone of
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themin scope to prevent people fromclaimng too nuch,
and then it is properly leaving to the litigation process
the real hard determ nation, the devoting of ten’ s of
t housands of hours, to searching for prior art, to
anal yzing prior art, they are doing that validity. But
we can't |eave that determnation to the court, on the
one hand, and then, on the other hand, say, “Oh, but
because we have had 17 hours of scrutiny in the PTO we
must give deference to that scrutiny.” Now, Lynn says,
“Wait a mnute, if we do not allow — we do not give that
deference — the result is going to be juries run anuck.”
Vell, let me tell you a couple of things. First off, it
is plaintiffs, it is patentees, not defendants, who are
going to Marshall, Texas, because they want the jury that
does not have the technical background. They are going
t here because they know, and the enpirical evidence bears
out, juries are nore likely to favor the Patent Ofice
al ready, right? Because the jury says, “Wiit a m nute,
do not know anythi ng about atom c | ayer deposition. The
PTO has experts. They have already blessed this. | am
inclined not to second-guess those experts at the PTO”
If we reinforce that already existing inclination by
telling themlegally, “Let’s have a strong presunption
that what the PTOdid is right,” the likelihood is we are

never going to get substantial nunbers of jurors to take
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a serious look as the litigation systemwants themto
take a serious | ook at whether or not these patents are
actually valid. Lynn then says, “Wll, the Federal
Crcuit is going to defer too nuch to the jury.” That
is, | think, perhaps the first time |I have heard anybody
say that the problemwi th the Federal Crcuit is
excessi ve deference to what goes on in the District
Court. They are in huge panels discussing the opposite,
that the Federal Circuit intervenes too nmuch. It seens
to me that litigation, as Joe Farrell points out, is an
inperfect system But if anything, it is an inperfect
system al ready biased in the patentee’s favor. Wy would
we want to give a better bias, a stronger bias to it? |
do not know. So | think that what the FTC recomends on
this issue is exactly right. At a mninmum even if you
think this is too radical, either too radical to be
adopted or too radical to be good policy, then we ought
to take what Ed says to heart, right? At a mninmm on
issues in which the Patent O fice has not engaged in
exam nation at all, either it is an inventorship issue or
it is prior art that was not cited before the Patent
Ofice, it seens absurd to give deference, clear and
convi nci ng evidence deference, to the PTO s determ nation
because there was no determnation. So the idea that it

has got to be an across-the-board validity presunption
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seens even nore silly than the standard as it currently
exi sts.

Final point. W have not really talked at this
conference about inplenentation, but it seens to ne that
the way this can be inplemented is actually quite sinple.
| f you go back and you read the statute, the statute says
there is a presunption of validity. O course, the
statute al so says in copyright cases and in trademark
cases, there is a presunption of validity, and that
presunption, as Ed points out, is decoupled fromthe
standard of proof. |In both of those cases, it is a
presunption, but it is preponderance of the evidence. It
does not take statutory reformto inplenent this
particular FTC proposal. Al the Federal Crcuit needs
to do is say, “Wait a mnute, maybe it does not make
sense to be deferring quite as nuch as we already are.”
Al right, so much for presunption of validity.

A coupl e of nuch briefer notes on two ot her
reformissues, one which | suspect no one el se at the
conference is going to tal k about because it seens fairly
obscure and non-controversial, is the Section 105
rel evancy statenent, this was briefly nentioned this
norni ng. Todd Di cki nson says — one of the things he did
is he got exam ners the power to demand from applicants

that they explain the rel evance of particul ar pieces of
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prior art, and this seens to nake sense fromthe
exam ner’ s perspective if you are inundated with | arge
anounts of prior art. Wat | want to know is, what do |
need to read. R ght? Gven ny tine limtations, what is
it that is inportant to me? But | wll tell you as a

l[itigator, if you start as a practical matter requiring

rel evant statenments in Section 105, | guarantee you that
in every case | defend, I will get past summary judgnent
wi th an inequitable conduct defense. |If you nmake

sonebody wite down, “Here is what is inportant in this
prior art reference,” there will always be sonething that
they left out, there will always be sonething that you
can say, “Oh, they said it wong, they msstated it,”
right? There will be a litigation bonanza for
defendants. The only thing you can do if you are a
prosecutor in response to that is over-disclose. “Here
is each piece of prior art, you need a relevant statenent
for each piece of prior art. | amgoing to tell you
everything is relevant. Here is why this paragraph is
rel evant, here is why this paragraph is relevant, here is
why this paragraph is relevant.” PTO s burden actually
may end up being higher, not lower. So | think it is a
good idea in the abstract, and if we focus only on the
PTO, it makes perfect sense. | fear alittle bit,

t hough, the litigation consequences of doing that.
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Alright, final point. The FTC suggests that
we need to change the trigger of willfulness. R ght now,
| can be a willful infringer nerely because | run across
a patent. M engineer reads a patent, they are aware of
the patent, they are doing sonething which we |ater
determ ne infringes that patent, they are a wllful
infringer at |east unless we start playing a rather
remar kabl e game in which | go get an opinion letter of
counsel that says, “Oh, no, it is okay to continue doing
this.” | agree to disclose that opinion |letter of
counsel in litigation, |I therefore waive the attorney-
client privilege — how far, no one seens to know, there
are no less than eight different legal rules in District
Courts on how nuch the waiver extends, right? |If | play
this ganme, | amin serious trouble, and so a bunch of
| awyers tell their clients, “Watever you do, don’t read
patents, because if you read patents you get us stuck in
this really sort of labyrinth and quite disturbing
process.” So what the FTC suggests, which it seens to ne
is exactly right, as a starting matter, is we ought not
say that nerely because an engi neer read a patent, the
conpany is wllfully infringing that patent. R ght? W
ought to have a higher trigger. | think that is a good
idea, | think it is a necessary reform but | do not

think it is a sufficient reform There are substantially
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greater problens with the wilfulness gane. | amstill,
whenever | get a letter, going to have to get ny opinion
of counsel, disclose ny opinion of counsel, waive the
attorney-client privilege, it distorts litigation advice,
it distorts pre-litigation advice, it distorts your
choi ce of counsel because you want your opi nion counsel
to be different than your litigation counsel, and so
there are substantial problens with the w | ful ness gane
that are not addressed here, but at |east the FTC s
report is a first step. Well, Mark Janis and Arti Rai
both said they would talk quickly, and | think what they
meant is that they would talk briefly. | actually did
tal k quickly, but I am done.

MS. SAMUEL SON: Foll ow ng up on the issue of
subj ective factors, JimPooley, | think, wants to say a
few t hi ngs.

MR, POOLEY: Thank you. Mark is always a hard
act to followand all |I can promse is | wn't say as
many words. You know, first, on a point of personal

privil ege, because the issue of the video fromthe FJC

cane up -

MR. LEM.EY [ presuned]: The Pool ey Vi deo.

MR POOLEY: No. But | did wite the script
for that, and all | can say — | have since retired from
t hat busi ness and am now practicing law — all | can say
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i's, you know, we received as many comments in the other
direction of what Lynn brought up, and | take that as a
signal that we probably did what we were supposed to. In
fact, people on the other side of that debate conpl ai ned
about the narrator’s comment that, you know, you may be
wondering why you are here being asked to decide these
validity questions. Well, in part, it is because
m st akes sonetinmes are made, and while that is being
said, you know, we cut to a scene of the over-worked
patent examner in her office wwth a stack of files this
tall on her desk. And then that scene at the end where
sonebody pushes the cart through the file roomwhen it
| ooks like the final scene in Radars of the Lost Ark.
You know, we do try to get both sides in there. But,
nmoving on to the issue at hand, | had the privilege for
the | ast several years of working with ny col | eagues on
the Commttee of the National Acadeny project, and the
basic thing that we were | ooking at when you boil it al
down, with the benefit of a |lot of academ c interest and
perspective, was why do we hear so nuch noi se and concern
about the Patent Systenf? Where is the sand being thrown
into the gears of the machine? And in large part, we
found that it was in the enforcenent system And here |
have to say | agree very nuch with Bob Bl ackburn on this

poi nt, you know, when you talk to our clients, the people
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who deal with this system they will tell you the reason
that they end up being so irritated about having to pay
out | arge anounts of noney for sonmething that is not
perceived by themto be of very nmuch value intrinsically
is because they are petrified of the uncertainty, the
unpredictability of the outcone of the process, as well
as its costs. So when it gets down to enforcenent, we
find, I think, sone of the greatest inpact of the choices
that we nmake in designing the systemon how it actually
is inmplemented. And, in part, |ooking at the enforcenent
system we run into the issues that Lynn nentioned about
using juries for this process of considering validity
gquestions and, of course, people from outside our
judicial system | ook at that as sonething sort of
comcally quaint until, of course, they are in front of a
jury trying to argue invalidity against the presunption
Not being able to nodify the Seventh Amendnent, apart
from perhaps suggesting a third way in the post-grant
opposition process, one of the things we | ooked at and
one of the areas of recommendations that you will see is,
is this phase of litigation in which we deal w th subject
el ements of the parties. And one of them Mark just
menti oned and that is the subjective — the state of mnd
of the alleged infringer, and it plays out in

wi |l fulness. And here again we find in |ooking at the

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

150
guestion bal ancing the purpose of wllful ness, which is
supposed to provide sone additional deterrents against
infringenent, in a way very very large transacti onal
costs that involve getting opinions that may be worthl ess
for any other purpose whatsoever, and give people a real
cynical view of the systemitself, the cost of litigating
the probl ens around the scope of the waiver of the
privilege, and for the clients who face this fromthe
outset seeing their exposure tripled, potentially,
agai nst a standard that they really can’'t understand.

And so it is no surprise, then, that you see conpani es
instructing their engineers, “Do not read patents.” And
so when we are | ooking at cost-benefit analysis here of
that increnental benefit that we get in deterring
infringenment, we have to consider is it worth provoking a
result that is 180 degrees fromthe constitutional
mandat e of using patents in order to informthe progress
of science and the public know edge. So willfulness is
sort of an easy target in the panoply of subjective
factors that we have to deal wwth in litigation. There
were two others that you wll see in the report that have
to do with the state of mnd of the patentee, one has

al ready been referred to as “Best Mde,” and al though it
does not cone up that often, when it does it is a real

si de show — and an expensive one in ternms of discovery,
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and one wonders what it actually gives us in ternms of
benefit over and above the ot her provisions of Section
112 in notivating the parties to do a good job in
describing their invention. W also, in that particular
i nstance, run up against a substantial irritant and
probl em where international harnonization is concerned
because, as in the area of First to File vs. First to
I nvent, we are the only jurisdiction in the world that
enpl oys Best Mode. And those who try outside of our
country to harnonize their efforts with our systemfind
this to be a very very puzzling difference.

The | ast one of these is inequitable conduct,
also referred to — | think Mark said if Section 105 were
really used very nmuch, he would be able in cases where it
was i nvoked successfully at the Patent O fice to be able,
in every one of those cases, to establish an inequitable
conduct claimthat would get past sunmary judgnent, which
is alittle bit of an exanple of why this particul ar
subj ective elenent, although it is perhaps alleged | ess
frequently these days and perhaps | ess of a practi cal
probl em because it is decided by judges rather than
juries, neverthel ess appears to be nore of an
inefficiency in the system or cost in the system than
is justified. The additional burden on discovery, the

addi tional burden on the plaintiff fromhaving to
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consi der whether it is counsel who m ght be participating
as trial counsel, can actually take part in the
l[itigation and trial of the case — all of those
i nefficiencies have to be wei ghed agai nst what is
probably a very very statistically inprobable increnental
assi stance that you get in making the systemwork, from
having this aspect available to the parties to litigating
their cases. So one of the things that you will see in
the report is that we have suggested that these el enents
whi ch deal with state of mnd either be elimnated or be
substantially mtigated in a way that reduces their
i npact on the unpredictability and the cost of litigating
di sputes and patents.

MR. REI NES: Could | pitch just one mnute on
that? Just on willfulness, one thing to keep in mnd is
that in Federal Crcuit right nowis the Knorr-Brensey
case, which | ooks to be the palette fromwhich they can
re-wite willfulness |aw altogether. | know Congress
right now is deliberating based on what | have heard from
commttees on sone willfulness reform and the FTC
obviously is wading into those waters as well. | would
just suggest that all of those efforts wait to see the
outcone of the Knorr case so that we can see what the
Federal Circuit has done to cure that area, be clear what

the lawis in terns of getting sonme stable foundations
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fromthe Knorr case, and agai nst that background can

determ ne what, if any, reformis appropriate. Thank

you, Pam

M5. SAMUELSON: Great. Wuld any of the other
panelists like to do comentary? Shall | open it up?

MR. LEM_EY: Let me just — Ji m maybe hobbl ed
in this respect on how nmuch he can say. | was quite

interested to hear that one of the recomendati ons was,
as | understand it, either elimnate or put substanti al
constraints on the inequitable conduct defense. Maybe
under st andi ng nore about what the NAS proposal actually
is would help in this respect. | guess | ama little
nervous about the effects of a rule that said there is no
i nequi t abl e conduct defense — not because | think the
i nequi tabl e conduct is ranpant today and, indeed, you
know, there are lots of frivolous clainms of inequitable
conduct asserted, but because | fear what woul d happen if
we sent a message that there was no punishnent for |ying
or failing to disclose evidence to the Patent Ofi ce.
And | wonder whether you guys have thought about that and
what you m ght say about that.

VMR, POOLEY: Well, no, indeed that issue is
reflected in the report because it was a big part of our
deli berations in every one of these cases, | think. W

| ooked at what is the real objective, what is the goal of
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the particular elenment, and how central -- inportant is
it. Can you get there by using other nethods than this
one, and what is the cost? So that analysis is in the
report. And | do feel a little bit constrained about
tal king about the details of exactly what we have
recommended because the thing was not here in tine.

MS. SAMUEL SON: So sonething to | ook forward
to for Monday. Questions, comments? Yes, in the back.

MR. : [ Audi ence -- off m ke]

MS. SAMUEL SON: Coul d you restate the
gquestion?

MR. PASAHOW The question is does the
presunption of validity affect the ability to get a
summary judgnent in litigation. And for those of you who
are not |awers, sunmary judgnent is a notion you make
before trial and it is decided just upon witten
subm ssi ons of whatever the relevant evidence is. And
technically, | think the answer is it shouldn’t because
the question for the sunmary judgnent is, “is there any
evi dence on the other side?” And if there is any
evi dence, you are supposed to deny the summary judgnent.
It should not matter whether ultimately the question is,
is that evidence going to be sufficient and neet a nere
preponderance or a clear and convincing standard? In

putting aside that theoretical issue, in ny experience,
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have not seen trial judges get held up on the issue of
whet her it is clear and convincing or preponderance for
summary judgnents. On the other hand, there is the aura
that this presunption puts around patents that | think
sonetinmes does inpact judges, at |east subjectively. In
maki ng that whole aura go away, it mght inpact things
i ke summary judgnent nore than we can guess.

MS. SAMUELSON: Any ot her panelists want to —
okay, in the back.

MR. : [ Audi ence -- off m ke]

M5. RAI: | can speak to that since |I spent a
ot of tinme —

MS. SAMUEL SON: Coul d you repeat the question?

MS. RAI: Oh, sure. | take it that the burden
of the question was, isn't it interesting that the
Federal Circuit, at least with respect to sone of its
j udges, has been trending towards a pl ain neaning,
version, of claimconstruction so that there is not
nearly as much need to look to the PHOSI TA, for exanple,
or to factual issues nore generally. | think that this
is part of the — | nmean, | could speak at great length
about why | think this is part of the Federal Crcuit’s
desire because it feels like it is the npst conpetent
actor in the systemto try to really control all aspects

of the system and it is not a crazy position to take for

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

156
the Federal Circuit to believe that it is the nost
conpetent actor in the system but | do think that that
means that the PTO gets ignored to sone extent. Now, the
only way in which it does not get ignored, as | have
indicated, is in the context of patent issuances and the
cl ear and convi nci ng evi dence standard gives nore
deference to the PTO than perhaps was given by the
predecessors to the Federal Circuit. But with that small
exception, it seens to ne that that is a sort of
indication of the Federal Circuit’s wanting to kind of
root out factual issues altogether so as to have nore
control over the system

MR JAN S: | was just going to say | think
the question raises an interesting point about |inkages
bet ween the presunption of validity and other issues, so,
for exanple, | wonder suppose we did change the
presunption of validity, making it apparently easier to
i nval i date patents? Wuld we get an equal and opposite
reaction in scope doctrines? You know, we start
construing clainms to preserve their validity, really. W
see other changes at the Federal Crcuit that |iberalize
scope doctrines going back the opposite direction where
t hey have been trending. So what woul d happen? Wo
knows? But | do think it is inportant to see a change to

the presunption of validity mght well cause a cascade in
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changes in other areas, we should not look at it in
isolation, | don’t think.

VMR. LEM_EY: Goi ng back to Mark, one of the
t hings that has al ways struck ne as remarkabl e about
prosecution practice distinct fromlitigation practice is
exactly how little claimconstruction seens to matter in
the prosecution process. R ght? | nmean, we get to court
and we fight over the nmeaning of words that you would not
possi bly think could have a disputed neaning, right?
mean, there are Federal Circuit decisions interpreting
the ternms “A” and “O” and “To” and “Wen.” But none of
that seens really to happen in prosecution, right? And
maybe it is just a function again of the tine constraints
and how detailed the analysis is, but we seemto sort of
skate through prosecution w thout substantial discussion
about what the terns nean, and so there is a bit of a
tabula rasa, right? The Federal Crcuit’s |ater change
in howwe wll interpret those terns may not affect
prosecution as much because it is just not being thought
about as much in prosecution.

M5. RAI: Well, there is an obvious reason it
is not thought about as much in prosecution. You think
about those terns like “on” and “in” and all that only
when you are confronted with an infringer who says that

“on” and “in” and what have you do not take the infringer
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out si de the scope of your claim so -

MR LEM_EY: You see it for validity too,
although it is often an infringenent driven doctrine.

MR. REI NES: Just a couple comments. One is |
think there is just a practical problemif you are going
to attenpt to run sonme sort of concordance between the
| aw at the time of prosecution vs. at the tinme of
enforcenment, or District Court litigation. | nean, there
are all kinds of areas in law that change all the tine in
radi cal ways, and so | think we have to be sonmewhat
hunmbl e about our ability to bring that into sync, on the
one hand. On the other hand, | think the point was
addressed, actually, by Professor Lemey’'s comment that,
really, if you think about examnation it is sort of a
reasonabl y good once-over pass, and that that is not
going to get into the |l evel of going through the
dictionary library and then to experts and what they
understand this to nean. So | think that is addressed in
the sense that we have to recognize that there i s not
full blown claimconstruction of the style of Texas
Digital or anything el se taking place during prosecution,
in general. | think the way that the Patent O fice
attenpts to address this, and others can address this in
nore detail, is through assum ng the broadest general

meani ng of the clainms, and maybe that rule needs to be
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given nore vitality in order to address the practical
reality that the Patent Ofice is not going to performa
full blown claimconstruction on every word in a 100
cl ai m application.

M5. SAMUELSON: Yes?
MS. : [ Audi ence -- off m ke]
MR. PASAHOW Well, that is a good point, but

M5. SAMUELSON: Coul d you repeat the —

MR, PASAHOW The point was that if courts
gave deference to opposition proceedi ng statenents about
cl ai m construction, that would elimnate sone uncertainty
— well, alot of the uncertainty. It is a good point,
but often as you are tal king about the validity of a
patent, the issue of claimconstruction is |ess intense
because everyone who is challenging the patent, and the
exam ner under the governing rules who is looking at it,
sinply assunes that the words have their broadest neaning
— or the broadest neaning they could have to one skilled
inthe art. Oten the examner is that person, too. So
the i ssue does not cone up as to every word in the claim
that is going to get litigated about when you start
conparing it to a product. And whoever’s product it is
is trying to find sone word that arguably doesn’t apply.

VMR. LEM.EY: It also may depend a little bit
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on the structure of your opposition proceeding, right?
Is this a proceeding in which we are going to have
Adm ni strative Patent Judges wite opinions giving the
reason for rejecting a challenge, in which case they may
be explaining why they think that the patent has a
particul ar scope, and therefore avoids the prior art? O
are we going to fall back, in essence, on a Prosecution
Hi story Part Il approach in which ny representations in
front of the Adm nistrative Patent Judge may be binding
or helpful in interpreting the nmeaning of the claim
because | made thenf

MS. SAMUELSON: Ron?

MR. : [ Audi ence -- off m ke]

M5. RAI: Al t hough presumably, even if we were
going to give full deference to whatever the opposition
proceedi ng yielded with respect to constructions in
particul ar context, if there was nothing said about other
words, there would be no reason to give — there would be
nothing to give deference to, just as there is nothing to
gi ve deference to with respect to the PTOs failure to
exam ne particular issues |like Best Mdde, or what have
you. So | amnot sure it ends up being such a big issue
because -

MR. [Audi ence -- off m ke]

MS. RAIl: Well, that is what | nmean. And then
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t hose woul d have to be — | would assune that that would
just be litigated de novo because there — well, probably
to sone extent de novo, anyway, because there would be no
prior opposition proceeding holding on that question.

VMR. LEM_EY: Wl |l renmenber, of course, Markman
is a question of |aw and under Cybor there is no
deference even to District Court determ nations of what a
term nmeans, so the |likelihood that there will be
deference to the Patent Ofice Admnistrative
determ nation of what a clai mneans seens dubi ous to ne,
so only if you actually appeal ed the opposition to a
Federal Circuit would you get a defined neaning of the
claimterm

M5. RAI: Well, FTC recommends that, as a part
of the opposition proceeding |egislation, Congress
mandat e def erence on questions of |aw —

MR. LEM_EY: O — yeah.

M5. RAI: — even, yeah. So.

MS. SAMUELSON: Well, on that cheerful note,
it is time for lunch. It is ny understanding that |unch
will be served in the back of the roomand we wl|
reconvene at 1: 40 in order to hear Judge Wyte, but you
have al nost an hour to enjoy yourselves.

[OFf]
JUDGE WHYTE: Good afternoon, everyone. | was
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asked to give the bench’s reaction to sone of the
proposed refornms that have been suggested by the FTC and
others, so | thought | should begin ny task or assignnent
by sending out an e-mail to ny coll eagues and aski ng them
for input, and what | did was | sent thema two and a
hal f page summary of the Executive Summary of the Report,
and referred themto the 315-page report that was on the
Web. And | thought it would be useful to give sone of
the responses that | received. | got a high percentage
of returns fromny coll eagues and let ne start by reading
a few of the nore insightful ones. The first one |
recei ved was only two words: “CGood grief.” Then, from
soneone — well, I will just read it, “The meani ngful
reformwould be the elimnation of jurisdiction for the
District Court in patent litigation. And quote ne on
that.” | won't give you the author, but his brother is
on the Suprene Court. “l have a few suggestions you nmay
want to seriously consider. Require patent litigators to
wear boxing gloves, allow courts to charge patent
attorneys an hourly fee for Markman hearings.” And the
final insightful one, I will read to you, it says, “These
pat ent cases involve nore acrinony than any ot her
category of cases which | have, including an actual
fistfight in a deposition.” WlIl, that gives you a

little flavor of sone views.
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Let me now turn to a little nore substantive
comments. These coments are sonewhat the comments of
the judges that | surveyed with a sort of heavy gl oss of
sone of ny own thoughts. | would say it would be fair to
rule or say that the judges in general affirmthe FTC
recommendations. | think they felt they were well
t hought out and generally nade a | ot of sense.

| would Iike to coment briefly on sone
observati ons about the Patent Systemfromthe court
st andpoi nt and perhaps with a gloss, as | say, of ny own.
| have essentially three points. One is that too many
patents are issued. Whether the figure is 98 percent,
whi ch shocked ne, that | read in the report, or only 74
percent, it seens to ne that that — maybe it is too wong
a word, but is absurd. It alnost rem nds nme of the

Enperor’s New Clothes — if you are in the system you

| ook and you say, “Well, that is the way it goes, that is
okay.” If you step back, and sone of us |ike nyself -
when | becane a Federal Judge, | had absolutely no

experience in intellectual property or patent |aw, and |
t hink the nost shocking thing I |earned after | had been
on the bench for a while was that the percentage of
patents that are applied for actually end up being
issued. And I think, since | was shocked, | teach an

extern course at Santa Clara Law School, | have asked the
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extern class what percentage of patents that are applied
for do you think are issued. | have had high schoo
students into the court and | have asked them and at
| east their perception or belief is, “CGee, it wuld be a
very small percent of applications that are issued
because a patent is an invention, and inventions just do
not cone along every day.” But it seenms — and | kind of
agree with that, and it seens to ne we have got a system
that needs a real look as to trying to change so that we
really have an invention when we issue a patent. And |
think there are sonme ways that this m ght occur, one
obviously is that the PTO change its approach. That is
difficult to do, but it seens to nme that an examner’s
attitude, particularly if we continue with this ex-parte
process, has got to be courteous, but very skeptical of
any application.

Also, it seens to ne that the FTC s proposa
for a post-issue reexam nation procedure — and |
under stand Professor Merges is witing an article on this
— has appeal, but | was curious and | did not see nuch
di scussion in it as to the effect on a later infringenent
validity | awsuit between two private parties, what effect
t he post-issue reexam nation procedure would have. If we
are tal king about sonmething that woul d have sone sort of

Chevron deference, in other words, essentially the
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District Court would get out of the business of review ng
validity decisions, that m ght nmake sonme sense. Then
ot her questions that were raised in ny mnd is, well,
woul d there be sonme sort of exhaustion requirenent if you
are challenging validity? Wuld you have to exhaust, or
at least try to exhaust this post-issuance reexam nation
procedure? If such a systemwould elimnate or | essen
later litigation, | think it nakes some sense. If, on
the ot her hand, we ended up with a systemthat just added
an admnistrative layer to the process, | think that
woul d be bad. So |I think the idea is a good one, but
there are sone unanswered questions, at least in nmy mnd,
and | think ny viewthere is consistent wwth those of
sone of the other judges.

Secondly, and this I know was tal ked about this
nmorning — unfortunately, | was not here, | would have
liked to have been — is with respect to the presunption
of validity and the clear and convinci ng evi dence
standard with respect to validity determnations. |
think now, to sone extent, and a little bit depends on
the court you are in, that the existing lawis kind of a
doubl e whamy agai nst the party chal |l engi ng the patent
because if you instruct a jury that a patent is presuned
to be valid, and it has got to be proved invalid by clear

and convinci ng evidence, you really are suggesting there
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are two things, 1) there is the clear and convinci ng
evi dence standard, and then, 2) there is also a
presunption of validity. And it seens to ne, really,
what the presunption of validity is is a nmechanismfor
shifting or explaining the burden of proof. So at | east
if we had a current system | think it should be nade
clear, and | think in nost nodel instructions now, the
comm ttees that have prepared those instructions, have
gone this route, that, say, sonething along the |lines
that since the patent was issued by the Patent Ofice,
the burden of showing invalidity is clear and convinci ng
evi dence, but it says nothing about a presunption because
a presunption itself really is not evidence. It also
seens to me that if we do not change whol e-heartedly the
burden of truth to a presunption of validity as opposed
to clear and convincing standard that there ought to be
made cl ear a distinction between what deference is given
to the Patent Ofice s decision based on what the Patent
Ofice had before it. For exanple, if an applicant
di scl osed certain references and pointed out the argunent
agai nst patentability, and then answered it, it seens to
me that applicant should be entitled to sone
consi deration —heavy consideration — if the Patent
O fice then issues the patent and it is |ater challenged.

Conversely, where the applicant fails to raise certain
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matters for material prior art, and the file does not
show t hat the exam ner ever sawit, then it seens to ne
that the presunption of validity has little weight or
should be given little effect. The fact that if you did
have sort of a duel standard al ong those |ines, one of
the things it would encourage, or that it would have the
effect, it seens to ne, of encouraging applicants to do
searches, as opposed to now not feeling they have to
undertake a search because they m ght find sonething that
woul d be har nf ul

The willful ness issue is another issue that is
a constant concern to the court. It is areal pain, to
say it alittle nore bluntly, but | do not know ny
audi ence wel |l enough, but there are constantly problens
with, well, if you rely on an attorney opinion to defeat
w || ful ness, how much of the attorney-client privilege
have you wai ved? Are trial counsel’s notes avail abl e?
It is just a nightmare. And for those of you who are
practitioners or |aw professors who have studi ed the
i ssue, or anybody that is interested, you will find that
the courts are not consistent at all as to how they treat
that issue. M reaction to the Federal Trade
Comm ssion’s recommendation of kind of a bright line rule
that willfulness is only available if the patent hol der

has been given witten notice of infringenment or there is
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evi dence of direct copying, nakes a | ot of sense. The
only thing | would add to that is, to the extent that one
interprets the law currently as allowing or calling for
an adverse inference if you do not have an attorney
opinion, | think that |aw creates a | ot nore problens
than it solves and | think it also risks being a rea
interference with what is otherwise a pretty highly held
privilege, that is, the attorney-client privilege.

The last area that | wanted to speak to just
briefly is the question of obviousness. The FTC s
recomendation, | think, is an interesting one, and that
is that we do away with the need to find a suggestion to
conbine in the prior art and ascribing to one of ordinary
skill in the art an ability to conbine or nodify prior
art that is consistent with the creativity and probl em
solving skills of soneone skilled in the art. | think
theoretically that sounds |ike a good idea, and generally
| react favorably to it. The one concern | do have,
though, is it seens to ne that gets away from an
obj ective standard and you woul d be guaranteed in al nost
every case a battle of experts. And | may feel a little
nmore strongly than other judges on this, but | amvery
skeptical of expert witnesses. That is one reason
don't like the willfulness issue as it now exi sts because

| think you tend to devel op — attorneys are good
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advocat es and you devel op cadres of attorneys that are
basically paid advocates that come in — and | do not want
to say sonebody that is paid wll say anything, but |
think I found when we were dealing with the willful ness
i ssues, or it was common practice to have a patent |aw
expert testify at trial, that | found those experts to be
very much pai d advocates, as opposed to soneone who was
truly independent and giving an honest opinion. So that
concerns me. | like the idea, | think obviousness is
sonet hing that needs to be tightened up, but | do have
sonme question about the practicality of the suggestion
that is nade by the FTC. One concern | do have about
ti ghteni ng up obvi ousness, though, is if we do that, does
that nmean that we are going to get rid of the patents
such as the one for swinging by pulling the chains on the
swing in different directions, the nmethod for sw nging?
O the nethod for picking up a box wi thout bendi ng your
back and only bending your legs? O, ny favorite, the
met hod of painting using a baby’s butt, dipping it in
paint and stanping it on a canvas. If we tighten it up
too much, we are going to lose a lot of our hunmor. And
in summary, | think the majority opinion of the judges is
that the FTC s recommendations should be affirmed. There
is a dissent that says reverse with directions to include

a recomendation that District Court jurisdiction over
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patent di sputes be abolished. | would be happy to take
any quick questions if we have got a couple mnutes. |
think I was supposed to end at 2:00 and it is right at
2: 00, so maybe that is it. Thank you.

PROFESSOR SHAPI RO Let us get started. Now
t hat Conmm 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
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COWM SSI ONER THOVPSON: There are a few,
there are a few

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
his pinky and then everyone has to stop talking —

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

PROFESSOR SHAPI RO | amgoing to be the tine-
keeper. And with a dozen panelists and nany topics to go
through, this is — 1 tend to take ny 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.
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Capabl anca was Cuban and he was a big cigar snoker, not
surprisingly, and of course All akein negotiated that
Capabl anca coul d not snoke his cigar during the chess
ganes. But there they show up to the first gane,
Capabl anca 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 sonme of these proposals. Ckay, |

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

173
t hi nk we have heard a | ot about, concern about patent
quality, okay, what does it nean in practice and what do
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.” GCkay, it is not that sinple. In fact, nmany 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 wll 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
Intell ectual Property Law Section, the Al PLA, the
Intell ectual 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
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eval uating the FTC proposals, so we will be able to hear
where they are at, okay? |In nost cases, they do not have
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. Ckay, 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

dism ssal of this kind of evidence as anecdotal . | have
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heard it a fewtinmes nowin reaction to the FTC Report
and it — one person’s anecdote is another person’s case
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 sone 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 W 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 I do with copyrights and trade secrets and | aying
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
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of patents that is virtually inpossible to avoid. 1In
corporate-speak, that is a risk managenent problem of the
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 |i ke 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 nnovative 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.
W increase — every tinme 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
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you.

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

MR. EPPENAUER: Thanks. It is a pleasure to
be here today. | will put my 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 | 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
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allegation triggers — you have that. Another difficult
or tenuous wllful infringenent allegation that we faced
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 infringenment 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 infringenment 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
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clear that there is a major increase in patent litigation
inthe IT industry and certainly Mcrosoft faces an
i ncreasi ng nunber of patent |awsuits where we are the
defendant. And on top of that, we have nany many nore
assertions prior to litigation where we spend a fair bit
of time negotiating and anal yzi ng those assertions. So
in that respect, | do echo sone of the cormments | 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 conmes up. So | think in that context, the
post -grant Opposition would be very helpful to try to
avoid litigation disputes. And one of the things that is
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 |awsuit

where you can institute this proceeding, and in sone
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industries |like ours where there are so nany thousands of
patents out there in the Information Technol ogy space, it
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
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of the discussion of the panel this norning, so | won't
bel abor the point, but suffice it to say that, |ike many
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 w | ful ness
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claim if they can, only after they have established
validity and infringenment of their patent clains.

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 with that
and, for exanple, | think it is worth taking a | ook at
the 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
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efficient way. And ny |ast coment, then, will be just a
general observation. | cannot help sitting and hearing
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 — |1 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.
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MR JOHNSTON: Thank you.

PROFESSOR SHAPI RO Next, Jay Monahan from
eBay.

VR,  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
|l 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, |I would hazard to say nost of the
| etters, 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
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pray and thank Google for every day, and in two hours
found dispositive killer prior art. And | said there is
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 my 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, | do not know the answer to that, but | can
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guarantee you if there is litigation, they are going to
say they did, and | amgoing to be dealing with that
issue in litigation. Lawsuits — lawsuits — we are in a
whol e new worl d. 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
judgnent, 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 | awyer 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
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part of this conference, we have sonme thoughts on sone of
the reforns that nmake the nost sense which we are going
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 |
woul d 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 me 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
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this panel, Google approaches this issue fromthe
perspective of a conpany that obtains patents and al so
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
kind 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 peopl e 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
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other areas, as well. If we are trying to assess the
val ue of patents that we have ourselves for purposes of
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 talking 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
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accurately in the FTC report as an area where there is
i ncremental innovation. W conme out with a new product
feature and, very shortly after, conpetitors, once they
see that feature, if they had not already been devel oping
it for their product, wll soon enough devel op that
simlar or maybe an inproved feature along the same |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 some of the
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recommendati ons on patent quality may be the best way to
start to make sure that we can address what is really —
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 sone 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
with 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
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conpetitors or other third party patents out there, which
| think really disrupts the bal ance of the Patent System
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 | 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
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facing a huge amount of uncertainty. You know, and if
you just think about sonme of the FTC i ssues such as the
Wi llful 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
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our Corporate Research Lab’s budget. That, to ne, seens
to be out of kilter. And, you know, obviously — and by
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, “lI 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: kay, just got it in there. W
got sued several years ago on a patent where we felt we
could get the license for $2 million. | 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

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

195
had, by the way, very interesting issues in collateral
l[itigation — but because truth is a defense, right? But
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 million, and | amnot throwing 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 ne start — |
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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
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.” Ckay, 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 Lenl ey gave an i npassi oned piece
this norning 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
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Science’s Report calls for an Open Revi ew Procedure,
basically of third party chall enges before Adm nistrative
Pat ent Judges at the PTO so they are on the sane 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 nmuch. | 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 sone of the organizations being m d-
streamin their policy forrmulation, 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
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that the developing view, as | wll call it, is to
support. W have a resolution that will be adopted,
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 I 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 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
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what | will say about that.

PROFESSOR SHAPI RO Wuld you say it is the
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 | mean, we start
putting adjectives about crucial and indispensable, and |
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,
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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 |
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
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publications, 112, first and second paragraph, no best
node, non-statutory double patenting, it would be based
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
wll be comng out shortly and we do have a well -
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 Omers 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 wwth 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 Opposition. W are still trying to sort out
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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,
| 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
pat ent 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 time 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 needi ng
a procedure post-grant that is substantially nore
expansive than the inter-partes re-exam nation proceedi ng

that was enacted in the Anerican |Inventors Protection Act
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in 1999. And on where we are at, | would say that | PO —
at | east ten recomrendations, the post-grant Opposition
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 Qpposition,
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
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di scussion now. | think one — | can touch on a few
t hi ngs which — and give you sone insight into the
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 inportant in this process
to appreciate that, you know, you are going to have a
trade-off in that tinme limt 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
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dom nant topic for many patent applications in the
bi ot ech sector where there is not a lot of prior art —
well, there is a fair anmount of prior art, but the main
issue in a lot of cases is 112. The third variabl e that
seens to be supported is the need to have better
managenent of the proceeding, and here it is kind of a
trade-off 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 many of our nenbers have lived through enough
litigation now that they don't want to see the torture of
l[itigation inported into a Patent O fice environnent.

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
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Trademark Office. | amgoing to stop at that point
because we are still struggling with a |ot of other
paraneters that have not been tal ked about in the
di scussions so far, and we do not really have uniform
Vi ewns.

| 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 kay, 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?
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do not think so. And | think the devil is in the
details, absolutely. The comrents that Jeff just nmade
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 thenselves. 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
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thing that res judicata is going to get very far if you
want to be able to use this systemand nake it a success.
So | think there are lots of devilish details to be
decided in connection wth 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 reconsi deration, 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?
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MR, JOHNSTON: Yeah, very briefly because |
commented before, we are supportive of this. | agree
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 kay. 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 atinme limt, I won't use it
much unl ess there is sonebody |I know who is going to be a

problemfor nme out of the chute, and this is ny best shot
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at them |If thereis notinme limt, I wll use it a lot,
and | think that is the real consideration. And |
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.
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And | do not know if that is sonmething which is going to
be digestible to the software and non-bi otech sector, but
| 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 in limting the access.

PROFESSOR SHAPI RO Vell, | 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 i ndependent

inventor. | can tell you that there are issues here that
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are conprom sed based on what we think would be
acceptable in the independent inventing community. For
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
place 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,
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what was the reasonabl e apprehension of litigation,
woul d have sone rights triggered at that point.

PROFESSOR SHAPI RO Ckay. We 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 nmake things happen. Gkay? 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 |
think presented very nicely the argunment in favor of
this, which I would sumari ze as sayi ng, “Wy shoul d
patents get that big presunption if it is such a quick

| ook going on now?” Ckay? Now, that raises the issue of
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how this proposal interacts with other proposals. Okay?
| think one could take the reasonable view, if you fix a
| 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 — woul d 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 coments 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
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actually —

MR GRI SWOLD: | can sum —

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 missing 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
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things up a little bit.

PROFESSOR SHAPI RO Ckay, that is fine. It
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 — | think, isn't that right,
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Herb, for |PO?

MR, WAMSLEY: That is right, Carl. W are
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 |
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 | 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
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holder is in a stronger position because of the
presunption, but what do you nean “predicated on?”

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 other
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
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better than Mark.

MR MYRI CK: This is one position that USCI B
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 sonmething 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
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because people have said, “Wll, let’s fix the other
stuff first.” This is pretty easy to fix, the burden of
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 blanme 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 shoul d 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 -
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MR GRI SWOLD: Il will do it briefly. Qur view
on that one was that we put this in a support category
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 |law
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 viewwas. 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
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sone for 1 PO on this?

MR WANGSLEY: We do not favor changi ng what we
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
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Nat i onal Acadeny of Science certainly is on board here,
too, with supporting. So the question, | think it really
is how nmuch 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 |ink
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
nore 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 enmenting 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

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

224
talk about this plan will make them agile and producti ve.
| fear that productive m ght nmean nore patents, but | am
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 with Herb.
know you have been close to this process, certainly the
funding side of it. W are noving along in tinme, so | am
going to ask everybody to be really crisp here, and |
will start using the bell nore, and it is not personal,
but it’s just I’'ve got to keep us noving.

MR WANMSLEY: Well, this is one of our
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favorites at our association. W do |lobbying and this is
our nunber 1 | obbying issue right now And | think this
i s 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 |looking 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.
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PROFESSOR SHAPI RO Ckay, Gary? | know you
are close, as well, to this process.

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
ook 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 custonmers. The public is a
bi g custonmer at PTO so, anyway, that is the Al PLA

PROFESSOR SHAPI RO Ckay. My 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,
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does anybody el se here want to just have a quick — Ron?

MR, MYRI CK Just a quick one. One thing that
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 | wanted to qualify nmyself, | wanted to
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point out that calling for an end to the diversion of the
PTO user generated fees not only is a policy of the ABA
| PL Section, it actually has been escalated to a policy
of the Anmerican 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
Ameri can 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
j obs. Jeff?

MR KUSHAN: | don’t want to prolong this, but
we do have a slightly different perspective in BlIO 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 O fice, 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
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applications unnecessarily. That is very inefficient to
take and essentially segnment over tinme and anong
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-mandatory 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: VWll, 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
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PROFESSOR SHAPI RO Ckay. Just to frame the
whol e pendency question, in the 21st Century Strategic
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 sonme 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
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percent of the patent applications, according to the
FTC s report, and this would then kind of do the extra
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
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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
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 endemc in sone of the information technol ogy
busi nesses.

PROFESSOR SHAPI RO Ckay. Do you want to add

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

233

one thing to that?

MR. BARR Al though | agree it is a problem |
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 nake 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 deci de
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
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area where sonebody m ght object to this, | guess, it
seenmed to nme, and then there is sone back and forth on
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 | 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 |
would Ii 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
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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
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 sone 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 showi ng 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
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principle the comercial use, including substanti al
preparations for commercial use should be recognized as a
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 sone 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
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of affirmation here for what the FTC i s proposing.

MR. BARR What are you saying? You are
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
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present prior user right, but not changing the date.

PROFESSOR SHAPI RO Ckay, so it wouldn't just
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 commrent on
t hat ?

MR BARR | would Iike 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
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far, or not, or say anything about it? | amnot sure.

MR KUSHAN: | will nmention that | am not
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
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infringement fromthe patentee, or deliberate copying of
the patentee’s invention knowwng it to be patented.”
will say — we are going to keep this very brief — that
there is a w despread view that the current willful 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
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because this is one of the biggest distortions of the
system This is one of the greatest inbalances. Al of
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 sonething is
required before I amon notice. | want to be able to act
reasonably, | want to be able to act responsibly within
my 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
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of, “God, what if the worst thing happens and we get

trebl e damages?” And, you know, | have been lucky so far
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. 1| 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.
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And | think it would be interesting to naybe think about
how that could tie into — for there to be sonme kind of a
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: Onh, 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
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whol e wai ver of attorney-client privilege, which is a
real problemin litigation

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
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again allow engineers to read patents because, at |east
to me there is enough anbiguity in the case |law that |
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
recommend that you read the article on wllful 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 solves 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,
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or at least the |ast few pages, the Executive Summary.

PROFESSOR SHAPI RO Ckay, well, | want to
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
w Il happen and it seens to nme we have taken a step in
that direction. VWich 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 that 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 ne 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
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in the future of innovation in the U S. Now, some m ght
criticize that statenent as a bit of puffery, but based
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 econonmy? 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 alnost 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
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voice is very inportant. Second, | think it is also
hel pful to create an ongoi ng resource for policymakers so
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 viewpoints, but
positions and practices, anecdotes, and data. Sonetines
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 nonentum
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
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start by a public announcenent, that they agree that
there is an opportunity to nmake the Patent System nore
responsive to technol ogy and i nnovation, and that they
agree to neet and have a continuing di al ogue anong
t henmsel 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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