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PROCEEDI NGS

MS. GREENE: We'll unfortunately have to proceed
wi t hout one of our panelists. |'m sure Bhaskar will be
here shortly.

First of all, thank you for joining us. It's a
real honor for us to have you all here. Today is in
sone ways a conbination of many of the panels that we've
had t hroughout the course of the hearings over the past
four nonths. We are going to be |ooking at basically
what was one of the critical actors throughout the whol e
hearings, that is to say the Federal Circuit. W're
going to be | ooking at, anong other things, the inpact
that it has on antitrust |aw.

And one of the things that characterizes the
panel is obviously not only the incredible caliber of
t he guests that we have here today, but also your
number. Mich to ny chagrin, because of the nunber of
panelists, |'ve actually taken the liberty of putting
together a little tine line so we can keep things
flowi ng. W have so nuch to cover. Not only do we have
a lot of topics that we up here have thought about in
terns of things we want to cover, but also the countless
t hi ngs which you all have brought to our attention as
still additional topics that we need to consider.
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So, if you would stick to the time frame as nuch
as possible, | would greatly appreciate it.

Addi tionally, we have a very kind attorney, M ke
Barnett, who is sitting in the front row, who is an
attorney in the O fice of the General Counsel. He has
agreed to hold up a sign that will tell you that you
have three m nutes |left, and then no mnutes left. And
we'll try that, because as | said, |I've had the honor of
speaking to each of you and I know that you have |ots of
points to make and | really don't want to end in a
position where sone fol ks don't have the opportunity to
speak.

So, with no further ado, let ne just go ahead
and briefly do the introductions, because | think nost
of the cast of characters is well known here, and we can
take it fromthere. M nane is Hillary Greene, | amthe
Project Director for IPin the Ofice of the General
Counsel here at the FTC

To nmy right is Suzanne M chel, who is the
Counsel for Intellectual Property at the FTC, and she is
in the Bureau of Conpetition, but | like jokingly
telling people that she is an honorary menber of the
General Counsel's Ofice, because she has just been an
absol utely amazi ng resource throughout the entire I ength
of the hearings, and in the many, many nont hs precedi ng
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them So, | think we need to give you the credit you
are due.

We have to her right, Frances Marshall, an
attorney fromthe Departnent of Justice, who is heading
up the effort for that agency. To ny left we have Ray
Chen who is an Associate Solicitor at the PTO and who is
reprising his role and we're glad to have you back.

Very briefly et me go around and introduce
today's panelists. First, Charles Baker is a partner at
Fitzpatrick, Cella, Harper & Scinto in New York, where
he has been lead trial counsel and extensively involved
in all aspects of patent litigation. He is currently
Chair of the IP Section of the ABA, and he has been a
menber of the boards of directors of the American
Intell ectual Property Law Association and the New York
Intell ectual Property Law Association. And he is,
despite all of those affiliations, here in his
i ndi vi dual capacity.

We next have Bhaskar, who is actually a fornmer
staff nmenber here at the Federal Trade Conm ssion. He
is coming in from Massachusetts, so |I'Il hold off
introducing himformally until he gets here.

Next we have Roxanne Busey, who is a partner in
t he Chicago office of Gardner, Carton & Dougl as, where
her practice includes antitrust litigation and
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counseling. She is the current Chair of the ABA Section
of Antitrust Law, she served on the Special Task Force
on Conpetition Policy to the Clinton Transition Team and
she has testified before the FTC on joint ventures and
efficiencies and gl obal conpetition.

Next we have Rochell e Dreyfuss, who is the
Paul i ne Newman Professor of Law at NYU where her
research and teaching interests include intellectual
property, privacy and the relationship between science
and law. She is currently a nenmber of the Nationa
Acadeny of Sciences Committee on Intellectual Rights in
t he Know edge- Based Econony and she has worked as a
consultant to the Federal Trade Conm ssion and the
Departnent of Justice throughout the course of these
hearings. We appreciate you being here today and
yesterday as well. | think of her as basically being
our expert on the Federal Circuit, when in doubt, ask
Rochel I e.

Next we have George Gordon, a partner in the
litigation departnent and a nenmber of the antitrust
practice group at Dechert in Philadel phia, Pennsyl vani a.
His antitrust practice concentrates on intell ectual
property, antitrust litigation and counseling. He is
active in the ABA's Antitrust Section and is the
I n-com ng cochair of the Section's Intellectual Property
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Committee.

Next we have Bob Hoerner, who is a retired
partner from Jones Day. At Jones Day in Cleveland, his
practice consisted principally of antitrust litigation
and counseling, and patent litigation and |icensing.
Prior to becom ng a partner at Jones Day, he was the
Chi ef of the Evaluation Section in the Antitrust
Di vision at the Departnent of Justice. He has |ectured
and witten on antitrust topics, particularly,
principally in the patent m suse and patent antitrust
fields.

Next we have Ji m Kobak, who is a partner with
Hughes, Hubbard & Reed in the firm s New York office
where he leads the firm s antitrust section and
concentrates nmuch of his practice in antitrust and
intell ectual property. He is a former chair of the
Intell ectual Property Commttee of the ABA Section of
Antitrust Law. In addition to authoring articles and
serving on drafting and editing commttees for several
ABA Antitrust Section publications, he has edited the
ABA Handbook, Intellectual Property M suse, Licensing
and Litigation.

Next we have Steve Kunin, and Steve Kunin is the
Deputy Commi ssioner for Patent Exam nation and Policy at
t he PTO and he has served in this capacity since
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Novenmber of 1994. In his capacity, he participates in
the establishment of patent policy for the various

pat ent organi zations, under the Conm ssioner of Patents,
i ncl udi ng changes in patent practice, revision of the
rules of practice and procedures, and the establishment
of exam ning priorities and classification of

t echnol ogi cal arts.

Next we have Cecil Quillen, who is a currently a
seni or advisor with the Cornerstone Research Group, an
econom c consulting firm He is forner general counse
at East man Kodak where he was senior vice president and
a menber of the board of directors from'86 to '92. He
has spoken and written on innovation in the U.S. patent
system ext ensi vely.

Next we have Bob Taylor. Bob Taylor is the
managi ng partner of the Silicon Valley office of How ey,
Si non, Arnold & White, where he specializes in patent
and antitrust litigation and the related fields of |aw.
He is a former chair of the Antitrust Section of the
ABA, and he was al so a nmenber of the Advisory Conm ssion
on Patent Law Reform whose report was presented to the
U.S. Secretary of Commerce in 1992, proposing changes in
t he patent | aws.

Lastly, we have Matt Weil, who is a partner in
the Irvine office of McDernott, WII| & Enory where he
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specializes in intellectual property litigation and
counseling. He has been a director of the Orange County
Pat ent Law Association since '98 and he is a frequent
aut hor and speaker on intellectual property issues.

Unfortunately, M. Azcuenaga was unable to join
us today. But we hope to be able to get her input -- as
the input of all of the public -- through other ways,
such as submtting comrents. Additionally, Mark Banner
was unable to join us, which is unfortunate. But we are
absolutely delighted to have Bob Tayl or who has agreed
to come in his stead and speak on behalf of the ABA's IP
section.

Okay, and with no further ado, | would like to
actually just turn to Roxanne, to start us off.

MS. BUSEY: Thank you, Hillary. | am pleased to
be here in ny capacity as Chair of the ABA Antitrust
Section. | have to say that these views are being
presented on behalf of the Antitrust Section only, and
have not been approved by the House of Del egates or the
Board of Governors of the Anmerican Bar Association, and
t herefore should not be construed as representing the
position of the ABA.

| believe that you have received in advance our
witten testinmony. Today | would just |like to highlight
sonme of the points that we nade in our witten
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testi nony.

| guess the first thing that I would like to do
is to applaud the joint action here by the agencies in
hol di ng these particular hearings. As many of you know,
this was one of the -- not a specific hearing, but the
concept of looking into antitrust and intellectual
property issues was one of the recomendati ons of our
transition report to the Bush Il adm nistration. W
felt this was an area that needed further review and it
was an area that was very inportant to the econony.

We felt, and/or | think we do feel that these
public hearings are a very useful tool for the agencies
to explore criticisnms of their own enforcenent theories,
as well as subjects that may warrant enforcenment outside
of the context of any particular case. W have noted
t hat the hearings have unearthed sonme very interesting
information that we think will be useful to the agencies
and to the intellectual property and antitrust
conmmunities as antitrust intellectual property policy is
devel oped.

In the tine that has been allotted to me, |
would like to talk briefly about the changing
rel ati onship between intellectual property and antitrust
| aw, then talk briefly about the 1995 gui delines and
sonme things that we would recommend be changed or added,
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11
and then end by briefly bringing to your attention the
publication that the antitrust section did with respect
to the Federal Circuit, which | assune will be the
primary focus of the discussions today.

In terms of the relationship between the
antitrust and intellectual property law, | think that
nost agree that both of these |l aws have provi ded an
i mportant framework for the preservation and expansion
of a conpetitive free-market economy. The intellectual
property |l aws encourage innovation, and clearly the
antitrust laws do as well. They have as a secondary
purpose the efficient utilization of resources and the
pronoti on of consumer welfare.

Nevert hel ess, the courts have |long struggled to
reconcile antitrust enforcenent with the statutory right
to exclude under patent and copyright law. In going
back to the 1970s, | think we can all renenmber when
there were "Nine No-Nos" that were espoused by the
agenci es and violation of those resulted in sonething
that was illegal per se.

Fortunately, those "N ne No-Nos" were revoked,
at least in part. Unfortunately, there are sone who now
believe that there are no no-nos, so to speak, and that
all of these practices are, per se, |awful.

| think today nost recogni ze that absent
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12
evi dence of a naked restraint, nost practices should
generally be analyzed under the rule of reason.
Therefore, the noderating viewis that there is a
reconciliation and a bal anci ng between the rights of
intellectual property owners and the antitrust |aws.

| would al so note that both | aws have
Constitutional authorization, both conme fromArticle 1,
Section 8. The reference in the Constitution to patents
is alittle bit nore specific, it authorizes Congress to
pronote the progress of science and useful arts by
securing for limted times to authors and inventors the
exclusive right to their respective witings and
di scoveries. The clause pertaining to antitrust is from
the Constitution's authorization to Congress to regul ate
comrerce anmong the several states.

The Suprene Court has characterized the
antitrust laws as the Magna Carta of free enterprise,
stating, "They are as inportant to the preservation of
econom ¢ freedom and our free enterprise system as the
Bill of Rights is to the protection of our fundanental
personal freedons."

| ssues at the interface of antitrust and
intell ectual property are best resolved when each field
has due respect for the other. The antitrust |awers
must recogni ze and appreciate the legitinmacy of
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i ntell ectual property, the presunption of validity
afforded to intellectual property rights and the right
of intellectual property owners unilaterally to exclude
others fromutilizing such property.

At the sane tine, intellectual property |aw nust
remenber that representations to the Patent Office,
certain restrictions and |icensing agreenents,
cross-licensing and patent pools, patent acquisitions,
patent settlenents, and the use and intellectual
property in standard-setting may have antitrust
i npl i cations.

Former FTC Chairnman Pitofsky has suggested that
there is a trade-off between intellectual property and
antitrust and has expressed concern that the bal ance has
tipped to give intellectual property inappropriate
wei ght. So, the question is how to determ ne whet her
this is true, what to look at. | think it would be
appropriate to look at the 1995 CGuidelines, it would be
appropriate to |l ook at enforcenent actions, although the
section has not done that, and it would al so be
appropriate to look at the role of the Federal Circuit.

Wth respect to the 1995 I P CGuidelines, there
are three fundamental principles that are articul ated
there that the section endorses. First of all, one
shoul d apply the sanme general antitrust principles to
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14
conduct involving intellectual property as to conduct
i nvol vi ng any other form of tangi ble or intangible
property, while at the sanme tinme recognizing that
i ntell ectual property has uni que characteristics.

Secondly, the IP Guidelines explain that one
shoul d not presune that intellectual property
necessarily confers market power, despite the fact that
courts historically presuned that intellectual property
rights give an intellectual property owner a | ega
nonopoly and mar ket power. The ABA has taken such a
position and Charlie Baker, | think, has given testinony
to support this as well.

And thirdly, the I P Guidelines recognize that
generally licensing is proconpetitive, but also
recogni ze that conpetitive concerns may arise where
| i censi ng arrangenents harm conpetition anong entities
t hat woul d have been actual or |ikely potential
conpetitors in the absence of the license.

And we would also like to note that at the tine
the I P Guidelines cane out, the Intell ectual Property
and Antitrust Sections submtted coments on these
gui delines. Some of the changes that we proposed were
i ncorporated into the guidelines, others were not; and
this testinony is not really intended to change anyt hing
that was said with respect to those guidelines at that
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time.

| think in terms of proposed changes, one thing
that the Antitrust Section would encourage is nore
gui dance. Not necessarily in the form of guidelines,
but nore guidance with respect to a nunber of issues.
Again, they are stated in the witten testinony, but
they are: |If and when an intellectual property owner
may have a duty to deal or |icense? Whether
intell ectual property nay be an essential facility?

Di sclosure in licensing obligations of firms involved in
standard-setting, and the appropriate anal ysis of
intell ectual property settlenent agreenents.

VWhile we don't expect clarity or perfect clarity
in these areas, we do think that greater guidance would
be hel pful to elim nate uncertainty.

Wth respect to the guidelines thenselves, we
have a couple of specific comments. One is that the
safe harbors in the I P Guidelines are inconsistent
with -- I"msorry, one of the safe harbors in the IP
Guidelines is inconsistent with the safe harbor in the
April 2000 Antitrust Guidelines for Collaborati on Anmong
Conpetitors. In the IP Guidelines, there is a
requirement in ternms of determ ning reasonabl eness that
there be four or nore independent entities that are not
parties to the license that conpete in the respective
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technol ogy or innovation market. In the Antitrust
Gui del i nes for Coll aborations Anmong Conpetitors, there
is a requirement of three or nore, and we would request
some clarification there.

Secondly, we note that under the |IP CGuidelines,
the safety zone analysis nmay be applied not only at the
time of the license grant, but also at a |ater date. W
note the policy tension between ex-ante and ex- post
enhancenents to enforcenment and we suggest that that
m ght be an area for further consideration.

And finally, the section has previously
suggested and we continue to believe that an antitrust
safety zone for restraints and |icensing arrangenents
nore perm ssive than the current 20 percent narket share
safety zone is appropriate for |licensing between parties
in purely vertical relationships. Both judicial
precedent and the federal agency's own policy statenents
and ot her contexts support adoption of a 35 percent
threshold for potential market power concerns.

Finally, let me just say a word about the
Federal Circuit report that we had prepared and
submtted to you separately. The section had asked the
Intell ectual Property Committee of our section, which is
currently chaired by Howard Morse, to look into the role
and scope of the Federal Circuit. This was before the
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17
heari ngs was announced, and sparked, in part, by the
am cus brief of the United States opposing certiorari in
the Xerox case, where it was suggested that the Suprene
Court allow the difficult issues in that case to
percol ate further in the Court of Appeals.

The report that we have prepared really is
divided into three sections, and I would commend it to
you. It was distributed separately to the hearings, but
it's also avail able on our website. The first section
provides quite a detailed review of the overview of the
hi story of the creation of the Federal Circuit, and I
think pretty well captures the tension that there was
when the Federal Circuit was created.

It can be argued, fromthe | egislative history,

t hat Congress contenplated that the Federal Circuit
woul d have sonme role, perhaps sone significant role, in
shaping antitrust law, in particular where antitrust
claims are based on patent prosecution practices or
certain types of licensing practices. But Congress al so
expected the court to zeal ously guard agai nst the
expansi on of that role beyond areas inplicating the
devel opnent of patent |aw

The second section of the report tal ks about the
current state of the | aw on Federal Circuit
jurisdiction. It begins by analyzing the Suprene
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Court's decision in Christianson, and it does include
reference to the Suprene Court's decision in Holnmes
versus Vornado, which |I am sure people will be talking
about at sone length. It does not really get into what
are the inplications in Holmes versus Vornado. | think
we all need to consider that, and I'm sure there will be
a great deal of specul ation about that.

The third and final section explores the
devel opnent of the Federal Circuit's choice of |aw rules
in antitrust cases, both before and after Nobel pharm,
and, interestingly enough, it concludes that the choice
of law rul es has over the years tended to be nore the
choice of the Federal Circuit than of regional circuits,
but then it goes on to ask the -- | think the inportant
guestion, so what difference has that made? Has the
deci sions of the Federal Circuit on antitrust/
intell ectual property issues been within the mainstream
of antitrust law? The conclusion that the paper cones
to is that |looking at the cases, that there are really
no significant indications in deviation fromthe
mai nstream of antitrust anal ysis.

It cites three cases in particular for careful
review. It suggests that sone of the dicta in those
cases may be overbroad, and not in the mainstream but
that the holdings are pretty nuch within the mainstream
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It concludes by saying that the Federal Circuit does
have a significant inmpact on the devel opment of
antitrust |aw

Finally, I would like to say that there are
ot her publications that the antitrust section has done
on the issue of the intersection of intellectual and
property law. There have been comments submtted on the
| P Gui delines, these are submtted jointly with the IP
section, | think I made reference to that. There is
al so a publication that we have that tal ks about the IP
Gui del i nes.

In addition to the comments on market power
| egi slation, which | referred to, there are two ot her
things that were prepared this year that nm ght be of
interest to the agencies as they pursue this endeavor.
One is the publication on the Econom cs of |nnovation, a
survey. The other is the comments that the IP and
Antitrust Sections and International Section, also
submtted to the EC s Eval uati on Report of the Transfer
of Technol ogy Bl ock Exenption, that m ght al so be of
interest to you.

On behalf of the Antitrust Section, | would |ike
to thank you again for the opportunity to participate in
t hese heari ngs.

MS. GREENE: Thank you so much.
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Bob? Oh, and pl ease speak into the m crophone
to make our court reporter happy.

MR. TAYLOR: All right. | am Bob Taylor and |
am appearing here as a spokesman for the Intellectua
Property Law Section of the ABA, in place of Mark
Banner, who was originally scheduled for this slot.

It's a privilege to be here, although I'm sorry that
Mark is ill.

| al so have to nmake on behalf of the IP Law
Section the sane disclainmer that Roxanne made on behal f
of the Antitrust Section. W are speaking only as a
section, and not as the ABA, and since | practice
actively in this area, | also need to state that what I
am about to say is ny own views and those of the I P Law
Section, not necessarily those of ny firmor its
clients.

The | P Law Section has chosen to address certain
i ssues related to the Federal Circuit and we have put in
a statenment of our position with respect to that. |
t hought | would take ny tinme this norning and address
two of the three thenes that are in our statenent. The
statement covers, actually, three thenmes: Jurisdiction
of the Federal Circuit, choice of |aw decisions by the
Federal Circuit in resolving non-patent issues, and
then, finally, the deference that the Federal Circuit
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has been and is paying to principles of conpetition |aw
in connection with the way in which it defines the
patent |aw right.

| amgoing to talk to the |last two of those
i ssues, | know a nunmber of other people are going to be
talking to the jurisdiction issues, the Vornado case
particularly and some of its inplications.

| think it is safe to say that nany
practitioners in the patent comrunity have been troubl ed
by sone of the writings that have been critical of the
Federal Circuit. Those who practice before that court
have been inpressed largely with the quality of the
deci si on-maki ng, the quality of the analysis, and the
t hought ful ness of the judges in approaching their work.

Defini ng patent | aw has been an enornously
conplex and difficult task, and it is inmportant to
remenber the fact that the Federal Circuit was not
created in a vacuum |If you turn the clock back to
1980, there were significant problenms faced by a patent
owner in trying to comrercialize its patent property.
We had 10 or 11, | don't remenber when the 11th Circuit
cane into being, but we had all of the regional circuits
t hat were hearing cases fromdistrict courts. It was
not uncommon for two or nore of the regional circuits to
differ with respect to the sane patent.
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There are sone exanples. | think Professor
Dreyfuss, in one of her articles, flags a couple of
cases in which different courts dealing with the same
patent reached different conclusions. It was certainly
the case that every one of the circuits had its own
particular fingerprint as to how it would handl e patent
cases. The Anmerican Patent Law Associ ation, a
predecessor of the AIPLA actually kept statistics on the
circuits, and for a patent owner about to litigate a
patent, you could go to those statistics and see what
your batting average was |likely to be on cases regarding
valid and infringed.

The Fifth, Sixth and Seventh Circuits were
attractive places for a patent owner to be, the First,
Second and Third circuits were very unattractive pl aces,
and the other circuits fell sort of in between. That
was the environment in which the Federal Circuit was
created. It was a general perception of Congress that
if the patent system was going to achieve its full
potential, as an incentive to innovation, that sonething
needed to be directed, and the Federal Circuit was the
response to that need.

The Federal Circuit is -- has -- if you have
foll owed the evolution of the Federal Circuit,
particularly with respect to its deference to the
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regional circuits, you find that it has been remarkably
willing to define its own role as one confined to Title
35. Very early in its history the Federal Circuit noted
that it would use the |law of the regional circuit where
it made sense to do so, and that it would confine the
creation of a separate body of law to those issues that
were essential to a uniformapplication of Title 35.

Specifically, early in its existence, the
Federal Circuit singled out antitrust as one of those
I ssues where it planned to use the |aw of the regional
circuits. Moire recently, as Roxanne pointed out, and as
a number of commentators have pointed out, the Federal
Circuit has decided to create its own uniform body of
jurisprudence with respect to at |east nmany of the
i ssues that are defining the interface between
intell ectual property |law and antitrust law. One of the
points that's made in the IP Section statement is that
the justification for that really can be found in the
passage of sonme 20 years.

Twenty years ago, when the Federal Circuit was
created, the recent jurisprudence on patents and
antitrust lay in the regional circuits. Virtually every
regional circuit had a rich body of |aw, many
intell ectual property practitioners probably disagreed
with alot of it, and indeed nost econom sts, | think,

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

23



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

di sagreed with a lot of it. Mich of it was derived from
t he concepts of the nine no-nos that had been
articulated by the Departnent of Justice quite
vigorously fromthe late '60s on, but every circuit did
have this body of |law, and the Federal Circuit had
little or no experience of its own.

W t hout bel aboring the point, | want to just
rem nd you all, though, that antitrust in the period
since 1982 has gone through a truly remarkabl e
transformation. | sat down |last night and tried to
tick-off just some of the cases and | made a short i st:
Copperwel d, Spectrum Sports, Mnsanto, Sharp, Kahn,
Cargill, Associated CGeneral Contractors. All have been
deci ded since the Federal Circuit was created and those
cases, by any neasure, have made antitrust |aw today
unrecogni zabl e to someone who | et their subscription to
U.S. Reports expire in 1982.

In 1982, the Circuit Court, the regional
circuits were just coming to grips with Illinois Brick
Syl vani a and Brunsw ck, which also nodified enornously
the rights of private plaintiffs to pursue antitrust
theories in Federal Court. And then finally, renemnber
t hat Dawson versus Rohm & Haas, SCM versus Xerox, United
St ates versus Studi engesellschaft also in that tinme
frame were redefining in a major way the relationship
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bet ween patent |aw and antitrust |aw.

That was the environnent in 1982. At that point
intime, it may have nmade sense for the Federal Circuit
to look to regional circuit law. Today, 20 years |ater
virtually all of the jurisprudence defining the
i nterface between patents and antitrust, because those
i ssues come up primarily in patent cases, virtually all
of that jurisprudence has had to cone fromthe Federal
Circuit in an effort to apply regional circuit |aw.

It is against that backdrop and that fact, that
| think one finds legitimte reason why the Circuit has
decided to create its own body of law. The body of | aw
residing in the regional circuits is hopelessly out of
date. You may still, for exanple, find old cases in the
regional circuits that have never been overruled, in
whi ch antitrust violations involving patents are
predi cated on sonething such as vertical restraints of
trade, which you may recall were, per se, illega
bet ween 1967 when the Suprene Court deci ded Schw nn, and
1978, when it decided Sylvania. Those old cases have
never -- there just hasn't been enough vol une of
litigation on these points to have caused themto be
overrul ed.

| commend to the two agencies, if you haven't
al ready done it, a reading of Judge Posner's decision a
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coupl e of weeks ago in Schei ber versus Dol by
Laboratories, in which he is dealing with a |license
agreenent that Dol by Labs has noved to set aside because
it called for royalty paynents that, although originally
contracted for at the suggestion of Dol by Labs, were to
extend over a period beyond the expiration of sone of

t he patents.

Judge Posner benpans the fact that Brulotte
versus Thys, a 1964 Suprene Court decision in this area,
is still the only Supreme Court |aw on the books. He
finds the Seventh Circuit constrained to apply the
Brul otte case, even though nodern econom cs and nodern
views of patent |aw would suggest that it is no | onger a
| aw t hat even the Suprenme Court would follow But since
it's the nost recent pronouncenent of the Supreme Court,
it is the one that he is constrained to apply.

Let me close out that portion of our paper and
turn now to the subject of conpetition |law as a
backdrop. Many of the speakers that have witten
recently on the interface between patents and antitrust.
| ndeed, many of the speakers that have appeared during
t hese hearings have noted the desirability for bal ance
bet ween patents and antitrust.

It's very difficult to speak in the abstract
agai nst the reasonabl e concept of being bal anced, but
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" ve never been quite certain what that neans when you
tal k about patents and antitrust. It seens to ne that a
great deal of the reconciliation of patents and
antitrust has to start fromthe nature of the patent
system we' ve deci ded to have.

The decision to have a patent systemis the
starting point, and we've defined the patent right in
ternms of exclusivity. It is exclusive for alimted
period of time, and that exclusivity operates as an
i ncentive for innovation.

Now, you can debate as a matter of econom cs the
wi sdom of having a patent system Most of the debates
t hat have taken place, however, have come down in favor
of having one. But once you have a patent system and
once you create the exclusive right, it seenms to nme that
a lot of the mechanisns of antitrust have to be set
aside in favor of that exclusivity.

If, for exanple, you exam ne the intent of a
patent owner, as many antitrust anal yses woul d do,
you're very likely to find that the patent owner does
intend to have a nonopoly. That's what the patent
system al |l ows the patent owner to have, and indeed,
pat ent damages predicated on price erosion are
situations where the patent owner is actually saying to
the court, properly and lawfully, | amentitled to
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nonopoly profits because the | aw has given nme a | awf ul
excl usive right.

So, | urge you to bear in mnd that it is the
nature of the right to a very large extent that should
define the patent antitrust interface. There is a
power f ul backdrop, however, of conpetition law that is
used by the courts to define the patent right. It goes
clear back to the Constitutional provisions that create
t he patent and the copyright systemas well. That
they're created for a limted purpose, to pronote the
progress of science and the useful arts. And agai nst
t hat backdrop, those Constitutional provisions nake
their way into a nunber of judicial decisions over the
years.

| commend the decision in Gaham versus John
Deere where the Suprene Court, in analyzing what
constitutes an invention, what constitutes obvi ousness
under Section 103 of the Patent Code, starts with the
prem se that the patent system was created against a
backdrop of conpetition. You find this backdrop of
conpetition threading its way throughout both copyright
|l aw and antitrust law. |'m sorry, both copyright |aw
and patent |aw.

The doctrines, for exanmple, in copyright |aw
The i dea expression dichotony, the practice of the
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courts to create fair use under copyrights, the manner
in which the Federal Circuit has sought clear and bright
| ines around the patent right, all of these are carried
out in the nane of protecting the process of
conpetition.

Thank you.

MS. GREENE: Thank you very nuch. A |ot of
i nformation already on the table and we've barely
started. | want to give you all just two or three
m nutes to respond to anything that we've heard in the
presentations thus far. W'Il|l keep to the side the
jurisdictional and the choice of |aw issues that we're

going to be getting to later, and let nme just open it up

for coments. |If you have comrents, turn up your table
tent, and then we'll just be throwi ng out random
guesti ons.

One thing that | just want to flag is your

articulation of that patent law m ght result in -- this
is to Bob -- the nechanisnms of antitrust |aw needing to
be set aside. | think that's a very interesting
articulation, and | don't know whether |I'm getting

caught up in linguistics. Yesterday one of the things

t hat we di scussed repeatedly was sort of linguistic

traps. At what point are they just sort of everybody

likes to play with words, and at what point are they
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really the results of sonme interesting ideas?

So one thing | just hope we consider throughout
is the extent to which you are actually setting aside
antitrust law or antitrust principles or the extent to
which antitrust | aw evaluates a given situation and does
not see an antitrust problemwth it. | think that the
result may ultimately be inaction or |ack of
enforcement, but | think that the notivation or the
anal ysis m ght be different.

So with that just as my own personal interest,
let me throw it open to questions and comments.

M5. M CHEL: Let ne ask a question along those
lines. \When we're tal king about the interface of
i ntell ectual property and antitrust, nmy sense is that
the antitrust lawers will sonmetinmes come at it as this
is an antitrust question, and the patent |awers cone at
it wiwth a sense of this is about the definition of the
right to exclude and it is, therefore, a patent
guesti on.

Does anyone el se have that experience or sense?
Exactly how should we -- or any suggestions -- ought to
approach the question? Because | think that fundanmental
di chotonmy underlies even some questions about choice of
| aw, what |aw the Federal Circuit ought to apply, and
even to what extent the Federal Circuit should be
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i nvolved in these issues.

MR. TAYLOR: Do you want me to try to answer

t hat ?

MS. M CHEL: Yeah.

MR. TAYLOR: |I've spent about 30 years thinking
about that question. 1've cone to the conclusion that

the best way to think about it is to take one of those
optical puzzles where if you look at it for a while,
it's a dog lying down, and if you look at it for a while
| onger, it's a man standing up. And you can switch it
back and forth. And | don't say that as facetiously as
it m ght have sounded.

There is a trenendous di mension of the place you
start that |eads you to an outconme in this whole area of
i nterface questions. |t happens at the market power
definition question, it happens at the legitimate scope
of the patent or copyright in terms of whether it can
af fect comrerce beyond just the patent claims.

In the early days of defining this body of |aw,
and | use probably the best exanple that one can find is
the Mercoid case. The Suprenme Court | ooked precisely at
the clains of the patent and concluded that they were
drawn to a furnace system and the defendant was not
selling a furnace system the defendant was selling only
a thernostat which had no use other than a furnace
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system but it was selling not something precisely
claimed. The Suprene Court decided that, in that
circunstance, the patent owner had used his patent to
af fect comrerce outside the precise scope of the right,
and, therefore, that was unl awf ul

Somewher e between Mercoid and Data Ceneral
versus Grumman, which is a First Circuit case involving
a copyright on diagnostic software that was used to
pronote the service business of nmmintaining conmputers,
and where there wasn't even a serious question raised as
to whether it was unlawful to use the copyright outside
t he precise scope of what was protected. Somewhere
bet ween those two decisions we started | ooking at it
differently, but I will tell you, | can't define the
point in tinme when that occurred.

MS. BUSEY: Suzanne, | would just like to
comment on that. | think actually Bob is correct and
you are correct, it does depend on where your
perspective is. First of all, I would |ike to say that
it's inportant to have hearings |ike this when both
perspectives are presented so there can be nore
appreciation for the other's point of view

Secondly, | would like to say | don't know that
intellectual property lawis different from other
regul ations that antitrust |awers have to deal wth.
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Antitrust |laws work around |lots of different principles,
and one of themis the rights that are given to
i ntell ectual property owners, but there are |ots of
ot her statutory schenmes that have to be taken into
account when you're dealing with antitrust issues. The
sane thing can be said, perhaps, when you' re | ooking at
an issue that involves the FERC. Do we conme from
different points of view? O course we do, but that's
the challenge -- to reconcile these two bodi es of |aw
appropriately.

| guess | would note that we did make one
reference fromthe ruling of the Federal Circuit in our
report, where ultimtely you have to cone out,

regardl ess of where your perspectives are, and that is

sinply, and I would quote, "Intellectual property rights

do not confer a privilege to violate the antitrust

| aws.

So, there has to be some reconciliation. [If you

start with a perspective that favors one over the other,

you need to bring it into the appropriate bal ance at the

appropriate tinme, and that's what the courts have
struggled with, and | think appropriately should
struggle with.
| would also draw an anal ogy to the creation of
the Federal Circuit. There was clearly, and Bob nade
For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

33



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

34
reference to this, there was clearly a problem and the
solution that was proposed and was adopted was a Federa
Circuit. But now you have a specialty court, in a
systemthat really doesn't have specialty courts.

That's fine, but you've got to figure out how do you
deal with that court, then. It raises all kinds of

probl ens, even though it solves sone problens, and maybe
that's justification for it. I1'mecertainly not
proposi ng that anything be done to change that, but now
you do have other things you have to take into account,
because it is different, and it does create sone other

i ssues that have to be addressed.

So, | would just encourage, | nean to the extent
we can have people like Bob Taylor and others who are
here that practice in both areas, that's got to be the
best .

MS. GREENE: Great. W're going to turn to our
next presentation, but before we do that, it's ny
pl easure to introduce an old friend of m ne and fornmer
col | eague, R. Bhaskar. R. Bhaskar has just joined us a
few mnutes late. He is a Senior Research Fellow at
Harvard Busi ness School, he has been there since
Sept enmber of 2001. Prior to arriving at Harvard,

Bhaskar was on the |legal staff here at the Federal Trade
Comm ssi on where he was concerned with the intersection
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bet ween i nformation technol ogy and conpliance with
antitrust law. He has a Bachelor's of Engineering
degree in nmechanical engineering fromthe Nati onal
I nstitute of Engi neering at Mysore, then a Ph.D. in
system sci ences from Carnegie Mellon, and then a JD from
Yale. We are delighted to have you here. \While you are
at Harvard, for which you abandoned the FTC | ni ght add,
your research interest is aimed at applying and
devel opi ng nmet hods of conputer science and law to
probl ens that significantly have political and technica
di mensi ons.

And with that rather bitter, but kind-hearted
i ntroduction, let me turn now to Charlie.

MR. BAKER: Thank you, Hillary, and | see that
we're already behind, so |l will try and speak for |ess
than ten m nutes.

MS. GREENE: Ckay.

MR. BAKER: Thank you for the opportunity to
testify at these inportant hearings. Wile you
menti oned sone of the organizations that | am associ at ed
with or have been associated with, the views expressed
today are ny own, not those of ny firmor the IP Law
Section or the ABA

And this norning | want to focus on three
topics. By way of background relative to these
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hearings, | want to touch briefly on the overall subject
of whether conpetition in IP lawis different in a
know edge- based economy. Then | want to talk briefly
about the topic of this panel -- jurisdiction of the
Court of Appeals and the Federal Circuit and here | may
spend sone tine on the Hol mes versus Vornado case, since
nobody has nentioned that yet.

Finally I want to review the jurisprudence of
the Federal Circuit. | think you'll find I have
essentially the sanme thing to say as has al ready been
said, that it seems to me the Federal Circuit is
conporting with the Congressional intent to bring about
uniformty in the mainstream of current |aw at the
patent antitrust interface.

The reasons that are argued for exclusive rights
and interventions in creative works are the sane, it
seens to ne, in the know edge-based econony as they are
in any other. The exclusive rights created by patent
| aw, copyright law, trademark |aw, are not so inportant
for people like inventors, it seens to me, as they are
for investors. The investor who could invest in real
estate could invest in old plants, or could invest in
new pl ants and make new j obs.

Just suppose you're on the board of a large
chem cal conpany, and they've got in the |lab a new
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fiber, and they've got in the plant a fiber they've been
maki ng for 20 years. They have to nmake a decision, are
we going to spend $500 mllion to build a new plant to
make this new fiber, or are we going to spend that noney
to inprove our old plants and sell our old fiber better?

They make that decision, in part, based upon
their patents and their intellectual property. |I'm
going to speak mainly about the real world, because
that's what | know about the nost, and | think that that
kind of thing -- that encouragenent to invest -- is
appropriate just as much in a know edge-based econony as
it is in what you m ght say our ol der econony.

For exanmpl e, one of the issues presented by
t hese hearings is whether or not the subject matter of
patent grants should be changed. It seens to nme that if
you start to draw distinctions |ike whether business
met hods shoul d be patented or not, then you get into
several practical problens.

First of all, where you draw the |ine between
what's a business nmethod and what's not. You say it's
not a business nmethod if you include a formin the
claim and therefore it's patentable. These kinds of
distinctions are silly.

But nmore to the substance, if a method of doing
busi ness i s novel and not obvious, and you would like to
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encourage investnent to devel op that nmethod of doing
busi ness and naeke its benefits available to all, it
seens to ne that you should include it within the patent
system

Anot her issue that sonetines perplexes ne as a
practical person is the theoretician's talk about
bl ocki ng patents. In the real world, those sel dom
arise. |It's true that when a pioneer invention is nade,
no one else but the inventor can use it. At that stage,
however, much devel opnment renmains to be done and there
are not many people who want to use it.

| have in m nd Chester Carlson's devel opnment of
xerography. He had a hard time finding anybody to
invest in that. [IBMturned himdown, RCA turned him
down, he finally found a small conpany in upstate New
Yor k who woul d spend sonme noney on him After
t echnol ogy devel ops, bl ocking patents seldom ari se
because there are ways to work around the patent clainmed
t echnol ogy.

Bob has al ready spoken at length very well and
t he paper's kind of even better about the reason for
uni form appell ate review for patent matters. It seens
to ne that the same reasoni ng applies just as nmuch to
matters of the patent -- antitrust interface. There's
| egi sl ative history support for that, which is where the
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Senate report refers to the patent clainms involving
patent m suse being before the Court of Appeals for the
Federal Circuit.

There was a recent case which everyone is
tal ki ng about called Hol mes versus Vornado. |In that
case, the Supreme Court apparently narrowed the Federa
Circuit's jurisdiction, though the extent of that
narrowi ng is not yet clear. |In that case the Suprenme
Court held that the Federal Circuit |acked jurisdiction
over an appeal when the conplaint raised no claim
arising under the patent |aws, but the answer included a
conpul sory patent | aw counterclaim

According to Chief Judge Mayer of the Federal
Circuit, as reported in the National Law Journal, Hol mes
is likely to limt the availability of the Federal
Circuit review and permt forum shopping. Both results
may return the state of the law to that existing before
the Federal Circuit's creation.

| don't necessarily share the Chief Judge's
belief that the Federal Circuit docket will be
substantially reduced as a result of Hol nes versus
Vornado. Justice Scalia's decision in that case
referred to the Christianson versus Colt decision that's
referred to on page 15 of ny paper, and it's got an
alternative basis in it, which | don't think people have
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focused on yet. Let me read it for you: "The
plaintiff's well-pleaded conplaint nust establish either
that the federal patent |aw creates the cause of action
or that the plaintiff's right to relief necessarily
depends on resolution of substantial question of federal
patent |aw. "

So, it seens to nme that that arguably includes
Wal ker Process and Handgards clainms, and Lewellyn's
claims for unenforceability under 271(d). [It's even
been specul ated by the -- | believe it's in your report,
Jim although ny recollection may be fuzzy on that, that
appeals fromcases |ike the recent FTC decision in
Scheri ng- Pl ough m ght abide to the CAFC under
Christianson, but that we can abide by the event.

The peopl e who say that Hol mes versus Vornado,
is going to change, will have an inpact upon the Federal
Circuit's case load refer to the decision just on July
2nd. In that telecomm case in which the court
transferred an appeal that had been pending in the
Federal Circuit since the year 2000 to the 11th Circuit.
| think, if you analyze that, you'll find out that's not
going to be an inportant case in the patents area,
because there the antitrust defendant attenpted to
justify its refusing a deal based upon trade secrets
rat her than patents.
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VWhat if the defendant had asserted that his
conduct was exenpt under 271(d)(4), because the
equi pnment was covered by a valid expired patents --
unexpired patents, would the Federal Circuit have
transferred the case back to the other circuit on that
case? | don't know, that's another thing to be
det er m ned.

Now, in ny paper | address a couple of areas of
| aw where it seens to me the Federal Circuit is
conplying with the mainstream of patent law, and I won't
go into those in detail. | will say, though, that it
seens to ne fromreviewi ng the various cases that the
di fferent panels of the Federal Circuit al nost
uni versal ly have pushed the antitrust envelope in the
sane direction, but apparently based upon the
recognition that the court's primary mssion is to
provide uniformty and predictability in the application
of patent |aw.

It, therefore, seems to nme that anyone seeking a
predictable result in these patent |aw antitrust |aw
interface areas will consider ensuring that the appeal
can be taken to the Federal Circuit.

Thank you.

MS. GREENE: Thank you. Now let's turn to
Ceor ge.
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MR. GORDON: May | approach the podiunf

MS. GREENE: Pl ease, yes.

MR. GORDON: Let's see if | can get this thing
to work. Let me thank the agencies for giving nme the
opportunity to express my views here and note that, |ike
t he other panelist's today, the views are nmne, they are
not those of nmy firm Dechert or its clients.

|"mgoing to try to be quick to get us as cl ose
to back on schedul e as possi bl e.

| would like to talk and cover three principle
areas this morning with respect to Federal Circuit
jurisdiction. The first, briefly, I want to tal k about
how it is antitrust claim have gotten thensel ves before
the Federal Circuit, because |I think that is the source
of sonme of the disconfort or concern fromcertain
members of the antitrust bar about the devel opnment of
any appellate jurisprudence by the Federal Circuit.

Secondly, | want to tal k about where the | aw
stands vis-a-vis the Congressional nmandate. Then,
finally just touch on at |east ny views on some of the
implications of all this for the devel opment of
antitrust |aw.

Antitrust issues cone before the Federal Circuit
in a variety of different scenarios, given the breadth
of arising under jurisdiction. Arising under
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jurisdiction, as Charlie alluded to, requires either
that the claimbe a creature of federal patent |aw or

t he second prong of the test under Christianson that the
claiminclude a right to relief that requires the
resolution of a substantial question of patent |aw.

G ven that, there are really three primary
scenarios in which an antitrust claimcan cone before
the Federal Circuit. The vast mpjority of antitrust
claimis have cone before the Federal Circuit in the
context of antitrust counterclainms to patent cases.

In that situation, given the existing statute,
and the legislative history, Federal Circuit
jurisdiction is fairly unassailable. There are also
situations where the antitrust clainms come to the
Federal Circuit joined or consolidated with patent
claims, for exanple, an antitrust claimthat m ght be
conbined with a declaratory judgment action on validity
or infringement. Again, under the statute as witten,
pretty noncontroversial for the Federal Circuit to
assert jurisdiction.

Antitrust clainms can al so cone under
Christianson's second prong. That has not yet been
really a source of appellate court jurisdiction over
antitrust clainms, but | think, as I'll nmention in a
nmonment, that may change.
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As Charlie nmentioned, one way that antitrust
claims can no | onger conme before the Federal Circuit is
because a patent claimis pled in the counterclaim
after there were not a decision. | think one of the
facts that has led to some of the concern by nenbers of
the antitrust bar with respect to Federal Circuit
appellate jurisdiction is that the court can hear
antitrust issues and has heard antitrust issues even
when there is no longer a patent claiminvolved in the
case.

There have been cases where the Federal Circuit
has consi dered nonpatent issues where the patent clains
were dism ssed with prejudice by stipulation, where
patent clains have been separated for trial. It's
rai sed a question anong a nunber of nmenbers of antitrust
bars of whether or not in that situation, particularly
where the patent clains have been di snm ssed and/or are
not bei ng appeal ed, whether it really furthers the
purpose and the goals of creating the Federal Circuit to
create uniformty in patent law for the court to be
ruling on and consider antitrust issues in that context.

Moving forward, in terns of the paths that
antitrust issues mght take in the future to get to the
Federal Circuit, | think we nmay see a | ot nore activity
regardi ng Christianson's second prong. The court has in

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

44



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

45
the fairly recent past expanded its jurisdiction under
that prong, both in the context of clains based on the
bridge of a license agreenment, and cl ains based on state
tort laws where the claimis prem sed on false
statenents regardi ng patent rights.

There are a nunmber of cases that are in the
trial courts now that | think will give the court an
opportunity to clarify how it is Christianson's second
prong is going to apply to antitrust clainms. For
exanple, there are quite a few cases -- just quickly,
| ast night | was making a listing and came up with at
| east a dozen in the pharmaceutical context where
private parties and purchaser classes had brought
antitrust clains against pharmaceutical conpani es based
on clains of shamlitigation, Wl ker Process theories,
al l egations of unlawful settlenent agreenents, akin to
t he Scheri ng-Pl ough situation.

A nunber of those cases raise interesting
guestions with respect to whether or not the plaintiff's
right to relief requires the substantial resolution of a
patent issue. | think the shamlitigation, fraud on the
PTO cases may present easier cases for Federal Circuit
jurisdiction. Mre interesting questions may be posed
by the cases where the clains really are based on either
| argely unlawful patent listings in the FDA Orange Book
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or in where the clainms are based on all egedly unl awf ul
patent settlenents.

One can easily imagi ne a nunber of other
scenarios, including cases related to patent pooling,
mer ger enforcenment cases, where the right to relief may
turn on questions related to whether or not the
partici pants are horizontal conpetitors, which in turn
m ght require the resolution of a substantial question
of patent law with respect to the parties' intellectual
property portfolios.

Briefly, where does this all |leave us with
respect to the Federal Circuit's nmandate from Congress?
There's a little question that the Congress -- which was
attenpting to create or achieve a bal ancing act in
creating the court -- the Congress did anticipate the
court would consider antitrust issues. | think there
had been some commentators that have nmentioned that the
Federal Circuit has no business or no place devel opi ng
antitrust law. |I'mnot sure that's really supported by
the legislative history, but it's also true that
Congress expected the court to guard zeal ously agai nst
unwar r ant ed expansi on of that jurisdiction.

The critics of the court tend to focus on the
| egi sl ative history, the snippets of legislative history
t hat speak to plaintiff's trying to grab jurisdiction in
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the Federal Circuit by attaching patent clains to
antitrust claims. But, it's fairly clear fromthe
| egi sl ative history that what Congress was really
interested in there is whether or not plaintiffs were
trying to attach or parties were trying to attach
trivial patent issues to substantial patent clains.

And while there do remain, | think, possible
areas of tension post-Vornado, the fact is that fromthe
perspective devel opnment of antitrust law, |I'm not sure
that any of these issues really have affected the
antitrust clains that have been considered by the court.
So, | think, you know, the fact is that nost of the
court's antitrust appeals have fallen fairly clearly
within its jurisdiction.

Briefly, just turning to inplications, maybe
sone of which we can take up during the discussion
period, probably the primary area of debate has been to
what extent has the Federal Circuit underm ned antitrust
principles or elevated patent principles at the expense
of antitrust principles? Critics often point to the
record of antitrust claims in the Federal Circuit, which
i's quite poor.

The fact is that, when you | ook at the cases,

t he evidence that there is any aninmus towards antitrust
principles in the Federal Circuit is not overwhel m ng.
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There's a very strong argunent that the hol dings have
been in the mainstream of antitrust law. In fact, there
are certainly exanples of situations such as the court's
deci sion in Nobelpharma, in C. R Bard, where the courts
have upheld verdicts on behalf of antitrust claimnts on
theories that have nore often than not failed in other
circuits.

Much of the debate, I think it is true, has been
driven by dicta and not actual results, and really dicta
in a handful of cases, particularly CSU and Intergraph,
but to point out that the debate is driven by dicta is
not to dimnish it. The fact is that Federal Circuit
di cta does have an inpact. The Supreme Court does not
often review Federal Circuit antitrust decisions. 1In
fact, | don't know that it has ever reviewed a Federal
Circuit antitrust decision, and |l ower courts pick up on
the dicta. In the Townsend case, in the Papst case,
| ower courts picked up on dicta fromthe Federal Circuit
and applied it in the cases before them

So, there is a real concern, | think, anong
members of the antitrust bar that concentrating
deci si on- maki ng power in one circuit, even where that
circuit gets it right on the results, can skew or have
an adverse effect on the devel opnment of antitrust |aw.

Finally, let me just nention briefly, | think
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t he other area of debate and concern anong nmenbers of
the antitrust bar fromny viewis the question of the
goals of uniformty versus the benefits of "percolation”
of issues in the regional circuits. That debate has, |
think, manifested itself nost clearly and recently over
t he debate of the inpact of Vornado.

Many who | ooked to uniformty as being the
appropriate goal here are benmpaning the decision, while
t hose who, |ike Justice Stevens, see the opportunity for
sone debate anong the circuits as being a good thing,
have lauded it. And | think this really points out a
key institutional question on which the statutes are not
clear and the legislative history is not clear, and that
is: Who should be deciding this question of how the

patent |laws and antitrust laws interrel ate?

| think it's fairly -- it's one thing to say the
Federal Circuit is -- should be deciding issues with
respect to patent |aw doctrine. |It's another thing to

say the Federal Circuit should be the only circuit
deciding issues with respect to the relationship between
patent |aw and antitrust |aw and how the patent law fits
into the wider nmosaic of rights and obligations in our
| egal system

In terms of the inpact on the agencies, | think
it's two-fold. Obviously enforcenent actions and nmany
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nore enforcenment actions have focused on | P-rel ated
I ssues that are brought in the district courts may find
t henmsel ves before the Federal Circuit as they wind their
way through the courts. | have even heard it argued
that under 15 U.S.C. 45(c) there m ght be situations
where adm nistrative actions and orders fromthe FTC
coul d be appealed in the proper circunstances to the
Federal Circuit. But regardless of the appellate forum
even after Vornado, it's pretty clear that the Federa
Circuit is going to have a significant role in shaping
antitrust law, and that regardl ess of the appellate
forum that Federal Circuit precedents are likely to
carry significant weight with many of the courts in
whi ch the agencies litigate.

Thank you.

MS. GREENE: Thank you very nuch. Still nore
information to add to the table, which is already
overflowing and it's 11:10. Does anybody have any
comments that they would |ike to make strai ght-away?

One of the things that we m ght start tal king
about is are there any additional perspectives on
guestions about the origins of the Federal Circuit or
| egi sl ative history, or questions -- statenments about
t hat before we nove on to | ooking at nore of the
jurisdictional questions?
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(No response.)

M5. MCHEL: Let nme, then, start with a
question. 1've always wanted to get a little deeper
into this concept of uniformty, and the Federal Circuit
being created in order to give nore uniformty to patent
law. | was wondering about your perspectives on exactly
what that neans. And | can think of two things that it
m ght nean, and it m ght mean ot hers besi des.

One woul d be that when we tal k about uniformty,
we're tal king about uniformty of legal rules and | ess
so about the application of the facts to those | egal
rules. | think that's inmportant because, if that's what
we mean, we can achieve that with a | ower percentage of
patent cases going to the Federal Circuit. But if what
we nmean is nore predictability, as |I think M. Baker
referred to, and what you really want is one court of
appeal s deci ding as many patent cases as possible, well
that m ght |ead us to another place.

Could I get your perspectives on what is the
goal here, or are there any other goals that m ght be
possi ble in that debate?

MR. QUILLEN: Not to address the goals, but to
talk just a bit about uncertainty and predictability.
The fact of the matter is that prior to the Federal
Circuit, there was little difficulty in predicting the
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outconme of a patent infringenent case, particularly on
validity issues.

There were sone differences between the circuits
i n outcones, as reported in Goria Konig' s book. One of
these days | hope to find the tine to do an anal ysis and
see whether the differences, in fact, have any
statistical meaning.

Since the advent of the Federal Circuit, we have
i ntroduced extrene uncertainty into the eval uation of
the validity issue. The nmandated consi deration of
secondary factors, coupled with the instruction that the
way to resolve the issue is to consider the evidence
collectively, has left us in the position where we know
fromthe statistics something on the order of 60 percent
of the patents in which there are validity decisions in
the Federal Circuit will be upheld as contrasted with
the 67 percent that were found invalid prior to the
Federal Circuit. But the ability to decide which ones
are going to be valid and which are not has been
substantially dimnished. This, of course, was
illustrated in our Polaroid case, where we were adjudged
to have applied a patent cl earance process that was a
nodel for what the |law requires, and yet we were w ong
as to 60 percent of the patents that were |itigated.

So, one needs to think about the differences
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bet ween predictability, uncertainty, what you nmean. The
changes that we have nmde have resulted in a higher
percentage of litigated patents being held valid at the
Federal Circuit level, but substantially less ability to
predi ct outcones.

The effect of the uncertainty, the inability to
predi ct outconmes nmanifested itself in increased capital
costs for innovation investments. So, it's not
sonething that is cost free to society.

MS. GREENE: Yes?

MR. HOERNER: |If | mght speak briefly to what
Bob Tayl or said about the patent system It is true
t hat what was witten in the Constitution is a granted
authority, but that was against a backdrop of practices
by the King of England who would grant unlimted
nonopol i es to necessaries and to things that had al ready
been i nvent ed.

So, in many senses, the grant of authority to
i ssue patents in the Constitution was for the purpose of
limting what we could do. You could only grant a
patent for limted tines, and only to inventors, echoed
in many respects the statute of nonopolies that was
passed by the |egislature of England back in 1624.

My experience in 35 years, which of course is
limted to clients | worked for, suggests that nost of
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t he conpani es that | know anythi ng about would engage in
research and devel opnment about at the sanme |evel they do
now, whether there was a patent system or not. Because
t hey have to keep up with their conpetition, they have
to maintain products that will be bought by custoners
rat her than buying their conpetitors' products.

| think that the value of a patent is very often
to start-up conpani es who need financing. | think
peopl e who grant venture capital want to see a patent,
and only incidentally, although it's very inportant,
when you have it, only incidentally in trying to keep
your conpetitors' products out of the market.

So, | think that a patent systemis inportant,
but it's inportant because it allows the little start-up
conpanies, the folks with big ideas but small nonies, to
get a foothold in comerce and to devel op the kinds of
things that, for exanple, Xerox finally did.

MS. GREENE: Steve?

MR. KUNIN: This nmay be a little repetitive from
what was covered yesterday, but | think it's worth
repeating in view of the question that was raised in
terns of what is uniformty and consistency all about.
Yesterday, it was nentioned that one aspect of pronoting
uniformty and consistency right now seens to be focused
I ntensely on claimconstruction because dependi ng upon
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claimconstruction, many tinmes that will deterni ne the
out cone of the case.

One of the problens is that it appears that you
don't know what the claimmeans until the Federal
Circuit tells you, because there's a |lot of flipping of
the District Court's claiminterpretation, and that what
appears to be the case nowis that there is a | arge body
of judge-made | aw on how to properly interpret clains.

The question, | think, to sonme degree, is
whet her while in the interest of comng up with certain
rules on how to interpret clains as to whether actually
the Federal Circuit has been consistent in the way in
whi ch they've been applying those judge-made rul es.

So, | think to sone extent if after Markman,
since claiminterpretation is a matter of |aw, so that
any circuit judge can say, well, the district court
judge, you know, can do what he or she saw fit, but
since this is a de novo determ nation, | can turn
everything around by how, you know, the clainms get
i nt erpreted.

So, | think to a | arge degree, one aspect of
this, if going back to yesterday in terms of trends, it
appeared that a trend that canme out of the discussion
yesterday was that there seenms to be a lot of focus on
rules for interpreting clains as a trend in the build-up
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of body of Federal Circuit case |aw.

MS5. M CHEL: Was your point, let ne see if I'm
understanding, that this is the kind of area where the
application of legal rules to facts is so intertw ned
and that it's not, let me ask you, is it fair to talk
about having uniformty of |legal rules as being sone
ki nd of a separate idea, or do we really need to get
beyond t hat and think nore about how the |legal rules are
applied to the facts in this peculiar area of patent
| aw?

MR. KUNIN: Well, to nme the short answer is
t here have been historically in patent law a certain
nunmber of rules that have existed. Those rules are the
ones which, to some degree, are stated as first
principles and then you |look to the facts of the case as
to whether the rule is to be followed as a general rule
or is there an exception to the rule. 1'll just lay out
a couple of quick exanples so that what |I'm saying is
not too vague.

The first aspect is there's been a | arge body of
|l aw with respect to how to interpret preanbles in
claims, as to whether the preanble serves as a
limtation on the claim There's real old case |aw,
Kropa v. Robie, that says if it has to breathe life and
meaning into the claim then there has to be consi dered
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limtation on the claim
There's been a whole body of law with respect to
transition clauses. So, is this an open claimversus a
closed clain? It's fairly easy when you've got words
i ke "conprising” and "consisting of" or "consisting

essentially of," because that's been devel oped over a

| ong period of time. But then you get words |ike

"havi ng"” or "including” and you find out that you find
that the court has said, well, sonetinmes it's
open-ended, sonetinmes it's closed-ended. It depends on
the facts of the case.

And then you get obviously into certain rules
with respect to the body of the claimand rules such as:
Br oadest reasonable interpretation of the claim the
statutory considerations of 112, sixth paragraph, which
bring central claimng into a peripheral claimng
system and ot her kinds of considerations.

So, first | think there's sort of a normative
setting basis in terns of how you structurally go
t hrough a claim and nake certain at |east initial
determ nations using certain rules. But then you have
to go into the specifics, because, for exanple, if
you're going to say, what is the broadest reasonable
interpretation of a particular limtation in a claimor
element or term then you go back and say, for exanple,
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here's a rule, has the definition of this term been
especially defined in the witten description? The
applicant is his or her own | exicographer.

Therefore, in this case, you can't use the
ordi nary nmeaning of the term you nust use a specialized
meani ng of the term because the applicant has created a
definition.

Well, in that particular situation, first you
have a rule, and then you look in the facts of the case
to determ ne whether, indeed, there's a special neaning
there that's applied. |If so, then you follow the rule.

So, | think to a | arge degree ny comment was
because | think Markman had a very significant inpact
with respect to the normative process of determ ning
what are the nmetes and bounds of the protection, and
that is essentially strictly a matter of l[aw, then
you've got to set up certain rules to go through that
process, and then once you know the rules, you can apply
themto the facts of the case.

Therefore, | think what we're finding is if
district court judges are going to be educated, and
t hose who wite applications are going to be educated to
i mprove predictability, as Cecil was nentioning, then
you better understand what these rules are, so that you
can write the clainms in accordance with the rules so
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that they will be interpreted consistently with those
rules, and then at the end of the day you'll get greater
predictability. But the real rub is whether you have a
court actually being consistent. | think part of the
problemis we see to sone degree panel - by-panel, or
case-by-case, that it's very hard to reconcile that the
rules are actually consistent or that the application
has been consi stent.

MS. GREENE: JinP

MR. KOBAK: [|'ve got two or three, I'mafraid
sonewhat random observations, but first of all, | just
want to clarify the record. Charlie referred to the
report as nmy report, it's really the report on the
Federal Circuit of the Antitrust Section, and it's

really George Gordon who was head of the task force that

prepared it. So, | just want the record to be clear on
t hat .

First of all, on the question that you asked
about uniformty, | think that you tend to focus a | ot

on questions of validity and enforceability and so

forth, but I think there are other areas where having

one court has been very inportant, and one that | woul d

point to is the area of renmedies -- the ability to get

i njunctions, damages. | think the law in those areas

has been changed very profoundly by the Federal Circuit.
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| think there's nuch nore clarity and

predictability about what the rules are that m ght apply

to a certain situation. | think that's had a trenendous

| npact on patent |itigation because it gives people many

nore incentives to litigate their patents than m ght

have existed 15 or 20 years ago. So, that shouldn't be

| ost sight of.

Charlie and others have referred to the effect
of patents on not only innovation, but also investnent.
| think there's a third part of it that shouldn't be
| ost sight of, which is licensing. Wthout having a
patent system having a trade secret system or sonething
like that, it can be very difficult to have people
efficiently transfer information fromthe inventor or
even the investor to maybe the conpany or entity that's
best able to exploit and develop it.

And it seens to me it's a good thing for society
not only that inventions are made as a theoretical
matter, but that they actually are devel oped
commercially and gotten distributed effectively and
gotten into the hands of consuners and people that we
want to protect, both under the patent |aws and the
antitrust | aws.

Whet her patents are actually necessary to
encour age i nnovation is, |I think, even though I'm an
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antitrust lawer, really not a subject that is an
appropriate subject for antitrust. | think antitrust
has to take the patent laws at nore or less as it finds
them | think that neans that you have, as Bob Tayl or
said, the right to exclude, which to ny way of thinking
is a very fundanmental aspect of a patent that antitrust
shoul d be very, very loath to interfere wth.

And, therefore, I'mnot sure how | would cone
out on a really pure refusal to |license question, but --
and | think that probably everybody these days would
agree that just saying, well, sonmeone has done sonet hing
outside the scope of their patent shouldn't be an
antitrust violation in itself. Maybe it could be a
m suse in sone circunstances, because there's really
ki nd of a separate basis for that.

But | don't think -- | guess | differ with Bob
in that | think that antitrust has tools for |ooking at
restrictions that are put in |licenses or other kinds of
restrictions, even if somebody has gone outside the
right to exclude, and I'mfairly confident that npst of
the regional circuits can do a reasonabl e job of
applying law if there's bad precedent in their circuit,
| think that they | ook in other places.

If you |l ook at the Kodak case, you may di sagree
or not disagree with the way that case canme out, but
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certainly the Ninth Circuit didn't just look to Ninth
circuit law. It |ooked to Suprenme Court precedent, it
| ooked to precedent in other circuits, it |ooked to
precedent in the Federal Circuit itself, the Atari case.
So, | think you can depend on the regional circuits to
do a reasonable job of balancing antitrust w th patent
principles.

|"mgoing to get to this nore in ny remarks, but
| think that in an ideal world, you m ght have a choice
of law rule that said when there's really a patent issue
that's involved in the antitrust issue, a real specific
patent issue |like validity or scope of the patent, and
that's necessary to decide the antitrust issue, the
Federal Circuit |aw would apply to that because they're
likely to get the case anyway. But once you get outside
of that area and you don't have a question |like that, at
that point you're just tal king about general patent
policy versus general antitrust policy, and | don't see
why the regional circuits aren't in at |east as good if
not a better position to decide issues |ike that.

MS. GREENE: The gray area to which you just
al luded is sonething that you're going to get to |ater,
and we really do need to explore it.

Charlie, did you want to respond?

MR. BAKER: | just wanted to go back to Mchel's
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guestion. | won't take |ong.

When | was speaking about uniformty, | was
speaki ng about uniformty and structure, so that now we
have all appeals going to the sanme appellate court. So
you don't have as nmuch forum shopping within district
court, you don't have courthouse ganes played. And
| awyers, while they m ght spend nore tine trying to
figure out what's going to happen when they get to this
single court of appeals, depending on which panel they
get -- as Steve nentioned. And they don't know that
until the nmorning the appeal is argued.

They don't spend as nuch tinme saying: Are we

going to sue on this side of the Mssouri, in the Eighth

Circuit, or is it on that side of the Mssouri in sone

other circuit? So, there's no question that that degree

of uniformty is helpful in sone ways.

MS. GREENE: Bhaskar?

MR. BHASKAR: In the Joy of Cooking there's a
really great description of the difference between
uniformty and consi stency, and | found that a
meani ngful point to start today. It seenms to nme that
al t hough there are questions about |egal process that
are uniform For me, uniformty has always nmeant two
ki nds of things. | speak now as an unbal anced conputer
scientist. That is, there is a question of uniformty
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of discipline, so that one of the questions is in 1980,
shoul d conputer science patents have been consi dered
differently from say, drug patents or chem stry
patents? |'m prepared to argue that, in fact, there was
such a need for uniformty and distinguishing between
di fferent disciplines.

However, an established discipline is different
from what was then considered an emnergi ng discipline,
| i ke conputer science.

The second kind of uniformty it seens to ne is
the institutional uniformty, particularly with regard
to international questions.

Anmong the various mailing lists, | regularly get
sonething called IP Health, which is -- as it turns out
on IP Health. The bulk of the people who wite there
are people who live in the United States, and the bul k
of the issues there are international issues. The
proposition that | offer, not necessarily particularly
enanored of it, but I think I would |like to understand
it, is that perhaps what we now have that we didn't have
in 1980 is a conplex institutional structure, the WO
the WPO, different kinds of renedies by different
regional and international groups. So, it seens to ne
t hat maybe that's an issue: The Federal Circuit was
created at the dawn of a particular era, and now maybe

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

it's not the dawn anynore.

M5. M CHEL: Let ne nove on to another topic
that George raised, and this is the topic of the Federal
Circuit exercising jurisdiction over an appeal when
there are no | onger any patent issues remaining in the
case and the concern that that raises. | would like to
get your comments on, first of all, is that a concern
and why? Second, is it driven by the statute? Do we
want a different systen? If so, what do we need to do
to get there?

George, to what extent -- |I'msorry.

MR. TAYLOR: Go ahead with George.

MS. M CHEL: George, can you expand at all on
what the Federal Circuit's views of this question are,
or its ability to exercise jurisdiction over cases when
no patent issues remmin?

MR. GORDON: Sure. | think first the question
of you have to start with the statute, as you nenti oned.
| think, to a large extent, the answer to the question
is driven by the statute. The statute provides pretty
clearly for "arising under" jurisdiction. The Suprene
Court has told us that that neans you have to |l ook to
t he wel |l - pl eaded conpl aint, and there's many statenents
in Federal Circuit cases that suggest the Court |ooks to
the conplaint as filed, and jurisdiction is set as of
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the time of the filing of the conplaint.

The theory that | think the courts applied in
the context is you have to define how the patent issues
get out of the case. |If the patent clains are w thdrawn
voluntarily in the case, there's Federal Circuit
precedent suggesting that the court would not have
jurisdiction in that situation. But if the clains are
dismssed with prejudice, even if they're dism ssed by
stipulation, there's authority suggesting that
jurisdiction would attach. The theory in sonme of the
cases seens to be that a dism ssal operates as an
adj udi cation on the nerits.

So, it doesn't really change the nature of the
case the plaintiff is bringing, it's just sinply an
adj udi cation of the patent issues. So, therefore, it's
still properly the case "arises under"” the patent |aws.

If it's a problem if it is indeed a problem to
fix it probably would require sone legislative fix. |
think it's been suggested that one way to kind of take a
different look at Federal Circuit jurisdiction would be
to look at it fromthe perspective of the case as
actually litigated. Look at the case not at the tinme
that it's filed, but at the tinme it's ripe for appeal.
Look at which issues are being appeal ed and what
remai ns.
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One other thing that can be done, | think, on
this issue -- and Congress invited this in the
| egi sl ative history -- is for district courts to
exercise nore discretion in severing patent and
antitrust claims, issuing partial final judgnents under
54(b). It's not clear how the Federal Circuit, whether
or not the Federal Circuit would consider a partial
final judgnment sufficient to decline to exercise
jurisdiction.

For example, if you had a partial final judgnent
on a non-patent issue, in a patent claim there are sone
authority fromthe Ninth circuit suggesting that in that
situation, the appeal should go to the regional circuit.
But short of l|egislative fixes, there nmay be ways for
the district courts to operate to use sone of the
procedural tools at their disposal.

MS. GREENE: Bob?

MR. TAYLOR: | guess the way that Suzanne franed
t he question was whether there's a concern in having
Federal Circuit adjudicate these non-patent issues. |
guess | would sinply rem nd you that the Federal Circuit
is an Article 3 court, they typically apply the | aw of
the regional circuit, they sit just |ike the regional
circuit would sit, and I don't know that anyone can nake
a case for the proposition that you're going to get a
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significantly different quality of adjudication or
quality of analysis in the Federal Circuit. The court
sits frequently with people fromother courts sitting by
desi gnation. The court has been pretty good about
bringing in trial judges, for exanple, to sit with it by
desi gnati on

So, | don't think it mtters. It seens to ne
that the question is very simlar to the question that
ari ses when a state |aw cause of action is joined to a
federal cause of action, which for one reason or another
is fully adjudicated, l|eaving only the state issues to
have to be resolved by one of the regional circuits, it
happens all the time, and | don't think anyone is
troubled by it.

MS. GREENE: Matt?

MR VEIL: Well, we're getting toward the end of
this period, so | amgoing to accuse Bob of reading
notes over ny shoul der.

The problemreally is what does the court do
with that case which lies outside the mainstreamof its
jurisdiction once it gets there? The question is: |Is
the court going to apply its owmn law or is it going to
| ook to regional circuits?

So just foreshadowi ng my own comrents later in
t he afternoon, | think when you ask the question is
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there a problem as Bob has just said, if the court
exercises its capacity to look to other circuits and
adopt and apply their laws, or even to fornulate an
approach consistent with the regional circuit, the
answer is going to be no, that's not a problem The
gquestion is when the court reaches out and says, now
this is swept within our particular jurisdiction, and
we're not only going to entertain the question, but also
apply our owmn law to it, then you have at |east a
t heoretical question of whether that's at odds with the
way our systemis in other ways structured.

MS. GREENE: Okay. You all get to vote. |I'm
| ooking at Bill when | say this, we can either take a
five-m nute break or just continue on through to 12:307
It's up to you all, | say we just continue.

Okay, George?

MR. GORDON: Just to respond briefly to Bob's
comment, | don't disagree that there's no reason to
believe that the quality of judging on the Federal
Circuit is any different than the judging you get on the
regional circuits. | think the issue again goes back to
the institutional question of the fact that there's a
concentration of decision-mking authority in the
Federal Circuit. The fact that you have antitrust
I ssues going up there when there's no patent issues
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just, | think, exacerbates that issue, particularly in

t he context where you have obviously a trend in the
court to applying its own law to nmore and nore antitrust
i ssues. Not only issues related to Wal ker Process, but
al so now refusals to deal

What this does is it deprives the regional
circuits of the opportunity to devel op views and express
views on some of these topics. It deprives, | think,

t he system of the benefit of getting a multiplicity of
views on some of these issues. So, it's not a problem
with the Federal Circuit per se, as a federal circuit
hearing these issues, it's a problemthat we have one
court hearing these issues. | think that's the concern
that many in the industry have expressed.

MS. GREENE: Cecil ?

MR. QUILLEN:. W thout intending to sound
critical of the Federal Circuit or suggest that you get
a lesser quality adjudication there, it is a specialist
court. It does have a limted jurisdiction. Wen it
reviews antitrust cases, it's an unusual thing for the
Federal Circuit. \Whereas the regional courts of appeals
have much broader jurisdiction, the breadth and
experience that the judges bring to their work is
consi derably broader than the breadth of experience that
happens at the Federal Circuit.
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That m ght or mght not result in a | ower
qual ity adjudication. | express no view on that
subj ect .

MS. GREENE: Nothing is noted, then.

(Laughter.)

MS. GREENE: Rochelle?

MS. DREYFUSS: | have a question. Do people
think it's at all helpful for the Federal Circuit to be
seeing nore antitrust cases? | think for two reasons
one m ght say yes. One is that they are inevitably
going to have sone of them and having a few nore in sone
ot her context, not just ones that sort of come up in
very specific patent cases some m ght argue would be
hel pful .

The second is actually addressed to Bob Tayl or,
you nentioned the fact that all of these intellectual
property |l aws have their own ways of dealing with
conpetition. | wonder whether there are not sone
spillovers so that seeing nore antitrust cases actually
has an influence on the way that the court thinks that a
patent is used or some of the other areas and whet her
peopl e have feelings about that.

MS. GREENE: Bob?

MR. TAYLOR: Yeah, | do think that the Federal
Circuit, because there has been sonething of a
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re-assertion of antitrust, if you will, in the last few
years, that had lain sonmewhat |ess active for a period
of time. | think the Federal Circuit will be seeing
nore antitrust cases, and |I think with the opportunity
to study those antitrust cases, you will see that court
devel ops very nuch along the sane |ines as the regional
circuits have with respect to their antitrust
jurisprudence, which goes back way, way |onger than the
20 years that the Federal Circuit has sat there.

| find an interesting decision to be the C. R
Bard versus M3 case, where the panel affirmed the
finding of an antitrust violation arising out of a
design decision by C.R Bard. 1In the denial of the
petition for rehearing in that case, Judge Gaj arsa takes
special note of the fact that don't read too nuch into
this decision because we didn't have a fully devel oped
record here. That to nmy mind is precisely the kind of
cautionary note that reflects this growi ng experience
with antitrust.

| said earlier that | think some of the
gquestions, or many of the antitrust questions do get
resol ved out of sinmply recognizing the exclusionary
power of a patent, the exclusionary right that attends a
patent. But | didn't nean to suggest, and a couple of
ot her comment ators have made the point, | did not nean
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to suggest that there will not be many, many serious
antitrust questions that do get presented to that court,
and | think it is going to have to devel op the
expertise, but I think it is, in fact, doing it.

MS. GREENE: Jinf

MR. KOBAK: [If you take the Xerox case, you have
the Federal Circuit applying its law to the refusal to
deal question involving patents, yet in the sane case,
you have a copyright or copyrights and essentially the
sane question, and then the court has to say, well now
we're | ooking at the Tenth -- | guess it was the Tenth
Circuit -- rather than our own |aw, yet, of course, they
cone out their own way.

But that suggests to nme that regional circuits
m ght have experience in areas beyond patents that the
Federal Circuit wouldn't see so nmuch of, and that it
m ght be better for the Federal Circuit to | ook to that
body of law rather than to try to devel op their own.

Having said that, | think before the Federal
Circuit changed its choice of law rule in Nobel pharng,
it was at least in theory | ooking at regional circuit
|l aw, yet it would sonmetinmes find that there wasn't so
much law in any particular circuit, so it would have to
do some kind of effort of synthesizing and assin | ating
law fromall over the place. It seens to ne that's what
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wi |l happen in the future, but | guess if | were draw ng
on a clean slate, | would say that it m ght be better to
have the regional circuits, because they can | ook at
refusal to deal |icensing questions involving patents,
but they can al so get experience in other areas to
perhaps a greater extent than the Federal Circuit woul d.

MS. GREENE: Charlie, the nonent passed for your
conmment ?

MR. BAKER: It did.

MS. GREENE: Roxanne?

MS. BUSEY: | just wanted to nmake an observation
and again show maybe a little different perspective
between the intell ectual property bar and the antitrust
bar. The intellectual property bar has obviously
supported the Federal Circuit in the belief that a
single court for determ ning patent issues is
appropriate. | would be very surprised if the antitrust
bar woul d ever want a single court, whether it's the
Federal Circuit or not, to be deciding antitrust cases.
The antitrust bar, | think, supports percol ation and
multiple jurisdictions. Knowi ng all of the problens
associated with that, they would rather have those
probl ens than the problems you m ght have if you had a
single antitrust court.

MS. GREENE: Bhaskar ?
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MR. BHASKAR: | guess | want to repeat what
Ceci|l and Roxanne just said, only not so well. It seens
to me that we are stuck with this really odd situation.
If, as | amchildishly hoping, we find out that the
Wor | dCom situation or the Enron partnerships invol ved
substanti al fraudul ent mani pul ati on of patent
appl i cations, patent clainms, and so on, things that
i nvol ved ownership questions, things that involved claim
construction questions. | would be really interested in
seeing how the | aw gets applied, and where the cases end
up, because there will be questions of claim
construction.

The second thing that | do think is that we seem
to be in this odd situation of saying we don't need --
we don't have science courts, so we don't have
speci alists, judges or anything, except inmgration
judges in the adm nistrative sphere, and then we say,
when we have sonething that seenms to require a
speci alist's understanding, |ike Judge Jones did in the
Reston Pl ant cases, you appoint a master or you appoint
a group that says this is how we're going to try and
understand this special question.

It seenms to me that if we're going to sort of go
after these things, | have al ways wondered how come we
don't see nore use of masters in the Federal Circuit
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where you should see that nore than once issues come up
t hat peopl e outside of sone arcane discipline or the
ot her m ght not feel quite up-to-date.

MS. GREENE: Charlie?

MR. BAKER: | wanted to conment on Roxanne's
tal ki ng about the single court for the antitrust bar and
the P bar. First of all, the IP section of the ABA
didn't want the Court of Appeals for the Federal
Circuit, they would prefer nore of a diversity of views.
The ABA was out-voted, if it had any vote at all.

On the other hand, one of the factors which |ed
to it was the fact that in those days, the Suprene Court
was taking virtually no patent cases. Wbuld your answer
be the same if you had no antitrust cases going to the
Suprenme Court and then --

MS. BUSEY: We have very few. Very few.

MR. BAKER: Maybe you're getting there, | don't
know.

MS. GREENE: Cecil? Then we're going to turn to
Bob.

MR. QUILLEN: The comment that the Supreme Court
had taken no patent cases is part of the nythol ogy that
surrounds the Federal Circuit. The Suprene Court
deci ded Graham and Adans in 1966, | believe, and
subsequently has taken at | east three cases involving
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section 103 reiterating each tine the high standard for
patentability that was pronul gated i n Graham and Adans.

So, this was a slander on the Suprenme Court that
was propagated by sonmebody during the course of the
| egi sl ati ve debate.

MS. GREENE: Well, okay. Bob? W' re going to
add yet one nore issue to the table, Bob is going to
tal k about patent m suse, and even though when it comes
to patent m suse we don't have any burning
jurisdictional question as to whether or not that would
fall within the purview of the Federal Circuit, there
are certainly questions being raised by the devel opnent

of the doctrine now that it's ensconced within that

circuit.
MR. HOERNER: Thank you, Hillary.
| suppose | have to begin with the usual
di sclainmer that | speak for nyself and not for ny forner

firm Jones Day Reavis & Pogue and not fromny clients

past and | hope, fromthe standpoint of ny pension,

future.

The topic assigned to ne for these hearings is
patent m suse. | am sure that nobst of you are generally
famliar with the doctrine. |If not, its history and

ant ecedents can be found in a nonograph, Intellectual
Property M suse: Licensing and Litigation. The types
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of practice held to be or evaluated as possibly being
patent m suse are cataloged in a 1991 article which |
wrote which appears in 59 Antitrust Law Journal
entitled, Patent M suse: Portents for the 1990s.

Actually, however, it my well be that this
topic is an anachronism In a series of cases beginning
in 1988, the Federal Circuit appears to have effectively
abolished the doctrine at |least as it concerns so-called
ext ensi on of the nmonopoly m suse. A decision less than
a nonth ago by the Seventh Circuit, which Bob Tayl or
adverted to, by Judge Posner, gives prom se, however,
that the Suprenme Court may revisit the doctrine, so we
shall have to wait and see.

Any di scussion of patent m suse nust begin wth
an appreciation that a patents grant only the right to
excl ude anyone without authority from practicing the
claims of the patent. The patent does not authorize its
owner to make or use or sell anything. This right to
exclude is enforced only by "civil action or
i nfringement of a patent.”

Patent m suse renders the patent unenforceable
until purge. Having in mnd that patents grant only the
right to exclude, which can only be enforced in Federal
Court, a holding of unenforceability by reason of patent
m suse totally and conpletely destroys the patent right

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

79

until purge. No wonder, then, that patent m suse and
t he perm ssible bases for finding patent m suse have
created controversy for over half a century.

The "m suse of the patent"™ doctrine originated
by name in a 1942 case, Mrton Salt versus G S.
Suppiger Co. There Morton Salt sued a direct infringer
of its patent covering a canning machine. Morton
required its licensees, which did not include Suppiger,
to use salt tablets purchased from Morton. Vhile the
Suprenme Court expressed concern that Mrton m ght be
usi ng the patent code as a means of restraining
conpetition in salt tablets, it refused to consider
whet her Morton's |icensing practices violated Section 3
of the Clayton Act, since it considered that Mdirton's
| i censi ng program was, in any event, contrary to public
policy.

What public policy? The public policy which
i ncludes invention within the granted nonopoly excl udes
fromit all that is not enbraced in the invention. It
equal ly forbids the use of the patent to secure an
exclusive right or limted nmonopoly not granted by the
Patent O fice.

The decision did not rest on an anticonpetitive
effect of Morton's practices, or on an actual or
I nci pi ent supposed nonopoly on salt tablets, and thus
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had little to do either with econom cs or with
antitrust. It rested on the fact that Mdrton was trying
to exclude its licensees fromengaging in salt tabl et
comrerce when salt tablets were not included in its
cl ai nms.

Here is where the controversy with respect to
patent m suse arises: Many practitioners, |aw and/or
econom cs professors, government antitrust enforcers,
and even judges, think that patent m suse is a sort of
junior |level anticonpetitive practice which didn't make
the antitrust violation big | eagues and so i s awarded
only patent m suse nonencl ature as a consol ation pri ze.

They feel, however, that the possible results of
a finding of the patent misuse -- unenforceability unti
purge; standi ng not required; conpetitive injury not
requi red; vague contours of the doctrine based, as it
was, in part on the doctrine of unclean hands;
perm ssi bl e assertion of patent m suse by an infringer
who suggested the infringing clause, which was the
situation in Judge Posner's recent case; patent
expiration before purge or, worse, before the patent
owner even recogni zes that the purge is necessary, et
cetera -- are so draconian that, despite Morton Salt,
patent m suse should be limted to use of the patent to
violate the antitrust | aws.
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The Suprene Court back in 1918 said that if a
patent is "worth the price, whether of dollars or
conditions, the world will seek it." Wy, therefore,
can a patentee not demand consideration fromits
| i censees broader than the scope of his right to
exclude, if the licensee is willing to exceed to the
patent ee' s demand, and the patentee judges that the
terms will not violate the antitrust laws? In ny view,
that is where the battle should be fought.

Set out in the end notes are several, | think
there are 11, |icensing demands which m ght be
consi dered patent m suse. Assum ng they would not

violate the antitrust |laws, are they practices which

shoul d be perm ssible? If permssible, they will likely
be utilized. WII innovation be furthered or
suppressed, if they are? | |eave the questions raised

by these denmands for each of you to ponder.

In the series of patent m suse cases referred to
above, the Federal Circuit has said that patent m suse
can only rest on a restraint of conpetition determ ned
under the rule of reason in an appropriately defined
rel evant market. Since the rule of reason typically
requires a finding of substantial market power, |
construe these cases as abolishing extension of the
nmonopoly m suse and |imting the doctrine to use of a
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patent to violate the antitrust | aws.

It is for that reason that | suggested that
patent m suse, at |east of the extension of the nonopoly
type, may have beconme an anachronism The Feder al
Circuit cases suggest that the |larger question is not
what |icense terns shoul d be consi dered patent m suse,
but whet her there should be a patent m suse doctrine at
all.

The Suprene Court did not require the Tern nal
Rai | way Association to allow traffic to pass w thout
charge over its bridge after it violated the antitrust
laws. | m ght add that Northern Pacific was not
required to |l et people drive their trains down its
tracks free of charge after it had found to violate the
antitrust | aws.

The Suprene Court in Term nal Railway
Associ ation said instead that "one of the fundanental
pur poses of the statute, 15 U.S.C., section 2, is to
protect, not destroy, the rights of property.”

The Suprene Court has never approved forfeiture,
dedi cation, or royalty-free licensing in a government
antitrust decree. A patent is granted as of right, once
a novel and useful invention is disclosed and enabl ed.

If a court takes away the patent owner's rights to
enforce the patent, the patentee neverthel ess has no way
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to retract his disclosure. Neither the antitrust |aws
nor the patent |aws expressly permt forfeiture of a
pat ent because of the antitrust violation. Title 35
only states what cannot be found m suse, not what is
m suse.

So, courts that created this judge-nmade doctrine
can surely uncreate it. Wy should a private party be
entitled to relief not available to the governnent if it
proves an antitrust violation? On the other hand, the
statenment in Morton Salt that the "public policy which
i ncludes invention within the granted nonopoly excl udes
fromit all that is not enbraced in the invention” has
consi derabl e staying power, allowi ng |icensing
stratagens which expand the patent owner's right to
excl ude beyond its proper scope, whether in ternms of
substantive coverage, duration, geographic coverage, or
| evel of distribution could be thought to distort what
is a carefully bal anced patent system

On bal ance, | would support continuation of the
doctrine if properly limted, but the issue is close,
and others may reasonably differ.

Before closing, | would |like to address one nore
point. Does activity within 35 U S.C., section
271(d)(4) and (5) enjoy protection froma finding of
antitrust violation? 1In alaw review article review ng
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the legislative history of 271(d), which consisted of
hearings in 1948, 1949 and 1951, | conclude that it
clearly does. That article is entitled, "Is Activity
within the Subsections of 35 U S.C. Section 271(d)
Protected froma Finding of Antitrust Violation," that
appeared in the April 1992 issue of the Journal of the
Patent & Trademark Office Society.

Unless "illegal extension of the patent right”
in 271(d) nmeans no nore than m suse as al so used in
271(d), which would make it redundant, not a favored
tenant of statutory construction, the text of 271(d)
al so requires that concl usion.

Since the late Judge G les Rich was the
architect of 271(d), and the dom nant player in the
hearings, | took the liberty of witing to ask whet her
he thought | had reached a sound conclusion. His
response was that "you seemto have correctly
i nterpreted the hearings on the contributory revision
bills.” M article is attached as appendix C to the
statement, ny letter to Judge Rich as appendix C-1, and
his response as appendi x C-2.

| shall, of course, be pleased to answer any
guestions during the roundtable portion of these
heari ngs, and | thank you all very nuch.

MS. GREENE: Thank you very nuch for that
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presentation. Excellent presentation, and | just want
to add, as a housekeeping note, that we have a few extra
copi es of your presentation that are on the back table
that you were kind enough to bring. More inportantly,
we're going to have everybody's presentations in total
up on the web very shortly. W' Il have their slide
presentations up, any articles that they submt, the
papers to which Roxanne referred, all of those things
wi |l begin being posted today after the hearings, and as
they conme in to us.

Are there any responses either to Bob's
i nterpretation of patent m suse and its evolution? |
al so want to put back on the table, because | would |ike
to continue the discussion that we had before the
presentati on about jurisdiction, the issue of the FTC s
adm ni strative actions bei ng appeal ed.

Charlie said that question can "abide" for a
while, | think was your word.

MR. BAKER: Gordon seems to have studied it nore
than | have.

MS. GREENE: | know, so | am curious for both of
your inpressions, and also to bring in Bob's
present ation.

MR. GORDON: Well, | guess --

MS. GREENE: What are your prelimnary thoughts?
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How is that for putting you on the spot?

MR. GORDON: 15 U.S.C. 45(c), which is the
statutory provision that provides for appeals of FTC
orders, speaks in terns really of geography. This isn't
surprising, because it was witten before the Federal
Circuit was created. Many have argued that if you | ook
at the text of that, for that reason, FTC orders ought
not to be properly appealed to the Federal Circuit.

| have heard it argued -- w thout adopting the
argument, or di savow ng the argunent at the nmonent --

t hat one should | ook at the geographic coverage of the
Federal Circuit to be nation-wi de. Therefore, in terns
of applying 45(c), and |l ooking to where the allegedly

of fendi ng practice had an effect, or where the business,
or where the respondent does business, one shoul d
consider the Federal Circuit to enconpass the entire

Uni ted States.

So, that's the argunent | have heard, although I
have al so heard very strong argunents to the contrary.
Forty-five U.S.C. was neant and intended to allow for
appeal s of the commi ssion or as to the appropriate
regional circuits, and not to the Federal Circuit, and
45 U.S.C. -- 45(c), rather, was not anended on the
creation of the Federal Circuit, and so therefore
shouldn't be read to allow for jurisdiction in the
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Federal Circuit.

MR. HOERNER: | m ght raise one question about
my own presentation. 1In 35 U S.C., section 271(d),

i ncludes as one of the things that you can do and not be
accused -- not be found guilty of m suse or illegal
extension of the patent right, (4), refuse to license or
use any of the rights of the patent.

| would be interested to know what the feelings
of the group are on whether that means sinply a naked
refusal to |icense, period, or whether it can include a
refusal to license on conditions: | refuse to |license
you unl ess you agree to fix prices with me. | refuse to
| i cense you unl ess you agree not to send your |icensed
product to Brazil, where | have no patents. | refuse to
permt |icense unless you pay nme royalties for 30 years.

If it means nore than just a flat refusal to
license, it seens that it would swallow up all of m suse
|l aw and a | arge part of antitrust law. | wonder if any
of you have thought of that question and have a view on
it.

MS. GREENE: | know, Bob, your tent is already
up, so why don't you either respond to that or make your
prior --

MR. TAYLOR: It's difficult to respond to that,
because it is one of those many open questions that one
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finds in trying to apply section 271 to the real world.

| actually wanted to put a question to Bob. You
mentioned that the m suse cases have really sort of cone
to an end largely as a practical matter. Perhaps one of
the explanations for it, and I would |like your views on
this, is that in 1988, when Congress inserted (d)(4) and
(d)(5) into title 271, and inplenmented a market power
screen, which was nore or |ess contenporaneous with the
evol uti on of market power screens generally in antitrust
| aw, typical being the Northwest Stationers case, didn't
that as a practical matter really spell the end of nost
of the conduct that made its way into the judicial
system as a m suse clainP

MR. HOERNER: Well, | would say it certainly did
as to subsection 5, which dealt with tying and has the
mar ket power screen in it. There is no market power
screen in 4, which |I just adverted to, and al nost all of
the m suse cases don't address the question of narket
power or relevant market at all. That's one of the
criticisns, or objections to the m suse doctrine, that
it sort of hangs there in the area without being tied to
the reality of the case, and doesn't require market
power .

In Morton Salt, there was no suggestion that
Morton Salt had market power in the machines for canning
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veget abl es that dropped salt tablets in them You just

don't know. | don't know. | think nmost of the cases
don't address that question. So, | would not say that
it did.

| would say this: There is a case out in
California where a federal judge said that, well, we
don't think that these 4 and 5 apply here because the
Congress originally tried to say, in general, that a
patent doesn't convey nmarket power, and it refused to
pass that. But the issue there is what did 271(d),
whi ch was passed in 1952, nean as to whether it covered
antitrust violations as well as msuse? | think it's
very clear you have to | ook at the opening | anguage of
271(d) to determ ne whether all of the subsections give
you protection against a finding of an antitrust
violation and not just a finding of nm suse.

MS. GREENE: Jin?

MR. KOBAK: | just have a couple of comments.
First of all, if youreally want to get to the origins
of m suse, there's this | ong dissenting opinion by the
first Justice White in Henry v. A B. Dick back in 1917.
| am very proud of myself because |I just went back and
read it and | ooked it up and so forth. It is very
interesting, and it does devel op, and there was kind of
an alternate strain to explain the m suse doctri ne,
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which really has nothing to do with antitrust. But it
was based on the theory that a patent gives you very
limted clains -- you go in and sonebody makes an

exam nation, and then if you cone al ong and insist on
license terns that go al ong with maybe including things
that they had to give up in the exam nation process,
it's kind of a distortion of the systemto allow that.

That's really sonething that's not
antitrust-based, and I don't think one should conpletely
| ose sight of that background, whether or not one agrees
with it or not.

On the 271(d) question, particularly the |ast
guestion about whether refusal to Iicense would al so
enbrace all kinds of restrictions on that right, | think
that it's pretty clear, as | recall the legislative
hi story, that there was a whole laundry |ist of
restrictions that were part of the bill that were
supposed to all be -- were all going to be said not to
be m suse or not to be m suse without a show ng of
mar ket power. They all got dropped out of the bil
except tying. So, that to nme neans that the only kind
of restriction Congress really neant to exempt was
tyi ng.

The final point that | would make is that |
think we would all agree that rightly or wongly m suse
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has largely dried up in the patent context, but one
pl ace where it's really boom ng, so to speak, is in
copyright litigation. There are a |ot of cases now that
are starting to say if you're using this in an
anticonpetitive way or in a way that seens to be
contrary to the goal of stinmulating new expression, even
t hough we can't find sonmething is in the antitrust
situation because it's not market power, it can be a
copyright m suse.

So, in sonme ways | would think if you wanted to
focus on anything, it mght actually be nore interesting
as the patent doctrine devel opnent is, the place where
it mght actually have nore future significance is
probably its use in the copyright context where the
courts are just now starting to grapple with it. Sone
of themare, | think, taking a very, very broad view of
how t he m suse doctrine should be appli ed.

M5. MCHEL: To get off that track just for a
second and then cone back to it and back to the question
of Federal Circuit jurisdiction over decisions of the
FTC. Does anyone have any suggestion of where in the
Federal Circuit's jurisdictional statute you m ght find
support for Federal Circuit jurisdiction over FTC
deci si ons?

(No response.)
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M5. M CHEL: No takers, okay.

MR. GORDON: Excuse me, |I'mnot sure if you | ook
at the statute itself, there is any specific reference
to jurisdiction over FTC orders. The thing of it is
that there's no mention in, | guess, 1291 or 1292 either
in terns of the jurisdiction of the regional circuits to
jurisdiction over FTC orders. That's why | conme back to
15 U.S.C. 45(c), that's really, | think, the authority
with respect to the effect of statutory jurisdiction
over FTC orders.

M5. M CHEL: But in the sense of the Federal
Circuit as being a court of limted and specific
jurisdiction, do you have any opinion on whether or not
it would be necessary to find a source of Federal
Circuit jurisdiction in its own statute before the court
coul d exercise that jurisdiction?

MR. HOERNER: | would think so.

MR. VEIL: Let me throw the question back to
sonebody who could help ne as a conpl ete neophyte in
that licensing situation. Wat has been the experience
so far? Has anyone tried to take appeals to the Federal
Circuit fromthe Conm ssion?

MS. GREENE: Any thoughts?

M5. M CHEL: O does anyone recall the situation
follow ng the Comm ssion -- it was not a Comm ssion
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deci sion, but ALJ decision follow ng the VISX/ Summ t
case? | don't renmenber exactly the situation, but were
there any | obbying efforts on this issue, specifically?

(No response.)

MS. GREENE: Okay. Howard, would you like to
say sonet hi ng?

MR. MORSE: No. |I'mnot a participant. [|I'min
t he audi ence today.

MS. GREENE: | know, but you're close enough to
t he group.

One of the points that George brought up in his
presentation was "arising under" jurisdiction, and he
tal ked about the second prong of the Christianson test
over right to relief nmust depend on the resolution of a
substantial question of patent law. |'mcurious if
anybody has any interesting hypotheticals or exanples
where answering that question would be nore chall enging
or where the answer would be less clear?

MR. GORDON: Well, | think one exanple is
brought up by the cases involving allegedly unlawful
patent settlements. One of the issues that's been
litigated in those cases is the question of: \Whether or
not, to prevail, the plaintiff nmust show that the
al l eged infringer could have entered earlier but for the
settlenment, and in doing so, nust prove that the all eged

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

i nfringer would have prevailed at trial. This obviously
woul d rai se questions of the validity of infringenent,
enforceability, et cetera.

This has actually been litigated and has conme up
in the context of cases that have been filed in the
Cipro litigation in state court, and then the defendants
had it renmoved the Federal Court on the theory that the
plaintiff's right to relief requires resolution of the
patent clains for the reasons | had nmentioned earlier.
Most of the courts concerned and nost of the Federal
Courts concerned have sent the cases back to state
court. However at |east one court has, because of the
way the case was pled in the Cooney v. Barr Labs case,

accepted Federal Court jurisdiction over the claim

So, | think in terms of the cases that are out
there, now that |I'm aware of, anyway, that those are
really the cases that present, | think, the nost

i nteresting question that are kind of in a gray area
with respect to jurisdiction. As opposed to the sham
litigation and WAl ker Process clains, in which | think
the question is a little easier.

MS. GREENE: Matt?

MR. VWEIL: | litigated a case that settled
before it got to trial, an attorney mal practice case, in
whi ch the case woul d have turned on very interesting

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

94



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

95
gquestions of patent |law, and we could not figure out a
way on God's green Earth to get it in front of the
Federal Circuit. At that tinme, at |east, there was no
precedent that we could point to that woul d have -- even
t hough we were in the district court on diversity, would
have gotten us there.

So, | think there are other cases where the
rubric is either state |aw or jurisdiction conpletely
alien to the patent |law, but that patent lawis really
enbedded in it. Those cases don't seemto make their
way to the Federal Circuit.

MS. GREENE: Cecil ?

MR. QUILLEN: Fromny prior life, it was not at
all unusual for a breach of a patent |license lawsuit to
be brought in state court, and for the defense to be
that the patents you were seeking to enforce are
invalid. So, if you were not in a position to renove,
you were parked in state court and the state court the
case was tried in and was going to have to resol ve
i ssues of validity and infringenment.

So, patent issues have been in a | ot of
di fferent courts through the years.

MR. TAYLOR: \Which actually pronpts a question
that | would have for George, why would you treat the
settlenment situation any differently than the patent
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| i cense cases that Cecil was tal king about? 1It's
basically the sane issue. You have to resolve questions
of patent validity and patent infringement regularly in
connection with contract disputes over licenses, and
t hose are never federal questions, and then the Federal
Circuit has actually declined jurisdiction in sonme of
t hose cases.

MR. GORDON: Well, that is true. | think
there's actually some fairly recent case | aw where the

Federal Circuit has suggested that actually it may have

jurisdiction over breach of |icense agreenent cases. In
the U.S. Valves -- | think is the nane of the conpany,
it's cited in the task force report -- where the case

was transferred to the Federal Circuit by the regional
circuit, and although the Federal Circuit was bound
under Christianson to accept that transfer, it did
mention in passing that it thought that it actually
shoul d have jurisdiction over the case. So, | think the
Federal Circuit is maybe evolving on the question of
breach of |icense agreenents.

The theory on the settlenment agreement cases,
the theory that the courts have grabbed onto that have
sent the cases back to state court is basically that
there is, at least in theory, an alternative basis for
relief in those cases w thout resolving the patent
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i nfringenment issues: The plaintiffs can show that,
per haps, the parties could have -- the infringer could
have entered earlier because the parties would have
entered into sone |ess restrictive |licensing arrangenent
or, perhaps, the alleged infringer would have entered
even with the pendency of the infringenment litigation.

So, there would have been earlier entry, even if
the infringer hadn't won the infringenent litigation.
So, they found other ways around the issue, which m ght
not be applicable to the |license agreenent, or in
| i cense agreenent cases.

M5. MCHEL: A lot of the commentary we received
recently about Federal Circuit jurisdiction in the
antitrust area made statenents along the |ines of the
expandi ng jurisdiction and expansi on of Federal Circuit
jurisdiction. |1'"m hoping that we can inpact that
statement a little bit and get a handl e on what we nean

s there a sense out there that the
jurisdictional analysis has changed sonewhat? O is
what's going on is we're seeing just nore and different
ki nds of cases and westling with them and reali zing
that the statute sends nore cases to the Federal Circuit
t han maybe it did or did not contenpl ate?

MR. KOBAK: 1'll take a stab. | think in the
Nobel pharma case, the Federal Circuit had this Wl ker
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Process sham litigation question, and at that tinme it
was | ooking to regional circuit law. It had to | ook for
Ninth Circuit |law on what fraud was and it ended up
saying: Gee, the Ninth Circuit has this rule that an
om ssion isn't fraud, but an affirmative statenment is,
which didn't seemto nake a | ot of sense, given the
policies and the facts invol ved.

So, when it took the case en banc and applied
its own choice of law, it didn't have to follow that
di stinction and probably nade a nore sensi bl e deci sion.
| kind of think that around that tinme it began to see
simlar issues, for instance in the state |aw context,
where again there would be questions of if this guy is
maki ng a statement that's actionable, it has to be
because he's saying the patent's enforceable and it's
not enforceable or infringed when it's not infringed,
and there's no way that anybody can deci de that unless
t hey apply patent |aw.

So, therefore, there's a whole world of cases
t hat we ought to be getting. | think fromthat, they've
even gone on and found procedural issues that are
related with those substantive issues, so they've
sonetinmes applied their law to those as well.

So, | think there has been an expansion. |
think a lot of it has been dictated by questions of
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patent | aw that maybe, originally, you wouldn't perceive
as necessarily being inplicated in these cases, but over
time you realize that it is. On real patent-related
questions, it maybe nmakes nore sense for the Federal
Circuit to apply its law rather than having to |ook at a
circuit where there's no |law on point or it's very
sparse or it doesn't really seemto answer the question.
So, | think that's how it evolved, and that's ny
personal view.

MS. DREYFUSS: WAs your question about choice or
really about jurisdiction?

MS. M CHEL: The statenents you read tend to be
nore about jurisdiction, but | think Jimraises an
excel l ent point that when people make those statenents,
t hey may be al so thinking about choice of |aw

MS. DREYFUSS: My question is whether they're
intertwined. | nean given that the Federal Circuit now
does do choice of law nore, are people sort of shopping
for the Federal Circuit? | think that's sort of one of
t he worrisome questions is whether knowi ng that the
Federal Circuit will apply its own |aw rather than
regional |aw are people actively trying to frame their
cases so that they get to the Federal Circuit and is
t hat why we're seeing nore an expansion of the
jurisdiction.
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MS. GREENE: George? Excellent question.

MR. GORDON: Jim if you have a specific
response.

MR. KOBAK: | suspect that's the case, but |
can't prove it.

MS. DREYFUSS: It's inplicit in what you said,
but | just wanted to nmake sure | understood it.

MR. GORDON: Wth respect to the question of
whet her the jurisdiction's been expanding. M sense is
that it's not expanding in the sense that the court is
changing its law on jurisdiction, with the single
exception of | think of the jurisdiction over breach of
contract cases in which there nay be a change. As Bob
menti oned, there was plenty of case law in the past
where the court has suggested that it does not have
jurisdiction over those cases, and that may be changi ng.
But | think what m ght be nmeant by standing is it's
sinply expanding in the sense that new situations are
arising in which the court is asserting jurisdiction so
t hat boundari es are expandi ng, although not necessarily
because the court's changing its previous precedent.

MR. TAYLOR: | think largely | agree w th what
Jimjust said, but there's an additional winkle here.
The Federal Circuit did, some long tine ago, for a
peri od of years ago, start taking these counterclaim
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cases where the counterclaimwas set under section 1338
in the district court, and that has ended w th Vornado.

So, at |east some of the concerns that |'ve seen
witten and expressed about expanded jurisdiction my go
by the boards with the Vornado ruling, but in addition
the Federal Circuit. The jurisdiction of the court
itself has really not been changed, and the Federal
Circuit has been the primary court in defining its own
jurisdiction. But fortunately, the regional circuits
have recogni zed that it doesn't make a | ot of sense to
have 12 different courts trying to articulate rules for
establishing the jurisdiction of what is the Federal
Circuit. But | think their jurisdiction is fairly
st abl e.

MS. GREENE: Thank you. Are there any | ast
coments? We have a minute or two |left before we break
for lunch, and in particular if anybody has additi onal
coments on the Hol mes case. W' ve heard vari ous
perspectives on it, including practical questions of
what will be the ultinmate inpact of the case in ternms of
sheer nunbers? We've had fol ks raise the question of
you have had circuits in which there has been a sort of
paucity of certain issues because they've gone to the
Federal Circuit, are they now going to go back out to
the regional circuits? How will those circuits deal
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with the issues?

Bob?

MR. HOERNER: | would comment only that | think
the case raises Justice Scalia' s well-recognized
tendency to | ook at the words used and not try to worry
about anything el se, what the purpose of the Federal
Circuit is, and he said arising under means ari sing
under and we have to scrutinize arising under and, by
God, arising under neans arising under. And that was
the end of it. | think that illustrates better than any
case that I know of this tendency of Justice Scalia to
| ook at the words and take the words at face val ue.

MS. GREENE: | don't know, naybe that w ||
result in arevisiting of the legislation. In any
event, thank you all very much. W are now out of tinme
and starting again at 2:00 p.m pronptly, at which tinme
we will be joined by Judge Ellis, who will be opening up
the session by giving us some remarks. Thank you al
very much, see you at 2:00.

(Wher eupon, at 12:30 p.m, a lunch recess was

t aken.)
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AFTERNOON SESSI ON
(2:00 p.m)

MR. KOVACIC: [I'mBill Kovacic and |I'mthe
General Counsel of the Federal Trade Comm ssion. On
behal f of the Department of Justice Antitrust Division
and the Comm ssion, | want to wel cone you back to the
resunption of the hearings this afternoon. W're not
only extraordinarily grateful to all of our participants
for the magnificent contributions they' ve nade to this
undertaki ng since we began it early this year, but
especially grateful to the panelists who graced our
bui | di ng yesterday and i ndeed today.

This afternoon, | have the special pleasure of
i ntroducing the remarks of Judge Ellis. In the 15 years
in which I"ve taught in |law schools in the Washi ngton
area, |'ve cone to know of Judge Ellis'" work by, anpong
ot her sources, the fact that his has becone one of the
nost coveted clerkships in the Federal Courts in the
United States, and extraordinarily so anong graduates of
| aw schools in this area.

It is a remarkabl e achi evenent in the eyes of
our students and certainly in the eyes of the practicing
community to be able to say that you are an Ellis clerk.
From t he beginning of nmy time in teaching, which
coi ncided roughly with his ascent to the federal bench
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15 years ago to the present, |'ve been struck in talking
to students and practitioners in the area to get a sense
that his is truly a special presence in the Federal
Courts.

Among his other achievenents, in addition to his
routine work on the court, he has beconme one of the npst
i nfluential and thoughtful scholars dealing with the
operation of the patent system and its adm nistration.
He has published extensively in the field, indeed in a
way that makes those of us who are academcs full-tine a
bit ashamed of |ack of productivity. Indeed, not only
has he done a great deal of work in the area, he has
been called upon in a great number of instances to
testify on issues in association with the intellectual
property issue, anong recent exanples his testinmony to
t he National Academ es Conference on the operation of
t he patent systemin which he exam ned the
adm ni stration of the patent system and the operation of
the Federal Circuit.

It's obvious fromthese reasons why we are so
delighted to have him here today to share his thoughts
with us. Simply a bit of further background, before
conmng to the bench, he was a partner at Hunton &
WIlliams, and had served in the U S. Navy as a Naval
aviator, and dealing with these issues is certainly like
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| andi ng an airplane on an aircraft carrier at night, we
haven't quite brought it onto the deck, but we hope to
do so in one full piece for our future take-off as well.

Judge Ellis earned a bachelor's degree in
engi neering at Princeton University, as you know,
certainly not for this audience, we have nany who have
concurred this, but for those of us who spent npst of
their life running away from mat hemati cs and the
sci ences, those of us who are |awers are greatly
i mpressed with Judge Ellis and others who have concurred
t hat apprehensi on.

You are aware that there is a nodern thriller
now i n the novies about how | awyers threatened with
mat hemat i cs and other elenments of the sciences are
driven to dismay, the title of the thriller is: The
Fear of Al Suns. For those of us who have been
frightened of the technical skills again, greatly
i mpressed with those who have mastered both of the
di sci plines.

Judge Ellis also received his | aw degree from
Harvard and a di pl oma of |aw from Magdal en Col | ege at
Oxford University. So, once again, we're enornously
grateful to Judge Ellis for sharing his thoughts with us
today. Thank you.

(Appl ause.)

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

105



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

106

JUDGE ELLI'S: Thank you. | thank the General
Counsel for such an extravagant introduction. [|'IIl say
just two things about it. One is that in terns of
flying off aircraft carriers at night, our flights were
usual |y anywhere from an hour to three hours, depending
on in-flight refueling, so we describe those experiences
in terns that | hope you won't find apt to what | am
doi ng today, |ong periods of boredominterspersed with
noments of stark terror. | hope there won't be any
noments of stark terror, but | can't prom se you there
won't be boredom

And while | was extravagantly described as a

schol ar of the system I'mnot. | wish | were and |
will continue to try to be; but the real scholars are
the folks that you've already had testify and will have
testifying.

| was reluctant to cone today, because | was
unsure that | had much of significance to add. |
continue to be unsure of it, but I'"mgoing to plow ahead
anyway and | hope that, at |east, what | say n ght
provoke sone questions. The major thesis that | have to
advance today is quite straightforward, and it's hardly
revolutionary, and | would suspect that nost veteran
observers of the patent scene have cone away with the
sanme i npression.
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It is sinply put that the escal ating,
skyrocketing patent litigation costs, beginning in the
"70s and '80s and then into the '90s and conti nui ng
today, have distorted the patent markets. In essence,
it's my observation that -- and it's an observation that
| hope one day a real scholar will undertake to verify
enpirically -- but it's ny observation that escal ating
costs associated with patent litigation of infringenent
and validity issues discourage challenges to patents,

t hereby equating the entry barriers for presunptively
valid but weak patents with the entry barriers typically
associated with strong or judicially tested patents.

Let me put sonme flesh on the bones of that. In
essence, strong patents, of course, are a category that
| label as referring to those patents that have al ready
successful ly passed judicial nmuster or, because of their
intrinsic strength, are clearly valid. Using entry
barriers, the height of themas a netaphor -- generally
t he height of an entry barrier nay be said -- to be
equal to a royalty rate responsive to a nunber of market
factors, including, for exanple, the cost of product or
t echnol ogy that conpetes with the patented product or
technol ogy that is outside the scope of the patent.

One factor that isn't part of the analysis, or
part of the entry barrier equation for so-called strong
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or judicially tested patents is uncertainty over the
patent's validity. O course, this factor does play an
i mportant role in the height of entry barriers for
patents that are only presunptively valid and haven't
run the litigation gauntlet or aren't inherently strong
because they' re pioneer patents or the |ike.

So, these high litigation costs, as | see it,
deter potential conpetitors fromentering the market and
chal l enging the patent. And if they're high enough, in
a particular interest, that is litigation costs are high
enough in a particular interest -- instance, then the
entry barriers associated with these untested and only
presunptively valid patents nmay be raised at |least to
the | evel of those associated with the category of
strong patents.

It is fair, | think, to ask whether this is bad,
and it's alnost a rhetorical question. The answer is
fairly clearly yes. Inherent in our patent systemis
that some patents will be inprovidently granted. That's
why we have a system for testing patents in litigation.
" m not sure we ever contenplated how many woul d get
t hrough. Particularly protected by what I'mgoing to
cone back to in a few nonents, the presunption of
validity by statute, followed by the judicially created
cl ear and convincing test.
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In any event, the patent office's filter, |
think, for filtering out weak or unworthy patents seens
to nme, and this is just an intuitive observation, it's
not a quantitative or a qualitative observation, and
it's sonmething that needs to be enpirically
i nvestigated, but it seenms to nme that this filter is
becom ng nore porous, and there are sone studi es which
suggest that nay be so.

Exacerbating the situation is what | think sonme
scholars would argue is the trivialization of the
unobvi ousness requirenment, and the increasing
significance, for exanple, of the external factors to
support unobvi ousness, such as comrercial success and so
forth.

There is some good bit of scholarly work on
this, I think Professor Lenl ey has done sone excell ent
enmpirical work, Professor Thomas is begi nning sone, and
| think Professor Merges once did some as well. But in
any event, the bottomline is that it's too commopn to
di spute that a frequent scenario is a potenti al
conpetitor faced with an infringement suit and having a
fairly good position on validity, and indeed maybe even
i nfringenment, but the costs of litigation are such that
the punitive infringer is unwilling to undertake that
expense, and then the result is the risk that invalid

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

110
patents will pollute the market.

Now, whether that's, in fact, occurring or not,
| say is an enpirical question. | believe that it is,
and if it is, that's a pernicious effect of the high
cost of patent litigation. Because the patent system
it seens to ne, contenplates not only that litigation
will elimnate inprovidently issued patents, but also
that conpetitors would not be artificially discouraged
from marketing a product or using a process that is as
close to the border to the patent scope as technol ogy
and law permit. High litigation costs are just such an
artificial disincentive, | think, and such costs have
the essential effect of inproperly expanding a patent's
boundari es.

Now, as | said, these are nmy intuitive views,
based on sone years of experience in patent cases, but
it really is something that needs to be enpirically
i nvestigated. |'mnot even sure how it would be done,
but | think that people |ike Professor Lem ey and Thomas
and others who are now getting into nore and nore
enpirical work will -- are worthy, certainly, of
attempting this difficult problem

But assuming for a nonent that I'mcorrect, it's
wort h asking what we can do about it. In a small way,
the Eastern District of Virginia helps, | think, by
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using an expedi ted docket, for all cases, patent cases
are no exception. Everything goes frombirth to death
in six to seven nonths, regardless of nature or
di mension. There may even be, as | | ook around here,
and see the various substantial degree of experienced
| awyers, | think we have the neans of the bar here and |
woul d expect that some of you have had the experience of
a patent case in the Eastern District of Virginia, and
it does end relatively quickly.

That means that the costs won't be great, as
great as they m ght otherw se be. Because as we al
know, if you take identical case and you try it in siXx
nonths, and try it in two years, it will cost you nuch,
much nore to litigate the one that's tried in tw years
than the twin that's tried in six to eight nonths. Work
expands to fill time allotted, and |awyers bill on the
basis of hours devoted to the case. You don't need to
enpirically verify that, | would be willing to bet |arge
suns of noney on that. Indeed |I've verified it
enpirically, because | was a trial lawer, and | did it.

So, | think expedited dockets are a good thing.
The bi g expense in docket litigation is discovery. |
| i ken di scovery, generally, and certainly in many patent
cases, to a black hole. It is something into which
endl ess resources can be thrown and it gives off no

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

112

light. You get very little bang for your buck in
di scovery.

| think one of the extrenme cases was a case in
which | participated in the md-'70s, a patent antitrust
case. We took the deposition of several executives of
one of the mmjor conpanies, which happened to be a
Eur opean conpany, and as it happened, these particular
executives just happened to be on the French Riviera.
So, we were there for nine weeks deposing these three
i ndividuals. | think you can draw your own concl usi ons,
but | certainly thought it was a good idea then. On
reflection, perhaps not, but in any event, discovery is
one of the major problenms in all litigation, not just
patent litigation.

Anot her problem that has been, | think, |essened
a good bit is the presence of juries. Markman, of
course, was a watershed event in patent litigation.
Prior to Markman, of course, nost patent cases coul d be
sunmarily described as the inventor and a coupl e of
experts and sone ot her people testifying about their
opi nion as to what the patent covered and whet her or not
it was unobvious, and the two experts generally woul d
square off.

Judges never had, even though they -- judges
typically were heard to say they disliked patent cases,
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they never really had to engage the technol ogy, because
all they had to do is put on conpeting experts. So it
was a very different environnent before Markman. After
Mar kman, where judges, of course, must engage the
t echnol ogy, and judges thensel ves nust deci de the
boundaries of the clains, the nmeaning of the claimand
t herefore the boundaries of what the nonopoly is granted
for, that takes some uncertainty out of it, and that's
reduced sone patent litigation costs, and it's taken an
i ssue away fromthe jury that | think was appropriate to
do.

Mar kman has had an enornmous effect on patent

litigation, and that's another fact that could be

enpirically studied with some profit. But |'m about as
big a fan of juries as you will find. | always
preferred a jury trial. It was not even permtted in ny

old firmto ever give up a jury. That was consi dered
heresy. You never waived a jury.

| renember one of the exceptions to that was an
occasi onal patent case, but juries were sparingly used
in the '70s. Not that frequently in patent cases. In
the '60s, when | first saw patent cases, they were
rarely, if ever, used. Fewer than 10 percent of al
patent cases, |'msure the figures are in Schwartz's
book, and | believe there are roughly fewer than ten or
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| ess than 10 percent of the patent cases were tried to a
jury in the '60s or '70s, and at sone point in the '70s
it grewand in the "80s it grew, and at this point I
would be willing to say that it's between 85 and 95
percent are to a jury.

Now, |I'msatisfied that juries do a wonderful
job in all cases, including patent cases. But there is
a category of patent cases that is |I think beyond what
juries want to engage, typical juries.

As an exanple, | had a case sone years ago, |
don't know whet her any of the | awers who are here were
init, but it was a case involving two very | arge
conpani es involving 24 patents for transistor circuitry.
The thought that I would have a jury for two weeks or
three weeks, we don't have cases that |ast |onger than
that, but that's a pretty long case in the Eastern
District, but nobody could pay attention. No average
juror would pay attention to transistor circuitry
testinony for two or three weeks.

And so there is a category of patent cases that
really aren't suitable for juries. The biggest problem
with a jury in nmy viewis not that this little category
of cases. For nost cases, juries do it and do it very
well. The biggest problemyou have is, of course, the
gl obalization. It's hard to harnonize our systemwth
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ot her systens in the face of a jury. The jury really
adds a factor that is a real problemfor |ots of other
countries when they are trying to -- | nmean it's easy to
change things like first to file or first to invent,
those sorts of things aren't difficult, and they're not
worl d class issues. It can be done.

The jury would be a difficult issue, but it
coul d be done pretty easily, by sinply w thdraw ng
jurisdiction for patent cases from Federal Courts and do
it all adm nistratively. That could be done. It's done
that way in other countries. |'mnot suggesting that
I"min favor of something |ike that, but | am suggesting
that what | see in the future is a real issue arising
about what is to be done with a jury in the American
system so that it can be harnoni zed to systens as our
patent system becones gl obal.

There is one other issue that | want to raise
that distorts patent markets, and it, too, arises
because of the costs of litigation. That is
settlenments, and the risk that settlenments may violate
the antitrust laws. This is an issue that al so needs
enpirical investigation and enpirical study.

It is frequently the case in patent
litigation -- let me strike frequently, because that
assunes |'ve done the enpirical work. It's ny
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experience in many patent cases that there will be a
strong argunent, one side thinks, on validity. Yet they
will ultimtely settle and take a license. Sonetines
such an agreenent would violate the antitrust | aws,
because if you agree with sonebody to exploit a patent
t hat you have every reason to believe is invalid, I
mean, we could hypothesize all sorts of situations. You
do have an antitrust situation. | always caution
| awyers settling cases that they need to | ook at that,
and then | always nmake clear, you also need to think
carefully about whether you show the court the
settlement. That's not required. Parties can settle
cases on any basis they want to and nerely ask the court
to dismss the matter as settled, agreed, wth
prejudice, and it's gone.

So, | point out the hazards, talk to them about
it, and then say, there may be sone reasons why and sone
circunmstances it mght be worth your having the court
participate in sone way, and ny experience is that that
has never occurred. They don't want the court to see
the agreenent. This is because many of these are
probably cl ose questi ons.

| ndeed, the case that | told you about that
i nvol ved the depositions on the French Riviera was a
case that resulted froma settl enent agreenment grow ng
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out of patent litigation and a worldw de agreenent on
usi ng each other's patents. That agreenment was gi nned
up by two of the finest law firnms in the country, and
then it gave rise to a litigation that |lasted for a
while. So that's an exanple of settlenents that can
violate the antitrust |aws and thereby disrupt or
di stort patent markets.

Now, finally, | want to raise another issue on
this distortion of patent markets, and that is the
presunption of validity, which as you all know is
statutory. And it's judicial manifestation is the clear
and convi nci ng burden. For good or ill, what has
evolved in patent litigation is a standard techni que
used by patentees when they try patent cases to take
advantage of this. They will have the Patent &
Trademark Office prepare a nice blue ribbon to tie
around the certified copy of the patent and they will
ask for an instruction, not just on clear and
convi ncing, but they typically ask for an instruction
that there's a presunption of validity. | have some

doubt s about whether such an instruction is appropriate,

ot her than just clear and convincing. But, in any
event, it's frequently done. It happens all the tine.
If you'll read Federal Circuit cases, there's not a peep

about that sort of thing.
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There is, in nmy view, some in coherence in the
presunption of validity clear and convincing schene.

Let me see if | can describe it to you. There are sone
of you here that know nore about this than I, and

per haps you can put sonme flesh on these bones. But as |
understand it, in a prior art rejection in the Patent

O fice, exam ners identify and disclose to the applicant
the | egal reasoning that a clains subject matter fails
to satisfy either the novelty or the nonobvi ousness
requi renments.

This is a so-called case of prima facie
unpatentability, and it results in an allocation of
proof burdens in the prosecution process. If you | ook
at the Piasecki case at 745 F.2d 1468, that's descri bed
there. Essentially it nmeans that the Patent & Tradenark
O fice has the burden of com ng forward wi th proof
establishing that the subject matters anticipated are
obvious; and if it does, then the production burden
shifts to the applicant to rebut the prinma facie case.
And when the applicant does so, the patentability of the
claimed invention is determ ned on the basis of the
entire record by a preponderance of the evidence. |
think the MPEP wi |l say so.

So, isn't it odd that you can go through a
process |like that, the patent exam ner then lets it go
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by a preponderance of the evidence, and it arrives at
court with a blue ribbon, a statutory presunption, and a
clear and convi ncing burden on the other side. In
addition, into the calculus or into this equation, throw
this fact in: Professor Lem ey went out and tried to
ascertain how nuch tinme examners really spend on these
matters. |1've forgotten which area of technol ogy he
| ooked at, and |'ve forgotten the precise quantitative
result, but it was sonething on the order of -- in a
particul ar area that he studied -- you were talking
about six to eight hours of average time for an exam ner
on an application.

And at the end of that, presumably if there's
sone di spute, then as | said, it could be done on the
basi s of a preponderance of the evidence. There's a
case at 977 F.2d 1445, that | think helps to illustrate
t hat .

Well, those briefly are the remarks | have.
Essentially, patent litigation expenses, | think, are a
serious disruptive factor in the entry barriers that
operate in connection with certain kinds of patents.

That is they discourage challenge of those patents,

whereas the system contenpl ates that those patents will

be chal | enged and found out there rather than at the

exam nation in the PTO. And it isn't happeni ng, because
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of patent litigation expenses, and it isn't happening
because of things |like the clear and convincing burden
that flows fromthe process.

| would be delighted to answer any questions. |
hope that if there are any scholars present that | have
encouraged real scholars, not people |like nme who just
| ook and nake observations, but real scholars who rol
up their sleeves and look at it enpirically and
anal ytically and cone up with thoughtful statenents of
it, I hope that | have encouraged you to | ook at sonme of
t hese issues, and perhaps wite us about it. | would be
delighted to see that and to be told that | was w ong.
Because even if | amwong, |'msure that such studies
wi |l discover lots of other interesting things that we
shoul d know.

Thank you.

(Appl ause.)

MS. GREENE: Unfortunately Judge Ellis will not
be able to join us for the afternoon, but let's just
take a nonent to have any questions for him He has
graciously agreed to answer.

Yes, Steve, who is Deputy Commi ssioner at the
PTO.

MR. KUNIN: | do have one question for the
judge, but | would also |like to maybe clarify the record
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in terms of the statistical information. For al
t echnol ogi es, the average exam ner has about 20 hours
for a case, for the nost conplex cases, it can be
something like 35 hours. The six to eight hours | can
only equate to the ampunt of search tinme that exam ners
have in probably the nore conplex areas, but for the
entire exam nation period, the amunt of time is nuch
nore substanti al .

My question that | have for the judge is | found
it quite intriguing fromthe perspective of your
observation that in the international perspective, one
way of getting around an issue dealing with the Anerican
system of using jury trials mght be to establish sone
ki nd of adm nistrative proceedi ng which would include, |
presune, at |east nost inmportantly the question of
validity as well as potentially enforceability. One
thing that we've been contenplating introducing into
Congress is a formof a post-grant review system of an
i nter-partes nature, basically on any condition of
patentability, which could be introduced roughly nine
nonths after a patent issues or within four nonths after
an individual would be accused of infringenment or
t hreatened by infringenment.

My question is, with respect to establishing
that kind of inter-partes post-grant review proceedi ng,
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do you believe that that m ght be beneficial in sorting
out the aspect of strengthening patents through sone
adm ni strative mechani sm before they get into court
pr oceedi ng?

JUDGE ELLIS: In general, | would think that
anything you can do to ensure that what naekes it through
is valid woul d be hel pful. Because once it's through,
then you're in litigation. So, | know that Professor
Thomas has advocated recently in the Berkel ey Technol ogy
Journal that there be some participation by -- that it
not be ex parte anynore. That it not just proceed with
the applicant, in other words. At sone stage.

And | think all of those things are worth
exploring. As far as withdrawing the jurisdiction and
having -- | think validity is clearly the one,

i nfringenment can still be done in court, but you could
do validity, as they do in other countries, Japan, and |
t hi nk Gernmany, you could do validity adm nistratively,
and then you could do infringenent judicially or in
litigation. That m ght work, although I've never seen
an agency yet nove as quickly as sone courts, and so you
m ght have a problemthere. And I think there would be
a | ot of opposition.

As far as the figures, I'"'mglad to have that
correction, but | do think that -- | know you all have
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revi ewed Professor Lenmley's work, and it was six to
ei ght hours, | just don't renenmber which area. So, it's
been out for some tinme, | don't recall whether it's in
the Texas Law Review or one of the others, but he did

cone up with a time for a category that nade sone --

nmean it wasn't a category of mechanical -- sinple
mechani cal devices, | don't think, but | could be wong
about that. But in any event, even 35 hours for

sonething fairly conplex is probably not enough,

particularly in the areas that we're conm ng to now.

You know, as | see it, and again, |'ve never
been a patent exam ner, | haven't even had a tour of al
of your spaces. | have talked to a | ot of patent

exam ners, who took classes with Professor Thomas, and |
appeared at the classes, and | chat with them And as |
di scuss things with them |'m struck by how nuch they
rely on, (A), what the parties submt as prior art, and
(B), their searches for prior art in the resources of
t he PTO

A lot of prior art, in areas that we are now
conmng to deal with nore and nore often, isn't found in
t hose locations. A lot of prior art isn't going to be
prior patents, and it isn't going to be in the usual
pl aces. And so | think | would be interested, for
exanple, if that issue were studied. That's also, |
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think, an issue that enpirically should be | ooked into
as the extent to which validity issues are increasingly
deci ded, not just on matters not brought to the
attention, that's a routine matter in nost litigations,
is the punitive infringer is always bringing up prior
art that wasn't cited to the Patent O fice, and then
goes for an instruction that it's entitled to |ess
deference for that reason. But it would be interesting
to know if these new areas of technol ogy where the prior
art takes a lot of different new forns, is being
adequately brought to the attention of the Patent

O fice.

The final thing | wanted to answer or say is
that | am heartened that the Federal Circuit has taken
what | think is a new | ook at inequitable conduct before
the Patent Office. There is a lot of dicta in Federal
Circuit opinions about -- it's usually frivolously
asserted and so on and so forth, and that's certainly
true, but there are valid cases of inequitable conduct
where people deliberately refrain from discl osing things
t hey know about from the patent exam ner. And the
Federal Circuit, in my view, since it's affirmed ne
twice on summary judgnents |'ve granted on that issue, |
think has taken a -- and that's essential to our system
If we don't punish people for not being straight with

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

124



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

125
the Patent Ofice, we're making a terrible m stake.

But did | answer your question? | think yes,
adm nistratively it could be done, it ought to be done
prior to the issuance of the patent. You were thinking
about after the issuance, weren't you? Re-exani nation,
sonet hing of that sort? WeIlIl, that's already done,
isn't it?

MR. KUNIN: My 17

MS. GREENE: ©Oh, absolutely.

MR. KUNIN: Just | guess sone brief comments.

Under the Anmerican Inventor's Protection Act of
1999, there was established a new inter-party's
re-exam nation system That |aw, nunmber one, coupl ed
with the 18-nmonth publication provision |egislatively
created a prohibition against establishing a pre-grant
opposition or protest systemin the United States after
publ i cation.

So, that's, in part, why at this point we' ve
di scussed only post-grant as opposed to pre-grant, since
Congress spoke recently against pre-grant. The
post-grant inter-partes in its existence has had only
four takers, and there's been a substantial anount of
criticism Recently you will see that there's a bil
making its way through Congress to actually inprove the
inter-partes re-exam particularly to give the third
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party a right of appeal to the courts, which is now not
avai l abl e.

Qui ckly a couple of other points. W do provide
a very substantial anount of access to non-patent
literature, particularly in the fields of energing
technol ogy, and especially with the rise of the whole
phenonenon of busi ness nethod patents. There's been a
very substantial amount of investnment, not only in use
of the Internet, but commercial database access as well,
which | guess leads ne to a foll ow up question, if |
could ask it of you, Judge, and that is whether you
m ght favor, in principle, having some kind of a
requi rement on applicants to do a mandatory infornmation
di scl osure statenents to sort of, you know, do sone of
t he balance, if you will, in terns of responsibility for
getting the best art in front of the exam ner.

JUDGE ELLIS: Yes, and | think that, too, was
recently put forth. 1've forgotten whether that was
Prof essor Thomas or sonebody else. | think that's a
good idea, and in return for that, you get the
presunption and you get the clear and convincing, and if
you don't do that, then maybe all you get is
pr eponder ance.

So, | think there are lots of ways to do that.
| think that's a good idea. | don't nean to say that
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the Patent & Trademark Office is remss in anything it
did. 1 just think we live in a world of technol ogy
where it's unrealistic to expect that a patent exam ner
IS going to be able to search resources and cone up with
all of the prior art. And so we need to find ways to
suppl ement that.

MS. GREENE: Any further questions for the
j udge?

(No response.)

MS. GREENE: Well, thank you so nmuch for your
time. We're grateful that you were able to participate.

JUDGE ELLI'S: Thank you.

MS. GREENE: And now we'll continue on now that
you' ve highlighted a bunch of additional issues that we
need to be considering, as if we didn't have enough.

So, let's turn back to our schedul ed presentati ons and
turn to Ji m Kobak.

MR. KOBAK: Thank you. And | appreciate the
opportunity to be here today. |'ve already, | think,
made a few of my views known during the norning
comments, so | will try not to repeat nyself too often

| submtted a paper on ny kind of prelimnary
t hought s about some of the things that were not okay
m ght nean, and one of the things that | would like to
di scuss briefly today is that topic. | would also |ike
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to very briefly express a few views on the antitrust
jurisprudence of the Federal Circuit. Finally I would
like to conclude with a few i deas about what a choi ce of
|l aw rul e m ght be for antitrust cases, given the
circunmstances in which we find ourselves after

Chri stianson and Vor nado.

First of all, on the effect of Vornado, | think
one of the consequences of the case will be that there
wi Il be occasional races to the court house, because
whoever -- the conplaint is going to determ ne
jurisdiction, if there has to be a conpul sory
counterclaimto that conplaint, it's going to go to
what ever court house jurisdiction because of the
conplaint. And that nmeans that there would be a prem um
on the antitrust plaintiffs who if they want to avoid
the Federal Circuit trying to file their case first,
because then everything would get appealed to the
regional circuit.

It also cuts the other way, because you can al so
have a situation now where the regional circuits, as
Justice Stevens noted in Vornado, will actually be
deci ding some patent issues when they arise in
counterclainms that previously would have been handl ed
exclusively by the federal jurisdiction.

Now, is this an inportant thing? |'m not sure |
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know t he answer to that. I"mnot sure that | foresee
that there will be a lot of additional races to the
courthouse. | think we already have races to the

courthouse for reasons having nothing to do with the
jurisdiction of the Court of Appeals that will hear the
case. Sonetines it's just conveni ence, sonetines one
m ght want to go, or avoid a court that acts as promptly
as Judge Ellis' court for tactical reasons. So, this
isn't really a phenonmenon that's going to be newto
patent | aw.

| think, as we discussed a little bit this
norning, there will be cases where even though sonething
is pleaded as an antitrust case, there will be
jurisdiction under the second prong of Christianson, if
that there are issues that have to be resol ved,
necessarily have to be dealt with that are patent
i ssues, and as long as those issues are in the case and
there are no alternative theories, which wouldn't
i nvol ve patent issues, the Federal Circuit will still
have jurisdiction under the "arising under" test.

So, there will be sone of those cases, and |
t hi nk Nobel pharma and Wal ker Process cases are probably
classic illustrations of them There will probably be
ot hers where validity or scope of patent is definitely
an issue as part of the antitrust claim

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

| think you will see sonme change of the
pl eadings in sonme cases. | could certainly see if you
wanted to get your antitrust case to your regiona
circuit, you mght try to plead it in a certain way to
avoid the second prong of Christianson. | think you
probably woul d not now i nclude a declaratory judgnent of
patent invalidity, which, you know, frequently was done
bef ore Vornado. Again, whether that will happen often,
how significant it is, |I'mnot sure.

Anot her thing I think we'll see is increased
i mportance of a conpul sory counterclaimrule, rule 13(a)
of the Federal Rules of Civil Procedure, because if
sonething is a conpul sory counterclaim you're going to
have to plead it. |If it's not a compul sory
counterclaim you can plead it if you want, but you can
al so save it and plead it at a |later date, and in that
way, you won't necessarily subject yourself to federal
circuit jurisdiction.

This is a very conplicated question, because
there is | anguage, and the Mercoid case seens to be our
favorite whi pping boy today, that basically said patent
| aw and antitrust |aw derived from separate sources are
i ndependent of one another. So an antitrust claim of
any kind can never be a counterclaimto a patent
I nfri ngement action.
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Now, that doesn't seemto nake a | ot of sense,
if you look at rule 13. Usually the way the courts dea
with rule 13 is to say: |Is there sonme factual overlap
between what's alleged in the conplaint and what's
alleged in the counterclaimand is there a | ogical
rel ati onship between those two things?

So, the situation we have now, as far as | can
figure out, is that sonme circuits still say: Well,
we' re bound by Mercoid, until that's reversed. Sone
circuits say: W should Iimt Mercoid to its facts, and
the facts of Mercoid were a licensing agreenent and
price-fixing agreement and things |ike that, and not
really an attack on the validity and the enforcenment of
t he patent, per se. So, in the kind of case that
Mercoid itself involved, we'll find the counterclaim
perm ssive, but in other kinds of cases, it m ght be
conpul sory.

And then another difficult issue that you have
in these cases, is even though the claimmght be
t heoretically conpul sory, there are apt to be argunents
that at the tine one is required to plead, the claim
isn't right, if it involves enforcement of a patent or
you don't know enough to be able to pl ead Wal ker Process
fraud or something like that with particularity until
t here's been discovery in the patent cases.
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So, there are a lot of issues. | think, again,
it seenms |like an inevitable conclusion that the Federal
Circuit would get counterclains involving Wal ker Process
I ssues and Nobel pharma i ssues, but | think they would

get nost of those cases under arising under jurisdiction

anyway.
Now, let me turn for a minute to the

antitrust -- and I know we spent a lot of tinme on this

this nmorning. It's not going to be any secret to you.

| think that basically the results that the court has
reached in cases |ike Nobel pharma and Bard, as Ceorge
pointed out this norning, are perfect exanples, are
probably not only mainstream antitrust jurisprudence,
but are sone of the few cases that you can find that
have actually sustained liability at the appellate

di vision on the bad faith enforcenment theory or on a
predat ory desi gn change theory.

On the other hand, as we've al so di scussed
today, there is some sweeping very unnuanced dicta in
some of those cases, and in the Xerox case and the
| ntergraph case, which seens to go beyond, at |east what
many of us would think would be a real bal anced
description, | guess you could say, of black letter |aw.
And, you know, you can argue that that's dicta and you
should not just rely on dicta in cases, you should | ook
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at the actual holdings of the cases, but the fact of the

matter is that people cite dicta in briefs, and

sonetinmes |lower courts do rely onit. So, |I think it's
a problem
Anot her area that -- and | guess this will build

on sonme of what Judge Ellis said. The Federal Circuit
has placed a |lot of enphasis and a |lot of antitrust
cases as well as other cases on the presunption of
validity of the patent. 1I1t's also said that whenever
you have a patent case, whether it's an antitrust case
or a Lanham Act or a state |aw case where what's all eged
are bad faith threats or notices to the trade about
enforcing a patent, that between the fact that there's a
provision in the patent |law that allows a patent owner
to notify people may require them for danmage purposes,
to notify people of potential infringenment, and the
presunption of validity.

These cl ainms, although they can be made, require
proof of bad faith under a very high, clear and
convi ncing type standard. | question, | guess, whether
that is necessarily the correct balance. There seens to
be a presunption or an assunption by the Federal Circuit
t hat patent policy of notifying people is nore inportant
than the state |law on fair conpetition principles or the
antitrust principles that m ght be involved or the
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Lanham Act principles that m ght be involved. |'m not
sure that that's necessarily the right answer to that
question, although it clearly is a possible answer.

After considering Vornado, as | think I
mentioned this nmorning, |'ve kind of cone around to a
view t hat maybe one way that woul d make sense to
approach choice of |aw issues would be to say that when
you have an arising under type issue, an issue, and even
though it's an antitrust case and an antitrust issue,
but one that necessarily involves | ooking at and
determ ni ng real questions of patent |aw, those ought to

be questions where federal circuit |aw applies

excl usively, whether the case is -- and npost of those
cases will be in the Federal Circuit, although |I suppose
it's possible that sonme now nay still be in regiona
circuits.

But it seens to ne that, as | nentioned with

respect to Nobel pharma, you'll actually have a situation
where the Federal Circuit will hear some of these cases
repeatedly and will be able to develop a doctrine and a

body of law that's easy to follow and rel atively
conprehensive and is able to deal with the circunmstances
that arise. It seens to ne, indeed, that if
legitimately related to the patent jurisdiction, and as
Judge Ellis said, it's inportant that people behave
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correctly before the Patent Office and that they be
puni shed if they commtted inequitable conduct. The
court ought to consider what the standards of behavior
are before the Patent Office, it seens to nme ought to be
the Federal Circuit, because they are going to be the
ones to see that issue tinme after tine.

| don't think that standard works as wel | when
you're tal king about refusals to deal or I|icensing
questions. As | said this norning, | think other
circuits are going to have perhaps a better devel oped
body of law or at least in a position where they nay
have a better devel oped body of |aw and the subjects
li ke that involving not just patents, but other things,
| i ke copyrights and other closely related types of
ri ghts.

| guess | disagree a little bit with what Bob
Tayl or said about other circuits not necessarily having
recent case |aw, because | think you do have the
M crosoft case, in the D.C. Circuit, dealing with a |ot
of the -- even though it's not a patent case, a |ot of
t he kinds of issues that could arise froma patent
antitrust case. You have the Alcatel case in one of the
circuits, dealing with m suse, but on a kind of
antitrust theory. You have Judge Posner's case. | know
there's a PrineTinme case in the Second Circuit involving
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| i censi ng of copyright.

So, there are other cases that are percol ating
in the other circuits that involve the antitrust issues
of the type that m ght be involved. And I think if it's
just a question -- if what we're saying is we have to
bal ance antitrust and patent policy, as | said this
norning, | don't see why the law fromthe regional
circuits can't be counted on to do that in a reasonable
fashi on, and perhaps fromthe point of view of judges to
have a little bit broader jurisdictions until they see
these matters in contexts other than solely as they're
related to patents.

MS. GREENE: Comments, yes? Cecil?

MR. QUILLEN: A choice of |aw question. Under
Vornado, we're going to end up with occasionally issues
of validity and infringenent being litigated in district
courts and presumably appeal ed to regional courts of
appeal. The Federal Circuit has not foll owed G aham
versus John Deere and Adans, nor has it foll owed any of
t he subsequent Suprene Court cases, Adanms, Rolling Rock
Bock, Dann V. Johnston, Secreta [phonetic]. Wen these
cases show up in a district court, it's going to be
appealed to the original Court of Appeals, are they
going to follow federal circuit law or are they going to
follow the Suprene Court and the |aw that existed in
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their region, and that's the question.

MS. GREENE: Answers? Responses?

MR. QUILLEN: | don't know the answer. But to
me an even nore fascinating question than what antitrust
law is the Federal Circuit going to apply, it's what
patent |aw are the regional circuits going to apply?

MS. GREENE: Bob, yes?

MR. TAYLOR: If | could have the m crophone.

| think that is actually not only an interesting
gquestion, but it is one that is going to get massaged
very carefully by the patent owner who has been sued,
and who finds itself with the option of filing a
counterclaimor filing a separate lawsuit, presumbly
the federal |lawsuit heading to the Federal Circuit, the
countercl ai m patent case heading to one of the regional
circuits, and an opportunity, at least, to argue to the
regional circuit that the | aw shoul d be somet hing ot her
t han what the Federal Circuit says it is on a patent
i ssue.

And there will be lots of issues, not just the
obvi ousness questions under Graham versus John Deere and
its progeny, but there will be -- the Federal Circuit
has been pretty tough on patent owners on witten
description, for exanple, on section 112-6 and its
application.
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So, there's going to be, unless the Congress
deci des to change the result in Vornado, | think there's
going to be a fair anmount of forum shopping by patent
owners.

One of the things that Jimsaid provides, also,
a fairly interesting wwinkle on this. | think everyone
is assumng that in the aftermath of Vornado, you nay
see filed some cases under \Wal ker Process and
Handguards, starting out as a garden variety antitrust
case that will at |east possibly end up in the Federal
Circuit because of the pending patent question there.

There's an interesting winkle on that that I
have run into in a couple of cases of nmy own, and that's
t he question of whether, without a patent |awsuit filed
initially, whether a plaintiff has standing or can show
antitrust injury sufficient to sustain a Handgards or a
Wal ker Process case? | know there's at |east one Ninth
Circuit case that affirmed a dism ssal of the Wl ker
Process case prenised on threats to enforce and not the
actual filing of a |awsuit.

So, that really does tend to conplicate the
anal ysis of this whole question.

MS5. MCHEL: On the question of what |aw
regional circuits should apply to patent questions: |Is
t here any argunent that the regional circuits should
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apply Federal Circuit law in the sane way that the
Federal Circuit should apply regional circuit |aw on
non- pat ent questions? Do you think there will be good
data at sonme point?

MR. KOBAK: | would say yes, but | think the
gquestion that sonebody raised is what is the law? |If
you've got it seens |ike the Federal Circuit has said X
and the Regional Circuit has said Y, they are nore bound
maybe by the Suprenme Court than they are by the other
circuit. | think in theory they ought to be applying
the Federal Circuit law just as if they were in the
Federal Circuit.

MS. M CHEL: From a practical or pragmatic point
of view, how likely do you think it m ght be that the
regional circuits delve into those questions rather than
sinply accept the |atest statenent by the Federal
Circuit on a |legal issue?

MR. QUILLEN: | don't think they're going to be
able to avoid it. Sonmebody is going to be arguing that
t he Suprene Court pronounces the |aw and that you shoul d
foll ow the Suprenme Court |aw, because it's going to be
nore favorable to at | east one of the parties in the
|l awsuit. So that this is going to be one of the early
i ssues that gets placed by the first district court that
has one of these cases.
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MR. KOBAK: But one of the corollaries of that
is at least this issue will surface. Perhaps, then, the
Supreme Court will see that there is a split in the
circuits or a difference in the way the courts are
following its precedent, and actually take a few of
t hese cases. So, that could be one of the advantages of
having jurisdiction in nore than one court.

MS. GREENE: Yes, Bob?

MR. TAYLOR: But ny guess is that not very many
panel s of busy courts of appeals are going to want to
strike off on their own after 20 years of the Federal
Circuit a specialized court with tremendous experience
in the area of patents today, in today's econony. |
just don't envision very many. There will undoubtedly
be sone, because judges conme fromthe basic popul ation
of lawers and | awers tend to be fairly head strong
peopl e, and undoubtedly there will be some, but | don't
envision this to be a mpjor issue.

MS. GREENE: Actually if we could turn to our
next presentation by Matthew.

MR. VEIL: Well, Ms. Geene, | want to thank
you, the FTC, the DQJ for having nme here today. | fee
alittle outclassed by a panel of such distinguished
and, if | may say, nore experienced in sone ways
practitioners. But | think |I've stuck nmy neck out in
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the past with a series of articles that at |east cane to
Ms. Greene's attention, and so | want to turn to sonme of
t hose and sone of the issues raised in them

For reasons that have been nearly universally
procl ai med t hroughout these proceedings, | think we can
take it as a given that technol ogical innovation is a
maj or, perhaps the major engine of this country's
econom ¢ success, and as nuch as anything el se that
success has secured a position of global |eadership. So
it's difficult to underestimte the issues that we're
grappling with here. For reasons others have expressed
nore el oquently and nore authoritatively than | -- and
|, too, believe the United States patent system and the
protections it provides us play an inportant role in
pronoti ng that success.

But I'"mglad to be here today to talk about a
particul ar el ement of that systemthat is near and dear
to nmy heart, and | say it's near and dear for several
reasons. First, at MDernott in Irvine, California,
where | practice, I'mone of six partners in the irvine
of fice who devote their full professional attention to
t hese issues. Second, as a nenber of the Board of
Directors for the Orange County Patent Law Associ ation,
which is sort of like a mni-regional AIPLA, it takes up
time in nmy spare time. And then third, as |I've kind of

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

141



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

alluded to, I've made it kind of a hobby of giving
critical attention to the court and its jurisprudence.

So, for all those reasons, as an advocate and as
a colleague of ny -- of other practitioners in ny area,
and as a critical observer, |I've taken a keen interest
in the Federal Circuit and its workings. And with that
background in mnd, I want to touch on three general
t opi cs here today.

| want to summarize first briefly those three
articles that | wote with a friend of mne, a former
partner of mne -- a current partner of Bob's, by the
way -- Bill Rooklidge at Howrey Sinmon, and the debate we
tried to spark with those articles.

Second | want to update thema little bit since
it's been a couple of years since we finished our little
triptych. Third | want to tie our observations about
what we pull ed out of those articles, if |I can, with a
word or two about the nexus of patent and antitrust
jurisdiction.

So, back in '98-'99 and 2000, Bill Rooklidge and
| addressed three distinct but interrelated aspects of
Federal Circuit jurisprudence. 1In a first article

called "Stare Undecisis,"” the sonetines rough treatnent
of precedent in Federal Circuit decision-nmaking which
came out in 1998 in the Journal of the Patent &

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

142



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

Trademark Office Society. W |ooked at the doctrine
stare decisis as it's applied by the Federal Circuit.

As |'m sure everyone here knows, stare decisis is the
principle that once a decision has been nade by a court,
subsequent panels of that same court, subsequent courts,
will follow and apply that decision in cases with
materially simlar facts.

As O iver Wendell Hol mes observed, this sort of
principle allows court opinions to serve as what he
call ed "prophecies of what courts will do in the
future.”

Under the version of stare decisis adopted
explicitly adopted by the Federal Circuit early on in
one of its early opinions, the court precedent as set
out by any three-judge panel is binding and subsequent
panel s must go by that precedent unless or until it's
overturned by the entire court sitting in bank.

We playfully entitled the article, "Stare
Undeci si s" because it exam nes ways in which the Federal
Circuit could be said to have overl ooked or side-stepped
t he precedent announced in prior case opinions of its
own, and failing to give those cases their full stare
decisis effect.

We argued in this article that this practice
created or exaggerated conflicts anmong vari ous deci sions
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of the Federal Circuit, and led to less certainty in
Federal Circuit decision-nmaking.

The second article, "Judicial Hyperactivity:

The Federal Circuit's Disconfort with its Appellate

Rol e, " was published in early 2000 in the Berkel ey
Technol ogy Law Journal. This article discussed another
bedrock tradition of Anerican jurisprudence, mainly the
speci alized rol e appellate courts have in our judicial
system and the restrictions that prevent them from
becomi ng mni-trial courts, retrying the cases that are
presented to them on appeal.

The "Judicial Hyperactivity" article | ooked at
t he tendency of the Federal Circuit in certain
circunmstances to reach beyond its role as an appellate
court to make i ndependent findings of fact, even to
undertake its own fact investigations, rather than
sinply reviewing the record or the case presented to it.

The article also | ooked at ways in which the
Federal Circuit fromtine to time stepped out of its
role as arbiter -- as decision nmakers -- and becane
advocat es, deciding cases on grounds never actually even
presented by litigants.

We argued that this inclination on the part of
the Federal Circuit, like the inclination to overl ook
conflict inits own precedent, underm ned the goal of
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certainty and predictability in its decision making.

Then finally in late 2000, we published an
article in the Santa Clara Law Review entitled: En Banc
Revi ew, Horror Pleni, and the Resolution of the Patent
Law Conflict." For the title of this article, we stole
froma termcoined by Carl Lewellyn, Horror Pleni, which
nmeans literally a fear of the pleni or fear of the
group. We referred to what we viewed as reticence on
the part of the Federal Circuit to use the nost
i nportant tool at its disposal to tackle intra-circuit
conflict, nanmely the tool of en banc review, or review
by the entire court.

Now, while we acknow edge and it's certainly
beyond di spute that en banc review is very tinme
consum ng and draws i mrensely on the resources of the
court, and while we acknow edge that that can be
inefficient, we argued that it was the best way to
resol ve apparent conflicts in court precedent and
pronote greater certainty and predictability of the
patent | aw.

As an aside, | will note that of the primary
conflicts in patent law that we -- in Federal Circuit
| aw that we pointed to in the first article was a
conflict between the Maxwell v. Baker case and the YBM
Magnex case. It was at the expense of ny own client,
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Johnson & Johnston Associates that the court took us up
on our invitation and reversed the case that we had won
in the district court, resolving that conflict, and so |
think to the greater good. But | hasten to add now what
| should have said in the beginning, | speak only for
nysel f now and not for ny firmor for ny clients.

So, these articles that | am di scussing were
witten three and four years ago. Since then, sone of
t he problens we sought to raise for discussion and
consi deration have, in fact, become | ess problemtic,
all goes to the dismay of one or another litigant, |I'm
sure.

If we were witing those articles today, we
woul d have | ess to take exception with. For exanple, in
the area of intra-circuit conflicts, which the court has
t aken consi derabl e strides towards reducing. On the
ot her hand, new concerns have arisen in the way the
Federal Circuit asserts and exercises its jurisdiction.

Now t hese four years have shown, | think, that
the Court could be in sonme ways nore activist than we
had seen in the past. Mre willing to assert its
jurisdiction and sweep new issues into its ganbit of
control .

There is continuing uncertainty about the scope
of the Federal Circuit's jurisdiction and the reach of
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its owmn laws for this reason. The Federal Circuit
remai ns prone under certain circunstances to overstep
the role defined for it by statute, and by Suprene Court
precedent.

And | wanted to touch particularly on one way in
whi ch we have seen the Federal Circuit chall enge these
boundaries, and it is an issue others have touched on
today. | think there has been a discernible trend in
recent years for the Federal Circuit to apply its own
| aws rather than the |Iaws of regional circuits to nore
and nore questions.

We have seen this creeping -- 1"l call it
Federal Circuitization of the lawin relatively
unessential areas, |ike procedural rules bearing on the
resol ution of patent |aw issues. But as the subject of
this discussion here really highlights, we have al so
seen it in what | think are quite substantive and
i mportant arenas, the nost dramatic of which is
represented by the Nobel pharnma case, in which the court
dramatically expanded, | think, its jurisdiction over
questions of antitrust |aw.

I n Nobel pharma, the Federal Circuit announced in
words that may have been a little ill-advised, that
whet her the conduct in prosecution of a patent is
sufficient to strip a patentee of its immunity fromthe
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antitrust laws, is a question that involves the Federal
Circuit's exclusive jurisdiction.

Incidentally, it was a departure fromthe
court's prior precedent to make the statenent that it
required just the sort of inbound growth that we had
urged the court to do in one of our articles. | don't
mean to inply that it was follow ng our suggestion, but
we do get sonme points for corrections, perhaps.

I n Nobel pharma, the Circuit Court reasoned that
nost cases of antitrust clains arising out of the
prosecution of a patent would lie within its appellate
jurisdiction anyway, and that the Federal Circuit was
justified in applying its law for the | audabl e ai m of
devel oping uniformty in an inportant area of antitrust
| aw.

Al nmost i medi ately the Federal Circuit was
call ed upon to clarify the scope of the sweeping
pronouncenment it had nmade in Nobel pharma. In an
unpubl i shed opinion just a few weeks later entitled, In
re: Film Tech Corp., the court had made it clear that it
did not intend to suggest that it had excl usive

jurisdiction to decide antitrust clainms arising out of

fraud in the Patent Ofice, but rather that it was going

to apply its law to those cases that happened to cone
before it.
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Some commentators and speakers here today, in
fact, have | ooked at Nobel pharma and the cases which
have followed it and noted that the Federal Circuit has
done a good job crafting its own antitrust law that is
| argely in accord with the mainstream of antitrust |aw
devel oped in the various regional circuits. However,
while the Federal Circuit may have done in its foray in
antitrust law, | think it's inpossible to object to the
Nobel pharma opi ni on on principle alone. Even if the
Federal Circuit appears to be getting it right in this
particular area of the law, it has done so in a way that
suddenly erodes the boundaries between the Federal
Circuit's jurisdiction and the jurisdiction reserved to
the regional circuits.

In this regard, the Federal Circuit's rationale
for carving out a piece of the antitrust law as its
particular domain, | think was sinply too powerful.
There are probably other areas of law that arise only in
connection or often in connection with patent litigation
that could certainly use nore uniformty. For exanple,
there is considerable variation in how states treat
contract |laws for the assignnment of patent rights. Like
the antitrust nexus identified in Nobel pharma, this is
certainly an area in which uniformty could streamine
the application of patent laws, but that is clearly not
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an area where the Federal Circuit is permtted to apply
its own | aws.

In any event, it is an area where the Federal
Circuit has to date consistently ruled that regiona
circuit and state |aw control. The Federal Circuit was
not formed to bring uniformty to the | aws generally,
its mandate is to bring uniformty to the patent | aw,
and as to core concepts and rules, it has |largely done
that, by reaching further out of its core area of
concern and beyond its core jurisdiction, the court
chal | enges the bal ance between two conpeting val ues,
uniformty and diversity.

In accordance with the basic federalist val ues
underlyi ng our system of government, the system of
multiple circuits has evolved as a way to permt or even
encourage conpetition anong the circuits, in a sense, in
t he devel opment of the law. The diversity anong the
circuits noderated and gui ded by the Supreme Court, when
it sees a need to resolve conflicting approaches, is
sonet hi ng that ensures both progress and stability in
our laws. By applying its own |law rather than the |aw
of the regional circuits to particular antitrust issues,
the Federal Circuit chips away at that diversity.

| want to join Bob in putting these coments in
perspective. The Federal Circuit which was fornmed in
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the 1980s for the reason and with the mandate of
bringing uniformty and consistency to the patent |aws
has done an incredibly good job in doing that in many
areas. It has consistently in the past and still today
continues to nove in the direction of fulfilling its
fundanent al mandat e.

Practitioners and the district courts have a
growi ng, elaborate and I think |largely consistent and
sensi bl e body of law to which they may now | ook in
counseling clients and deciding cases. But we should be
weary about letting the Federal Circuit declare its own
nonopol i es over areas of |law such as antitrust. In the
devel opnent of antitrust |laws, as in other areas,
conpetition can be a good thing.

Thank you.

MS. GREENE: Thank you very nuch, and let's
pause for just a nonment, | do realize that we have two
nore presentations left, as well as Professor Dreyfuss
is going to give us sone additional comments, but let's
pause for a mnute and | ook at sone of the choice of |aw
I ssues.

Anybody want to make any responses based on the
presentati ons?

(No response.)

MS. GREENE: Ckay, Suzanne?
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M5. MCHEL: Let ne start here, with a question,
do you think that the overriding concept when the
Federal Circuit is deciding what |aw to apply, what is
that concept, and is it whether or not the question
presented is a patent question? If that is the
overriding concept, is it always so straightforward to
deci de what's a patent question and does anyone have any
commentary on how we m ght westle with the sticky
I ssues at the interface of antitrust and IP? 1 think,
in particular, my line of questioning here m ght take us
back to a very early exchange early this nmorning with
Bob Tayl or about do we define sonme of these questions as
antitrust questions or patent questions, and that m ght
depend on where you're starting from

In particular, there's a license question that |
think a patent | awer m ght say yes, that is a patent
guestion, because whether or not | have the right to
refuse to license based on ny patent is determ ned by
t he scope of nmy patent and not by antitrust |aw.

MR. TAYLOR: | think it's also, though,
determ ned by provisions in Title 35 such as 271(d). |
nmean, there is a statutory construction question that
has to be faced, and a refusal to deal in a case where
t he defendant is arguing that this does fall within the
protections of 271(d). There are obviously argunents
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that 271(d) was intended to apply only to patent m suse
and shouldn't be applied to the analysis of an antitrust
question, but nost serious scholars, | think, have conme
to the conclusion that if that's the law, it really is
not a very intelligent construction of the |aw, even
t hough there have been sone courts that have held that.

So, it seens to nme that certainly the antitrust
guestions governing the manner in which you may
commercialize a patent wi thout running afoul of the
m suse concepts, the manner in which you can assert a
patent where the patent is ultimately determ ned to be
invalid and the whol e breach of the Wal ker Process and
t he Handgards cases, those questions are awfully
difficult to separate fromwhat's necessary for uniform
construction of Title 35, in my mnd.

MS. GREENE: George?

MR. GORDON: | think, Suzanne, your question,
you put your finger on, as you did this norning, a
really fundanental question lying at the intersection
bet ween antitrust |aw and patent |aw, and the
i nterpretation of the CAFC case.

I n thinking about this, and | throw this out
there for consideration, | wonder if there's not a line
that could be drawn based on the idea behind the second
prong of the arising under jurisdiction test, which is,
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resolution of a substantial question of patent |aw
Because it seens to nme that maybe if you | ook at cases
| i ke Nobel pharma and shamlitigation cases, they're the
cases, the cause of action, the non-patent cause of
action, whether it be antitrust or otherw se, does
require resolution at a substantial question of patent

| aw.

When you're tal king about the cases related to
refusal to deal, such as Xerox, | nmean in nmy mnd, |
think they turn nore on the question of whether patent
| aw trumps ot her causes of action and | ess on the
gquestion of resolving a question of patent law. That's
the area where | really wonder whether or not we're
better off having nmultiplicity of views and having an
opportunity for other circuits to take up that questi on,
because it does involve conpeting sets of val ues.

MS. GREENE: Matt?

MR. VWEIL: | guess just to build on that, the
value of the multiplicity of views should provide sone

i mpetus in a Federal Circuit kind of setting where they

really do call the shots. They're getting the cases and

t hey're deciding thensel ves whether their | aw or anot her

law is going to apply. They ought to be bendi ng over

backwards, | think, to |ook for ways to draw anal ogi es

to other areas of law, to closely related to the figure
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and ground that Bob tal ked about, they ought to | ook for
that ground and call on those principles, whenever they
can. It helps stitch theminto the fabric of the | aw
better, keeps them from becom ng a rule unto thensel ves,
and i mmuni zes themfromthe kind of criticismthat they
m ght ot herw se draw.

MS. GREENE: Cecil, why don't you -- you were
sort of inching to give your coments.

MR. QUILLEN:. Well, | have to --

MS. GREENE: Put it all together.

MR. QUILLEN: I'mnot sure howto put it al
t oget her, because it really follows nore closely to
Judge Ellis' coments than the intervening comrents.
Li ke everybody el se, the views expressed are m ne and
m ne al one, based on sone 30-odd years of having done
this sort of stuff, and they certainly should not be
attributed to either Cornerstone Research or the Eastman
Kodak Conpany.

| start with some assertions, sone of which can
actually be docunented and supported in the materials
you were kind -- the Comm ssion and the Departnent were
ki nd enough to include in the comments section. So if
there are people who want to know whet her | had anyt hi ng
to back up what |'m about to say, | would refer you to
the comments section where ny views are expressed ad
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nauseam and with a measured degree of cynicism

| start with an assertion that for innovators,
that is to say people who introduce new products or new
processes, who commercialize these, dealing with the
patent systemis an inportant function. The way
i nnovators deal with the patent system so far as |
know, is that they seek patent applications on the
i nventions that they m ght expect to comercialize. And
we can have great debates about how serious your
i ntention has to be.

The purpose for seeking these patents is to
preenpt others fromgetting patents that m ght prevent
you from comrercializing your invention, and thus turn
to waste all of the noney that you spent on it.

The Federal Circuit came along in 1982, and
pronptly | owered the standards for patentability that
were applied in the United States, and in addition
i ntroduced uncertainty into the valuation of patents and
t he determ nation of patent validity and invalidity
i ssues under the nonobvi ousness question that had not
exi sted before.

The initial quantification was that prior to the
Federal Circuit, something |ike two-thirds of the
patents in which there were validity decisions were held
invalid and follow ng the Federal Circuit the initial
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quantification was that only about one-third of the
patents were held invalid by the Federal Circuit. Mark
Lem ey and John Allison had a nore recent paper out that
woul d put the nunber at about 60 percent, dependi ng upon
how you read it.

Now, what did innovators do? They responded.

In the years before the formati on of the Federal

Circuit, the Patent O fice received about 100,000 patent
applications a year. Following the Federal Circuit, the
line took off and started north, and by the year 2000,

t hey received nearly 300,000 patent applications. So,
tripling the nunber of the patent applications that were
filed between 1983 and the year 2000.

In the sane interval, the Patent O fice
acceptance rate, and there are different ways of
measuring this, the paper that Harvey Lipson [phonetic]
and | did is available in the coments section that
| ooked at the 1993 through 1998 tine period, | believe
it was. We have another one com ng out that takes us
back to 1980, which will appear in the August 2002 issue
of the Bar Journal. But the acceptance rate neasured by
what we've called "all owance percentage” went from about
60 percent in 1982 to sonething |like 90 percent by the
year 2000.

Anot her measure is the grant rate, which is the
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number that is published by the Patent Ofice on the
trilateral website. This went from sonmething Iike 80
percent in 1980 to just shy of 100 percent in the year
2000.

Now, | understand from Steve that the Patent &
Trademark Office is going to rework our figures and see
if they can conme to different nunbers and they expect to
publish theirs. But the point is that the standards for
patentability if the Federal Circuit were |owered, the
i mmedi ate response of innovators was to file drastically
nore patent applications in their effort to preenpt
others so that they could bring their products to market
wi thout interference fromothers' patents, and the
number of patents granted, which went from about 60, 000
in 1983 to nore than 160,000 in the year 2000, what Car
Shapi ro has described as a patent thicket, in which M.
Muris in his speech indicated that it was sonething that
i nnovators had to hack their way through in order to
commercialize their inventions.

The | ong and the short of it is that the
| owering of the standards for patentability and the
bui |l di ng of the patent thicket had increased costs for
i nnovat ors who choose to bring their products to narket.
And | am not an econom st, but | do think that | have
| earned that if you increase the cost of sonmething, you
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get less of it and it costs you nore. | believe that's
the way the demand curve worKks.

The additional uncertainties that had been
i ntroduced by those in question considering the evidence
coll ectively as opposed to a series of questions that
can be answered yes and no has its bearing on cost of
capital for innovation investnments. The exanple | use,
which |'m sure the economi sts would tell me is not quite
right, is our Polaroid case, where a judgnment for $905
mllion was announced agai nst the Kodak Conpany,
elimnating the uncertainty, and the foll owi ng day, our
mar ket val ue went up by $921 mllion. So, we felt like
we had a pretty good day's work. The conpany was worth
$920 billion nmore to the sharehol ders after we suffered
a $905 mllion judgnment. But the uncertainty
di sappeared, and sone el enent of that change was a
result in the elimnation of the uncertainty.

| have a solution. | don't know that anybody
el se woul d adopt my solution, but I think we need to
restore the higher standards for patentability that
exi sted prior to the advent of the Federal Circuit. |If
t he regional courts of appeal could be relied on to
foll ow the Supreme Court, and their well-devel oped
precedent under Graham versus John Deere, and Adans, and
the other cases that | nentioned, the quickest way to
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restore the standards for patentability that once
exi sted would be to restore appellate jurisdiction in
patent cases to the regional courts of appeal.

| think this fall we will have an opportunity to
di scuss whether that's a good idea or not, because there
undoubtedly will be |egislative proposals to undo the
Vornado case, and if you're going to debate in Congress
what is the appropriate jurisdiction of the Federal
Circuit, maybe you ought to debate in Congress what is
t he appropriate jurisdiction of the Federal Circuit.

There are a couple of other issues that | think
are not quite in the mainstreamof this. One of the
papers that's available in the comments section of the
hearings is a paper by Dr. Vincent O Brien of the Law
and Econom cs Consulting G oup, and Vince has gone
t hrough and done what | guess he calls it an economc
anal ysis, the title of it is "Econom cs and Patent
Damages."” It's been published in the University of
Baltinore Intellectual Property Law Journal, and Vince
denonstrates the absence of econom c thinking that
governs patent damages law in the Federal Circuit.

And given the inability to get around stare
decisis, if you will, I don't know how you fix patent
danmages |law in the Federal Circuit, because the district
courts follow the | aw pronounced in the Federal Circuit,
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and it takes a very brave district court judge to decide
that the Federal Circuit which is going to hear his
appeal doesn't know what it's tal king about and you
ought to rule against them

So, one way of correcting the erroneous damges
| aw woul d be to have the appellate systemreversed so
that it goes back to the regional courts of appeal,
which | have every confidence that over time would
correct the econom c errors.

Fi nal point which, again, is a stray one, but
was suggested in part by M ke Scherer when he was here
yesterday, is the Federal Circuit seens to ne not to
give due credit to conpetition as a driver of
i nnovati on.

And Hillary knows that |'ve already recomrended
t hat the Comm ssion needs and the people working on this
need to pay great attention to a new book by WII
Baunol , an econom st at NYU and Princeton, and the title
of his book is The Free Markets Innovation |Issue. And
the essential thesis of WIIl's book is that in oligopoly
mar ket s, whi ch happens to be the kinds of markets that
we live in, the free market by placing the oligopolist
in a position of conpeting on innovation, is what drives
i nnovation, and the innovation, in fact, is routinized.
Those of us who work in industry where we have
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established research | aboratories, | think can
understand what WI Il is tal king about.

Bob made reference to it this norning, the R&D
and the investnents are going to be nade, whether you
get a patent or not. And WII would not exclude the
useful ness or inportance of the patent systemto
fostering innovation, but | think he would urge that you
not overl ook the fact that conpetition is a powerful,
power ful driver for innovation.

Final point | would make is that the debate
about patents in the Federal Circuit. The debaters, if
you will, frequently pass in the night, and the defense
is raised as if the challengers were trying to destroy
the patent system and | think that's not the case.
Certainly the people that | talk to and the peopl e who
share nmy view, |'ve spent a professional |ifetinme making
aliving at it, so I've got to have sonme affection for
it. Qur systemis dysfunctional, it doesn't work well,
we need to fix it so it can do the job that it should
do.

Thank you.

MS. GREENE: Thank you. Still nmore added to the
table, and what | would like to do is to have Bhaskar
give his presentation, and then we'll have an
opportunity after that to hear Professor Dreyfuss'
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comrents. Then | would |ike everybody on the panel to
have an opportunity to either respond to the additional
presentations or nake whatever points you' ve been unable
to make.

MR. BHASKAR: | amgoing to talk from here, |
think I can get this going, sort of.

You know, | cane here thinking that | knew
sonet hi ng, and as has happened to me many tines --

MS. GREENE: Can you speak into the m crophone?

MR. BHASKAR: Sure. | said that | came here
t hi nking that | knew sonet hing and had sonmething to say.
But as has happened to nme many tines, |I'mfinding out
that | do not know anywhere near as nuch as | had
t hought, |l et alone even as little as | would I|iKke.

So, what | have to say will sound naive and a

bit of a hash of, you know, picking and choosing from
different things that I have been hearing all day. And
| want to start off by thinking to nyself and saying it,
t hat one century's solution is sonetines another
century's probl em

The patent system was essentially invented at
the time when one of the greatest wealth transfers was
happeni ng in human history. Agricultural wealth, |and
and wealth was getting transformed into industrial
weal th, and the patent system was basically an invention
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of the people for the change to industrial wealth. The
patent system was fought by the reactionaries at the
time, and it has survived so far.

And I will say sonmething that's totally bana
and trivial, you're going to pick up the Boston Heral d
and you can no doubt read it inits wise editorials.

But the thing is, | think we are altogether birds of
another kind -- we are starting through another kind of
transfer of wealth, a different species all together,
and this is conputational property.

And | think what we are tal king about, and the
new difficulties that we seemto be having in the | ast
15 or 20 years have to do with the fact that this
transfer is taking place. Like it or not, we have a
whol e set of issues to resolve, and | do not believe
that it is possible to do this anywhere as sinply or as
el egantly as the Founding Fathers did by inventing a
pat ent system

So, | sort of want to say the problem before us
-- in terms of understanding the conflict between
antitrust law and intellectual property law -- is, |
believe, a very, very difficult problem | do not
believe that there is a sinple answer to this. And |
al so come to this somewhat with a -- somewhat eccentric
set of perspectives.
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Sonmetimes | think like a conputer scientist. |
received nmy first email address | think in the fall of
1973, and sonehow programm ng has been ny life in one
formor another. And the thing is, the problens of the
progranmm ng profession, the problens of the science of
programm ng has been sort of the -- how would | say
it -- the fruit fly for all these experinments that we
have been tal ki ng about, whether it's creating the
Federal Circuit, or the draft Intellectual Property
Antitrust Protection Act -- Antitrust and International
Property Protection Act | think it was, | don't think it
ever got through, but they produced a beautiful report.

The thing is that having the conputer program
and having it go frombeing a toy to being one of the
nost fundanental engines of wealth is a very big deal.
One way to know that it is a very big deal is to realize
that nowit's been a fairly big engine of fraud in
recent nonths and years. That, to me, proves that it's,
in fact, an engine of wealth. So, having said that, it
seens to ne it's really inportant to try and understand
scientific and technical realities.

The second thing that | do want to say, what
people call the econonic perspective is to recognize
that there is a fundanmental conflict in the public
pur pose. This fundanental conflict in the public
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pur pose cannot be easily done away with by changi ng
procedures, by switching fromjury verdicts to judicial
determ nation or any of those things. Fundanent al
questions like this in our systemare resolved through
public debate, perhaps corrupt public debate, but
definitely public debate.

Lastly, the question of uniformty, which was
both in the statute creating the Federal Circuit, and
the draft bill before the Jack Brooks Commttee in 1980,
81 -- | think it was in the '80 to '82 Congress, both
of them nentioned uniformty a lot, and | think
uniformty is inportant. I'mall for uniformty, and
" meven for balance. But | think that uniformty is a
managenent matter when it cones to the Federal Circuit.

| do not believe that it's either a -- | do not
believe it's a public policy question. | think that to
understand -- to say that there is a need for uniformty
is a kind of docket managenent, but | don't see this as
rising to the level of a public policy question.

The second set of things | want to say is that
obviously it needs an enpirical approach. You know, one
of the things that | will share about conputer science
is that to say in conputer science that a finding is
enpirical is to be abusive. And you say it's not, you
know, the best findings are not based on facts, they're
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based on derivations on mathematics, on theory, and here
| realize I'mnot using that sense, |I'm saying that we
need nore facts. W have a |ot of facts, but the point
is that we still do not have enough data about patent

I ssuance, about the Federal Circuit, and so on.

You know, the last conference | was at on
patents in D.C. was at the National Acadeny of Sciences,
and one of the speakers there got a really wonderful
| augh, he was the envy of any speaker, by pulling out a
patent which was maybe a year or so old, and all of us
being sort of the super ego of the patent exam ner,
could say that that was an invalid patent, and we
| aughed.

And the thing is | actually have back in ny
office, and I will show you when you visit me, a
beauti ful book by Dover, you know, published in the '40s
or '50s, it's a slimbook, and it has patent -- it's a
book of patents, and one of the patents in it is a
patent of how two trains can avoid an accident, by
running into one another. You see what happens is that
t hese trains have these beautiful spring-Ioaded things
in front of the engine for each of them and then the
patent says they run into one another, the spring is
conpressed, and they ride harnl essly over one another,
It says.
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| bring this up because it's childish anusenment
for me, for a lot of tinmes, | can always read it and
| augh. The thing is that was a long time ago, in 1935,
and there are always patents, any bureaucracy, that are
al ways m stakes. | amnot confortable saying that the
patent system that we have should be judged through the
wor st cases, but | do believe that there is a probl em
but the problemis a problemof reconciling these two
publ i c purposes, not necessarily of blamng it on one
bur eaucracy or anot her.

And by when | say another, |'mthinking of
either the Patent Office or the Federal Circuit, or have
certain adm nistrative constraints, and those are what
it seens to me work.

So, | suggest that it's an incomrensurable
problem and Justice Scalia in a case in 1998 wrote,
asked whatever the question was at issue, he says it's
| i ke asking whether a line is longer or a rock is
heavier. | want to say that nmuch of the conflict
bet ween patent law and antitrust lawis like that. It's
not at all easy to conpare them

Furthernore, the consuner wel fare approach to
antitrust law, to patent lawis not at all -- | nmean,
even though | don't agree with it, even if it were, the
point is that the mathematics of it don't -- the
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consunmer wel fare nodels are sinply inadequate for
dealing with any of these things.

So, now this is the part where I do not know how
| would proceed. So, let nme offer these, | mght have
changed themif | had had the opportunity today, but I
sort of went through the exercise of saying, what
questions would | |ike students in a course to answer if
it was a course on antitrust [aw and intellectual
property law. And | will |eave those for you.

And then finally, the question of is the
question of uniformty as inmportant now as it seened in
1981? |Is the need for stable conputational property
regimes trunped by the need for inter-patent uniformty?
Have we now | earned enough fromthe Federal Circuit
experiment to proceed to beta test the next version?
Those are all questions that | would |ike exercised.

Thanks.

MS. GREENE: Okay, you will all have five
m nutes to wite down your answers to the questions, and
t hen Professor Dreyfuss will grade us. But if you can
proceed, Professor Dreyfuss.

MS. DREYFUSS: Hillary had asked ne to provide
sone reflections on the discussion, and this is ny
penance of not doing a presentation of ny own. It's a
particul arly draconi an punishnent, given first of al
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the wi de range and insightful input that |I have to
reflect upon, and also |I have been here for two days, so
actually I have twice as nuch to reflect on than what
you m ght think. So, thanks a lot, Hillary.

But anyway, the hearings over these |ast two
days have addressed many difficult questions on the
i nterface of patent/antitrust |aw today and vari ous
doctrines of patent |aw yesterday. But | take it the
mai n question for these two days is not so nmuch the
substance of the law as institutional design. There are
a lot of actors here. There's the PTO there's the
Justice Departnent, the FTC, and nost particularly the
courts, the CAFC, the regional circuits, the district
courts, the state courts. The real question that we
have is what arrangenment of authority is nmost conducive
to getting all of these difficult questions answered
correctly in a way that's nost responsive to the needs
of the econonmy under our best understandi ng of
econom cs, and that's nost faithful to the goals of
pronmoti ng the progress of science and enhanci ng consuner
wel f are?

But one feature of that design is certainly the
rules on jurisdiction. And I think that there's general
agreement around the table of the Federal Circuit has
expanded its authority over the years and that expansion
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may now be cut back by the Vornado decision. How nuch
i's going to depend on how mani pul at abl e the pl eadi ng
rules or, and | think Ji mKobak gave us a nice
di scussion of rule 13(a), and it's really going to
depend a | ot on what's considered conpul sory and what's
consi dered perm ssi ve.

The real question, though, of course is whether
the Federal Circuit's jurisdiction should be broader or
narrower. One thing that struck ne on that issue is the
stark difference between yesterday's conversation and
today's conversation. Yesterday's conversation was
nostly | aw professors and it was alnost all | aw
prof essors and econom cs professors, and they expressed
quite a | ot of dissatisfaction with the --

MS. GREENE: And Steve.

MS. DREYFUSS: Yes, and Steve, yes. Steve's
ever yt hi ng.

And peopl e expressed a certain anount of
di ssatisfaction with the court. Today we've had nostly
practitioners, and Steve, and |'m appall ed that people
seem fairly happy, or at |east when | wote this at
| unch, people seened fairly happy, and one snal
vignette was renedies. This nmorning somebody pointed
out that the court has really done a lot on renedi es and
it's really great because it gives people nore incentive
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to litigate. Yesterday everybody said just the
opposite, inventing is |like dancing through a m ne
field, Mke Scherer said, because the court's been so
generous with renedies that now, you know, if you happen
to step on sonebody's patent, you get your |eg bl own
of f.

So, there's really been a big difference in the
way that people have thought about the court. And ny
question is sort of, why that difference? Well, one is
maybe peopl e have practiced before the court are | ess
inclined to criticize it on the public record, or maybe
it's academ cs can't hel p but grade people all the tine,
as you've just pointed out. But | think there's
probably nore serious answers than that.

One answer, and here | disagree with what
Bhaskar just said. | think that many of you feel the
i mportance of uniformty, that your clients need
uniformty and predictability, and you think you can get
nore of it out of the Federal Circuit. And on the
gquestion of what does uniformty mean, | think in the
context of the Federal Circuit, it's not the |egal
rules, it's the outcone of the legal rules, and | think
it for a couple of reasons.

One is that the notion of creating an expert
court was in order to apply the law to technical facts

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

173
in cases in which the outcones are very fact dependent.
And so that's why | think it's about outcone. And also
| think a major goal was to avoid forum shopping, and I
think it's the outcones that affect forum shopping and
not the rules.

Well, if that's the case, if uniformty is so
i mportant, then | would take it that people would think
that the jurisdiction of the court should be broad
enough to include nost patent questions that arise, and
t hat we should be arguing for a change in Vornado, and
even in expansion of Federal District Court jurisdiction
to include cases in which a patent appears as a
counterclaim

So, also cases in which over |icensing disputes
in which the patent is the thing that's being |licensed.
That would elinm nate the potential for forum shopping,
it would bring all the cases to the federal -- to the
CAFC, we wouldn't have races to the court house, we
woul dn't have these artful pleading problens that m ght
arise now. So, if it really is about uniformty, then |
think that the recommendati on would be to change
Vor nado.

Now, acadenics were very concerned about the
content, and | actually don't think that that concern
about content was entirely m ssing today. People
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expressed satisfaction with the CAFC s hol di ngs, but

we' ve heard things |ike sweeping unnuanced dicta, and
peopl e tal king about how hol dings in the mainstream
this dicta is probably going to start trickling into the
case |law, and that that m ght be a problem

Al so this afternoon, people |loosened up a little
bit, not wild, stare undecisis Federal Circuit activism
we heard from Cecil Quillen about uncertainty and
unpredictability in the court and from Judge Ellis as
well. Yesterday, of course, there was a |lot of talk
about the content of decisions.

This notion of obviousness standard being so
easy to neet, coupled with the very, very narrow ng
scope of patents nmeans that everyone gets a patent, but
t he patent doesn't cover very nmuch. That would be an
okay rule, people said yesterday, if that were really
t he best system but the court never really |ooks at
t hat question of whether that's a better system or
whet her the thicket of rights that's being created isn't
areally hard thing to work through and we woul dn't be
better off with fewer rights, but stronger rights.

I n other words, people said yesterday that there
was kind of a lack of reference to what the econom cs of
the situation is turning into, and a |ack of reference
to what econom sts woul d say about that. There was talk
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yest erday about Festo, and the court's willingness to
have a very inflexible rule on prosecution history
estoppel, a rule as to no consideration or sort of
| i ngui stics and what can | anguage possibly capture,
sinply that the Suprenme Court did apply to that case.

Al so things about interlocutory appeal, the |ack
of interlocutory appeal after the Markman deci sions, and
the court's unwillingness to pay close attention to the
ram fication of its own decision in terns of how people
actually prosecute their cases through courts. Well, if
that's the worry, if the concern is that the content is
really wong, then of course limting the court's
jurisdiction does make a | ot of sense.

Roxanne Busey said this nmorning that the
antitrust bar would not have wanted a specialized court,
and | think Charles Baker accurately captured the
feeling of a lot of lawers at that tinme as well. In
t hat case Vornado is really a pretty good deci sion,
because it will take a | ot of these interface questions
and bring themto the several circuits and it will also
bring nore patent |aw questions into the regiona
circuits, that will give greater intuitive change into
patent | aw questi ons.

It m ght nmean that the Federal Circuit will have
to explain its decisions a little bit better, which
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woul d require themto think nore about the ram fications
of its decisions, and sort of maybe get into the
mai nstream on sone procedural issues, also.

It would al so create splits between the
circuits, as sonebody pointed out, and that m ght |ead
to the Suprenme Court to grant review on substantive
patent | aw questions, something that it's basically not
been willing to do. It's granted cert. on sone Federal
Circuit questions, but not on very nmany substantive
patent | aw questi ons.

But there is the on the other hand aspect to
this. To the extent you think the CAFC s decisions are
bad, or not very adequately reasoned, then exposing them
to a broad of context of innovation |aw and conpetition
i ssues nore generally would actually be a good thing and
woul d i nmprove the decision nmaking in the Federal
Circuit. |If they saw nore conpetition issues than maybe
t hey woul d be thinking nore about the m suse doctrine,
they m ght want to revive it. So, stripping the court
of authority in antitrust cases also has its downsi des.

Now, the second institutional design issue that
we tal ked about was choice of |law, and here | have to
say, | was just utterly surprised by the entire
di scussion that we had today. | guess if you wanted ne
to say sonething controversial, this would be it. This
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notion of federal circuit law or regional circuit |aw,
this came out of Judge Markey's head. This was not in
the statute, Markey nmade this up. He made it up because
he wanted, | think he was worried that a specialized
court wasn't going to be well received. The last few
experiments with specialization had been terrible flops,
t he Comrerce Court was one exanple, but there were lots
of other exanples as well.

He thought that this would be a way to sort of
slip the Federal Circuit in. But there's no such thing
as regional law. | nmean when we think about conflicts
of law, we're used to thinking about conflicts of |aw.
We t hink about a car accident between sonebody from
Massachusetts and sonmebody in New Jersey and it occurs
in New York and the question is whose | aw applies or,
you know, sonething between sonebody in France and
sonebody in Germany and it all occurs in Japan, whose
| aw applies?

But France and Germany and Japan and
Massachusetts, New York, even |I'mtold New Jersey, these
are all sovereigns. These people have sovereign --

t hese entities have sovereign authority. That's why
there's choice of |aw questions, because these
soverei gns make up | aw.
So, there is a choice of |aw issue. But just as
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Brandeis said in its hearing agai nst Tonpkins, |aw does
not exist with some definite authority behind it. The
Ninth Circuit is not a sovereign. The CAFC is not a
sovereign. These are not sovereigns. They're al
interpreting U.S. law U S. is the sovereign in this

i nst ant .

Of course you could have a rule that said that
each circuit has to defer to the interpretations of U S.
| aw, by other circuits, but that issue was specifically
taken up at the time of the Edwards Act. The Edwards
Act is what created the regional circuits, until then
you went fromthe district court to the Supreme Court.

At that tinme, the issue cane up, should one circuit
defer to another circuit's law? And Congress said no.
The reason they said no is actually for reasons that

we' ve been tal king about here, because percol ati on woul d
be a good thing. That the circuits each ought to
interpret law, that |aw ought to percol ate anong the
circuits, and then if you need a uniformlaw, it should
go to the Supreme Court.

So, percolation was seen as an outgrowth of each
circuit defining its owm |law, not circuits using each
other's law. That was not the systemthat was devi sed.
VWhen t he CAFC cane in, nothing about the Edwards Act was
changed, and so | think Congress' assunption at the tine
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was that the CAFC would make up its own | aw

Markey did this weird thing. He had this weird
i mage of the Janice looking in the different directions
and all of that, and it m ght have nade sone sense if
t he Hol mes decision came out differently. Now that we
know, now that you know that at the tine the case is
filed which circuit the case is going to go to, there's
absolutely no reason for the Federal Circuit to apply
another circuit's |aw.

If you were deciding who was going to hear the
appeal at the tinme that the case was appeal ed, then
there would be a problem because the district court
woul dn't know what |law to apply until the appeal was
ready to be filed. But now you know at the begi nning
where the appeal is going to go to, there's absolutely
no reason to have these different circuit laws. If you
want percolation, if you want federal values, which is

Matt Weil's term then what you really want is for each

court to make up its owm law. O course that would al so

elimnate the problem of other regional circuits going
to apply for Federal Circuit law at the tine that they
hear patent cases.

That's not the schene that we have for there to
be deference, and | think that that schenme that we do
have has worked out awfully well over the years and that
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we probably shouldn't change it. So, | amvery puzzled
by this idea of CAFC law and Ninth Circuit |aw, et
cetera.

Now, | think that a little bit of this concern
about the CAFC making up its own law is actually code
for people not being all that happy with the quality of
the court's decision making. Maybe you all don't want
to say it and you're not as willing to say it as
academ cs are, and if that's the real concern, then
t hese hearings are great, it really will give the FTC an
opportunity to think about this question of
i nstitutional design and there are, of course, |lots of
ways to change the institutional design.

Yest erday we tal ked about giving the PTO genui ne
rul e-making authority, today we tal ked about nmaking the
PTO the trier of fact and giving it juries, nmaybe ending
this experinment, over the Federal Circuit as you just
suggested, noving the expertise to the trial level is
anot her possibility, instead of having a trial --
expertise at the appellate level, having it at the trial
| evel .

There's al so the possibility of changing the
venue rules so that you could concentrate all patent
cases in just a few circuits, for exanple, Judge Ellis’
court and maybe three or four or five others around the
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country so that district courts got sonme expertise but
there were still generalist courts, and then of course
t here woul d have been new | egi sl ative ideas that people
have proposed, changing the presunption of validity,
changi ng the secondary considerations |egislatively, an
opposition proceedi ng and many ot her possible

| egi sl ati ve changes.

So, | really look forward to what you guys cone
up with. You ve got a wonderful set of issues on your
pl at e.

MS. GREENE: We do indeed. Thank you for those
i nsights and | want to just basically throw open the

table to | et anybody who can make additi onal comments

that they wanted to nake that they have not been able to

make.

St eve?

MR. KUNIN. My comment is actually a carry-over
fromyesterday, but | didn't have a chance to say it,
but 1'm going to take advantage of the shoehorn that

Charli e Baker provided when he gave his presentation,
and briefly touched on the subject of blocking patents.
| think that there's a phenomenon that is
over |l ooked and perhaps because the big brouhaha seened
to have passed because of some changes in their |aw.
Back in the 1980s, there was a big problemwth Japan
For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

181



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

182
and it was under the general heading of patent fl ooding.
There was a very fampus case involving a U S. conpany
cal | ed Fusi on Technol ogi es, and basical ly what was goi ng
on was as follows: Because Japan had a system of
publication at 18 nonths of unexam ned applications, it
woul d provide conpetitors of applicants, particularly
donestic conpetitors, to build a fence around the
originator's patent, and therefore bl ock further
i nnovation by the originator by putting together
applications that were nmerely increnental changes over
t he basic technology and just file hundreds, if not
t housands of cases to put a fence around the basic
patent so that the inventor essentially who came up with
the originally technology, in this particular case |
t hi nk Fusi on Technol ogies was in the electric |anp
technol ogy, but the gist of it was that coupled with the
dependent patent system-- and if you don't know what
t he dependent patent systemis, in Japan they had a
dependant patent system which said that you filed an
i mprovenent patent, it automatically gave you a right to
use the patent fromthe basic invention.

So, what happened to Fusion Technol ogi es was
Fusi on got a whol e nunber of people who were willing to
take |licenses, for what, a very short period of tinme,
because what woul d happen is after they got -- the
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conpetitor got the |license and got advantage of the
basi c technology and a little bit of know how, then they
take the license for a very short period of tinme, and
then they dunp it, because they would then inprove upon
it, and of course since there's a big fence around the
basi ¢ patent, there was no roomto maneuver by the
originator. And there was basically total freedomto
operate by the downstream i nnovators.

And essentially this led to actually
Congressional investigations in the United States, and a
seeking basically for trade sanctions to be taken by the
United States agai nst Japan, based upon this patent
f1 oodi ng phenonenon.

So, | just raise that sort of a historical note,
because nobst of what you hear here is the whole notion
of patent bl ocking, where what you're tal king about is
how t he ori gi nator prevents the inprovenent patents
i nnovators from being able to bring technology to
mar ket, because they have this problem of stacked
royalties or having to pay tribute to one or nore early
originators before they can conpete in the marketpl ace.

And while | think there's enmpirical evidence and
studies and | ots of papers witten on that, | think for
the record it ought to be stated that there's the flip
side of this, too, that should not go unrecogni zed.
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The ot her quick note is, as Cecil indicated, we
have gone through the data that he used and will publish
papers to show that the asserted all owance rates are
quite overstated, that sone of the assunptions are
i ncorrect, and also the analysis that shows in terns of
conparative all owance rates with Japan and Europe al so
our use of the same data will show that, in fact, our
al l owance rates are a |lot |lower than our counterparts.
We are going to have that data published fairly soon.

MS. GREENE: Thank you. Yes?

MR. HOERNER: As | listened to the presentations
yesterday afternoon and today, and | tried to take an
overvi ew of an overview of an overview. | got nore and
nore pessimstic, and | ended up with a very Hobbesi an
conclusion. It seenms to ne that one could draw the
conclusion fromall of this testinony that the patent
system has become so conpl ex and cunbersone that the
very process it is designed to foster, which is
i nnovation, is hindered. Too many patents are being
granted on too many m nor inventions which patents and
t he processes for enforcing themclog the system vastly
i ncreasing cost. |If this is the problem | have no idea
what the appropriate renedies are.

MS. GREENE: Okay. Anybody else? | would |ike
to end on a happier note.
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Yes, Charlie?

MR. BAKER: | just have one thought about
Rochell e's, or a couple of thoughts perhaps. She
mentioned that it seened |li ke sone peopl e thought the
system was great and sonme people thought the system
wasn't. M viewis that | canme |ooking at this in terns
of the overall purpose of these to decide whether this
system shoul d be changed because they've got a change in
t echnol ogy inportance, information technology. And in
that view, maybe I'mjust too practical, but |I'm not
going to listen to the theorists or the people who can
cite a bad exanple, as you recognized. You shouldn't
t hrow sonet hi ng out because of a bad exanpl e.

| don't see any great inpetus to change the
system Now, if you want tomorrow to have a debate on
how we can inprove the system that is to -- | don't
want to change it for a new -- the differences in
t echnol ogy, you want to have a new debate tonorrow, or
on litigation costs, that's fine. |If you want to have a
debat e about how we inmprove the quality of the nenmbers
of the Court of Appeals of the Federal Circuit,
certainly that needs to be dealt with.

| mean, it's obvious if you have a court that
says you have to live within 50 mles of the court,
you' re excluding a lot of qualified people from being on

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N oo o b~ w N R

N N N N NN R P R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+~ O

that court. 1Is that a good applicant? That's sonething
| didn't address in my topic, but if the issue is the
qual ity of the decisions com ng out of the Federal
Circuit, that's at |east one thing that you m ght

consi der.

So, that to ne explains the overall difference,
and what |'ve heard. | think that it's perhaps sonmewhat
a question of half full or half enpty and it's not only
a question of what are you focusing on, you' re focusing
on extrene issues and how you want to tinker with it to
i mprove it or whether you want to radicalize it.

MR. HOERNER: | didn't say you shoul d.

MR. BAKER: | didn't say you should either

MS. GREENE: Yes, Bob?

MR. TAYLOR: A couple of points. One, and |
t hought that --

MS. GREENE: Can you give himthe m crophone,
pl ease?

MR. TAYLOR: A couple of points. One, | thought
t hat Bhaskar's point about consuner welfare being a
difficult equation to reconcile is an extraordinarily
i mportant one. | think that the difference between
consunmer wel fare as used as the touchstone for
traditional antitrust analysis as it's being done today,
and consuner welfare in the context of intellectual
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property are quite different and we need to keep in mnd
that the primary difference is the tinme frane.
Traditional antitrust, while it does attenpt to
bal ance short-term consunmer welfare with |ong-term
consunmer welfare, still tends to focus on the fairly
i mmedi ate i npact of a particular trade practice in terns
of assessing its legality. Patents al nost by
definition, intellectual property, by definition, rarely
i's going to enhance consumer welfare in the short-term
I f you just think about the mechanism of enforcing a
patent or copyright, you are essentially renoving a
conpetitor fromthe marketplace, and depending on the
mar ket conditions, that may be conpletely benign as to
consurmer wel fare, but it's certainly not going to

enhance it.

And it often will not be benign. A patent owner
will often be asserting any patent case where the patent
owner is claimng lost profits. It is a market in which

there is probably going to be a short-term negative
i mpact on consunmer wel fare. The patent systemis
justified because the | ong-term consuner welfare gain is
t hought to outweigh the short-term consumer wel fare
| oss, and of course that gets you into very difficult
t heoretical discussions of discount rates and the
cal cul ation of benefit to society which becones a
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terribly inponderabl e problem

And so with that, | think that's a perceptive
observation on his part, and one that | think you al
need to keep in mnd as you deci de where we go from
here.

The second point is Rochelle's observation that
there is no law for the regional circuits. Having
signed a brief back at the tine of the JS&A versus Atari
case when | was grappling with the very real problem of
what is the Federal Circuit going to do in ternms of
procedural rules, the qualification of experts for
patent cases, and a | ot of the other nundane stuff that
doesn't really relate to Title 35, district judges
sitting in California were quite accustonmed to applying
a whol e panoply of rules emanating fromthe Ninth
Circuit, and what |'ve always thought of as Ninth
Circuit lawis just the rules that the courts in the
Ninth Circuit have gotten used to using.

And except for Teka [phonetic], which | was sort
of surprised by the concurring opinion of judge --
Justice Stevens, in the Vornado case, because | had
forgotten Teka, except for Teka, the Court of Appeals
for the Federal Circuit is really unique. W just have
never created a situation where cases can go in two
different directions fromthe sanme district court to
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different circuit courts.

So, notw thstanding the | egal theory about
whet her circuits actually have their own law, | never
t hought about it until | heard you say it, and
understand the point, but I would suggest to you that
there are clearly rules that make up what | ooks very
much |ike the fabric of law, and they're different
circuit to circuit, and there's no need to reconcile
t hem

MS. DREYFUSS: Look at real choice of |aw, and
when you're doing a real choice of law thing, which I'm
sure you' ve done, you're | ooking at where the incident
actually occurred, where the parties |lived, who's got
the greatest interest, you' re not |ooking at what court
happens to be litigating the case, except, you know, on
procedural issues and which forum of |aw applies.

So, maybe you want to do it. [It's not choice of
| aw and traditional choice of |aw way of doing it, and
that's why traditional choice of |aw analysis is never
going to help you decide any of these questions. So,
you're quite right, maybe for practical reasons you want
to do sonething |like that, but then on new questions
that come up, it should be that same practicumthat is
the way that you answer it. And not through choice of
| aw anal ysi s, because that's not geared to anything
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that's going on in this.

| mean, you can litigate a case in California in
whi ch the corporation is a California -- the defendant
is a California corporation, but the infringenent
occurred in Tennessee, you're not going to go apply
Sixth Circuit law, you're still going to apply Ninth
Circuit |aw

MR. TAYLOR: Yeah, it nmay be that the
nomencl ature that was selected to deal with a conpletely
new problem wasn't as carefully sel ected as nm ght have
been. But | think the concept is at |least a
fundanmental |y i nportant and accurate one that the
Federal Circuit does have to be m ndful of the practices
of the region fromwhich a case emanat es.

MS. DREYFUSS: And | nean, sonme cases nay -- but
| mean that still doesn't go to the question of whether
the other circuit should be applying Federal Circuit's
| aw when they're doing a patent case. |It's different
considerations, that's all |'m saying.

MS. GREENE: Anybody el se?

(No response.)

MS. GREENE: Okay, |'Il just then nmake one or
two very brief comrents. First of all, Bob brought up
sonet hing that here we are, you know, at day 30 of the
heari ngs and you're harkening back to one of the
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di scussions very early on, on February 27th in the
afternoon, actually, and because Bob had a very

i nteresting and val uabl e exchange wi th Conm ssi oner
Leary, excuse nme, during that hearing in which they
started to grapple with some of the ways in which patent
| aw versus antitrust |aw deal with sort of the long-term
and the short-termand that type of thing, and it's
interesting that it's, you know, sort of -- it arises
yet again. | guess just shows that it's a fundanental
gquestion that we need to get a handle on.

The other point | wanted to make is Charlie was
tal ki ng about sort of his sense of what the goals of the
hearings are, and | think that one of the things that
happens when you have something of this length is that
you get perhaps a slightly different snapshot of what's
happeni ng, dependi ng on which day or even which session
you attend. So | would just sort of harken back to our
good ol d Federal Register notice that tal ks about how
we're focusing on the inmplications of antitrust and
patent law in policy for innovation and other aspects of
consurmer wel fare, and we really are | ooking at
changes -- we are | ooking to understand, period, and
t hat includes changes short of some sort of radical
change, but rather increnental change, or even not
necessarily change, just to understand what it is that
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we are currently working wth.

And | ast but certainly not |east, let nme just
t hank you all so nmuch for having attended today.

Absol utely incredi ble panel. Thank you very nuch, and I
had asked Susan DeSanti, who is our Deputy General
Counsel for Policy Studies, what should | say at the end
of the session, and her response was, "Stay Tuned." So,
in terns of stay tuned, let ne just say on behal f of
nysel f and all of nmy colleagues, Frances at the
Departnent of Justice, thank you all very nuch.

Lastly, you've heard a | ot about public coments
on the record, and let me just say, we have a section of
our website which is public coments, and all of the
presentati ons people give today will be up on the
website, but if any of you have additional papers that
you've witten that you think you want put in the
record, please enmail themto us, we'll have them up on
the web. It's a very effective way to not only get the
information to us, but also have it accessible to any of
t he people who are | ooking at the hearings.

MR. QUILLEN: And if you know of papers witten
by others that should be posted on the website, don't be
bashful about sending them along either with or without
perm ssion.

MS. GREENE: But we'll only post themw th
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perm ssi on. Thank
(Wher eupon,

adj ourned.)

you very nuch

at 4:20 p.m, the hearing was
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