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PROCEEDI NGS

MR. BARNETT: M nanme is M chael Barnett and
|"'ma staff attorney with the Federal Trade Comm ssion.
|"d like to wel come everyone to the third day of our
heari ngs at the Haas School of Business here at the
University of California at Berkeley, entitled Economc
Perspectives and Real Wobrld Experiences with Patents.

The hearings in Berkeley are provided with the
support of the Conpetition Policy Center and the Berkel ey
Center for Law and Technol ogy of the University of
California at Berkeley as part of a larger series of
public hearings fromthe Federal Trade Comm ssion and the
United States Departnment of Justice Antitrust Division,
i nvestigating conmpetition and intellectual property |aw
in the know edge-based econony. This nornings hearings
are entitled Business Perspectives on Patents: Software
and the Internet.

Here today | would like to introduce
Comm ssi oner Mozell e Thonpson fromthe FTC to ny
ri ght; Comm ssioner Tom Leary also fromthe FTC here
to ny left; as well as Susan DeSanti, Deputy GCeneral
Counsel for Policy Studies at the Federal Trade
Comm ssi on; also, Pam Cole, who is a trial attorney at

the United States Department of Justice; and Ray Chen,

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

337

Associate Solicitor at the United States Patent and
Trademark office.

Gathered with us are representatives from
software and | nternet conpanies as well as academ a and
the |l egal community, to provide us with their insight
into patents, conpetition and innovation within their
busi ness or field, and in turn, the industry in general.
In my opinion, | think that this is an exciting group of
i ndi vidual s who are inpressively distinguished in their
fields, and I'm anxious to hear their thoughts.

Wth that in mnd | think we should begin. W
will start by briefly introducing each panelist, and
following their introduction they will provide a brief
expl anati on of what their conpanies do or who they
represent or what their area of expertise is, to provide
us with some perspective toward their relationship to the
i ndustry.

Fol l owi ng these introductions, four of our
partici pants have graciously offered to provide us with a
bri ef opening presentation to introduce us to ideas and
i ssues that they find particularly relevant and inportant
to the issues at hand. This hopefully will set the stage
for further discussion fromthe entire panel into these
and ot her issues.

To nmy far right is Joshua Kaplan. Joshua
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Kapl an founded I ntouch G oup, Incorporated. The
conpany's flagship product was a patented record store
ki osk that allowed nmusic consunmers to preview any CD in
the store and that collected data on certain consumers.
The conpany received a patent on its on-line nusic
previ ewi ng system as wel | .

Before foundi ng I ntouch G oup, M. Kaplan was a
t echnol ogy research analyst with Gartner G oup and worked
with the San Franci sco-based investnment banking firm of
Robertson, Stephens and Conpany.

M . Kapl an.

MR. KAPLAN:. Thanks, M ke. Good norning
everybody. Just briefly, | think Mke covered what we
do, but we started encoding nusic back in 1990 and
devel oped --

MS. RODRI GUEZ: Excuse ne, could you just speak
into the mcrophone a little nore?

MR. KAPLAN: Sure, sorry.

MS. RODRI GUEZ: Thank you.

MR. KAPLAN:. After com ng out of the technol ogy
and i nvestnment banki ng busi ness we put together a conpany
t hat was responsi ble for approaching the nmusic industry,
this was back in 1990, and telling themwe felt we had an
i nteresting concept on unlocking the potential of the

music to the consuner at the retail |evel while
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col | ecti ng denographi c and psychographic data on the
custoners so that the nusic industry could find out a
little bit nore about what their custonmers were doing.

The way that this worked was sonebody woul d
wal k into a record store, fill out a form get a card,
wal k up to device called an i Station, scan the bar code
of a CD and be allowed to listen to anything on the CD or
the tracks that we'd encoded. W encoded roughly 200, 000
CD s and this was starting in 1990.

We received a patent on that product called the
i Station, which was a physical kiosk. W transitioned
t he business in 1995 to an online business, and received
a patent in 1999 for the online version of the
interactive kiosk that all owed for preview ng nusic and
col l ecting psychographi c and denographic data on a
custoner and tracking the custoner's progress through the
websi te.

Si nce receiving the second patent we put
approxi mately 190 conpani es on notice and went into
litigation against 6 conpanies in March of 2000. W have
settled with 5 of the 6 conpanies. W're currently in
the Northern District litigating with the final conpany,
and I'Il talk a little bit nore about that as we go
further on.

MR. BARNETT: Next we have Robert Kohn. Rober t
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Kohn is Vice-Chairman of the Board and Director of
Bor|l and Software Corporation. He is also the co-founder
of Enmusic.com and the fornmer Vice President and Gener al
Counsel of Pretty Good Privacy, I|ncorporated, a devel oper
and marketer of Internet encryption and security
sof t war e.

Robert .

MR. KOHN: Thanks. | started my career at
Ashton-Tate in 1983 and before going to Borland as
General Counsel. Wiile |I was at Borland we were involved
in a highly celebrated intell ectual property case that

went to the Suprene Court called Lotus v. Borland, having

to do with, in our view, the difference between copyright
and patent and where the |ines are drawn.

| started a conpany, as he nentioned, Enusic,
which is the | eadi ng downl oadabl e MP3 nusic service which
was sold to Vivendi Universal |ast year, and |'ve
recently done a startup conpany call ed Laugh.com a
conedy record conmpany with George Carlin, so | wanted to
do sonething | ess serious.

Borl and Software today -- you know, in
preparing for this | |ooked and | had testified for the
FTC on Novenber 29th, 1995, and | was reading ny
testinmony |last night and it holds up pretty well except

Borland is alnost a different conpany today than it was
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seven years ago, which is very indicative of our industry
and how conpani es can change so dramatically.

Borland is doing extrenely well right now by
entering into new phases and new areas of software
devel opnent. Before, we were doing personal conputer
software, tools such as spreadsheets and dat abases and
progranm ng | anguage tools, conpeting head to head with
sone of the mmjor players, you can inmagi ne who.

And now t he conpany is focusing on devel opnent
tools not only for PC's but also for the enterprise field
as well as programmng tools for PDA's |like palmpilots
and pocket PC s and cell phones, doing deals for
devel opment of job applications on the whole new wirel ess
world. So the conpany has really, really changed what it
was doi ng.

And one nore thing that's relevant to what |
may tal k about later is that Borland, during ny tenure as
General Counsel from'87 to '96, | don't know the total
nunmber but | think we filed over 200 patent applications,
filing patent applications for just about everything that
Borl and had innovated during that period.

MR. BARNETT: Thank you. Next we have Janes
Pool ey. Janes Pooley is a senior partner in the Palo
Alto office of M I bank, Tweed, Hadley and MCl oy, where

he specializes in intellectual property matters, and he's
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represented a wi de variety of conpanies in the conmputer
sof tware and Internet industries.

M. Pooley is also a nenber of the Board of
Directors of the American Intellectual Property Law
Associ ation, a nmenber of the National Academ es of
Sci ence Committee on Intellectual Property Rights in the
| nfor mati on- Based Econony, an adjunct professor in the
Intell ectual Property Program at Boalt Hall, and the
author of a leading treatise on trade secrets.

Jim

MR. POOLEY: To the extent | have anything
useful to say here, it probably cones sinply fromthe
fact that | have been a trial lawer in Silicon Valley
for alnmost 30 years now, and nmy first intell ectual
property career, if you can call it that, was focused
primarily on trade secret disputes which formed in sone
ways the backbone of the devel opnent of Silicon Valley.
But in the last 10 years my practice has focused al nost
exclusively on patent litigation, primarily, although not
exclusively, on the defense side, and frequently in the
areas of software and Internet patents, so ny remarks
will come fromthe experience base that | have in both
def endi ng and prosecuting those kinds of clains and in
advising clients who are faced with assertion of those

sorts of patents.
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MR. BARNETT: Thanks, Jim Next we have Yar
Chai kovsky. Yar is the General Counsel w th Zaplet,
| ncor porated, an enterprise software and services
conpany. Before joining Zaplet this year, Yar was the
sol e patent counsel at Yahoo!. Before that he was a
seni or associate at the Patent and Technol ogy Practice
Group at O Melveny and Myers in Los Angles, California.

Yar .

MR. CHAI KOVSKY: Again, Yar Chai kovsky. At
Zaplet, it's interesting. | have a different take with
respect to Internet and software patents, because at

Zapl et we focus on enterprise software, collaborative

busi ness process managenent, where obviously we're taking

on individuals such as Mcrosoft, |IBM Lotus, and focusing

on patents fromthat perspective and conpetition from
t hat perspective.

On the other hand, as Chief Patent Counsel at
Yahoo! | ooking at the conpetition and then focusing nore
on the Internet perspective that | bring to bear here,
dealing with the smaller conpetitors that have patents
and are asserting patents in order to extract rents at
the same time requires filing many patents at the sanme
time to protect our own innovations.

But | wll say out front that Yahoo! was able

to get to a $120 billion market cap in its heyday with
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only three issued patents in its portfolio.

MR. BARNETT: Thank you. Now over to ny left,
first we have R. Jordan Greenhall. He's the co-founder
and CEO of Di vXNetworks, a technol ogy conpany that
enabl es the distribution of DVD-quality video over
| nternet protocol networks. He has also served as a
strategic consultant with InterVu, a stream ng nedi a
services provider, and is Vice President of MP3.com

MR. GREENHALL: | guess I'Il just give a heads
up of sonme areas that we have some expertise in. Qur
conpany is really focused on fairly |low | eve
technol ogi es, algorithm c devel opnment, chipsets, so we
may be the nore hardcore technol ogy side of the conpanies
around here.

Previously at InterVu, for those who don't
know, we actually had, | believe, five patents that
covered nost of the distributed networking space
(i naudi bl ) Akamai and (i naudi ble) of the world.

And of course at MP3.com not a whole lot to do
with patents, nore simlar to Yahoo! there. Although if
we do drift into copyrights |I'd have sonme interesting
experience in that world.

MR. BARNETT: Thanks. Next we have Paul
M sener. He is Amazon.com s Vice President for G oba

Public Policy. Fornmerly a partner and the Chairman of
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the E-commerce and Internet practice at the |law firm of
Wley, Rein and Fielding, M. Msener also served as
Seni or Legal Advisor and Chief of Staff to a Comm ssioner
of the Federal Conmunications Comm ssion.

Prior to his federal service, Paul was Inte
Cor poration's manager of telecomruni cati ons and conputer
t echnol ogy policy, where he co-founded and | ed the
conputer industry's Internet Access Coalition.

Paul .

MR. M SENER: Thanks, M ke. For those of you
who don't know, Amazon.comis the Seattle-based
profit-making juggernaut. We are the hol der of 22
patents, 2 of which are relatively famus, or infanous
dependi ng on your point of view, and hopefully we'll be
able to tal k about those.

MR. BARNETT: Great. Thanks, Paul. Next
we have David Mowery. David Mowery is a Professor of
Busi ness Adm ni stration here at Berkeley and the Director
of the Haas Ph.D. program His research interests focus
on technol ogi cal change, international trade, United
St ates technol ogy policy and the relationship between
public policies and the private sector.

Davi d.

PROF. MOWERY: Thank you. |'m obviously not

presenting a real world but an econom c perspective here
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today. | guess what | will probably speak to are sone
earlier work |I've done on the growth of the U S. and

i nternational software industries, and then in particular
a paper that | and a student here, Stuart Graham did on
overall trends in software patenting and copyright which
was done for the National Acadeny's panel on intellectual
property rights that M. Pooley sits on. Thank you.

Ch, let ne just make one other note.
Unfortunately, | have to | eave shortly before noon
because of a teaching schedule conflict, so don't read
anything into ny hasty departure.

MR. BARNETT: Finally, we have Brad Friedman.
Brad is the Director of Intellectual Property at Cadence
Desi gn Systens, |Incorporated, a global electronics design
aut omati on conpany.

Before joining Cadence, Brad worked as Seni or
I ntell ectual Property Counsel at Varian Associ ates and
Varian Medical Systens in Palo Alto. Before noving
i n-house, Brad practiced law with the patent litigation
firm Fish and Neave.

He is a nmenber of the Licensing Executive
Society, the Silicon Valley Intellectual Property Law
Associ ation, the intellectual property section of the
California Bar Association, and the American Corporate

Counsel Associ ati on.
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Br ad.

MR. FRIEDMAN: Hi, good nmorning. Cadence is an
interesting conpany, fairly unique on this panel. Qur
industry is the electronic design automati on industry.

We devel op software tools that we sell to others who
desi gn sem conductor chips or smart electronics |ike cel
phones.

Cadence's patent portfolio has grown through
acquisition nore than by its own internal innovation,
and it's not an uncommon thing to do within the EDA
i ndustry.

| come to Cadence from a uni que perspective as
well. M background, as you heard, was patent
litigation, focusing in nedical devices, then noving
i n-house working in inbedded software, sem conductor and
now finally in electronics.

" m | ooking forward to providing the view of
the world's | argest supplier of electronic device
software in tal king about how our patent policy affects
this particular branch of software. Thank you.

MR. BARNETT: Thanks, Brad. Now we're going to
begin with the introductory presentations. | think we're
going to begin with Bob Kohn.

MR. KOHN: What I'd like to share with you are

sonme of ny thoughts, | guess really to set the tone for
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the nmorning. | think that means to upset as many panel
menbers as possible to goad theminto controversi al

di scussion, but 1'd like to say sonething about
intellectual property protection in general in connection
with patents, sonething about software patents in
particul ar, and then sonething about the systemthat
we're living with.

As everyone knows, we have intell ectual
property protection, whether it's copyrights or patents,
so that there isn't an underproduction of goods. | nean,
these are public goods once they're created, and if
everyone el se can use them wi thout conpensating the
author, it may not be created to begin with. So clearly,
intellectual property protection is needed in order to
have an efficient nunber of goods or ideas or whatever
products are produced.

But there is a problemthat with too nuch
protection you' re going to have the sanme problem as too
little protection. That is, you're going to have too few
goods produced, especially in the area of conplinentary
products such as applications working with operating
systenms or carburetors working with other parts of cars.
So when you have too nuch protection, there's a danger
that you're going to have inefficient production of

goods, and the chall enge that | egislatures have always is
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defining the scope of intellectual property protection.

Now, with that background in mnd, let's think
about software patents or patents that involve conputer
prograns. And the conputer program of course, the
source code, et cetera, is copyrightable. It is
protected by a |l arge body of inmportant intellectual
property protection, but unlike a | ot of other areas |ike
a carburetor or a drug or a particular process for
bui | di ng sonet hi ng where you can get a patent, or an
airplane, there is generally a specific thing this patent
protects, this process.

It protects this product, and if someone is
infringing your product, it's the whole product. And if
you didn't have the protection you may not have had that
i nnovation, you may not have built that product to begin
with.

This is a little bit different fromsoftware in
t he sense that, renmenber, the software code is already
protected by copyright. And you can also treat a | ot of
your ideas as secrets, you can hide the source code
behi nd object codes and stuff. But in a piece of
software, a |large conplex piece of software, there are
potentially hundreds of thousands of patentable ideas
enbodied in that software, all right? So that |leads to a

probl em of what marginal benefit is there to a particular
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patent for a particular part of a piece of software code
that is already protected by intellectual property?
Ckay.

So | would argue or at |east put out that in
the software area there's a real potential for
overprotection of what's going on in a piece of software.
It's already protected by copyright. Now you' re starting
to add patents. \What is the margi nal benefit of this?

Now in the software area, just by experience |
t hi nk nost businessnmen in our field will tell you that
i nnovation generally is pronoted by conpetition and not
by the intellectual property protection. O course,
intell ectual property protection is inportant, it's good.
You need to be conpensated for your software so that, you
know, people can't just or shouldn't be able to just copy
your software verbati mand not pay you for these
addi ti onal copies. But npbst of the innovation comes from
a conpetitor comng out with a new feature or sonething
as opposed to, "Boy, | think we can get a patent on this
and protect it for 17 years.™

Most of the patents filed, | would argue, in
our field, in the software area, are filed for defensive
pur poses so that if you get sued you'll have a war chest
in order to defend yourself, which is precisely what

Borl and did over the period of time when | was Ceneral
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Counsel. We filed patents on virtually everything. Any
i nnovation in user interface design, flyover help,
spreadsheet notebooks -- | mean, you nanme it, | had ny

guys file patent applications.

Those features weren't devel oped because we

could get a patent on it. They were devel oped because we
had to build a better product than our conpetitor. | was
filing them because I knew | was going to get sued

soneday by sone | arge conpetitor who had patents and
needed sonme way to defend ourselves against that |awsuit.
Now, finally, the point | want to make about
the systemis this. Wen you get involved in one of
t hese cases, or you get involved even with a settl enent
di scussion, and let's say you're legitimately infringing
sonebody el se's patent in sone small piece of process or
sonet hing that you use in this ten mllion |ines of
software code for your product, potentially hundreds of
t housands of patentable ideas in your code, sonebody sues
you and says, "You're using our process, you're using our
this or that, our interface design. W want a ten
percent royalty on your sales, we want ten percent of
your gross."
| mean, you end up getting into these
di scussions, "Well, wait a mnute, wait a mnute. This

is only one patent out of a hundred thousand, okay. You
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can't ask us for ten percent of our product, it's just a
m nor feature. Yeah, we're infringing it."

"Well, if you don't pay us the noney, we're
going to sue you, and you know what the damages are in a
patent case."

And then you get into this discussion where
you're hiring guys like Carl Shapiro for $500 an hour,
and |'ve been through this at Borland. W won in the
Suprenme Court but we spent $5 million in the damage phase
of the case to determ ne what the potential danages were
for infringing the copyright. 1t's no different in the
patent field in determ ning the damges.

So, my argunent is at the end of the day there
needs to be a mpjor overhaul of how damages are
determned in these large intellectual property cases so
that there's sone reasonabl eness brought to the table so
t hat when there's one little process or procedure in a
code you don't get into this huge discussion of what are
your profits and what are our lost profits. Sone judge
shoul d be able to say, "Look, I'mgoing to set a
reasonabl e royalty here. It should be one-hundredth of
one-t housandth of a percent because this is what the
val ue of your particular idea is to the whole piece of
sof tware. "

That's what | have to say this norning, and |
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hope that sparks sone interest.

MR. BARNETT: Thank you very much, | have a
feeling that it will. | think next we're going to hear
from Brad Friedman.

MR. FRIEDVMAN: | want to thank the Federal
Trade Conm ssion and the Antitrust Division of the
Departnent of Justice for the opportunity to testify
today. M nanme is Brad Friedman, |I'mthe Director of
Intell ectual Property at Cadence Design Systens, and
we're located in San Jose. | first want to state that ny
testimony, and the views and opinions that | express here
t oday, are solely ny own, and do not in any way represent
t he opinion of Cadence or of any of its enpl oyees.

Alittle bit nore about Cadence. It is the
world's | argest supplier of electronic design autonmation
sof tware and net hodol ogy services, both of which are used
in the design of electronic space products such as
sem conductors, conputers, telecomunications equi pnent
and consunmer el ectronics. Cadence enpl oys approxi mately
5700 people worl dwi de and had revenues of approxi mately
$1.4 billion in 2001. The conpany is traded on the New
York Stock Exchange under the symbol CDN

' m especially appreciative to participate on
this particular panel to represent here a distinct and

significant industry within the broad unbrella of
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software, and that of software tools for product design.
My perspective on today's issues may be sonewhat uni que
on the panel.

For exanmpl e, Cadence Design Systens sells its
software not to the end user but to other businesses who
in turn use those software tools to design
el ectroni cs-based products that ultimtely reach the end
user. |'d like to speak to you fromthat perspective.

And personally, ideologically and
phi l osophically, 1'ma strong supporter of governnental
incentives for innovation. | strongly believe that
i nnovati on has and does drive the progress of societies.
Wth that in mnd, | want to take a | ook at the current
framework in the U S. as it applies to software.

The beneficial role the patent systemin its
present form plays in Cadence's industry is not at al
clear. Conpared to the effect of conpetition in this
i ndustry, the current patent systemhas relatively little
effect on the notivation to innovate.

The short time cycles of innovation, product
devel opnent and mar ket obsol escence in this industry are
i nadequat el y addressed by a patent system encunbered by a
singl e process used for all patent applications. O her
nore tinmely nmeans of information and know edge transfer

-- for exanple, publications, industry conventions and
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conferences are seen as nuch nore useful in advancing the
state of the art. Business practices, in turn, have
adapted to the current environnent.

Wth respect to novenents towards open source
standards and interoperability, there's an increased
participation in standard-setting bodies. Early on,
st andards organi zati ons were | argely based on patented
t echnol ogy owned by the founders of the standard body in
an attenpt to nove the industry under their proprietary
position.

More recently, forward thinking standards
groups are prem sed on open source or open licensing
schemes for the purpose of achieving interoperability as
demanded by custonmers. There is the inplicit expectation
that anti-trust scrutiny will be appropriately | oosened
for these standards groups.

As |'"'msure this conmttee is aware, there is a
general aninobsity to pure software patents within and
outside of the industry due to, one, the perceived
al | owmance of what 1'Il diplomatically call overbroad
patent clains, and two, the historically non-proprietary
culture of the software engineering industry.

There's a concern that the USPTO | acks the
necessary information about prior art in the field of

information technol ogy software and busi ness nethods to
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make the needed deci sions on the novelty and
non- obvi ousness of patent clainms, and also | acks the
needed expertise and infrastructure. The uncertainty in
t he process generates skepticism wthdrawal from
participation in the process, as well as optimsm

| also want to note it's perhaps telling of the
role of patents in this industry, the relatively | ow
vol une of patent litigation in the design software space
versus ot her industries. This holds true for software
in general. The maintenance of a patent portfolio serves
mai nly as a neans of keeping detente or for
cross-licensing opportunities.

G ven this scenario, can anything be done to
achi eve the policy goals of the patent system for the
el ectroni c design software industry?

I n adhering nore closely to the fundanent al
i deol ogy of quid pro quo that underlies and should
notivate the patent system the Legislature nm ght weigh
in on this issue and consider nore radi cal changes in our
patent system than the courts are equi pped to acconplish
-- for exanple, differentiating between those inventions
t hat add greater societal value fromthose whose benefit
to society is mnimal. This would be a daunting and
i mpr obabl e task

I ncorporating present day economc realities
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into the value given to the patentee through a patent
grant -- also a daunting task.

Acknowl edgi ng the enornous adm nistrative
burden, an ideal, perhaps utopian patent system woul d
tailor the rights, scope and duration of a patent grant
to the specific industry or knowl edge base to which it
bel ongs. In the electronics design industry, for
exanple, we'll take a short-term |owlevel protection in
exchange for speed of issuance, while in another
i ndustry, biotech or pharma for exanple, long-term
protection m ght be needed because the revenue streamis
in a nmuch nore distant horizon.

On the judicial side, we m ght consider
elimnating the presunption of a patent's validity,
enabling nore rigorous judicial oversight of the already
smal | percentage of patents that end up being litigated.

In sum |argely because the current patent
systemis poorly fashioned for the software design too
i ndustry, the industry has evolved to mnimze the inpact
t hat patents have on conpetition and has relied on other
nore market-oriented drivers of innovation. | believe
this is a m ssed opportunity for accel erating
t echnol ogi cal and economc growth in the industry.

Thank you again for this opportunity.

MR. BARNETT: Thank you. Next we have Josh
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Kapl an.

MR. KAPLAN:. Thanks, Mke. [|I'mgoing to give a
slightly different perspective this norning because we
are a snmaller conpany.

Al t hough we're a ten-year-old conpany, we're
based in the nusic space, and | think unless you' re one
of the Big Five nusic labels it's been very difficult to
actually make a busi ness out of the nmusic space over the
past few years. | think everybody has seen what's
happened wi th conpani es such as Napster as well as
MP3.com and a nunber of conpanies actually have just
di sappeared, either being acquired or have gone out of
busi ness in ny | andscape over the past few years.

One of the first things that we did when we
were granted our second patent, which covered the
| nternet for nusic previewing and the tracking of user
and the collecting of marketing information, is that
instead of turning it over to our law firm | deci ded,
well, I'lIl wite a nice, non-threatening letter to a
nunber of conpanies that we felt were infringing on our
claims. And I can tell you that out of the 30 or 40
letters that we sent out, we may have received 1 or 2
responses.

Typically the response went sonething |ike

this: "Meritless patent. We don't believe we infringe,
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but send us a claimchart if you think that we do
infringe." And that process noved on for nonths and
nont hs and nont hs.

So as a small conpany, the problemthat we
faced in the Internet is that while we started in 1990
and we have raised roughly $30 mIlion over 12 years to
build this business, the issue in our space is that once
sonet hi ng can be broken down and digitized, there really
is no conpetition. And within the Internet space what
you've had over the past 4 or 5 years are conpanies that
have gone out, raised massive amounts of capital either
t hrough private placenments or |PO s, and they have had
very little perception towards profitability and it's
been to go out and do a | and grab.

And what's happened there is that people woul d
whol esal e just sinply go out and replicate your business
within a very short period of tine, while it took us
three or four hundred thousand manhours to encode
hundreds of thousands of al buns.

And we started this in 1990. You can i mgine
t he change in technol ogy between 1990 and 1999 where what
we did by hand and havi ng people sit there and listen to
nmusi ¢ and encode a sanple and pick out the right point
was now very easy for sonebody sinply to develop a

system drop the needle and build sonmething just |ike we
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had in a matter of six nonths and then give it away for
free.

So, while I've heard sone of ny coll eagues say,
you know, we only have three patents and we have
$150 billion market cap, the reality in our space is that
it's very sinple for sonebody to replicate your process,
go out there and give it away and really destroy the
mar ket val ue of what you have, and so from our position
we really had no choice but to assert our patents and try
to defend them

Which brings nme to a funny story. W were
actually in Federal court on Friday, another sunmary
judgnment motion, and | think we've gone through four or
five of themat this point and we've spent, just to |et
you know, it's a small conpany, probably $3 mllion and
we' ve gone through two |law firns.

We had to be very creative as a young firm
The first law firm we brought on actually took an equity
position in the royalty payout of the conpany, which
probably allowed us actually to file our initial lawsuits
and stake our claimin this space.

Roughly a year and a half later we were able to
find a partner in the nusic industry that felt that they
could | everage our patents, and so they decided they

woul d help fund the litigation nmoving forward, so it gave
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us two things. It gave us a deep pocketed investor and
it al so gave us sonebody we felt could becone a master

i censee of the patents should they, you know, continue
to hold their validity and then go out and |icense the

musi ¢ i ndustry.

So Friday we were sitting in court. W were
the only case on cal endar, but there was a notion to the
judge that they had sonebody else that had to cone in.
And actually there was a man who approached in shackl es,
he was apparently a bank robber who had seven counts of
robbery against him And of course we had to sit there
for an hour and wait for our sunmary judgnment notion to
be heard.

And | found it interesting as | sat there --
agai n, young conpany having to put up a lot of noney to
defend our patents -- that here you've got sonebody with
a high school education, but yet he had the presunption
of innocence and is given clothing, shelter, food and
counsel all free of charge.

And | had to juxtapose this to a small conpany
li ke Intouch. It's a 12-year-old conpany, really not
guilty of anything unless you include filing for software
patents, which puts you as a bane of the industry. W
had two presuned valid patents, yet the perception is

that as a small conpany asserting patents that you are
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guilty before proven innocent. So from our perspective
when you |l ook at civil or crimnal proceedings versus
what we have to go through, it just seens |ike

sonet hing's been turned upsi de-down.

If we were, for exanple, treated |ike the bank
robber, we'd be potentially given an attorney, have the
presunption of innocence, guaranteed the right to a
speedy trial, and yet we've gone through litigation now
for alnost three years. W have to face dozens of
sunmary judgnment notions that are really there
specifically to try to invalidate your patent versus
conpanies trying to legitimtely take a |icense from you

So why do I bring this all up? One of the
things that M ke and | discussed, he said, "Well, what
woul d you like to see happen through these hearings?"

| think there's a pal pabl e perception problem
wi th those conpani es that own software patents that are
i ssued through the PTO. The one perception is that the
Patent O fice doesn't have the resources to eval uate and
make a determ nation as to whether these patents are
valid or not, and the other perception is that patents
are handed out, you know, really like jelly beans.

And | can tell you fromour perspective it took
us al nost eight years to get our two patents, and our

file wrapper on the second patent is probably nine inches

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

363

thick, so clearly there was quite a bit of scrutiny to go
t hrough and get our patents. We probably have fifty to
sixty citings between the two patents, so clearly we went
out and we did our homeworKk.

But from everything that you read in the press,
every tinme we approach sonebody to take a |icense or
negotiate a |license, the feedback was al ways, "You have a
software patent. We'll invalidate it in court. It
probably doesn't have any nerit and we'll fight you on
this." And | would say that that happened 95 percent of
the tine.

The ones that didn't sinply | ooked at us as a
nui sance case where they | ooked at taking a |license
relative to what they had to spend to defend us. In
ot her words, as soon as we sue sonebody you can | ook at
an instant $100, 000 retainer that they would have to pay.
So from our perspective, that was the gating factor when
we | ooked at trying to license to conpanies.

So one of the things | thought about was, well,
how can the PTO work to change this perspective? And
again, these are longer-term concepts, but | think that
the Patent Office has a perception problem | don't
think it's any different than the NRA has. The
difference is they have Charlton Heston as a spokesman

and everybody feels warm and fuzzy about going out and
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getting a gun.

Maybe the Patent Office needs to resurrect an
Abe Lincoln or an Edison to be a spokesman so that they
chanpi on the software patents and all patents and the
i nnovators and not meke it |look like we are, | think the
term one of mny coll eagues just used here, trying to
extract rents. And that tends to be the perspective of
nost people, that we're sinply here as a fulcrumto try
to squeeze sonething out of the legitimte business.

The other thing | think we'd like to see is
whet her there's some way that the PTO in conjunction with
anot her arm of the governnent, whether it's the Small
Busi ness Adm nistration, could assist small conpanies in
def endi ng their patents.

Now, | brought this up to Greg Aharonian, who
most of you know from PATNEWS. He | aughed and said why
woul d you ever want the governnent to help you defend
your patents? That would be one of the worst things you
coul d do.

But | think it's unlikely that nost conpanies
can be that innovative, find conpanies or attorneys to
take an equity position and pony up $2 to $3 mllion and
spend two to three years of managenent tine to defend the
patent. So if there were sonme nechani smfor funding the

l[itigation of a small conpany, we think that that would
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potentially be a deterrent from people to sinply take you
on in litigation versus sitting down and negoti ati ng sone
type of reasonable settl enent.

So, | think at the end of the day we're not
| ooking for free clothing and shelter and three neals a
day, but we are looking for a fair shake in an industry
where you're a small conpany going up agai nst very |arge
corporations, a nunber of whom are sitting around this
table that we've actually nmet in court and gone through
the process wth.

Thank you.

MR. BARNETT: Thank you. Now we're going to
hear from David Mowerypanel

PROF. MOWERY: Thank you. | think I'Il try to
preserve the PowerPoint-free nature of the discussion so
far and I'mjust going to sunmmari ze sone of the findings
in this paper that we did for the National Acadeny of
Sci ences panel, which is a paper that | believe will be
posted on the website for the Board on Science,
Technol ogy and Econom ¢ Policy, which is a wholly-owned
subsidiary of the National Acadeny of Sciences, and you
should be able to find it through their website. It was
a paper co-authored with Stuart Graham as | said.

| began life actually before |I canme to the

busi ness school as an econonmi c¢ historian, and | think
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there is sone advantage in adopting a historica
perspective to sonme of these issues, because the software
i ndustry in particular has been around for a number of
years, nunber of decades, and what we're really | ooking
at in the issues created by growing formal protection of
intellectual property in this industry is really a
confluence of devel opnents, sone of which are related to
policy, the strengthening of intellectual property rights
generally in the U S. econony that's taken place over the
| ast 20 years or so, but also technol ogi cal change and
the gromth of new markets that have greatly increased the
i nportance of formal intellectual property protection.

And the nost recent, if you will, or a recent
very inportant technol ogi cal devel opnent influencing this
i ndustry, the Internet, is having effects the ultimte
di mensi ons of which | think we don't fully know at
present, but you can think of at |east three
contradictory, to sone extent, effects of the Internet on
the software industry and the role of intell ectual
property protection.

The first is the role of the Internet in making
possi ble the rise of open source software itself.
Shareware has been around in the software industry for a
very long tinme, but open source software really is

shareware squared in sonme sense, and the Internet makes
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f easi bl e the mai ntenance of a unified source code, an
open source that previously I think was very difficult to
do. So that's one challenge in sone sense to form
protection created by the Internet.

The second is the role of the Internet in
facilitating | ow cost distribution of software, which
should facilitate entry by new firns in some cases and
the growmth and intensification of conpetition.

A third and, again, sonewhat offsetting effect
of the Internet on software devel opnent and intellectua
property protection is the role of the Internet in
creating a space for patented business methods. Most of
the rise in business nethod patenting in this area has
been facilitated by the growth of the Internet as a venue
for exploiting business nmethods and patented business
met hods in particular.

Now | et me talk very quickly about sonme of the
trends that our analysis of patenting in the software
i ndustry seens to highlight.

The first issue | think that cones up here is
how we define a software patent in a way that is
meani ngful for supporting sone kind of analysis of trends
over tinme. That's not a trivial exercise, and so what ny
student and | have done is defined software patents in a

way that tends to overwei ght packaged software patents
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within our definition.

So we're looking at a definition of software
patents that tends to enphasi ze packaged software patents
much nore heavily than sonmething |ike enbedded software,
which in fact is much |l ess frequently the focus of fornal
intellectual property protection, and | think there are
four or five interesting findings, if you will, that are
hi ghly prelimnary that come out of this.

The first is that by our definition, software
patenting as a share of overall patenting in the United
States certainly has increased during the |ast 15 years.
The share has grown to nearly 3 percent of overal
patents, which is a substantial gromth fromits |level 15
years ago.

Secondly is that within software patenting,
| arge packaged software specialist firnms have increased
their share of overall patenting. At the sane tine,
however, and a very inportant set of players to keep in
m nd when one is analyzing trends in software patenting,
is the fact that large el ectronic systens firns,
Motorola, IBM Intel and others, have increased their
share of software patenting by our definition nuch nore
significantly so that they are accounting now for nore
t han 15 percent of what we define as software patents.

If we |ook at patents per R&D dollar -- sone
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sort of an intensity measure, how many patents are you
obtaining for each R& dollar that you're investing?
This is obviously a chall enge because we want to try to
| ook at software-related R&D i nvestnment -- neverthel ess,
what we observed between roughly '87 and '97, and | think
this is consistent with M. Kohn's argunment, is that
| arge packaged software firms including Borland have
quite significantly increased their patenting per R&D
dollar during this period of tine, so their patenting is
much nore intensive, relative to their R&D investnent.

At the sanme tinme, however, if one conpares the
patent intensity, if you will, patents per R&D dollar of
| BM who have reported their software-related R&D
i nvestnment, and M crosoft, who we largely treat as a
software specialist, IBMremains a nuch nore intensive
patentor of software conpared even to M crosoft who has
dramatically increased their patent propensity during the
1990's. So if we conpare |IBM over the 1990's, they begin
by obtaining nearly 20 tinmes as many patents per R&D
i nvest nent dollar, keeping in mnd that we're | ooking at
software-rel ated R&D investnment, 20 tinmes as nmany patents
as Mcrosoft.

This gap narrows. [IBM s R&D doll ars per patent
decl i ne somewhat, M crosoft's increase dramatically.

Nevertheless, it's clear that a great deal of the
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increase in patenting, perhaps nmuch of which is notivated
by defensive notives, is going on in the diversified
systenms firms in addition to an increase in the
specialist --

(Tape One, Side B)

PROF. MOVWERY: -- two other points.

The quality issue in software patenting has
been raised. And again, it's very difficult to know how
to neasure the quality of software patents. What we have
done is define a very crude neasure, a sonewhat
controversial neasure, that |ooks at how frequently
software patents are cited, the patents assigned to a
given firm how frequently those are cited relative to
all software patents. So if your patent is being cited
i n subsequent inventions relatively intensively, that is
one indication that this is a nore widely referred to,
per haps a nore inportant, patent.

And what we observe in |ooking at patents
assigned to these | arge packaged software firns is that
there is no evidence during the '87 through '97 decade of
a significant deterioration in the intensity with which
these patents are cited. So that's one very inperfect
measure of quality. We don't see a significant
deterioration over this period of tinme in the citation

intensity, which at |east could be interpreted as not
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representing a significant decline in quality.

Finally, I think that our exploration of this
i ssue really underscores the extent to which our
i ndi cators of what is going on here are very inperfect.
|"mgoing to really put on ny academ ¢ hat now. This is
a very economcally inportant space and we have extrenely
i nperfect and inconpl ete data.

We don't really even know. W don't have good
robust definitions that would allow us to | ook at how
much software patenting has been going on over the past
30 to 40 years, because this field has been so dynam c
and because the categories that we are able to use
t hensel ves are changing very rapidly.

So I think that as policy makers begin to
consi der these issues nore seriously and deliberatively,
one very inportant issue is trying to devel op ways of
getting our arnms around neasuring it as well as dealing
with the problens of addressing the econonm c and
conpetitive challenges created by it.

Thank you.

MR. BARNETT: Thank you, David.

MS. RODRI GUEZ: | was wondering if you could
have everybody turn off their cell phones. [It's very
di stracting, and he was going very, very fast. | was
wondering --
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MR. BARNETT: Apparently, if we could ask
everyone to turn off their cell phones as well as if
peopl e coul d be consci ous of somewhat speaking at a
noder at ed pace as we are providing facilities for the
hearing i npaired.

That said, and with these ideas in mnd, |
would like to begin with a | ess structured portion of the
session. Let me start with sonme of the rules of the
gane.

As we begin these discussions, if you would
like to contribute or have sonething to say, just turn
your nanme plate on its side and that way nobody has to
wai ve hands around or anything like that and then we can
get to everybody in turn.

G ven the statenments fromthe people who have
gi ven presentations, | think we'd be interested in
hearing from sone of the panelists who did not give
presentations, and it | ooks |ike Jordan Greenhall has
jumped into the fray already.

MR. GREENHALL: Yeah, this is great. W do
bring a different perspective fromthe other conpanies
t hat have spoken today. Let me start off by issuing a
few nea cul pas because |I'm about to agree with M. Kohn
and M. Friedman. First off --

MS. DeSANTI: Hearing is difficult. Could you
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speak into the mcrophone a little nore?

MR. GREENHALL: Yeah, | apol ogi ze.

MS. DeSANTI: Thank you.

MR. GREENHALL: My previous conpany, | NTERVU,
made an egregi ous anmount of noney by virtue of its patent
portfolio, and my current conpany, Di vXNetworks, also
stands to capitalize significantly on a patent portfolio,
so | have a lot to benefit personally fromthe strong and
vi gorous enforcenent of, specifically, software patents.

Second, we are a small conpany with very | arge
conpetitors. | think it's fair to say that M crosoft
woul d be consi dered our nunmber one conpetitor on a gl obal
basis, sonething I'mrem nded of probably ten tinmes a
day, and we do have, as | nentioned earlier, many patents
filed.

Nonet hel ess, | would tend to agree with
M. Kohn and M. Friedman about the state of patents and
software, and | could just issue a couple of concerns
that | have which I think are sonewhat different from
what we've heard so far today. |1'Il do that really by
virtue of maybe throw ng out a couple of concepts that we
m ght want to use or that m ght have sone interesting
val ue.

The first of which is sonmething that we

internally call a patent farm How does one identify a
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patent farn? Sinply divide the software engineers in a
conpany by the nunber of |awyers in that conpany. These
are organi zations that have very intelligently determ ned
t hat you can generate, again, hundreds of thousands of
patents in software code that you've already paid to
devel op because you' re devel opi ng a product, and if there
is value in creating a spew of patents, nost of which are
def ensi ve, although there is a uniquely offensive val ue
to those patents as well, which I will categorize with a
second concept that | call patent FUD

Are we famliar with the concept of FUD?

MS. DeSANTI: | think it would be very hel pfu
for the record if you could lay it out.

MR. GREENHALL: Great. Well, FUD is sonething
t hat was invented probably 15 years ago, nostly by
M crosoft, which stands for Fear, Uncertainty and Doubt.
This is a concept where you issue press rel eases,
announce strategic relationships about products that you
have not yet devel oped that you soon will be devel opi ng
and will destroy everybody el se who wants to get into
t hat mar ket pl ace, which of course causes snaller
conpani es who are trying to get in that nmarketplace to
find significant difficulty finding traction with
custonmers who say, "Well, isn't Mcrosoft already

devel opi ng this?"
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Patent FUD is a unique strain of that
particular virus that is nore effective because now
conpani es who have patent farns can say, "Well, not only
am | devel opi ng that product, but |'ve also patented it,"
whi ch agai n, thinking about this fromthe concern of
lucidity in the patent |andscape, |let nme sort of put ny
first bullet point out.

My | argest concern about the patent | andscape
is a lack of transparency. Patent farnms and patent FUD
specifically go towards that point.

As a small| conpany, one of the biggest risks I
face is uncertainty in the marketplace. | can mnimze
my risk by understanding ny conpetitor's products very
wel |, by understanding nmy products very well, by
under st andi ng what the consunmers and custoners want. But
|"ve found in the past year that | really can't
understand the patent | andscape and that I'msitting with
a nucl ear bonmb on top of ny products that could go off at
any point and cause me to sinply not have a business
anynor e.

Let me sort of anecdotally describe what |I'm
tal ki ng about here. | recently took one of ny | ead
devel opers, a gentleman who's wi dely considered a | eader
in his field -- he sits on both the MPEG and the |1 TU

commttees, is deeply involved with the entire
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intellectual property |andscape around digital video --
and asked himto evaluate a particular patent that we've
been hearing about in the marketpl ace.

We did a quick search on the USPTO website,
which by the way is very useful, and uncovered no | ess
than 120 patents that claimto be within the general
scope of this particular patent, which was wi dely cited.

The poor guy spent the better part of five days
exam ning all these different patents and canme back to ne
saying, "I haven't the slightest idea whether or not we
infringe on these patents, and frankly, they all seemto
infringe on one another."

The end result being that | have no idea
whet her ny product infringes on upwards of 120 different
patents, all of which are held by |arge conpani es who
could sue ne without thinking about it.

The end result, much |ike Borland, | have now
issued a directive that we reallocate roughly 20 to 35
percent of our devel oper's resources and sign on two

separate law firms to increase our patent portfolio to be

able to engage in the patent spew conflict. | think the
concept here would be called saber rattling. | need to
be able to say, "Yeah, |'ve got that patented too, so go

away and | eave nme al one.”

That assunes, of course, | don't get a sit-down
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strike fromm engineers, who can't understand the |ogic
behind this. And if you guys have ever dealt with
engi neers, the lack of logic is a conplete concl usion.

So really the thought process that |'ve gone
through -- and this is all, you know, very concrete
literally in ny life in the past year -- is that there's
a bizarre inequity between the cost to create patents in
software and the value to be generated by purely
defensi ve patents that have no sort of innovative value
in and of thenselves. They weren't, as we say, created
to innovate but sinply are riding on the backs of
i nnovation to create a zone of obscurity where other
conpanies really don't know what the patent |andscape is.

And also, let's not forget the incredible
w ndfall that can befall a conpany if one is able to
establish both a patent and a standard based on that
patent. We could call this the Qual comm nodel, which as
| understand it, means a secure patent, the establishnent
of that patent as the international standard for sone
particul ar piece of |arge-scale technol ogy, and then sit
back and make billions of dollars.

The tinme to develop a patent in ny conpany, for
exanpl e, we could probably do twenty to a hundred patents
in a year easily, spend about a mllion dollars to

devel op those patents froma technical perspective, that
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doesn't count the legal tinme, which | assune would be
three to four or five tinmes that, and frankly, generate
billions of dollars off of that intellectual property
portfolio if we're able to establish the three cherries
of getting that patent into an international standard.

| find that to be odd, that sonmebody could
make billions off of that, sonewhat of an interesting,
al nost | ethal possibility, but standi ng back and thinking
about it froma public policy perspective, that
di sproportionate rati o between the investnent risk that |
take and the potential upside windfall that | could
generate is problematic.

MR. BARNETT: Thanks, Jordan. Jinf

MR. POOLEY: First of all, I want to make it
clear that when I"'mgiving ny remarks they're on behal f
of nyself individually and not nmy firm my clients or the
organi zations I'maffiliated wth.

COW SSI ONER THOMPSON: Hey, Tom there's
soneone el se who has to say this too.

MR. BARNETT: Jim could you speak up?

MR. POOLEY: Yeah. One of the things I want to
focus on here is the distinction between the quality, as
it's been referred to, of the patents, software and
| nternet patents as they energe fromthe Patent O fice,

however one mght try to define that, and the quality
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of the process by which we resol ve di sputes about those
pat ents.

| think it's not only a feckless task to try to
under st and whet her sonmething has quality in the abstract
when it cones out, but that's not really where the action
is in ternms of the inpact on the narketplace as | have
seen it. It's the litigation process that aninmates the
deci si on of any given conpany either to take on a license
or to, perhaps worse and in a way that we can't neasure,
back away from a product or a part of the marketpl ace
t hat they woul d otherw se conpete in.

It's in part because of the issue that's been
referred to al ready about uncertainty. That's one aspect
of it. There is great uncertainty in the process of
resol ving di sputes when one receives a notice of the sort
t hat Josh was sending out. And presum ng for a nonent
that there is a rational basis for challenging the
validity of the patent or challenging the assertion that
one infringes, what you face is a highly, highly
uncertain process.

It's made uncertain in part because ultimtely
we know the decision on things like infringenent and the
scope and content of the prior art will be decided by a
lay jury, and we think ahead to that when we | ook at what

our exposure is.
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We consider the effect of the doctrine of
equi val ents, which is often used, especially in the
I nternet's space, to nake ol der patents that were
i ntended obviously in their first incarnation to apply to
an earlier technol ogical environnment, all of a sudden to
become applicable broadly to the Internet space. And so
the issue of breadth is not in the initial issuance of
the patent, but the way in which it is treated in the
litigation process and al |l owed sonetines to expand
t hrough the doctrine of equival ents.

The process is made nore uncertain because of
entrants, and usually in ny experience in the software
i ndustry we have a kind of business that's easy to enter,
but where you enter with sometines an overwhel m ng sense
of dread because you don't know how many pieces of |P you
will need in order to operate.

It is opaque, you can't get there, and in fact
t he system di scourages you from | ooking very hard because
your | awers may advise you that sinply by virtue of
poking around to find out what patents exist you expose
yourself to wilfulness clains which can triple the anmunt
of damages and exposure to attorney's fees.

And there's also the problemthat Bob Kohn has
referred to of, you know, we don't know how nuch we're

going to have to pay. And it can seem overwhel m ng
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soneti nes when soneone knocks on your door and asks for
five percent of your revenue and you negotiate that, end
up paying three, and then surprise, there's soneone el se
who asks for another five or ten percent.

Because their particular claimis nmeasured by
what woul d happen in the litigation process, not by a
sane, well-infornmed view of all of the IP that is out
there that m ght be necessary and that woul d be
appropriate to reward the producers of that IP, we end up
in sonmething |ike The Producers where there's nore than a
hundred points in the percentage scheme, and that just
eats up profit margins and di scourages people from
pur sui ng busi ness.

| think one of the process issues that we face,
particularly in the Internet and software field, is the
difficulty of challenging validity. One of the issues
that's already been cited here is the lack of a reliable
source of prior art. Unlike the predictable arts, it is
very hard to find relevant information unless you have a
very large bankroll and a | ot of patience and a | ot of
time to do detective work and cone up with the kinds of
things that would when laid in front of a court indicate
that the patent really was obvious.

The standard of proof is another particul ar

problem What is clear and convincing evidence? Wen
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you actually put that notion in front of a jury, their
eyes glaze over. It really reinforces the notion that
the patent with the gold seal and the ribbon on it is
sonet hing that they as lay persons are not really
qualified to | ook behind and questi on because soneone
with training has already checked this out at the Patent
O fice.

When you conbine that, especially in the
software environnent where, as M. Kohn has noted, a
pi ece of software that has perhaps hundreds of thousands
of lines of code can be stopped in its tracks through a
patent claimthat covers one routine in that product,
when you deal with issues of validity and you're trying
to challenge it, you can be overwhelned with a story of
commerci al success -- one of the so-called secondary
factors that actually have cone to be primary in
litigation over this issue and required to be presented
to the jury -- you're overwhelnmed with this story that
the product itself of the plaintiff was successful in the
mar ket pl ace, and therefore the market has accepted the
patented feature.

Well, the patented feature may be buried deeply
inside the product, but it is very difficult for a jury
to understand when presented with this overwhel m ng story

of award wi nni ng products that you really have to push
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away everything that isn't the patented feature and try
to judge whether the patentee has really denonstrated the
exi stence of relevant conmercial success.

VWhen you pile all of that on with the actual
out - of - pocket costs of patent litigation, the nanagenent
di version and so on, what you end up with is what can be
soneti mes an overwhel m ng noti on when soneone presents
this patent to you.

And so | think that sone of the focus needs to
be brought to bear, the focus of this inquiry, not quite
so nmuch on the process of generating the patents or the
standards and so on.

And frankly, fromny own observation | think
the Patent Office is doing a pretty good job in applying
the rules that ought to apply for determ ni ng whet her
sonet hi ng deserves to be a patent. But on the process of
resol ving disputes, because the litigation after all is
only accel erated negotiation, and if we were better able
to control the cost and provide a little nore certainty,
then | think we'd bring a little nore rationality to the
process of working out |icensing and | essening the
anti-conpetitive threat that sonetines exists with some
of these patents.

MR. BARNETT: Thanks, Jim A couple of the

panel i sts have nentioned notions of predictability and
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patent FUD and backing away from R&D, which brings to

mnd to ne just how does the issuance of a patent or how

do patents, whether it's patents owned by yourself or

patents owned by your conpetitors, end up affecting the

direction of your R&D efforts? | mght direct this one

to Yar.

MR. CHAI KOVSKY:

Well, in terns of what we've

spoken about today with respect to the effect on our R&D

efforts, | can tal k about

both. And again I'Il put the

sane caveat; these are ny opinions and not necessarily

t he opi nions of Zaplet where | presently work or Yahoo!

prior to that.

But as we've seen with respect to the patents

that are issuing and focusi ng on packaged software in

particul ar because that happens to be the space that

we're in and it happens to
i ncreased patent all owance
can't say that there's, as
Greenhal | at Di vXNet wor ks,
30 or 40 percent of R&D is

devel opnent. That doesn't

be the space where you see
fromthe Patent O fice, |
opposed to com ng from M.

a specific anount where | said
set aside for patent

occur at Zaplet or Enterprise

Sof t war e Devel opnment, al though we recognize that there is

a focus, that our significant conpetitors are al so

M crosoft, as any packaged

sof tware conpany i s probably

going to say Mcrosoft is a significant conpetitor. |BM
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is a significant conpetitor with Lotus in our space,
which is coll aborative business process managenent. So
we recognize that there are these significant entities.

And al so, as Professor Mowery nentioned, we
al so have the entities such as Mdtorola, Intel, et
cetera, that are patenting software and even Internet
techni ques that aren't necessarily in their main |line of
busi ness, but they happen to have a 'patent farm or what
have you and they decide to file for patents that m ght
not necessarily be where their R&D I|ies.

So with respect to our conpany, the reality is,
and | was going to touch on the point that, again, it's
the conpetition that pronotes the innovation. W're
taking a | ook at what conpetitors have out in the market
-- What is Mcrosoft devel oping? How is Sharepoint
devel opi ng? How is Lotus devel oping? How is G oove
devel oping a product with Ray Ozzie, the ex-devel oper
from Lotus? How is he going out there and devel oping a
product and taking a | ook at that product? -- and that
drives our R&D. At the sanme time, recogni zing that
because of the way the patent systemis, and we'll use
anot her i nfanous statement, MAD, Miutually Assured
Destruction, and the ability for people to stockpile
their patents.

| mean, the reason | was hired at Zaplet and
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was brought to bear there by Alan Baratz, our CEO who
used to be president of JavaSoft at Sun and canme over
from Yahoo!, was because of the fear of these |arger
conpetitors and not necessarily the fear of the smaller
conpetitors, because the stockpiling or the MAD techni que
doesn't work against one of our coll eagues who has a
smal | er conpany, necessarily.

A patent portfolio won't help nme in that vein.
It"Il help me against the |arger players so that whether
my conpany, Zaplet, is successful on its own right or
whet her Zapl et eventually ends in some other liquidity
event, whether that's an acquisition or a nerger with
sone ot her conpany, the IP is of significant value to
t hat conmpany and particularly froma defensive
perspective, so whether that conmpany be BEA or sonme ot her
conpany that decides to add us to their ap server, we
| ook at it as, will we add val ue?

Yes, they're going to buy the code, they're
going to |l ook at our engineers, and they're also going to
take a ook at the IP and the IP is going to be a strong
intrinsic value of the conpany as opposed to just having
the code and letting sonmeone el se copy it w thout having
the protection to sone extent, as M. Kohn said, that
Borland did. The reality is you have to have that IP in

the software space to back up your packaged software. |f
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you don't have it, you're going to have probl ens.

But going back to R&D, | can't say that we've
set aside engi neers or spent specific dollars and said,
"Okay, let's do this." Yes, there is -- as a patent
attorney | was hired to focus in on nmaking sure that we
do have our intellectual property covered. As opposed to
anot her panelist here, my argunent woul d be that
intellectual property is something that's useful if you
have a product that is very useful in the market, a
product that people are interested in.

In particular during the "95 to '99 time frane
in this marketplace in this valley, well, you would have
gotten a significant investnment froma venture capital
conpany such as Zaplet did. Qur conpany received over
$100 million in funding from Kl ei mer Perkins and it was
because it had a great idea, they thought they had a
great idea. O her people followed through with that and
cane back and backed that up, whether it was Robby
St ephens, Anerindo, Cisco, Novell, Oracle, they' re al
investors in Zaplet. Why? They thought the conmpany had
a great idea.

And it wasn't because we had a patent portfolio
at the time, although that was one of the factors that
the venture capitalists would | ook at, is this sonething

t hat maybe can be protected through intell ectual
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property, as opposed to sone other conpanies who try to
establish a business and try to establish sone type of
busi ness opportunity, and after going around for three,
four, five years recognizing, "Hey, ny business isn't
working. Well, let's see what | can pull out of the bag
and send at sonebody, and if |'ve got sonmething, it nay
not be the greatest patent in the world but it's the |ast
thing I can do because ny business is totally

i neffective."

That's not what we do and that's not the
perspective we take. 1've seen that happen many tines so
now | "Il cut back to my Yahoo! experience.

Yahoo! is a perfect exanple of a conpany that
canme about in 1995, went public in March of '96, didn't
have its first patent issued until 1997, didn't have a
patent attorney until 1999, and was able to achieve a
mar ket capitalization in Decenber of 1999 of, as was
previously nmentioned, over $120 billion. At that time it
had three issued patents.

Patents had nothing to do with the interest in
t he conpany, consunmer use of the product of the conpany
and the Internet space. There was no focus of an R&D
effort with respect to patents.

As | said, the first patent attorney was hired

in '99, the conpany had been public since March of '96,
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backed by Sequoia and other venture capitalists in the
community here. \Why? Because it was a great idea. Was
t here conpetition out there? Sure, there was Excite,
there was Lycos, there was AOL, there was significant
conpetition. In fact, Excite and Lycos went public in
t he same nonth that Yahoo! went public.

But did intellectual property matter? Did the
General Counsel or the CEO of Yahoo! sit there and say
we've got to file patents and get patents to pronote our
products? No. And if you even |ooked at AOL with their
acqui sitions of Netscape and Conpuserve over the years,
t hey have a portfolio that's over 70 patents strong. So
it wasn't a concern of the conpany.

Sure, eventually it becane a concern. And why
did it beconme a concern of the conpany? It becane a
concern of the conpany because you did have entities,
such as Professor Mowery nentioned, comng at us with
| arge portfolios, upwards of ten patents at a tinme, and
Yahoo! made the realization, perhaps a little late and a
little naive -- on the other hand, the conpany was doing
quite well without it -- that they had to get into this
ball ganme also to basically not pay peopl e percentage
royalties on the conpany's revenues going forward. So
Yahoo! obviously decided that it was tinme to hire one

patent attorney, and | was it, with no other support
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ot her than that.

You know, at the sane tine | can say we
received letters from snmaller conpanies such as |ntouch.
And a patent portfolio is not going to really help me in
t hat sense, because | can't really do anything. Building
up a patent portfolio for defensive/ MAD purposes i s not
going to help ne against a small conpetitor. |'m not
going to countersue himand try to get whatever dollars
he has |l eft that he may be spending on litigation at this
point, so it's not going to help me at this point.

We had two significant litigations at Yahoo!,
one was by a New Zeal and woman who had a patent on
uni versal shopping carts. You know, it cost us a |ot of
nmoney to defend that lawsuit. It was a waste of |ega
time, it was a waste of our resources, it wasted sonme of
our VP's and engineering and comerce tinme involved in
the project. It ended up settling on terns that were
favorabl e to Yahoo! wi th Yahoo! paying no anount of
dollars of its own and settling the case.

The ot her case we had goi ng was a Fant asy
Foot bal | case that was brought by a plaintiff's
contingency attorney with patented Fantasy Foot bal
on-line on the Internet.

Well, you know if you think about Fantasy

Football, for those of you who have ever played Fantasy
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Foot ball where you pick the players on-line, well, people
have been doing that since the '80s on paper, and to
think that you can get a patent on that. And again, the
quality of patents is sonetinmes good, but when you think
you can get a patent on that on the Internet and its
application onto a conputer, it's troubling and it cost

t he conpany again a significant anmount of doll ars.

Again, the end result being that tinme was spent.

Obvi ously the person here, perfect exanple on
t he Fantasy Football and the shopping cart exanpl es,

t heir business nodels weren't working. Sonme of them may
have not even have had a business nodel. They end up
getting patent agent firnms or licensing firms, as we cal
them not law firnms. They sue on those patents.

They cost our conpanies a lot of dollars, and
the end result is so far none of them have been
victorious against the conpanies that |'ve been invol ved
with. In fact, it just cost us a lot of dollars. W've
never had to pay a cent; it's just cost a lot of [|egal
fees and nade attorneys |like M. Pool ey sone nobney at
their law firnms in representing clients such as ours.

But goi ng back to the point at hand with R&D
Again, a little bit different fromthe Internet
perspective because of the, it's been spoken about, the

antipathy, I'd say, towards software Internet patents
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fromthe comunity here in Silicon Valley.

If you go to engineers in general they'll say,
"That's patentable?"” | nean, the reality is that's the
general reaction from nost engi neers. They are
traditional believers in the open source novenent.

On the other hand, as you're protecting
intellectual property for your conpany you' re not going
to necessarily dive into open source. You m ght get into
sone of it, but then you' ve got to worry about GPL and
LGPL and worry about the issues that are involved there
as you're selling packaged software and you don't want to
have that type of open source wrapped into the new public
license that's out there and getting that wapped into
your product, as | see here at Zaplet and the coments
with respect to that. It does us no good because all of
a sudden |I've got to open up ny code to everybody and it
gets into issues as to what's tied into that open source
code.

And | open up a whole new can of wornms with
open source issues, even though our engineers would | ove
for everything to be open source. W' re never going to
make any dollars, conpetition is stifled.

And again, ny main point and I'Il finish with
this is that it's really conpetition that spurs

i nnovation. | haven't seen anyone | ook at the USPTO s
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website and say, "Wbw, | found these ten patents. |'m
going to cone up with a great idea." That just never
happens.

| mean, the reality is we're |ooking at what
are good business ideas. People in the valley here | ook
for good business ideas. They back them up, they go
forward. They're not |ooking at patents. The excl usion
to that may be I BM who | ooks at their own portfolio and
makes $1.5 billion a year basically on revenues of their
patents, at |east they did in the year 2000.

Thanks.

MR. BARNETT: Josh, one of those comments

seenmed to have brought a -- Oh, okay. Let's go ahead and
go to Paul. Paul's been waiting patiently.

MR. M SENER: 1'd be happy to have Josh
take this.

MR. BARNETT: ©Oh, that's okay, go ahead.

MR. M SENER: Well, | just hope it's obvious to
everyone that these are not nutually exclusive business
obj ectives. You need not sit down a priori and say,
"Gee, we want to have a patent farm and we don't want to
i nnovate and then get patents.” O you don't go the
ot her way and say, "We're going to be so pure as to just
want to innovate in response to conpetition that we won't

actually ever use our patents in either an defensive or
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of f ensi ve manner."

Let me suggest there's a third leg to this
stool, and that is really focusing on what your basic
busi ness is and not thinking about the intellectual
property as the objective but rather as the neans to
serve the ultimte business objective, which for exanple
in Amazon.com s case is our focus on our custonmers and
trying to provide themthe best possible service that we
can. In that way we devel oped sonme innovative sol utions
in the technical space and decided that there was
potentially some intellectual property there and deci ded
to and successfully patented several inventions.

|'"d like to cycle back for a second, though, to
what Jimwas nentioning earlier. He had tal ked a | ot
about dispute resolution and said that there had been
per haps too much focus on the a priori grant, or the
prior-to-grant patent quality issues. And perhaps there
has been relatively too nuch attention focused on it, but
still I think it's worthy of note here that -- well,
per haps a historical perspective is hel pful.

About two years ago, yet another patent was
i ssued to Amazon.com whi ch created sonme controversy,
especially anong what we'll call the open source
communi ty who had been and renmain big supporters of

Amazon as a proposition and a conpany. And so as a
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result, we kind of stood back and decided to really
engage with the folks in the open source comunity,
primarily with a fellow named Tim O Reilly who, as you
may know, is a publisher of an excellent set of conputer
books.

He and ny boss and I net on several occasions
totry to figure out, well, what's a good way to address
this in a public policy sense? And we deci ded that three
of us would actually go to Washington, D.C. and spend
sone of our | obbying capital on trying to get changes
made to the patent systemthat reflected the differences
bet ween traditional patents and the newer, call them
busi ness net hod and/or software patents. And what the
three of us went to Congress and actually proposed was
t hat perhaps there's a better way of dealing with this
particul ar subset of patents. Perhaps a shorter period
of protection is appropriate.

As Jeff is want to say, a business nethod or
sof tware patent ought to be able to catch a |ot of w nd
in three to five years and there's probably no need to
protect that for twenty years, so in spite of the fact
that we hold several of these patents, we actually
| obbi ed for a reduced termon them

We al so suggested that for U S. based patents,

whi ch as you may know, there is no pre-issuance comrent
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period allowed for U S. based patents, perhaps at | east
in this area there ought to be a pre-issuance public
comment period. That, tied with what has been di scussed
earlier, some sort of a prior art database, could be

val uable to the USPTO

And | astly, we have spent sonme of our capital
trying to ensure that the USPTO is able to at | east keep
the funds that it raises. |I'mnot sure it's widely
known, but the USPTO serves as sonething of a cash cow
for the federal government whereby it takes in all of its
revenue through fees. Taxpayer noney does not pay for
the USPTO, it takes it in by fees, but it also has to
turn over a |large percentage of those fees, and | think
it's roughly 30 percent or so, to the general revenue of
the government. And so in other words, the Patent Office
is taking in nore noney than it's allowed to keep to do
its own business.

This to us seens |like a major problem And
it's not to say that the patent exam ners are doing a bad
job now, | don't think that's the case. But frankly, in
order to sinply reduce patent pendency, which in this
busi ness is a huge issue, we ought to allow the USPTO to
retain the funds that it collects.

MR. BARNETT: Josh, do you have sone thoughts

on this?
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MR. KAPLAN: A couple things come to m nd
Again, | think I try to represent a real world
application of patents here. An interesting thing, and
"' m not going to, you know -- Yar made sonme interesting
poi nts.

Number one. You know, Intouch also is funded
by people like Bill Hewl ett, Ray Norder who founded
Novel | , Amerindo, Bay Partners, Tim Draper, venture
capitalists who felt we had a great idea. And we were
very early on in this thing, 1990. | think the founders
of Yahoo!, | don't know, they were still in high schoo
probably around that tinme. W were out there very early.

In fact, when I first got nmy patent on
identifying the user, tracking the user, having the user
uni quely identify thenselves to the system preview ng
music, | waved ny patent around at a board neeting to
venture capitalists. They |ooked at it and they said,
"Let me understand this. You' ve got a patent that
sonebody will have to identify thenselves to a system
before they listen to nusic? What a worthl ess patent
that is.”™ They didn't ascribe any value to the patent
t hat we had.

In fact, as recently as two weeks ago | read an
article where the venture capitalist was quoted, and

think it was Benchmark that said, "We really don't
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ascribe a lot of value to patents that small conpanies
have. It's nore of getting out there quickly and
establishing a beachhead for their product.”

Now, interestingly enough, |'ve never net Yar
bef ore, but obviously he received our letter, our notice
letter. Okay. No follow up, no discussion, not a call,
not a reach out. Hey, Intouch, what can we do to work
with you to see what we can do?

And by the way, Yahoo! | believe just becane a
profitable conpany. |'mnot sure if they' re profitable
today, but like nmobst of these conpanies that have spent
hundreds and hundreds of mllions of dollars -- Excite,
obvi ously we know what's happened with them They're, |
think, in Chapter 11 right now and probably will cease to
exi st.

It's been a market share ganme in the Internet
industry. It doesn't really matter how quickly you are
out there with a product. Ask anybody who's conpeted
agai nst Apple or Mcrosoft. You establish a nice little
product. Next thing you know, it's part of their
operating system Oh, too bad, you' ve |ost your nmarket.
Thi s has happened to countl ess conpanies in the vall ey,
all that have been venture funded. The only thing they
can do is go off and sell their conpany.

| think when EMusic was public it had a market
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cap of, I don't know, $300 million. Is that right?

MR. KOHN: Don't rem nd ne.

MR. KAPLAN: $300 million. They got sold for
$14 mllion, | believe.

MR. KOHN: No, 25.

MR. KAPLAN: Ckay, $25 mllion. So again,
mar ket cap doesn't nmean anything, the public nmarket
doesn't nean anything. The problemis if somebody conmes
al ong with your sane technol ogy and eclipses you and runs
out there and gives it away, you really have nothing that
can protect you aside fromyour patent portfolio.

So Yahoo! was known as a search engine. They
got into the nusic space. When they did that we sent
thema nice friendly letter, not fromthe | awers but
fromnyself to the CEO of Yahoo!. No response. And we
don't understand why there wasn't sone type of reaching
out to say, "Let's take a | ook at this. How can we work
t oget her? "

Actually, we did finally get a letter froma
gentl eman at Yahoo! who said, "Show us how we infringed."
So we went back to our intellectual property letter and
we put together a massive clainms chart analysis on our
patents versus what Yahoo! was doing, clearly show ng
that there was at | east the presunption of some

infringement. Nothing. No return calls, no return
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letters.

| think we've now outl asted three or four
| awyers at Yahoo!, and we finally, because we happened to
settle with our good friends over at Amazon -- and |I'm
not even sure Paul knew about our lawsuit w th Amazon.
Maybe you did, maybe you didn't, but I will tell you
this. As soon as we try to reach out and establish a
contact at a conpany for a license, the business people
say, "Let's send this to the lawers.” That's it, end of
negotiation. It then beconmes ny | awers negotiating with
the | awyers wi thin Amazon.

So for two years, and I'll wager that Amazon
spent $500, 000 to $600,000 to defend this, we end up
settling. It's a confidential settlenment so we can't say
anything. We're pleased with the settlenent. |[|'m sure
Amazon is too because they never have to deal with us
agai n, and nost of the conpanies have tried to structure
the same settlenents. But it would have been a | ot
easier and a | ot |ess expensive for everybody involved if
t he busi ness people could have sat down very early on and
deci ded what a reasonable license fee is.

We hired damages experts. We sent the damages
expert report to Amazon. |'msure they |aughed at it and
filed it away. But again, every step that we nade to try

to reach a reasonabl e negotiated settlenment sinply ended
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up with the |awers saying, "It's really not acceptable

to ny client,” and so you're right back at ground zero.

And so, it's ny feeling that unless there is
sonet hing that preenpts the | egal process, like an
arbitration or |like something where there's a panel that
is able to sit down and hel p these conpanies conme to
ternms, it's sinply an issue then between the law firns,
and then it becones an issue of who has the staying
power .

Luckily we were able to be creative and bring
ininitial noney from |l awers who were contingency
| awers. It's not the greatest thing |I would reconmend,
but your venture capitalists don't want to see you spend
$5 mllion to defend a |lawsuit, so we had to do what we
had to do to try to get to this point.

We've settled with five of the six defendants.
Finally, after doing this and after getting sonme press,
ot her conpani es are saying, "Okay, we'd like to sit down
with you and discuss this,"” and that's where we are
today, but it took two years and mllions of dollars and
hundreds of notice letters to even get to this point. |
mean, | think if anybody el se has to do that, any
entrepreneur or inventor, it just kills the whole
process.

And we have a | ot of people comng to us right
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now, small inventors that have interesting patents that
are saying, "How can you help us with this? W haven't
gone through Markman. You've seenmed to nonetize this.
You' ve gone through the process, you' ve gone through all
the pain. Can you help us with our patent?”

And so one of the things that we're | ooking at
is, isit worth it to take on sonme other patents, nake
them a part of our portfolio and nove this ahead? That's
what we're faced with in order to protect our market.

(Tape Two, Side A)

MR. BARNETT: Yar?

MR. CHAI KOVSKY: M first response woul d be
that Josh did receive response very, very quickly. He
may be forgetting due to the sheer nunber of people he
sent letters to, but actually our conpany was one of the
few, and was in fact congratul ated by |Intouch for our
responsi veness as conpared to others, nmaybe even sone
that are at this table, to your letter. So | would
di sagree with that characterization.

Secondly, | would al so disagree with the
characteri zation that, yes, it does get handed off to
| awyers, but the |awyers requested nore than just claim
charts. The | awyer requested a significant amunt of
information, and the information that you just set forth

with respect to what you provided Amazon, never
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forthcom ng.

| mean, the reality is -- and I won't point
this at Intouch -- the reality when you get letters al
the time fromconpanies is that they don't provide you
this information. You' re |ooking for information with
respect to the patent, whether it be claimcharts or what
exactly it is that they think is problematic or infringes
their patent, or the damages cal cul ati ons, as Josh just
menti oned. You know, where is all this information, or
maybe you could help me conme to a reasoned analysis as to
what to do in this situation.

And the reality is, yes, |lawers do provide
advice in the situation. And the fact of the matter is
t hat Josh may be sitting there because his conpany is
sending out a letter, and this is his business and he's
not maki ng nmoney in his business and therefore they have
to sue people to extract rent to keep up with his
busi ness.

Well, Yahoo! at the tine when | was there, |
was getting a letter every three weeks, so maybe yours
wasn't on ny priority |list because | was getting a letter
fromevery other conpany in the world to do the sane
thing, and being the only patent attorney there, there
was a |lot to do.

So there's also a time |ag when you' re dealing
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with the Yahoo!s, the Amazons, the AOL's and all the
ot her individuals, Tinme Warner, et cetera, that you sent
letters to. These are | arge organi zations, bureaucratic
organi zations, and as opposed to these snmaller entities
such as Zaplet where | could probably respond to you at a
qui cker point in time. The bureaucracy happens to be a
| ot larger, not as |large maybe as the government's, but
it happens to be quite |arge and the responsiveness w ||
be quite longer in tine.

MR. BARNETT: Thanks, Yar. Everybody, it
seens, is ready to speak. 1've been infornmed that it
m ght be a good tinme for a break, though, just because
we' re approaching the two-hour point, so let's cone back
inten mnutes. |'ve got -- well, let's come back in ten
m nutes. Thanks.

(A brief recess was taken off the record.)

MR. BARNETT: -- that these conpanies are
dealing with and that the industry is dealing with and
sone of the problens that exist. | think it m ght be
nice to shift gears a little bit and maybe | ook at
per haps sonme sol utions or sone ways that have been
attenmpted to try and deal with some of this, whether it's
at the PTO or the Business Method Patent Initiative or
t he re-exam nati on process.

Jim do you have any thoughts on that as far as
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t he re-exam nati on process and sone of the initiatives of
t he PTO?

MR. POOLEY: Well, the Business Method
Initiative, by all reports both anecdotal and | think
statistical, is very encouraging, and | think it's a
denonstration of the way in which an agency with a gate
keeper function like the PTO can properly respond to an
issue and do it in atinely and effective way. So I'd
say kudos on that one.

As far as issues of pre-grant input or the
post-grant opposition process, |I think there are sone
very interesting things to | ook at there to nmake the
process nore rational and efficient, and | think those
deserve further inquiry.

| think the difficult thing you have to dea
withis trying to get the information in to the PTO so
that it can be used, and to make sure that that flowis
open and free and not discouraged or constricted by fears
of estoppel by participation in the process. So there
has to be a certain balancing there, but | think there
are great opportunities in both pre-grant coment and
post-grant opposition so long as it's extrenely
efficient, streamined and doesn't lead us to the kind of
process that we've seen in sone other countries.

| do want to make just two very quick coments
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on sonme of the observations that have been made here.

The notion of different terms or a reduced term
for certain kinds of patents rather than a
one-size-fits-all twenty-year term It's a beguiling
suggestion and | think an interesting one; however, |
think it's something that we have to | ook at very, very
carefully. The system has worked very well so far, |
think, by and large with a twenty-year termor a
seventeen-year termor a ten-year term whichever point
in history you take as the neasure, but a common term for
all sorts of technol ogies.

We have to |l ook carefully at what sone of the
col l ateral problems m ght be of trying to define which
patents fall into what technology and how nuch each
deserves and what the effects are of the |length of the
exam nati on process, but all of this may be a bit
academ ¢ because we have certain international treaty
obligations that may make that inpossible anyway. So
that's one coment there.

The second comment has to do with the danger in
this debate of descending into nane calling on patents.
Not about people. | think, you know, that people can
measure their own relationships, but I think when we're
tal ki ng about patents it's easy to | abel a patent as bad,

silly. And sone of themclearly are, and we all can
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amuse ourselves with some of the patents that have been
i ssued.

But as | pointed out earlier, in ny own
observation, it's not the patent as issued that really is
t he bi ggest problem but the way in which we deal with it
after it's issued. And if we succunb to | abels, whether
it's the one-click patent of Amazon.com or call sonething
el se a shoppi ng basket patent and so forth, we sonetinmes
make assunpti ons about the content of that patent and the
coverage of the clainms that are not warranted and that
deteriorate the quality of the debate.

It's very inportant when you're | ooking at any
patent and trying to make a judgnment about its quality
and its coverage to read the clainms and understand
exactly what it is rather than to put a nanme on it and
t hen get drawn into a discussion that may not be
wel | - f ounded.

MR. BARNETT: David, | know you have to | eave
fairly soon.

PROF. MOVWERY: Yeah.

MR. BARNETT: Do you have sone points you'd
li ke to make?

PROF. MOWERY: | just wanted to comment very
briefly on the point you raised about the U S. re-exam

process and the processes for post-grant re-exam nation
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or opposition.

First, and | should preface this by suggesting
this is not, as far as we can see, the fault of the
USPTO, but the re-exani nation process as it was anended
in the Congress and devel oped really is one that operates
very differently fromwhat we see in an EPO, European
Patent Office, style opposition process.

If you |l ook at the data, which again M. G aham
has hel ped ne coll ect and Bronwyn Hall collect, it |ooks
as though nearly 50 percent of the re-exam nations for
whi ch we have records in the USPTO covering the '80s and
"90s are initiated by the patent holder, all right? So
this new prior art comes up or they encounter problens in
t he cl ai ns.

So the point here is not that this is a good or
a bad thing. It is that this is operating for a
substantial nunmber of the patents in a very different way
t han the opposition process that sone people originally
envi si oned the re-exam nation process fulfilling. And
again, this is not a USPTO i ssue, this is nore a
congressi onal design of the process issue as far as | can
see.

The second point relates to the opposition
proceedi ngs as they operate in the EPO. One of the

benefits that some people have suggested for a nore
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el abor at ed post-grant opposition proceeding in the U S.
systemis that it could resolve uncertainty about the
validity and the |like nmore quickly. However, what seens
to be the case in the EPO process is that, partly because
of the need for an appeals procedure, this takes a very
long tinme. So one of the key benefits that is at | east
hel d out for an opposition style process in the States
woul d be that that is a nore rapid resolution doesn't
seemto operate based on the data that we' ve been able to
coll ect on the EPO opposition process. That's sonething
to keep in mnd

And it's also inportant to recognize that the
EPO opposition process does not preclude litigation
followi ng the conclusion of the opposition process and
t he appeal s of the opposition process.

So it's not clear what you're buying into, at
| east on the basis of the data we've seen. Wen you go
toward an opposition process and graft it into the U S.
system which obviously would have a very different set
of political dynam cs in the design of this process, as
wi tnessed in the re-exam process.

MR. BARNETT: Brad, you' ve been fairly patient
for awhile. Do you have sonme comments?

MR. FRIEDMAN: | do, actually, on what's been

just discussed and | wanted to talk a little bit about
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your question on R&D

First to what was just stated, in a potenti al
U.S. opposition procedure one possible solution is to
allow a third party simlar to what we currently do in
the re-exam allow a third party to submt prior art and
per haps an argument, and that's all, and have the rest of
t he proceeding continue to be ex parte in the Patent
Office. And so that third party is no | onger involved
that would highlight the efficiencies, if you will, of
the U S. Patent O fice vis-a-vis the inefficiencies that
you might see in the EPO system where the opposition
period can take an extraordinarily long tine.

| also wanted to note that | personally don't
feel that it's ordained that all patents nust be
identical, whether it's 17, 20 or 10 years.

And al so with respect to the breadth and scope
of those rights that are given, | look to countries
outside the U S. such as the petty patents in the German
system where the patentee or perhaps the Patent Office if
you might here in the U S. can decide what type of
patent, what type of grant m ght offered to the patentee,
and so that creates nore options for the governnent to
give particular rights to the patentee for providing
further innovation. | think that's sonething that we

m ght be well advised to | ook at.
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The difficulty, as | nentioned, is the
adm ni strative burden, which is enornmous, in trying to
make those distinctions, and woul d those distinctions be
t hen appeal able, and so it's very inportant to | ook at
t hat process as well.

A comment on the innovation and the R&D
gquestion that we had initially asked, I wanted to make
this point. OQutside the software industry the use of
patents for other business purposes such as corporate
intelligence or determ ning technol ogy trends where there
are technology gaps within the IP vector of the industry
is fairly comonplace. In the software industry it's
not. OQutside of software the information can be used as
i nput in, say, a continuous feedback |oop for R&D, so |
under st and where the technology is going because | can
see what has been patented and what is being patented;
therefore, I know how to direct ny R& to innovate in a
particul ar area.

In the software industry, as we nentioned
earlier, and Jim | think you nentioned it specifically,
t he nunmber of overbroad patent clains allowed by the
USPTO, the uncertainty in the current patent process
goi ng through, and particularly the uncertainty in the
judicial process post-grant, all conmbine to increase the

difficulties and inaccuracies of the endeavor of trying
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to use that information in a conpetitive manner, because
there's too nmuch information and it is no |onger
meani ngful in the same way as it m ght be in other
i ndustries, which m ght seemirrational.

The result is that you underm ne the
fundament al purpose of a patent systemto provide
val uabl e informati on and incentives to i nnovate beyond
the existing art so | see where the art is and | instruct
my R&D, | focus my resources and endeavors to inmprove
upon that art for ny profit and ultimately for the
benefit of society. But instead, in the software
industry I would say that patents are at best neutral to
R&D efforts, and at worst an additional risk and
uncertainty that slows innovation in the industry.

MR. BARNETT: Bob.

MR. KOHN: Yeah, first I'd like to clarify for

the record that |I'mnot speaking on behalf of Borl and,
| ' m speaki ng on behal f of James Pooley. Well, two
comments. One is -- actually, |'m speaking on behal f of

Laugh. com so that you won't take anything | say
seriously.

One comment that, actually, Jimhas alluded to
or referred to twice, and that is that he's not unhappy
with the Patent O fice and how their processes and

procedures are going.
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| don't have any hard facts, but | can just say
just through nmy experience over ten or fifteen years,
|"ve seen just too many patents come across ny desk that
are generally agreed to be either obvious or the clains
are just overbroad. Too many of them whether they're
busi ness nodel patents or other kinds of patents, they're
just stunning and we just can't believe these actually
came out of the Patent Office.

And the other thing I'd like to just throw out
which is nore in the notion of Adam Smith, you know, the
invisible hand. | don't really think anyone at the
Patent Office is doing anything to specifically sway the
system one way or another, but | did see the previous
Conmi ssi oner of the Patent and Trademark Office give a
speech once where he showed a chart of the revenues of
t he Patent and Trademark Office and how proud he was that
t hose bars kept going up and | ook at all the patents that
we're issuing. And it was just going up, up and up, and
he was saying that was sort of the reason of their
exi stence, to have nore and nore patents issued.

And everyone, | think, was pretty skeptical in
t he audience that | talked to, like wait a mnute, it's
really we're tal king about the quality of the patents
that really should be the focus here and not the quantity

of the patents.
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And to even be nore skeptical, and |I'm not
accusi ng anyone and I'ma | awer nyself, okay, but the
Patent OFfice is conprised of exam ners who are al
| awyers, all right, and they're going to -- | think their
career path generally is not to remain patent exam ners
but to go out in the field and to either prosecute
patents or to becone like a JimPooley and be a litigator
of patents where it's a | ot nore lucrative.

So isn't there sonmething built in, may | ask
very skeptically, isn't there sonething built in the
system where these transaction costs and wasteful wealth
transfers, as econom sts would call them are kind of
bei ng perpetuated by the very people who would benefit
fromthose wasteful wealth transfers and transaction
costs? Which the transaction costs of course 99 percent
of it go to the |lawers, so nmaybe the econom sts have a
pi ece of that too, so they're the ones who have an
incentive, | would think, to create as nany bad patents
as possible so that when they get out they litigate them
all right?

Now, |'m not accusing anybody in specific,
woul d never accuse a specific person, but I think the
incentive there is built in, and the Patent O fice,
rat her than tal king about quantity, ought to really be

focusing on things built into the systemthat are, |
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t hi nk, incentivising high transaction costs and wast ef ul
litigation.

On the other side of the coin, | nentioned
earlier nmy concern or my desire for a system where, as

Jimput it, it's The Producers problem where one conpany

cones in and asks for five percent, another conpany cones
in and asks for five percent, and all of a sudden you're
li ke Zero Mostel or Nathan Lane, you know, giving away a
hundred and twenty percent, three hundred percent of your
revenues to various patents.

And there's an infinite nunber of potenti al
patent clains that can conme to you, that there really has
to be sonme kind of a system whereby the reasonabl e
royalty or the fee for that patent relative to all the
other things that go into that project can be determ ned
at a nuch earlier stage rather than after the liability
has been determ ned, it should be well before then.

And 1'd like to ask Ji mwhet her he has any
i deas on the subject of how, since he's a litigator and
woul d be closer to it, how he m ght envision that kind of
a system

MR. POOLEY: If | could just answer that, and
| "' m speaking only for nyself. 1've been in this position
before. One idea that comes to mnd short of trying to

encourage either through industry sources the formation
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of consortia or perhaps even through gover nnment

i nposition, there is the idea simlar to a stakehol der
lawsuit in court where you would inplead all the people
that you think have IP that's relevant to what you're
doing into one place, offer to pay a reasonable royalty
to whatever it is that's deternm ned at the end of the day
to be the necessary IP, and let themfight it out anong

t hensel ves in one place as to what the proportionate
share shoul d be.

|"ve not had a client yet that's willing to
take on that burden, and of course it's an inperfect
sol uti on because you don't always know who all the
i npl eaded def endants woul d be, but at least it's, |
think, a way for us to start to think about this. The
problemis that we don't know who all the people are and
we can't get themall in one place.

MR. BARNETT: That raises sone interesting
issues. To a large extent, concepts such as standards
setting have been brought up as well as, | don't know if
t he patent pools have been brought up so nuch, but those
seem to come about in other conversations.

Jordan, do you have any thoughts on what he
just said?

MR. GREENHALL: Actually, | have a nunber of

comments that I'mgoing to hold onto the floor for a
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second, but actually MPEG was one of the areas that |
wanted to tal k about.

MPEG is the significant patent pooling
organi zation in nmy space, which has to do with video
technol ogi es, nultinmedia technol ogies. They were created
in response to the patent thicket that had devel oped in
the md-"80s in the digital video space such that
busi ness coul dn't nove forward in the industry because
there was sinply too many overl apping conflicting
patents. So in order to pronote standards, the
i nternational organization got together to create a
patent pool that would try to create both a nice standard
for everybody to be able to work with and a conprehensive
reasonabl e and fair license so everybody could actually
go ahead and have rational |icensing.

It worked quite well for the first two
iterations. The current iteration, MPEG 4, may be
exposi ng sonme of the significant difficulties that
have arisen since the inception of the standards
or gani zati on.

The first is the increasing politicalization
and econom c value just found in being enbedded in the
standard. Frankly, the first two iterations of MPEG were
what you mi ght call an ideal environment, very public

service-oriented, lots of intellectual property dropped
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into it, very touchy-feely and canme off quite well.
Everybody agreed on it and the licenses were pretty
strai ght f orward.

MPEG- 4 has becone consi derably nore politicized
with very significant conpani es being part of the
i censing process as well as the standardi zati on process
who have significant interests in the failure of the
st andard, for exanple.

That said, they' ve just recently announced
licensing terms for one elenment of the standard, about
two years after they said they originally would. And in
fact those terms will be open for another year before
they're finalized, introducing some quite novel concepts
to the licensing schene.

For those who aren't famliar, MPEG 2 |icensing
has al ways been driven by the encoder and decoder. Think
of consuner electronics, flat fees based on units sold
with also a small fee tied to disks.

MPEG- 4 introduces the concept which is very
sort of 2000-ish of starting to also put fees on
br oadcasts, that is per viewer, and start trying to put a
tax on the actual use of the technology as it scales into
delivery of content -- sonething that's shocking the
content providers and interestingly enough, actually,

econom cally if you just do the math, can't work. The
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fee is actually larger than the revenue generation that
this provides. But that's neither here nor there.

The issue that's of significant interest within
the industry is the failure of MPEG to provide a
reasonabl e platform of patent. That is, | can go out and
get an MPEG |license, but that doesn't in any way protect
me. The nunber of conpani es who have sim | ar
intellectual property to those that are inside the MPEG 4
patent pool is very large; the overl apping of those
licenses is very | arge.

And to make it extrenely concrete, if a very
| arge international nultinmedia conpany, who won't be
named, asks ne to |license them ny technol ogy, and as part
of that license requires that | warrant that ny
t echnol ogy does not infringe on anybody el se's patents, |
can't sign that contract, because | don't know. Even if
t hey go out and pay the MPEG 4 |icense and | everage their
time and effort to actually go out and do the anal ysis,
they can't pronmise that either. So it's a pretty
significant problemthat even an international standards
organi zation can't prom se you that if you pay their
i cense, they can cover you against third party |lawsuits.

Anot her comment, just to be clear on the
al l ocation of resources that we're facing and naybe to

give a little bit of a ballpark of how research and
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devel opnent is inpacted by patents, our conpany is 75
percent engineering, research and devel opnent. W' ve
been around for 2 years. For the first year and a half
we were allocating roughly 50 percent to advanced
research and 50 percent to developnent. |In the com ng
quarter that allocation will now be 50 percent
devel opnent, 25 percent research; 25 percent of that wll
al so now be dedicated to assisting in the filing of
patents. This is actual engineer tinme, these are
physi cal engi neering resources who could be devel opi ng
new technol ogies who will be working directly with our
attorneys to process the actual patents.

By the way, that does not include the negative
i npact on productivity that occurs when you force
engi neers to talk to | awers.

As a conplete side comment, but | think one
t hat was brought up earlier that | found to be shocking
and interesting, is this concept of wlful ness clains
that Jim brought up earlier.

My first introduction to the way to deal with
patents by my attorneys was, for the |love of God, don't
| ook at them which neant that | was in a vacuum for nore
than a year. | sinply didn't | ook at any patents and I
never went to the USPTO site, and if anybody nentioned a

patent | burned it as quickly as possible.
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|'ve recently reversed that process, sinply
because |'ve been asked to sign these warrants and | kind
of feel like I need to know what |I'm warranting. That
puts me in a very precarious position. | now amfamliar
with | ots of patents, many of whomit's reasonably
arguable | m ght be infringing on, although for the
record | don't believe I"'minfringing on any patents.

That just strikes me as a very odd way for the
law to work, so just my two cents to those who m ght have
sone ability to change it: if you could fix that, that
woul d be great.

Last part on the concept that's been fl oated
around a little bit on reallocating the scope of patents
to be proportionate to the industry, the idea strikes ne
as being very common sensical. Really, if you sort of
| ook backwards, if the concept of patents is to pronote
i nnovation, and to be very bottomline as a citizen and
as a consumer to provide nme with as nuch cool stuff as
possible for as little as possible, a patent should
conpensate an innovator with the very | east amount of
econom c incentive that would introduce as mnuch
i nnovati on as possible, so that if |I as an innovator feel
like I can get, say, 10-X return on ny risk, I'Il do it.

I n many industries, particularly in the

software industry, you don't have to give ne any
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incentive because conpetition would generate innovation.
It would be great if | could get 100-X return on ny
i nvestnent, and certainly as an executive |'I|l probably
be | obbying you to do that, but as a citizen if you | ook
at sinply the risk involved in the devel opnent of
intellectual property in different industries, the
investnent and tine to market is incredibly disparate.

| mean, before | got into this IP nonsense |

was actually involved in biotech, and they were talking

about ten, fifteen years, hundreds of mllions of dollars
and very high likelihood that it'lIl blow apart at any
nonment .

In my business | can develop intellectual
property that's highly patentable in two, three nonths,
$20, 000, and it's guaranteed to work because | did it.
Rewarding nme with the equival ent patent coverage | ust
doesn't seemto nme to make sense from a pure commopn sense
perspective. | would say that the biggest issue really
is taking the time to go out and take a | ook at what the
actual econom c inplications are of changi ng that
machi ne, and then really taking the time as intelligent
people to figure out how to inplenent the right
institutions to make it work.

| admt |I'mextraordinarily naive. | actually

do tend to believe that smart people can actually devel op
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pretty good rules when they put their mnds to it, but
that naivete leads me to think that's a pretty good idea.

MR. BARNETT: | think at this point we should
go straight to the source as far as the Patent Ofice
goes, and Ray, do you have any thoughts?

MR. CHEN: Thanks, Mke. |I'mnot even sure
where to start. [|'Il just do the best | can to talk
about a few different things.

Yeah, | am concerned that nmaybe there is, the
nore | |isten, perhaps a perception gap going on with
regards to the Patent and Trademark Office, but first of
all, I think I do recognize that there's a concern about
uncertainty with regards to patent scope and things |ike
that, and perhaps patents being interpreted rather
broadly.

But at the same time, | think if you | ook at
the recent few years, say five to seven years, and you
| ook at what the Federal Circuit as well as the PTO has
been doing, you'll see that there's been a rather
significant conscious trend towards stressing the clear
notice function of what patents should have in terns of
what their scope ought to be, and I think that's been
especially stressed in these past few years.

If a certain Conm ssioner has taken pride in

the fact that filings have gone up and i ssued patents
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have gone up, | think it's probably nmore of an indication
to himthat that's a reflection on the pace of
t echnol ogi cal change in this country, especially over the
past 20 years where we've seen an expl osion of progress
in so many different industries.

| think the USPTO woul d definitely want to
encourage as nuch public participation in the process of
trying to maintain a strong systemof valid patents. |
think that's really what the PTOis there to do. | don't
t hink there's anybody in the PTO that really thinks that
its incentive is to issue as many patents as possi bl e.
think it's to try to do the best job that it can do under
the circunstances and under the prior art that it has
access to, and to that extent, public participation is a
probl em

| " ve been hearing that there seens to be
feelings of concern with the two re-exam nation regi nmes
that currently exist, and perhaps they are inperfect, and
we're definitely open to hearing all kinds of suggestions
that we can pronote on the Hill to inprove both of those
processes, as well as the possibility of opposition
pr oceedi ngs.

| think we've heard that the Business Methods
Patent Initiative that canme out a couple years ago has

done quite a bit in this particular arena to inprove the
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quality of the exam nation process. W've done industry
outreach where we've specifically gone out to seek out as
much prior art as possible. Obviously, nost of our prior
art databases rely on previously issued patents, but in
areas such as software and the Internet, obviously we
have to go to non-patent literature as nuch as possible.
And again, that's where we really count on public
participation.

One question | have from hearing sone of the
di scussion this nmorning is whether there's sonething
uni que about the software industry -- and maybe | pose
this specifically to Professor Mowery and M. Pooley --
about this tension between small conpanies, |arge
conpani es, maybe a small conpany having a patent, and
whet her or not there's this follow ng perception that
t hese smal| conpani es are sonehow creating a drag on the
| arger conpani es?

And just as a crude analogy | would | ook at,
say, the auto industry where nmaybe an individual inventor
has a patent on a wi ndshield w per and then all of a
sudden goes and tries to reach out to the Big Three
aut onotive conpanies and tries to find a reasonable
royalty there, and is that somewhat anal ogous to what we
see here?

| guess the only question I have is, is there
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sonet hi ng uni que about the software industry that makes
it different fromreally any other industry that's
dealing with these sanme type of issues?

PROF. MOWERY: | have to go in just a couple
m nutes. | think the question you pose is absolutely the
ri ght question to pose to this group because | think that
there's a great deal of industry specific know edge here
and a |l ot of what, in nmy view, we've heard this norning
could be replicated in other industries: small firns,
|arge firnms, short pockets, deep pockets, etcetera,
etcetera, etcetera.

Seens to ne there are probably two or three
t hi ngs about software that are different. One obviously
is the fact that you have a regime change in this
industry in some sense where you have new narkets opening
up where formal | P protection now is nuch nore val uabl e,
and you have this change in the judicial deference to
patents and the |like that has increased the perceived
val ue of patents.

Al'l of that nmeans you're in this transition
period where you're going to a nmuch nore patent intensive
regime. That nmeans that the patent-based prior art is
much | ess abundant for exam nation. But again, that, I
think, is sonething that one sees in new areas of

technol ogy nore generally, this transition problemin a
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systemthat relies heavily on reviews of patent-based
prior art.

So software is different, but software is not
different in that you' ve got this transition problem and
arguably, once the transition is over, whenever that
happens -- and as prior art beconmes nore abundant that
may be | ess of a problem-- but | think the other areas
in which software may pose unusual challenges is the
potential conplexity of the patent coverage of a given
artifact. | mean, the argunment that you can have
potentially dozens or hundreds of patents covering
i ndi vi dual conponents of a product, that may create one
of these anti-comons problenms where the conplexity is so
great .

The second, | should say the third area in
which this industry is perhaps different is that the cost
of entry, particularly as conpared with the autonobile
i ndustry, is obviously relatively low. | mean, people
still in some instances can enter this industry on the
basis of maxing out their credit cards. That's not
commonly associated with other far nore capital intensive
i ndustries.

So arguably you have a much | arger fringe of
i ndependent or new entrants who are interacting wth,

sonetinmes fruitfully and soneti mes not, an established
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group of firnms, so in sone ways that may be anot her
characteristic of this industry that is different, but
it's enbedded with the change in markets and the change
in technology that is driving this industry so rapidly.

So those are sonme thoughts, but I don't think I
have fully exhausted the possibilities of what makes this
i ndustry unique. | wish | could stay and hear from
peopl e who actually know nmore about it froma
practitioner point of view, but |I have to go teach.
Excuse ne.

MR. KOHN: If I can reiterate a couple of
David's points on the difference between software and
others. The availability or nonavailability of prior
art, primarily because a lot of it's behind the object
code, is a challenge the Patent Office has had and we
realize that, and al so the nunber of potential processes
that could be in a mllion-line or ten mllion-line piece
of source code.

But again, sonmething | nentioned earlier. You
can't get a copyright on a windshield wi per, so really
the only avail able protection for innovation for
wi ndshield w pers is patent protection. You already have
copyright protection in that entire piece of software.
What is the marginal benefit of patents within that

particul ar piece of software to the people who have to
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make noney selling the software? So | think that is
sonmet hi ng that shoul d be considered, and | think clearly
there is a difference in software.

| don't know necessarily that there needs to be
any changes to the patent law to reflect this. [|'ve
given a |l ot of thought to this. The changes that were
made several years ago, | think were great, elimnating
t he submari ne patents. But having been through sone
maj or cases, | just think that -- and I didn't nmean
earlier to accuse the Patent O fice of overtly doing it
or whatever, but certainly I do think the Comm ssioner
was very proud of the fact that the quantity of patents
are going up

| don't necessarily think it's all this new
i nnovation, it's just all this need for defensive patents
because of this thing that's been created. But | think
the focus mght be in what is the value in the software
field of that one patentable piece of this huge product
that has lots of contributions to its value, and how can
that be determ ned at an early stage so soneone can neke
an evaluation rather than just being faced with "W want
five percent or we want ten percent, or this is going to
cost you half a mllion dollars to litigate,”™ so it's a
nui sance value to begin with even though there's sone

m nor val ue there.
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| think there should be sonme focus -- and | was
alittle disappointed, Janes, that you didn't have the
total solution to the problem on the process of
litigation. Maybe when this lawsuit is filed or nmaybe
when you get a demand |etter there's sone kind of board
t hat goes through the evaluation of what's going on here
to weed out the frivolous clainms or not. | don't know
the answer to that, but | think that's where a ot of, I
t hi nk, useful focus can be made.

MR. BARNETT: Pam

MS. COLE: Yes?

MR. BARNETT: You' ve been very patient.

MS. COLE: | have, and |'musually not. Just a
few i ntroductory comments. First of all, ny views do not
reflect ny colleagues at the Antitrust Division or ny
superiors, and they m ght not even reflect ne because
t hey change every day. | actually wanted to shift gears
alittle bit and talk about the role of the antitrust
enforcenent in all of this since these hearings are about
the collision, if you will, of intellectual property and
the antitrust.

Let me first say that | work with the San
Franci sco office of the Antitrust Division, and the
Federal Trade Conm ssion also has a San Francisco office,

and both offices pride thenselves in being very famliar
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with high tech antitrust issues that are com ng out of
the Silicon Valley. That is what we tend to specialize
in, so know that you have local friends in the antitrust
enf orcenent agencies that you can talk to.

Which leads me to a story that 1'd like to tell
sone of the business people here today. About a nonth
ago, a small business owner cane in to nmeet with ne.
This small busi ness owner was being sued for patent
infringement by a very big firm This small business
owner had found out that this very big firmhad indeed
sued many conpani es for patent infringenment, had | ost al
of the cases that had gone to litigation, and if the
cases didn't go to litigation had actually purchased the
def endants as a way of settling the |awsuits.

That raised a |lot of red flags with me, and
t hat type of behavior by a dom nant firmor a dom nant
patent hol der can raise sone interesting antitrust
i ssues. They could potentially raise some sham
litigation issues by the patent holder in terns of
bringing these infringenent cases as a way of tying up
these small firnms and because they're too busy defendi ng
the case to focus on what they're there to do.

And it's also a way, like |I said, that they can
be acquiring these firms. And a lot of tinmes we at the

governnment wi Il not know about these acquisitions because
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they will fall below the Hart-Scott-Rodino notification
threshold or they will be deliberately structured in such
a way as to avoid Hart-Scott-Rodino notification. So

t hat type of behavior can raise Clayton Act merger
concerns, it can raise shamlitigation concerns, and I
opened up a case and now I'mgoing to look at it.

Now, the good news is that if the government
| ooks at a case it doesn't cost you anything except your
tax dollars. Now, yes, we can nove slowmy, but quite
frankly, I'mnot sure we nove any nore slowy than the
private courts do in this.

So | just want to raise that and | actually
wanted to ask any of the panelists if they've had any
experiences nostly as a patent defendant where they have
rai sed antitrust counterclainm such as shamlitigation
countercl ai mns, patent m suse counterclains, unfair
conpetition counterclainms. | nean, the good news is if
you win on that you obviously get treble damages and you
can get attorney's fees.

So | see sonme cards going up so | think I'1l]
just stop right there and hear fromyou on that.

MR. BARNETT: | think Bob just edged out Jim

MR. KOHN: Sure. Well, when we were sued, when
Borl and was sued by Lotus -- ny God, when was that, '93,

1990, '91? | don't know when it was -- we intentionally
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did not file any counterclaimfor antitrust or anything
el se, but particularly antitrust.

And you know, they had 80 percent market share
at that time, which was before Excel essentially, so
there were potential clains there, but the reason why we
didn't was it would have invoked their insurance
provi sion so the |awsuit would have been covered by
i nsurance, so we intentionally did not.

And npst antitrust counterclainms in patent and
copyright cases tend to be viewed by the people in the
profession as just sham They're not really going to
wor k, but you just throw sonmething over to the other side
to put themon the defensive. But we decided not to do
t hat because it would just sinply have all their
litigation financed.

Qurs was financed fortunately by our insurance
because | made a clai munder our advertising injury
provision, and we literally changed all the insurance
forms as a result. But we had al nost all of our fees
covered by the cost of that, and we knew that on the
ot her side that would be the main advantage for them so
we didn't do it.

And again, antitrust clainms are generally these
really soft claims and very difficult to do.

And the anal ogy, by the way, of
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Hart - Scott - Rodi no, maybe there should be a
Hart - Scott- Rodi no ki nd of process before patent
litigation begins.

MR. POOLEY: There's sonething provocative.

| would just say that from ny own experience,
increasingly antitrust clains, counterclainms are nmade in
patent litigation, but you have to distinguish between
the sort that are the shamlitigation clains which judges
| ook on generally very skeptically, tend to bifurcate and
put off because you haven't reached the predicate point
of proving that you' ve won the case, and then the nore
conplicated interesting kinds of clainm of the sort that
you' ve recogni zed or you've nentioned, including refusals
to deal .

And there, | think, the experience generally is
that the trial judiciary, cheered on a bit by the Federal
Circuit, is also fairly skeptical about those kinds of
cl ai ms because what they're hearing at |east fromthe
Federal Circuit is that patents are a very, very strong
bit of property and you can't blanme owners for how they
use them And | realize, of course, it's a nuch nore
conplicated issue than that, but the tone is there.

And so, on the other hand, we absolutely see
t hese kinds of clains com ng up nore and nore often, and

sonebody's going to have to deal with them at the

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

435

appellate | evel on a continuous basis, | think, until we
get further clarity.

MS. COLE: Let nme just respond very quickly to
some of those comments.

First of all, there will be separate hearings
that the Federal Trade Conm ssion will be holding in D.C
in terns of the role of the Federal Circuit. Perhaps it
is because | was one of the attorneys that represented
Intergraph in the private antitrust suit against Intel
that went to the Federal Circuit, perhaps that leads to
these comments. | nyself amvery concerned about the
role that the Federal Circuit is playing in antitrust and
| think that's an inportant issue.

In terms of your comment that antitrust
counterclains are often viewed as a sham or | ooked down
upon, again, this may cone from ny perspective of being a
plaintiff's antitrust |awer in private practice and
actually went back to the government, and after hearing
comments today |I'mvery glad that | did.

You know, don't be so sure who's creating that
perception. | mean, granted, yes, there are sonme cases
that are of concern that are com ng fromthe Federal
Circuit, but I think you just have to be careful in terns
of who mi ght be creating that perception and why it's

bei ng created, because the antitrust |laws are still
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there. There are still some good opinions on the books.

And | do agree that shamlitigation is
increasingly beconming difficult to prove, but one of the
great things about doing an antitrust counterclaimis
t hat you get access to sone very good docunents that you
cannot believe exist, and so | just wanted to nake those
two conments.

MR. BARNETT: | think Jims comrents brought up
another idea in nmy mnd. Another avenue other than
[itigation where antitrust or fair conpetition issues can
arise is in the licensing or cross-licensing process, and
we' ve heard concepts such as |everaging and also fromthe
st andpoi nt of dealing with patent pools or dealing with

(Tape Two, Side B)

MR. POOLEY: | have raised this notion before.
| " mnot sure whether it's a good idea or not, but it is
an idea and so I'd like to throw it out here and perhaps
hear comment from some of the other panelists.

One of the problenms in licensing is the notion
that was alluded to by Josh; that is, that virtually al
patent |icenses are confidential. And as a result of
that, when you enter into negotiations with a patent
hol der and the assertion conmes across the table that you

shoul d pay X anmount, whatever it is, because the industry
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has recogni zed that, the natural response probably would
be, "Well, that's interesting, but let ne see the
licenses so | can exam ne what the circunstances are and
wei gh the context in which that kind of agreement was
reached. "

But you can't see those agreenents, you don't
know precisely who the people are, how nuch it is that
they actually are payi ng when wei ghed agai nst ot her
contributions that they're maki ng or obligations that
t hey' re taking.

That, it strikes nme, necessarily leads to a
hi gher general paynent of royalties than otherw se woul d
happen if, for exanple, and this is where the idea is,
all patent licenses |ike patent assignnents were required
to be recorded and perhaps nade avail able for inspection.

You know, a radical notion and one that where
we have to think about the collateral consequences, but
it bears nmention that there's a great deal of opacity
that inhibits the natural process of negotiation of
licenses, and it m ght be helpful if we were to free
ourselves fromthe problemthat conmes up every tinme when
soneone suggests you ought to pay this and you say,
"Well, et me see your other licenses and they say we
can't do that."

And the rejoinder is, "Well, if |I sued you or
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if you sued ne, we'd be able to see them" And he says,

"Yes, | know that, but we're not in litigation." So you
feel alnmobst as if you're forced into litigation in order

to get the discovery that you need to make an intelligent
resolution to the dispute.

MR. KOHN: | like that. That's a great idea.

MR. BARNETT: Brad.

MR. FRIEDMAN: | had one comment, but |'m going
to fold it into what Jimjust said, which was intriguing.
|"mgoing to, Jim rem nd you of what you had suggested
in terms of using inpleading in ternms of having all the
peopl e who m ght ask for a share of the royalties, of the
rents.

One thing that David Mowery said was that the
software industry was unique in terns of the nunber of
conponents and the patents covering the various
conponents to it. There's another industry that clearly
cones to mind that |'ve previously worked in, which is
bi otech, and certainly pharmaceuticals, which shares that
problem that the final product is covered by a |arge pool
of patent owners, each of which own the naked virus, the
gene, certain conmponents, the vehicle of delivery and so
forth that result in the final product.

And sonme system whereby you could pool these

interested parties, and | view them now as patentees on
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t he one hand, and then on the flip side the potenti al

| i censees whose agreenents you can't see, pool them

t oget her and create basically a market-driven assessnent
of the value of the patent.

The difficulty there is markets with few people
init are extraordinarily inexact. Currently what we
have, though, is a one-off every tinme, and so | certainly
don't see that what |'m suggesting is a panacea, but it's
a whole | ot better than what we currently have. Nor, of
course, am |l suggesting a particular structure because |
haven't thought of one, but | think it's inmportant to
| ook at the uncertainties that we can focus on and bring
to |ight.

For instance, we require sone |license
agreenents to be recorded if you want to create a secured
interest in that |icense and the val ue, the revenue that
comes with it. Well, perhaps having all |icense
agreenments recorded for the purpose of allow ng the val ue
of the patent to be seen is a good idea. Wether or not
t hat should be public to everyone or available to those
who sincerely are approaching for a license, maybe that's
a good thing to do.

Which is leading me to say perhaps we want to
go to a conpul sory |icense nodel such as in France, in

whi ch case a reasonable royalty becomes out there and al
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coners who are interested can show that they deserve to
have a license. |I'mnot sure if we want to go there, but
| think it's sonething we ought to look at if you're

| ooking at trying to shed light on those areas of
uncertainty.

MR. BARNETT: Thanks, Brad. | think at this
point we may start wrapping things up. |[If anyone has any
particular final coments they'd |ike to make or any
t houghts that they've had as a whole, we'd appreciate
them now. Jim

MR. POOLEY: Just a quick coment. The
conpul sory licensing scheme | know Brad appreciates is a
provocative notion, and just for ny own point of viewl
think we need to be very, very cautious about that,
because one of the pillars of the patent right is the
right to exclude, and once you create a general
conmpul sory licensing schene you' ve elimnated that right.

| think there is sone nerit in other
suggestions |1've heard where, for exanple, the right to
exclude, that is to provoke a judge to issue an
injunction, mght be limted to those who actually
practice the invention, but a general conpul sory
licensing schene | think is anathem to our system

MR. KOHN: But conpul sory licensing isn't

totally foreign to intellectual property. It may not
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apply in the patent field because the relative val ue of
t he patent of the particular product is going to be so
varied in each case it would be very difficult.

And | nmean, | don't know how they do this in
France, but in the nmusic industry there's a value of a
song to a sound recording and they've set it at 7.55
cents and that's what the governnent's statutory rate is
set. And sone songs have greater value than others to a
recordi ng, but you know, there is a level playing field
that they can establish there for that.

| was | ooking at ny testinony seven years ago
in front the FTC and | suggested in one instance, and |'m
not taking this position today, but that a conpul sory
| icense m ght be applicable in an antitrust situation
where soneone is controlling sonme kind of an interface
standard or sonmething like that to such a degree or so
dom nant that it's determ ned that --

MR. POOLEY: Essential facility.

MR. KOHN: Essential facility, | don't know
what the terms are, and | don't want to get too close to
t hat subject. But anyway, |'m not suggesting that, but
conpul sory licensing m ght be confined to specific
i nstances where the antitrust field comes about.

MR. FRIEDMAN: | just wanted to say that |

think it's clear we have a lot in our arsenal in terns of
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enhanci ng i nnovati on and specifying the ways in which we
do that, and so if we put all of those on the table and
take the radical idea that we can actually change things
with a focus of vision as opposed to it's hard to change
what we have as opposed to inertia, | think we can get to
a place, perhaps even in our lifetine, where we' ve

i nproved the system quite significantly.

MR. BARNETT: Very good. Does anyone el se have
any comments? On that note, | would sincerely like to
thank all our panelists for com ng today and would |ike
to join in a round of applause for them

(Appl ause.)

Thank you for attending. The next session is
at two o' cl ock.

(Wher eupon, at 12:25 p.m, a luncheon recess

was taken.)
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AFTERNOON SESSI ON

MS. GREENE: Welcome back and thank you for
returning for the afternoon panel. W had, as many of
you know, a fantastic panel this nmorning that was an
i ndustry panel |ooking at the Internet and software.

This panel is entitled "Diverse Perspectives in
Patenti ng" and we have an extraordi nary group of folks
around the table, so let ne turn to introducing themvery
qui ckly.

Firstly, 1'd like to introduce nmy coll eagues at
the government. M nane is Hillary Greene and |I'm from
t he General Counsel's O fice at the Federal Trade
Comm ssion. To my left is Bill Cohen, who is the
Assi stant General Counsel for Policy Studies in the
O fice of General Counsel.

MR. COHEN: Policy Studies.

MS. GREENE: Policy Studies, that's where we
cone from-- Bill and Hillary. And then one person over
we have Carolyn Gal breath, who is a representative from
t he Departnment of Justice; and then to her |eft we have
Comm ssi oner Tom Leary fromthe Federal Trade Comm ssion;
and to ny right, Ray Chen, who's fromthe Patent and
Trademark Offi ce.

Okay. Let nme just go real quickly through who

our panelists are. They're going to be each giving
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presentations scattered throughout, so why don't | just
get the intros out of the way up front.

First we have Greg Aharonian, who is the
publ i sher of the Internet Patent News Service, a daily
e-mai |l newsletter that covers intellectual property
i ssues. The newsletter has focused on the issue of
patent quality, in particular the problens patent
appl i cations and exam ners are having dealing with
non-patent prior art. M. Aharonian is also a consultant
to corporations and |aw firnms conducting patentability
and invalidity searches primarily in the electronic and
comput er areas.

We al so have John Love with us. John Love is
the Goup Director in Technology Center 2100 at the U. S.
Patent and Trademark Office. As director, he is
responsi bl e for managi ng the work of several hundred
exam ners who review patent applications for conpliance
with statutory requirenents for patentability in the area
of data processing, e-commerce and cryptography.

M. Love has al so served as Chairnman of the Supervisory
Pat ent Exami ners and Cl assifiers Organi zati on and has
been awarded many Departnment of Commerce awards for his
work at the Patent Office.

Next we have Rick Nydegger, who is a founding

partner at Workman, Nydegger and Seel ey, conducting |IP
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matters for many of the firms clients in the electronic
sof tware and i nformati on science, e-commerce and nedi ca
devi ce technol ogy areas. M. Nydegger was invited in
1999 to beconme a nmenber of the National Patent Board, a
non-profit entity founded to provide access to
experienced I P attorneys for nediating patent disputes,
and he has al so served as an arbitrator.

Next we have John Place, who is the Executive
Director of the Center for Internet and Society at
Stanford Law School, a policy center dedicated to
exploring the inpact of the Internet on | aw and society.
M. Place is a fornmer Vice President, General Counsel and
Secretary of Yahoo!, the first in-house attorney Yahoo!
hired. And before joining Yahoo! M. Place was senior
corporate counsel at Adobe Systems. The Los Angel es
Dai |y Journal has named hi mone of the 100 nost
influential attorneys in California.

Next we have Carl Shapiro. He is a professor
here at the Haas School of Business and is Director of
the Institute of Business and Econom ¢ Research and
Prof essor of Econom cs in the Econom cs Departnment at
UC Berkeley. He has also had a public service career.
He served as Deputy Assistant Attorney General for
Economics in the Antitrust Division of the U S.

Departnment of Justice during 1995 to '96. His current
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research interests include antitrust econom cs,
intell ectual property and |icensing, product standards
and conpatibility and the econom cs of networks and
i nt er connecti on.

And next we have Robert Tayl or, who is Managi ng
Partner of the Silicon Valley office of How ey, Sinon,
Arnold and White. For nore than 25 years he has
specialized in patent and antitrust litigation and
related fields of law. His experience covers all aspects
of litigation in these areas. He is the former Chair of
the Antitrust Section of the ABA. He was also a nenber
of the Advisory Comm ssion on Patent Law Reform whose
report was presented to the U.S. Secretary of Commerce in
August, 1992, proposing changes to patent | aws.

Next is David Teece, who is participating with
us once again today. He is an applied industrial
organi zati on econom st and an econom cs professor here at
t he Haas School of Business. He has testified before
Congress and government agencies on regul atory,
t echnol ogy and antitrust policy, and has authored over
150 books and articles.

Additionally, we have Les Weinstein. He is the
Senior Litigation Partner at Squire, Sanders and Denpsey,
focusing on patent and antitrust matters. He counsels

technology clients in a wide variety of fields including
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chem cal, pharmaceutical, electronics and tel ecom
i ndustries. He began his |egal career as the first U S.
Patent and Trademark Office registered patent |awer
enpl oyed by the U. S. Department of Justice Antitrust
Di vi si on.

And we have an unfortunate om ssion. Katherine
Ku, the Director of the O fice of Technology Licensing at
Stanford University, is not able to join us, which is
unfortunate, but we are really delighted to have in her
pl ace Luis Mejia. He is the Senior Associate in the
Office of Technol ogy Licensing at Stanford. He has been
at Stanford for 14 years and has negoti ated over 200
i cense agreements. He has a Bachelors of Science and
Mechani cal Engi neering from Ari zona State University, and
has been the co-founder of several Silicon Valley startup
conpani es. He has spoken internationally on many
occasions on the topic of technology transfer at
universities. Mst recently, he was keynote speaker at
the Ericsson Innovation Awards at Canberra, Australi a.

Well, it took a while. Fantastic panel. Thank
you all so much for joining us.

Let's see. In ternms of logistics, we're going
to have three presentations, then we're going to have
di scussion, then we're going to have two presentations,

and then we're going to have a break. Then we'll have a
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coupl e nore presentations and then a di scussion.

The bottomline is that | realize that the
nunbers don't add up. Several of the panelists who are
joining us today were kind enough to forego a forma
presentation on the assunption that our discussion would
be an adequate vehicle for themto get their ideas out.
And what | can say is: we know who you are, and so while
everybody el se needs to tilt up their table tent |ike
this to let me know that you have a coment to nake, |
want to make sure that those people who won't be giving
formal presentations just throw their table tents at ne.
| really want to make sure that you have your points
adequately included. OCkay, so here we begin.

We tal k about the social trade-offs that are
i nherent in the patent system and what we have is you
have di scl osure, and what you get fromthe disclosure is
a right to exclude. As a result of that, we as a society
are hopefully pronoting innovation.

What we're going to be |ooking at today is, as
a practical matter, what does it mean to inplenent that
trade-of f? What are the consequences of how we choose to
i npl ement that trade-off? Step one in this process of
i mpl ementing the trade-off is clearly the patent
application or the grant process. Qur first three

presentations will focus directly on that process, and
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then we'll have sonme discussion. And then we wll expand
our inquiry into how the patentee uses the rights once
acquired, and part of that will be the litigation that

i nvariably, or at |east frequently, ensues.

So why don't | turn now to our first
presentation by Les Wi nstein.

MR. VEI NSTEIN: Thank you. Can you hear nme in
t he back? You may want to change places with people that
can't.

First | need a standard disclainmer. | do not
speak for my law firm nmy partners or ny clients. | cone
here today speaking on ny own, drawi ng on my experience
in the mddle of the last century as patent exam ner, as
an antitrust |lawer, and now increasingly involved in the
patent antitrust interface.

For those of you who are interested, nore
extensive remarks and sone suggestions about the problens
that need to be renmedied are going to be avail able on the
FTC s website. I1'mgoing to focus on a couple of points
t oday.

| want to conplinment the Justice Departnment and
the FTC for this very inportant step. This is sonething
that is essential to our econony, and you're to get high
prai se for undertaking this work.

| am deeply concerned with the way the patent
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systemis functioning today. M view of it is that we
are no | onger granting patents on inventions, we are
granting patents on investnment. And that's a policy the
country can nmake, but it would be nuch nore efficient to
do it through tax policy rather than handi ng out --

t hrough the exam nation process with all of its

i nperfections -- patents which are also clubs, and ||
conme to the nature of those clubs in a nonent.

They're clubs to drive people out of business.
They can be clubs used to destroy their investnment. The
excl usi onary power of a patent, as Kodak found out a few
years back when it lost $900 mIlion because it nmade a
"m st ake" can be very powerful in how our econony is
ef f ect ed.

Now, in fairness to the Patent O fice, which is
often everybody's current whipping boy, it's fair to
recogni ze that the Patent Ofice is caught often between:
the dictates of the Court of Appeals for the Federal
Circuit which is expandi ng what can be patented, the
statutes our Congress has passed through whatever
| egi sl ative process goes on commanding themto do certain
things; and its own shortcom ngs in budget and
occasionally in talent. So I do not want you to think
that 1'mhere to bash the Patent O fice particularly, but

to tal k about how the system worKks.
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The problemas | see it is that we are issuing
too many patents with too many cl ainms, each of which is
an individual patent as a practical matter that cannot be
understood. W are told that a patent is like a deed to
property or like a statute, that it's supposed to warn
people as to what is forbidden. Yet in alnost every case
now, mllions of dollars are spent and certainly hundreds
of thousands in Markman hearings so a judge that is
reversed about 50 percent of the tinme, can tell people
what that patent neans. Sonething is wong with that
system

There are patents that cone out today with
hundreds of claims, unintelligible to al nost anyone
except the people who drew them And yet, people who
violate them jeopardize sonetinmes a lifetinme of
i nvestnment or their division or their product. That
system doesn't work well to spur innovation or carry out
the constitutional mandate.

| ndeed, for those of you who were here this
nmorning and |listened to the people in the software
i ndustry tal k about how threatening this is to their
busi nesses, as | see it, patents today are often
entrenching the established at the expense of all ow ng
t he newconer to conme in. | question today whether a

Steve Jobs could start an Apple or a Bill Gates could
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start a Mcrosoft in view of the web and thicket of
patents that is out there. Let nme give you just a couple
of qui ck exanpl es.

| was in the ski shop the other day and | was
interested in buying an orthotic for my ski boot, and I
spotted this little card here saying it's covered by 38
patents. Now, that's very interesting because, as it
turns out, a conpetitor only needed 1 to protect its own
devi ce.

Now, I'mnot faulting this conpany. It nerely
t ook advantage of the system |'mnot faulting any
conpany that is playing by the rules. The question is,
do the rul es work?

Again, this nmorning those of you were here
heard Ji m Pool ey say don't junp on patents until you read
the claims, don't take anecdotal evidence. Let ne read
you a claimhere of a recently issued patent by four
i nventors of | BM

"A method for providing

reservations for restroom use,

conprising receiving a reservation

request froma user and notifying

t he user when the restroomis

avail able for his or her use.”

You know, if you say to this flight attendant,
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"Please tell me when the bathroomis available," you're
all probably infringers. This patent has in it 64 clains
by 4 inventors. It goes on to make a real contribution,

t hough, because it suggests in one of the alternative
claims that you could schedul e people by either the price
of their ticket or their frequent flier mles status.

Now, let me tell you that simlar things are
going on with | aser technol ogy, going on with
sem conductors and m croprocessors. And this is a
burden, this is a drag on our econony and we need to
figure out sonme way to fix it.

MS. GREENE: Right. And we're going to nove on
to our next presenter, and we'll be com ng back to you
and hopefully figuring out ways in which we can, quote,
"fix it." Our next presenter will be G eg Aharonian.

MR. AHARONI AN:  Well, since |I'mgoing to blane
the lawers | suppose we can fix it by getting rid of the
patent | awyers.

My problemis as follows. |I'mnot a |awer, so
when | hear a lot of these words | have to kind of define
themin my mnd. Wen | hear the word "antitrust' |I'm
sure there are a ot of legal rules in Washi ngton about
what exactly that means, but in ny mind it's someone who
abuses the spirit of the system and not actually any

particul ar | aw.
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A coupl e big businesses chit-chatting over sone
dri nks sonewhere could probably do it discretely enough
to not violate any | aws but end up sonehow abusing the
systemin sone way. To ne that's not so nuch antitrust
but against trust, to abuse the trust of the public, of
their peers, whatever. So to ne, | nean, what's at
interest to ne in the patent systemis the abuse of trust
t hat goes on, assumng there is any.

Now, to nme, | have no problemw th someone with
a good patent, devel oped patent with a new i nventi on,
bei ng as nasty as he wants. | suppose that's kind of the
fun of the ganme and the reward of actually comng up with
something new. | nmean, | think there's very little new
to be discovered and I think the person who does discover
sonmet hi ng new shoul d be able to have as nuch fun as he
wants with it, or her.

My problemis with the quality of the patents.
There are just too nmany patents, as Les and many ot her
peopl e have stated, that are just plain bad; and | bl ane
alot of it on the applicants thensel ves and their
| awyers.

Certainly, |1've bashed the Patent Office many
times over the years, and | think there's nuch they could
do to inprove their operations, but they are hanstrung in

many ways by politics and budgets and things |like that.
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But what gets nme is just kind of the cavalier attitude of
a lot of patent applicants, especially the corporations.
| " ve passed out, in the back of the roomif you
don't have a copy, sonme statistics |'ve gathered on
conputing patents, which is my field of expertise, and
the nunbers, | think, are quite interesting. The data
ranges from 1976 to 2001, so it's a very long tinme
period. It stretches the Internet period and it
stretches over the '70's and early '80's when a | ot of
the formative technol ogi es that now are part of the
| nternet and ot her areas were bei ng devel oped.

| mean, you see sone interesting things. W go
froma few thousand patents in the early '80's to upwards
of seventeen to twenty thousand conmputing patents a year
bei ng i ssued now. And I nean, frankly there's just not
t hat nmuch innovation out there to justify that kind of
rise.

One of the reasons why so many patents are
issuing is that the Patent Office really has no choice.
The exam ners are obligated to pretty much process a
patent application in two passes so that at the end of
the second pass if they have no nore ammnition to use
agai nst a patent, they pretty nuch have to issue
sonet hi ng.

And the problemis that you | ook at one colum

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

456

t here, Nunmber OREF, and the second columm, Percent ZREF.
What that translates into is the nunber of non-patent
prior art references cited on the average patent is the
nunber of OREF. And percent ZREF is the number of
patents that cite no non-patent prior art at all.

Now, in the conputing field as of today there
are probably about ten mllion publications in the
general area of conputing. There are mmjor
organi zations, | EEE, the ACM that have hundreds of
conferences and journals every year with thousands of
pages in each one. You walk into any engineering |library
around the country and all you'll hear is the |ibrarians
conpl ai ni ng about not havi ng enough room on their shel ves
for nore books, nmore conferences, nore papers. So that
for a conmputing patent today hitting the Patent O fice, |
woul d say that there are about ten mllion potenti al
pi eces of prior art that m ght be asserted against it.
Now, the vast mmjority of themare in different fields of
conputing. | nmean, a patent on a graphics technique wl
have no prior art in the database area.

But the fact that over half of all patents
issuing cite none of this prior art to ne is abom nable.
And the reason is that the corporations and the
applicants aren't doing any searching because they're not

obligated to. The problemthen is that the exam ners,
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who everyone knows are overworked and under-resourced,
they don't have tinme to go out and seek that prior art.
The end result is that they have to issue patents on

| udi crous ideas like a reservation for an airline
restroom because they don't have the specific information
on hand to properly issue a rejection.

So the solution is quite clear, it's to stiffen
the search requirenments for applicants. Rule 56 -- which
is an obligation on applicants to disclose what they know
but not to search what they know exists -- to ne, is a
total joke of a rule. It allows conpanies, especially
| arge conpanies |like an | BM which brags about having the
bi ggest dat abases on the planet and the best search
engines in the universe, to then say, "Oh no, we don't
know how to find out anything, only apply for our
patents.” | nean, cone on, give ne a break

The other problemis that right-hand col umm,
Percent Jepson. For patent applications there' s a
| anguage you can use in the patent clains and there's a
certain phrase that appears occasionally, "the
i nprovenent conprising.” Now, if any of you use software
or any technol ogy, al nost anything you see conm ng out new
on the marketplace is an inmprovenment on sonething el se.

| mean, there are few truly revolutionary ideas

anynore that are just so new that they're not an
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i nprovenment on anything. So, | mean, to someone who's
naive to all this you would think that every patent claim
where sonmeone's clainmng what it is they've invented
would first say, "Here's my inprovement over the existing

art," so that we could then focus, for exanple in Markman
heari ngs and ot her such venues, on what it is that's
truly new that sonmeone m ght be infringing. So you'd
think that 80, 90 percent of the patents would be using
this format if they were truly sincere.

G ven that even anongst |awyers in fields of
conputing the thought is that at |east half the patents
are invalid and, therefore, they' re an inprovenent on

not hi ng. And, yet, over the |last 20 years we see the use

of this format dropping. Why? Because |awers will say,
"Well, if we specifically point out to the exam ner what
the inmprovenent is, he'll issue us an obvi ousness

rej ection because he'll say, "well, you have so much

ot her stuff that everyone already knows about, your
little imrovenent's too trivial, it's obvious, so no
patent.'"

| can understand that, but the answer to me is
to have the patent |awer work with the Patent Ofice to
cone up with a way to, A get their client to do nore
searching, to come up with some m ni num search

requi rement that everyone would have to do, and B, to
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conme up with a way of pointing out what the inprovenment
is so that people can focus on that.

So, | think there's a |ot of work that can be
done with the nmechanics of the systemitself to inprove
greatly the quality of the patent w thout inposing an
undue econoni ¢ burden on anyone. Applicants are now
spending ten to twenty grand to get a patent issued out
of the Patent Office. In bulk, decent searching could be
done on all those either by the conpanies thensel ves, by
peopl e such as nyself, and | do this for a business, or
by giving nore noney to the Patent Office so they could
doit. 1'd estimate at the | evel of about $500 on the
average for a patent application. So for soneone
spending ten to twenty grand, and again we're talking
nostly corporations in the conputing field, | do not
t hi nk $500 is an undue burden to help inprove the quality
overall of the entire system

And the result then is these issues keep on
getting pushed off year by year. A |lawer down in the
vall ey, Ron Laurie, in 1988 and 1989 gave a talk on
conputing patents, and this was before all this hit the
press and becane real big news. But even back then he
was argui ng, based on his experiences in the firnms he was
with, that 80 percent of the issued conputing patents

were invalid. That was, what, 14 years ago, and frankly,
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| have seen not hing change in the subsequent tine period.

So nmy concern over the past few years has been
harping on this one issue. There's a |lot that can be
done very easily, very reasonably in terns of cost to
greatly inmprove the quality of the patents. And | think
that if applicants -- and again, if you |l ook at one of
t he colums, Percent Corporation, the vast majority of
t hese patents are going to corporations |arge or small.
We're not tal king about sone guy in a basenent anynore,
this is corporate stuff.

If you really want to get a powerful weapon,
the patent is -- and | have no problemw th the patent
bei ng a powerful weapon -- | think you should have a
hi gher burden to get such a weapon. But for too long the
pat ent bar has done nothing, and the Patent Office |
don't think has a chance to do much of anyt hing.

VWhat happens with all these issues? You have
to go into court, spend hundreds of thousands of doll ars,
mllions of dollars, arguing what it is that was
i nvent ed, whether or not the prior art was rel evant or
not, in front of a jury or a judge who doesn't understand
t he technol ogy, and the district court doesn't even
understand the patent laws. | nean, it's a real ness,
much of which could be dealt with a lot earlier in the

system but it isn't. The result is that |arge conpanies
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and smal |l er conpanies start building up these patent
thickets and they start suing people and it's hard to
fight stuff like that off.

| myself should know. | nean, |'ve been sued
for patent infringenent on a patent that is totally
wort hl ess, and you know, spent a fair anount of my own
nmoney defending nmyself. In the end | think I'll prevail,
but it's not something I should have been made to do.

And it's the type of patent that, had the
applicant been required to do sonme searchi ng ahead of
time when he was filing for the patent, or if the patent
assi gnee, once he got the patent but before he sued
soneone in court, was required to do a search.

| could maybe see arguing that, you know, let's
not burden everyone at the patent application stage. But
to be able to sue sonmeone without doing any due diligence
on the validity of your patent and hiding behind the the
canard of, you know, the patent was presuned valid, |
mean, again as a non-lawyer, that's silly. It my be
| egal, but it's not very serious.

So |l find it funny that in this era where we
have in Silicon Valley some of the brightest m nds, sone
of the nost powerful software tools, tremendous anounts
of technol ogy, some of which is being clainmd, that the

very process for protecting that technol ogy, the patent
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system is so ineptly run.

| mean, how can | arge conpanies in Silicon
Valley with a straight face file for these patents and
not do any searching when a five-m nute autonobile ride
fromtheir buildings and offices to, for exanple, the
libraries of Stanford University which are sone of the
best libraries on the planet, or conpanies here in the
East Bay, to apply for a patent and not say to one of
your engineers, "Get in your car, drive over there, park
it somewhere, do sone searching for an hour or two and
then we'll throw the results into the patent
application,”™ to me is just total nonsense, it's silly.

MS. GREENE: Ckay. Thank you so nuch. And
we're going to have John Love give his perspective on the
patenti ng process.

MR. LOVE: |If | can get this up on the screen
Thank you.

| was al so here this norning and found it very
interesting to hear the different perspectives. At sone
times | found it difficult to sit back and not say
anything. | was kind of rising up in nmy seat whenever
the term'PTO was nentioned, but there is one thing I'd
like to say about some coments this norning to get the
record straight.

A comment was made that all the exam ners at
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the PTO were both attorneys and engineers. And there
was, | guess, an insinuation, perhaps in jest or maybe
not, but that this somehow gave themincentive to issue
as many patents as they could because they were | ater on
brought into the private practice and woul d be defending
and suing on these patents. But | just wanted to get the
record straight that the vast majority of exam ners are
not attorneys; a close percentage would be about ten
percent have | aw degrees.

| appreciate the chance to cone and give a
presentation on what we're doing at the PTO to inprove
the quality with respect to these software and, in
particul ar, business nmethod applications. 1'd like to
give a little bit of a background here. | think nost of
us know this but it's been tal ked about indirectly and
sonetines directly.

There are knee-jerk reactions to patents that
are issued, and of course while the | anguage nay seem
clear even in the clainms, the clains do define the scope
of the invention, but the claiminterpretation is a
guestion of law and not of fact, and what you read nay
not be exactly what would be interpreted to be covered by
the scope of that claim [It's very conplicated. Not
uni magi nably conplicated, but it is a technical question

that the courts do go through when they interpret the
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scope of a claim They | ook at the specification and the
prosecution of the case that could have an effect on the
narrowness or how narrow those clains are interpreted.

And of course, we know that the right is to
excl ude others from maki ng, using or selling the
invention, and in response to what Les said awhil e ago
about exclusivity rights, | think we need to keep in mnd
that the Constitution in Article 1, Section 8, talks
about securing for inventors the exclusionary rights that
we're tal king about here, so even the founding fathers in
the Constitution provided for a patent system

There are many ways, and we don't pretend to be
perfect at the PTO there are many ways that third
parties or others can participate in the application
process both before and after a patent is granted. Wth
the recently changed | aw, the AlIPA, nost patent
applications will, in effect, be published 18 nonths
after their filing date. After that, any nmenber of the
public has an opportunity to submt prior art to the
Patent Office for our consideration.

Prior to that publication date, if an applicant
becomes aware -- excuse ne, if a nmenber of the public
sonehow becones aware of a pending application or sees
that a product is stanped patent pending, they can send

to the PTO what's called a protest under our rules, Rule

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

465

291, and include with that any information they'd |ike us
to consider as a protest to the grant of a patent
application on that particul ar product.

And we al so heard this nmorning sone discussion
about the various procedures that we have after the
grant. And we do have, in fact, at |east four procedures
whereby the validity of a patent can be brought into
guestion after it's issued by a third party w thout
necessarily getting involved in a, except for the fourth
one there, without being a party to litigation.

The first is through a prior art citation as
provided for in Rule 501. Any third party can submt a
prior art statenment and have it placed in the file of a
patent. Those subm ssions are submtted to the group
directors for review and will in fact be considered
shoul d a reexam nation request be filed in another
proceeding. Those prior art statenents that are in the
file will be considered.

There's an opportunity for an ex parte re-exam
proceedi ng. Any nenber of the public can initiate that
proceedi ng, and we've averaged in the last 15 or 20 years
about 400 per year.

Al so, the AIPA provided for a second type of
reexam nati on proceeding that we call inter partes. And

that's the one where there's been a | ot of discussion
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about the adverse or the estoppel effect that may be,
say, a detrinment or a deterrent to people using that
particul ar process. W've only had three filed to date,
but part of the reason is that it only applies to
applications that have been filed after Novenmber of 2000,
so there haven't been a great deal of patents that have

i ssued since then.

And, of course, invalidity can be raised as a
defense in litigation by a party who's being sued or in
the prelimnary injunction hearing.

As far as | know, the Patent Office, we do an
internal review of the quality of our patents, and we, |
believe, are the only one in the world that will publish
the results that we get, our findings. And these reviews
are done by staff that report directly to the
Undersecretary for Commerce and they do not report to the
patent core managenent, so we hope and we feel that this
gives it a certain anmount of objectivity.

What you see there -- at the bottomline --
represents the core error rate. That means that in 5.5
percent, at least in '99, of the applications that we
eventually all owed, that there were 1 or nore clains that
our internal review found to be unpatentable for various
reasons, either 102, 103 or 112 or 101.

The TC-2100 and 2600, TC stands for technol ogy
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center, these are the two technology centers that deal

w th what we can, | guess, imagine as software patents.
There's a 95-percent chance that they would be assigned
to one of these technology centers. And you can see that
the error rate in those two technol ogy centers is bel ow
the office average. |In fact, last year, 2100, which I'm
associated with that has the software or the e-comerce
patents and the business nmethod patents, our error rate
went down substantially from ' 00.

In the year 2000, March of 2000, there was what
we called the Business Methods Initiative. That was
partially in response to a public concern about the
quality of patents that were being issued in the business
met hods area, and to address those concerns we put out a
rat her conprehensive programto help us in the
exam nati on of these applications. The purpose of the
i ndustry outreach portion of that initiative was to help
identify additional sources of non-patent literature
[NPL], to provide training opportunities for exan ners,
and al so provide a forumto discuss business nethod
i ssues.

We are partnering with over 30 industry
organi zations that communicate with us and talk to us and
provi de us resources for training and indicating

addi tional sources of NPL, since this initiative began.
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These are sone of the organizations that we partner wth:
the Informati on Technol ogy Associ ation of Anerica,
Software I ndustry Information Associ ation, NACHA, BITS,
and you can see the others.

We've had two internal partnership neetings
with our custonmers. Representatives fromthese business
organi zations and the |l egal community attend and we
di scuss the issues that are conmon and i nportant to al
of us. The initial roundtable was held in July of 2000
-- since | have ten mnutes, | got to prom se to get
t hrough here in ten mnutes. W published a federal

notice in the Federal Register where we indicated the

non-patent literature sources that we exam ned and we
asked our custonmers and our partners to indicate to us if
they felt there were other areas that we should be
| ooki ng at.

Part of the Director's initiatives were to
create three mandatory fields of searches for the
exam ners. The first would be the traditional classified
search for the exam ners, the second would be foreign
patent literature databases, and the third was that we
required the exam ners in the business nethods area to do
a non-patent |iterature database search

Now we' ve identified over 900 conmerci al

dat abases and we' ve grouped them together depending on

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

469

the particular technology or part of the business nethod
area that the exam ners are searching. And it's a
mandat ory search that they go into these comerci al

dat abases and do word technol ogy searches on the

i nventions. W also have available to the exam ners

pr of essi onal searchers who will help them go through

t hose dat abases and will help themcraft their search
strategy and actually do the search for themif they ask
for it.

Many of our partners have sent representatives
to give us presentations on different topics. You see
some of them here, and they're very well received by the
exam ners and they really give us a great deal of
information on what the up-to-date techniques are in the
i ndustry.

We have a programin the PTO where we will pay
for exam ners to take technical courses during their
non-duty hours, and we've expanded that now to take
courses in finance, business and insurance so that these
courses now al so qualify for the type of training that we
will pay for for our exam ners.

We've revised the guidelines to take into

account the State Street and the AT&T deci sions, which by

the way, | hope have put to bed nost of the 101 issues.

We're focusing now on trying to develop the best art that
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exi sts as opposed to the 101 issues about eligibility. |
explained this to you a little earlier -- about the fact
t hat we have a mandatory search for all cases that are
originally filed in class 705, and the exam ners are
required to search a docunent from each one of these
sour ces of searching.

A uni que aspect of this programthat we
initiated in 2000 is what we call our second |evel
review. When an exam ner gets to the point where they
feel the case should be all owed, we pass that on to an
experi enced exam ner or panel of exam ners who review
that case. They, first of all, reviewit to make sure
that the searching requirements have been net. They | ook
to make sure that reasonabl e all owances have been pl aced
in that case, and they also do a basic review of the
scope of the claim |If they have any questi ons or
concerns about the scope of the claimthen they' |l kick
it back to the exam ning group and we'll take a second
look at it. That's in addition to our overall quality
revi ew program

That is a sanpling of all cases throughout the
of fice, and since this program has been introduced, for
the entire portion of '00 which included the first two
quarters of "00 prior to the initiatives, the allowance

rate was 55 percent. In '01 the allowance rate for class
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705 went down to 45 percent, and that's conpared to the
office-w de all owance rate, which is 69 percent. The
al l owance rate is basically the percentage of cases that
are all owed versus those that are eventually abandoned.
And to give you some raw nunbers of the patents that we
i ssued in class 705 for '00, we issued 899, and the
patents that we issued |ast year in FY '01 basically were
cut in half to 433. So | hope that provides sone basis
| ater for discussions follow ng up.

MS. GREENE: Why don't we have sone of the
di scussi on now?

MR. LOVE: Okay.

MS. GREENE: We've gotten several different
perspectives on the patent system and how the trade-offs
are working as a practical nmatter. Do we have anybody
el se that would like to coment as to what their
experience has been?

MR. VEINSTEIN: | have a question for M. Love.

MS. GREENE: Absol utely.

MR. VEINSTEIN: To be candid, |I'mtroubled
about the terns "partners” and "customers.” Wen | was
an exam ner there were "practitioners" and "applicants.”
Shoul dn't your only partner be the public in which you
invite the public in to discuss these things and to talk

about what is good for the public interest?
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MR. LOVE: | think we realize that we have a
duty to protect the public interest, and patent exam ners
have al ways, their job is to protect what shoul d be
protected and then not to protect that which is in the
public domain.

And when we tal k about partners we don't limt
it to people that have filed patent applications. W
have menbers of the press, we have nenbers of acadeni a
cone to us and participate.

MR. VEEI NSTEIN:  Would you be happy if the FDA
treated peopl e seeking new drug applications as
custoners?

MR. LOVE: That would be a definition of a
custonmer certainly.

MS. GREENE: Bob?

MR. TAYLOR: | have just a comrent really on a
couple of the points that M. Aharonian made. | think
it's certainly contrary to my experience that conpanies
start litigation on patents where the |awers that are
representing them haven't done a substantial anmount of
due diligence, because you can spend a very | arge anpunt
of noney as the plaintiff in a patent case. And to get
to the end of a patent case and have a court say that
that patent is invalid, particularly because of prior art

that surfaced that you could have found, is not sonething
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that any of ny clients would tolerate for very | ong.
They're very insistent that we know, as best we can
determ ne before we start those lawsuits, that we're
going to prevail at the end of the day.

| also had a question perhaps of M. Love,
because | think M. Aharonian makes a fairly good point
t hat when you anal yze the software patents the Patent
O fice doesn't seemto be using the non-patent database
information as nmuch as it m ght.

When the Conmi ssion on Patent Law Reform sat
ten years ago now, one of the suggestions that was nmade
to the Comm ssion over and over again by people in the
busi ness was that the Patent O fice really does need to
create its own database for the very reason that
M . Aharoni an nentioned -- that the technol ogy devel ops
so rapidly that you really are not going to find in the
pat ent database the real prior art -- and I'd just be
interested in a conment as to where that's going.

(Tape Three, Side B)

MR. LOVE: -- we are relying on comrerci al
dat abases. And as | said, we have over 900 that are
avai l able to the exam ners. They have a term nal on
their desk that they can access these databases and
they' re encouraged to use it.

| think we perhaps have a ways to go, but at
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| east the nunbers show that we're going in the right
direction, and in fact, in the business methods area it's
a mandatory search right now | would like to be able to
say that 100 percent of the cases that issue in 705 wll
have at |east some NPL literature cited, but | won't

prom se perfection.

MS. GREENE: Carl.

PROFESSOR SHAPI RO.  Yes, | have a couple
questions for M. Love as well fromthe perspective of
sonebody who's trying to listen to all this and sort out,
you know, are there really a |lot of bad patents out there
or not and what should we do about it.

First, the idea of inposing search requirenents
on applicants, I'mwondering if PTO had a view on that.

It seens |like a good idea to ne, | guess.

And the second thing, you gave sonme data
indicating, if | saw that |last slide correctly, in
cl ass 705, whatever that is, less than half the nunber of
patents have been issued in '01 than '00. Do |I take from
that that you're saying that the PTO has significantly
i nproved the quality and there were probably a good
nunber of |low quality patents issued but you hope you've
gotten over that problen?

MR. LOVE: Getting to your first question

there's been discussion about mandatory prior art
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searches or IDS' s [Information Disclosure Statenents]
being submtted. | nean, it's still nothing that we're
advocating at the current time. Certainly Rule 56 is
there. One of the nethods that we encourage of conplying
with that is submtting a prior art statement or an
i nformation di sclosure statenent, so that's one way of
conplying with your duty of disclosure.

Wth respect to the nunbers, | guess they speak
for thenmselves. We understood that there were concerns
about the quality of the patents that were being issued
in the late "90's; and with the increase in the awareness
of business nmethods as a viable form of patent protection

as a result of the State Street decision, we felt it was

inportant to take these initiatives. And certainly I
guess the squeaky wheel gets the oil and the squeak goes
away. So the fact that there are fewer patents in '01
than were issued in '00, | think is an indication that
we're at | east searching harder for prior art in these
cases and we hope that we're getting the clains narrowed
to the point of where they should be to protect the real
i nvention and the contribution to the art.

MS. GREENE: John.

MR. PLACE: First |I've got to make a
disclainmer. |I'mnot a patent attorney, |I'mway not snart

enough for that, but the perspective that | can bring to
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the discussion is as one who has had to manage through
this patent environnment for a conpany, and | have sone
experience as to how the patent environnment influences a
conpany's behavior and influences how it allocates its
resources. Just to comment on a few things that have
been nentioned here.

It could be, if I recall the slide on the
patents allowed in '00 versus '01, it seenmed |ike the
percent age all owed had gone down, but if you extrapol ate
t hose nunbers it seens |ike the nunber of applications is
much nore in '01 as well. |Is that correct?

MR. LOVE: Well, the nunber of exam ners also
has increased significantly from'00 to '01, and then the
filings tripled from'98 to '99.

MR. PLACE: Okay. But the filings were, it
seens |ike they were significantly less from'01l to '0O.
Is that if you extrapol ate those nunbers?

MR. LOVE: That were issued. Yeah

MR. PLACE: Oh, okay.

MR. LOVE: Yeah, these were the issued patents,
but the filings have gone up.

MR. PLACE: |I'mjust |ooking at the all owance
rate.

MR. LOVE: Right, yeah

MR. PLACE: And if you take the allowance rate
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-- I"mjust wondering if ny prem se is correct, because
if that's the case, if there are significantly fewer
nunber of patents applied for in '01 and that's the main
i npact on the raw nunmber allowed -- it could be because a
| ot of the so-called business nethod patents have been
filed by Internet startups and ot her conpani es that were
in a nmuch different financial position in '01l than they
were in '00 and their financial backers, either venture
capitalists, et cetera, they didn't want their conpanies
spendi ng their resources on patent applications.

MALE VO CE: It takes |longer than a year to
process a patent. [It's not an automatic cycle.

MR. PLACE: All right, fair enough. Just a
t hought .

Wth respect to who does the searching on prior
art, what has been ny experience -- and | don't know what
the right answer to that is because, again, |I'mnot a
menber of the patent bar -- but how it inpacts conpanies
is you get a patent claimand all of a sudden you have to
marshal | all kinds of resources, and the nobst precious
resource of a small conpany or a nediumsized conpany is
not necessarily cash, it's engineering resources.

Engi neering resources are far nore precious in
many cases than cash, and you' d have to divert a

significant anount of engineering resources, especially

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 0O N o o b~ w N PP

N N NN NN R R R R R R R R R
g A W N B O © 0O N O OO M W N L O

478

in the Internet space, to go out, marshall all their
contacts, spend a lot of tinme digging up all the prior
art that they can. And so there's a shift, the burden
and the cost of finding the prior art is shifted to the
potential defendant. Again, don't know whether there's a
better system but that's been ny experience how it works
now. And the soft costs, i.e., the engineering resources
that are diverted fromactually being productive and
actually building products and actually nmaking a busi ness
run, they're diverted now to defending a patent claim

There's anot her diversion of engineering
resources that we can tal k about when we get into the
busi ness aspects. Again, |I'mnot a patent attorney but |
have worked wi th many, both in-house such as
M . Chai kovsky fromthis morning and with a nultitude of
out si de patent counsels, and so |'ve taken the |iberty of
canvassi ng sone of them and asking them what certain
probl ens m ght be and what certain solutions m ght be.
And with respect to the qualification of the exan ners,
one idea that was presented is, if | understand it -- and
again, correct me if I"'mwong, it's not ny field -- in
t he past, software engineers couldn't be exam ners, and
t hat was rel axed.

To really understand the prior art in certain

busi ness nethod patents -- and again, | understand when
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you tal k about busi ness nmethod patents that can be a
fuzzy line -- but to really understand the prior art in
the Internet space and the business nethod patent, you
sort of have to be of that space, and in nany cases
havi ng a busi ness background is very hel pful. So one
i dea that has been nentioned by a couple of ny contacts
in the patent bar is, well gee, maybe we don't require
everyone to have an engi neering degree. Maybe we all ow
peopl e from ot her backgrounds, other business
backgrounds, maybe finance degrees.

And then you could say, "Well, why don't we get
peopl e who both have a finance background and an
engi neeri ng background?" But if you | ook at that,
soneone who's got an EE and an MBA is going to be an
i ncredi bly val uable commodity and because of the
opportunity cost of working for the Patent Office it is
probably not going to get a | arge nunber of people.

MS. GREENE: Okay, you've raised a really
interesting way of thinking in terns of where are we
pl aci ng the burden. Where does the burden lie? Who's
capabl e of handling it better? How nuch cost does it
i npose? As the session wears on we're going to see that
part of the allocation of burden question up front nmay be
connected to what are the costs and benefits down the

i ne. Because obviously the patent application process
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is -- we're just starting at the beginning. And then
we're going to | ook at the way that it's used and the
litigation that often results. So these are our three
| ast conmments for this session and then we will switch to
sone nore presentations. G eg?

MR. AHARONI AN: | have a coment to Robert and
then a question for John.

| actually want to take back what | said. |
didn't want to tar and feather all law firnms or al
applicants. There are law firns that do exactly what you
say, make sure working with their clients that their
clients do have sone good stuff to assert, and al so work
with their clients to help them fight off the bad stuff.
But there are other law firns that don't, so there are
good appl es and bad appl es.

As | nmentioned in nmy Patent News, when | got

sued | turned to one of the best firns in the business,

your firm to help defend ne, so you know, | understand
conpletely. | amconstantly asked by inventors and stuff
for what law firms to use, and you know, | have a list of

firms that | think are very excellent and I give them
their names all the time, including yours.

MS. GREENE: We'l| stipulate that there are
sonme good law firms.

MR. AHARONI AN: | suppose |I've kind of |anmented
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over the years that the good law firns and the good

| awyers really haven't done nore to crack down on their
bad brethren. | nean, there are some firns out there
that working with their clients are just bad and, you
know, should be kind of stonped out.

MALE VO CE: Bad peopl e.

MR. AHARONI AN: Now, as | said, |I've done
invalidity studies on close to 500 software, Internet and
busi ness nethod patents in the last 5 or 6 years, pretty
much working with all the firms here at one point or
anot her and many others. | have no problem because in
many cases it's my noney on the line, if soneone asks ne
to do a search and in the end | really don't find
anything of any thrilling value. | probably won't end up
charging on that particular search. But when people cal
me up to do a search, lately they've been calling nme up
with batches of five patents to bust. | don't know why
but it just seenms they come in clunps in five. | think
it has sonmething to do with IBM [|IBMfor many years
liked to throw five patents at people, and | think other
peopl e are picking up on that.

And when | get ready to do the searching and
start planning to allocate tine and antici pate i ncone, |
figure 1"mgoing to collect on four out of the five

patents. That is, I'"'mgoing to find sone really good
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prior art that takes down one or nore independent clains
out of four of the five patents. |It's pretty nuch held
up like that for about eight or nine years, and it
certainly is consistent with what Ron was sayi ng back in
the '80's, that about eighty percent of the issued
patents in the conputing business have one or nore

i ndependent clainms that are invalid on one of two grounds
if not one of three grounds.

Now, | routinely do surveys out of ny
newsl etter of what everyone in the business thinks just
based on their inpressions of the invalidity rate.
Typically, when | get hundreds of responses from | awers,
academ cs and inventors fromthe conputing field, it's
upwar ds of 60 percent, 80 percent of the issued patents
have 1 or nore independent clains that are invalid.

So it concerns nme that, oh, the many years |'ve
been sending out nmy data that |'ve repeatedly heard
Patent Office officials, John now and Jerry before him
saying that by their internal neasures they're getting
about a 5 to 10 percent error rate on having 1 or nore
claims of an invalid nature, and it nmakes nme continually
guestion exactly how the Patent O fice does neasure their
quality internally. And given the endless accounting
scandal s all over the place where internal controls were

violated and ignored, it seens to ne that it's due now
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that the patent system have an i ndependent outside
assessnent of the patent exam nation process.

MS. GREENE: Okay. And now | want to switch to
sonmeone el se. Les?

MR. VEEI NSTEIN: | want to ask M. Love anot her
guestion. | have some question about your statistics.
When | take a patent prosecutor out and buy hima
martini, they tell me that it's alnost nmal practice not to
get a patent issued. And what they tell ne is that when
you take out the mom and-pops and the nonestabl i shnment
applications and subtract fromthat the odious practice
of filing continuation after continuation, which you take
credit for, that the actual issue rate at the corporate
| evel approaches 90 percent. And |I've seen studies to
that effect. |Is there nerit to that?

MR. LOVE: |'d have to see the data you're
referring to. Believe ne, we're not happy wth
continuations either, because they do add to the
wor k|l oad.

MR. VI NSTEIN: But you have not | ooked at any
data to determ ne what the issue rate is for the Fortune
500 or Fortune 1007?

MR. LOVE: CQur statistics don't take into
account the characterization of the applicant, if that's

what you're asking.
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MR. VEI NSTEIN: Take a look at M. Quillen's
study which is part of this record. You'll see that his
statistics, which are pretty good, |ooks like it's
90 percent issuance rate.

MS. GREENE: Ckay. | see that we have
two nore folks teed up to speak, Bob and Luis. Let ne
just throw out on the table the question of, and you can
address whatever you want, but we've got this idea of
what obligation could or should be inposed in terns of
search?

MR. AHARONI AN:  Actually --

MS. GREENE: |If you did -- one second. |If you
did have sonme sort of search requirenent, what would be
l[imting principles for that, and how woul d t hat be
converted into practice? Because | think that the
transl ati on nechani snms of the aspirational goal of what
we want to achieve in terns of how do we actually get it
out of any institution is interesting and |I'm curious to
hear what you all have experienced and what you think it
shoul d be.

s this going to be fast?

MR. AHARONI AN:  Yeah. Mne was a question to
John, does he think we should have an independent outside
review of their quality?

MR. LOVE: Well, | think you ought to ask
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M . Rogan about that, how he feels about it.

MS. GREENE: Ckay.

MR. LOVE: We adninister the |aws as Congress
sees fit.

MS. GREENE: Bob?

MR. TAYLOR: |'Il address the question you put
on the table and save for a later tinme the point | was
goi ng to make.

MS. GREENE: Okay.

MR. TAYLOR: It seens to ne that the biggest
difficulty with inposing a search requi renment on anyone
who conmes to the Patent Office, there are two aspects of
it and they're both problematic. One, the vast bul k of
patents that get issued really never have any econom c
significance. And so if you add to the cost of getting a
patent several dozen hours or nunmbers of hours of
engi neer tinme, you really just inpose a burden which
really is just an additional cost of getting a patent on
a conmpany. That's the first point.

MS. GREENE: Ckay.

MR. TAYLOR: The second point, and | think it's
per haps the nost difficult one, is the task of policing.
How do you know whet her soneone has lived up to their
responsibilities? Right now the state of the law is that

if an inventor or the |lawer who represents the inventor
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in the Patent Office can be shown to have known about a
piece of prior art and if, with an intent to deceive the
Patent Office, they failed to call that to the attention
of the Patent Office, then that's regarded as a violation
of Rule 56, inequitable conduct, and the patent is
unenf or ceabl e.

There's a specific intent requirenment. And we
get into the things that keep trial |awers in business
-- which is trying to determne fromthe fact of
nondi scl osure whet her the surrounding facts are such from
whi ch you can infer specific intent. You rarely get hard
evi dence of specific intent.

Now, just translate that problemas it now
exi sts with proving inequitable conduct into an arena
where you're now saying to the engi neer your job is to go
search. You have to go, as Greg put it, to Stanford
Uni versity, and not stop at the McDonald's on the way and
spend hal f of your five hours having a coke and a
hamburger. | think it's an inpossible standard to try to
articulate and adm nister as part of the system

MS. GREENE: Okay. And I'Il just throw out and
we'll take it up in our next session: What are the
i nplications of what you' ve just said in terns of what
presunptions should be attaching to the patents? And as

a practical matter, what are the inplications of these
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burdens in terns of the cost to search up front or what

i ssues or what cones out at the back end?

Lui s?
MR. MEJIA: Yes, I'll nake ny comments very
quick. First of all, costs are extrenmely inportant to

universities. W generally operate our |icensing
operations much |ike an individual business unit within
the university. W have to be able to justify our patent
expenses by the income we generate fromlicensing. So,
consequently, we have a different perspective on what we
choose to file patent applications on.

The difficulty in what we do is that the
inventions that we deal with are very early stage.
Oftentines they're ten, sonetines twenty years, ahead of
their time before they' re possibly commercializable, so
costs are very inportant to us. Sone of the current
changes in the Patent Ofice, | think, have led to nore
conplicated and costly prosecution. One thing that |'ve
noticed recently is an increase in the number of
restriction requirenments that we're getting. [It's not
uncommon now to see a restriction requirement with four
or five different groups, so we're faced with having to
do the possibility of four or five different patent
applications to try to get clains allowed. So anything

that goes to increasing the burden on universities with
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regard to the patent prosecution process, | think wl
not be a wel cone thing.

"Il address the issue of searching al so
because, again in an effort to try to keep our costs
down, we do do searches on many occasions. Fortunately
we do have the Stanford University libraries to access,
but we do it because it's a cost effective nmeans to get
enf orceabl e and strong patent applications.

It's a different notivation, of course, than
what conpani es have. Conpanies are notivated to file
patent applications for defensive purposes and to build
their patent portfolio estates to increase the valuation
of the conpanies. This is conpletely contrary to what
universities file applications for.

So | guess ny point in sunmng this up is with
regard to anything that's going to increase the cost of
filing patent applications and the prosecution of those,
| think that would be | ooked at quite negatively by the
uni versity environnment.

MS. GREENE: Okay. And you've teed us up
perfectly because you're drawi ng the distinction about
the ways in which the universities and busi nesses my
anticipate using the patents differently. W have with
us our next two speakers, two attorneys who have a lot to

say about how busi nesses use patents, and so I'd like to
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start with Bob Tayl or.

MR. TAYLOR: |'ve got a PowerPoint presentation
in my computer set up. Let ne start off by saying that
in preparing for this presentation today | thought very
hard about how one distills remarks on a topic that could
take ten hours into ten m nutes, or perhaps even nore
than ten hours. So what 1've really done is to try to
hit sonme high points, and I'"m going to nove very rapidly
t hrough them and then hopefully the questions can flesh
out sonme of the points.

And |ike Les, | have to nmake the sane
di scl ai mer that no one should conclude fromany of ny
remarks that they're on behalf of either ny firmor any
of my clients.

Fundanmental principles, it seens to ne, are an
i nportant starting point for the work of these agencies
as they think about sonme of the many conpl ex issues that
are on the table as a result of Chairman Miris's
chal l enge in his Novenmber talk on this subject. The
fundamental principle -- and it goes directly to
sonet hing that Les said although | reach a different
conclusion fromit -- the fundamental principle is that
reward is essential to attract capital and to attract
people that are willing to undertake risk. And the

patent systemis for many industries, particularly those
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with high front-end costs where their products are easily
copied and attracting free riders, the patent systemis
an absolutely essential requirenent for those conpanies
to be in business at all.

| represent a small nedical products conpany,
and their objective is to make the best surgical products
that are available to surgeons. They take 22 percent of
their revenue stream and plow it back into R&. And they
live and they die by their patent portfolio, it's the
crown jewels of the conpany, and there are just literally
dozens of conpanies in the California econony and
nati onw de that are in that sanme circunstance.

The second point. Patents and copyrights over
a long period of tinme have offered a proven nethod for
measuring the reward for an innovation with the val ue
that it brings. The vast mpjority of patents never get
asserted, they never have any econom c value. They have
econom ¢ val ue, renenmber, only if there is sone economc
advant age of saying to soneone you cannot use this
invention. It is only a tiny portion of patents for
whi ch that turns out to be true.

Third bullet point. Mich of the concern that
we' re hearing expressed about patents today, | think
derives froma couple of industries, the drug industry

bei ng one where you see for a given product or a given
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drug a very high level of profitability. One of the
things it's inportant to harken back to, however, is the
ri sk equation. High profitability for success often
reflects high failure rates for people that tried and
didn't succeed.

One of the wonderful exanples from 50 or 60
years ago was the wildcatter |ooking for oil. The
wildcatter drills 9 or 10 wells that are dry before the
conpany hits one that produces any real oil, and the oil
that comes out of the 1 well that's produci ng has to pay
for the costs of drilling those 9 dry hol es or nothing
happens, there's no economc incentive to do it. The
drug industry is the same way; every blind alley costs
money, and those do not show up in the profits that are
measured by | ooking only at the cost of producing a given
drug.

My final point on this fundanental principles
slide is that the marriage of capital and entrepreneuri al
zeal in the California econonmy and in the nation's
econony has been one of our primry engines for growth
over the last 20 years. [|I'mgoing to talk a little bit
about the history of the intellectual property system
over a longer period of time in a second, but | want to
just focus clearly on how inportant this marriage of

capital and people willing to take risks has been. The
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primary growth in the Anerican econony has cone out of
this.

Before we start | ooking at changes that need to
be made, | thought it was inportant to focus the agencies
on a little bit of historical perspective on where we've
been.

Early in the twentieth century, if you | ook
back over the history of the patent system early in the
twentieth century the enactnment of the Sherman Act in
1890 began to domi nate the thinking of courts towards
what you could do with a patent. License restrictions
becanme unlawful. As a general principle, any effort by
the patent owner to capture val ue outside the patent was
not only unsuccessful but often held to be illegal.

There was a case decided in the '30s called

Carbice v. Anmerican Patents Devel opnent Corp. It had to

do with a conpany that was in the carbon di oxide

busi ness, the dry ice business, and in order to create a
mar ket for their dry ice they came up with a clever

two-| ayer box arrangenment that you could stick the ice in
the little space between the two boxes, and they got a
patent on that. And when they tried to enforce the
patent the Supreme Court of the United States said that
because your patent is on a box and you're trying to use

it to sell carbon dioxide, that's an extension of the
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pat ent nonopoly.

This kind of thinking just took away much of
the incentive that conpanies had to be innovative. This
conpany wasn't in the box business. They were in the dry
i ce business, and they created that box only to help them
sell sonme dry ice. That was evidence of what throughout
that period of tinme was an intense hostility by the
Suprenme Court toward all forms of intellectual property.

Times change. In the early 1980's, actually in
the late 1970's we began to get very concerned in this
country about the successes of foreign conpetition, the
Japanese autonmpobile industry, the German autonobile
i ndustry, the Japanese and Korean el ectronics industries.
Many industries were being afflicted by foreign
conpetitors comng in, and in the early days of that the
concern was that their |abor costs were |ow. The steel
i ndustry, for exanple, said, "Well, how can we conpete
with these foreign conpetitors from Asia whose | abor
costs are nmuch |lower than ours?" By the end of the
1970's, it was Japan and Korea primarily that were coni ng
in with technol ogical superiority, and that turned out to
be a wake-up call

In that sanme period of time we were seeing the
rationalization of antitrust to econom c principles.

Mar ket power becanme an inportant criteria before we would
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find conduct actionable. Per se rules really were
narrowed, and the primary principle was the shift from
protection of conpetitors as an objective of antitrust to
consurmer wel fare. All of this was acconpani ed by an
upheaval in the treatnment of intellectual property. The
first harbingers you see, at least the first that |'ve

been able to find, are the SCM v. Xerox and the Dawson V.

Rohm & Haas cases.

In SCM v. Xerox, SCM chall enged the Xerox use

of its patents to maintain what had becone a nonopoly in
pl ai n paper electrostatic copiers. They contended that
because Xerox had bought the patents fromDr. Carlson and
the Battelle Institute in the early days, that that
purchase of the patents with the intention of having a
monopoly was illegal. And the Second Circuit could
easily in an earlier time have agreed with that, but the
Second Circuit to its credit took a hard | ook at the
econom cs of investing in a risky new technol ogy. And
it's commendabl e reading for you because it |ays out very
clearly the risks that Dr. Carlson had to take.

He took that technology to every serious
busi ness products conpany he could find. |[IBMturned it
down several tinmes, and finally he got the Hal oid
Corporation, a little conpany in Rochester, New York, to

make an investnent in the technol ogy and commercialize
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it, and that conpany changed its nanme to Xer ox.

And the Dawson v. Rohm & Haas case, the Suprene

Court --

MS. GREENE: What | was hoping that we could do
is to switch actually to your next slide. That's just
because | have an advance copy, and |'m concerned because
| really would |ike to have these ideas put on the table
so that we can all think about them for the next bit and
t hen have our break.

MR. TAYLOR: The purpose of this slide is to
recogni ze a couple of points -- that the reconciliation
of antitrust and intellectual property is still required
t oday despite having created a nuch nore hospitable
environment for intellectual property in the 1980's that
exi sts today. The two primary points on this slide that
| know Hillary wants to talk about are the fact that the
consuner wel fare analysis, as a matter of economcs, is
quite different between intellectual property and
traditional antitrust, and | articulate that in this way.

If you look at just an ordinary restraint of
trade as a matter of antitrust |aw and you ask the
guestion: does this restraint dimnish consuner wel fare?
Does it raise prices or does it dimnish output. You
exam ne that restraint of trade on its own and you see

whet her that restraint in fact dim ni shes consuner
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wel fare. Everyone agrees, or at |east nost everyone
agrees, that intellectual property and antitrust seek the
sane objective in that both seek to enhance consumner

wel fare, but the enhancenment in intellectual property
conmes in a different time frane.

If you just |ook at whether or not there's an
enhancenment of consumer welfare to |l et soneone enforce a
patent, close down a conpetitor as Kodak did with
Pol aroid, you clearly dimnish output and all ow Pol aroi d
to maintain a higher price, so that's not the tine franme
in which you ought to be exam ning this enhancenment of
consunmer welfare. And that turns out to be a hidden
problemthat is very confusing to the courts that often
get into this. | suspect it's one for which you all are
going to struggle as agencies in trying to find a way of
figuring out exactly how nmuch di m nution of consuner
welfare you're willing to tolerate as part of the patent
system

And the second point is sonewhat related. Wen
a patent owner has a real patent nmonopoly as a matter of
econom cs as did Polaroid in the tine frane anyway of
when Xerox [sic] was trying to get into their business --
when you've got nonopoly profits one of the questions
that has come up over and over again, going all the way

back to the General Electric case in 1926, is to what
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extent ought antitrust policy allow the patent owner to
share that nonopoly profits in order to dimnish the
incentives of other potential conpetitors that m ght
produce conpeting technol ogies? That's the question that
didn't get addressed in the GE case, has never really
been carefully addressed by any court that |'ve ever
seen, and yet it is an inplicit question that underlies
antitrust analysis in many of these cases.

Al right, | quit.

MS. GREENE: Okay. Do you have the |ast slide
up? It's got a lot of good information.

MR. TAYLOR: Oh, yeah, this is an inportant
slide. One of the things that | want the agencies to
keep well in mnd is when we talk about reconciling the
patent system and the copyright systemto principles of
conpetition, | want you to keep well in mnd that they're
al ready defined in an effort to reconcile them

John nentioned that the U S. Constitution makes
reference to the patent systemand it does. It is both a
sanction of the patent system but it's also a limtation
on the power of Congress to grant exclusive rights. They
have to be hooked to sonething |like progress in science
and the useful arts. oing back through the Suprene
Court jurisprudence, particularly that drafted by

Justi ces Dougl as and Bl ack, you see constant references
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to the fact that Congress couldn't create this kind of a
right. The best explication of the reconciliation of the
patent systemwi th principles of conpetition in the early

days is in Gcaham v. John Deere, the Supreme Court

deci sion by Justice Clark.

We find conpetition used today in patent and
copyright analysis in connection with defining the scope
of what is protectable in a software copyright, for

exanpl e, the Computer Associates v. Altai case, the fair

use doctrine, and just recently the Ninth Circuit in Sony

V. Connectix held that a conpetitor of the copyright

owner can reverse engineer the software -- can copy the
software in order to reverse engineer it and extract out
the ideas that are not protectable in that.

You see the sanme thing in the patent |law, you
see claimconstruction issues being referenced back to
what conpetitors should reasonably be able to rely upon.
You see section 112 issues, particularly the definiteness
issues in section 112, harkeni ng back to what shoul d
conpetitors be able to construe fromthe history and from
the patent itself. And clearly you see conpetitive
concerns being used to shape the doctrine of equival ents.

My final point is that the agencies are already
bei ng heard on these points. Probably the best brief

that was submtted to the Suprene Court in the Festo case
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was the one submtted by the Solicitor General's Ofice
in consultation with both the Patent Office and the
Depart nent of Justice.

So that's nmy final slide and |'ve used up al
of ny tine.

MS. GREENE: Ckay.

MR. TAYLOR: And then sone.

MR. WEINSTEIN: -- in your reference to Kodak.
Kodak got about, by my account, 400 patents on
essentially the sanme technol ogy. Polaroid fenced Kodak
out forever. There never was conpetition in instant
phot ography. Polaroid got |azy, didn't see the digital
revol uti on com ng and went bankrupt. And this is a good
exanpl e of how piling patent on patent on patent deprives
the public of ever getting the reward that they're
supposed to get under the constitutional provision.

MS. GREENE: Okay. And why don't we take a
break now for ten m nutes and then when we get back we're
going to start off with Professor Teece and then turn to
Carl Shapiro, and we will address the questions of what
are the inplications of those patent |ayerings. Thanks.

(Wher eupon, a brief recess was taken.)

MS. GREENE: Do you have your Power Point?

Okay. Thank you for joining us again.

PROFESSOR TEECE: Perhaps | can begin by trying
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to open up the concept of the patent thicket. | think
we' ve heard today and on a nunber of previous occasions
that there may be antitrust issues when so-called patent
thickets exist. The suggestion is that when there's a

| ot of patents they may not only just get in the way of
conpetition, but they may in fact get in the way of

i nnovation itself.

It seens to ne that these discussions are
fairly superficial and that the right question to ask is
not whether or not there's a patent thicket, but whether
or not the patent thicket, if there is one, is
undergirded by a technol ogy thicket or not. Because it's
one thing to have a patent thicket w thout technol ogy,
but it's quite another to have a patent thicket with
technol ogy. Needless to say, |'mnot troubled by the
| atter but one could be troubled by the forner.

But |I'm amazed that when di scussi ons about
patent thickets take place and peopl e conpl ain about all
of these patents, there's never nmuch of a discussion
about whether or not there's any technology; and if there
isn't any technology then why isn't it easy to work
around?

A related concept that | think is necessary to
understand the patent issue in the antitrust context is

the difference between patents that are conpl enents
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versus those that are substitutes. Many patent thickets
i nvol ve a conplex m xture of both. And, in fact, one
with a large portfolio will probably never know what's
really a substitute and what's really a conpl enent, and
perhaps it's not inportant to know. But, as a matter of
theory, if one is cross-licensing it's al nost inpossible
inmy mndto find a way where you woul d ever be troubled
by conpl enentary patents being licensed in sone type of
cross-licensing arrangenent.

There may be issues that arise if what is being
cross-licensed is substitutes rather than conpl enents;
al t hough just figuring out what a substitute is, as |
said before, may be quite difficult. But even where
substitutes are being cross-licensed it could be, for
i nstance, that by conbi ning substitutes you in fact
create a new technology which is better than either. But
t he general sense here, of course, is that maybe it's
better for conpanies not to cross-license their
substitutes but to pursue them i ndependently because that
way you'll get nore conpetition in the market. | nean, |
think that is a hypothesis that's worth exploring on a
case-by-case basis, but as a general matter, |icensing
and cross-licensing really ought not raise antitrust
i ssues.

| believe that the question of royalty
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stacking, which is a related question that frequently
conmes up, is perhaps of the sanme ilk. Here we're talking
about a circunstance, and it relates to the patent

t hi cket idea, where there are nultiple bits of
intellectual property that are needed to bring a product
to market. And of course if every owner of every bit
wants a five-percent royalty, you can't make it if
there's fifty patents. And indeed, in a fairly sinple
product |ike a personal conputer, | think soneone

menti oned yesterday there are literally hundreds, if not
t housands, of patents. So the royalty stacking problem
arises, in theory at least, if you have a variety of
parties who are each asking for their piece of the action
in the way of a royalty, and the stacking of one royalty
claimon top of another overburdens the technol ogy and
the technology fails. That's the concern.

Question: Is this an antitrust problen? Well,
| think it's inportant to ask what is the generic problem
underlying this and is it unique to intellectual
property, and | think the answer is no. You see exactly
the same problemin many other contexts. For instance,
if 1"'ma real estate developer and | want to devel op a
bl ock of city property, the guy with the hol dout | ot may
screw up ny opportunity to develop the entire bl ock, but

in such circunstances one typically doesn't go to the
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Federal Trade Commi ssion nor the Departnment of Justice
and seek relief.

s it different with respect to intell ectual
property? 1f someone's holding out on a patent that's
i nportant for devel opment, should the agencies and should
the antitrust |laws be involved? | think it's a bit nore
conplicated than the urban devel opnment exanple | gave
you, but the principles are simlar. |If there are
al ternative technol ogies, then clearly there is no issue.

And, in general, these things tend to get
wor ked through so long as you' ve got rational actors who
are aware of the fact that there are other parties
claimng value fromtheir intellectual property. So the
concerns only really arise if you have negotiation that
is for sone reason socially inefficient, but if people
are rational and are aware of the other bits of
intell ectual property around, these problens shoul d get
solved. So there nmay be transactions cost issues here,
but it's hard for ne to see that there is a conpetition
policy problem

Let me use that as a basis to circle back to
this whole question of patent breadth. W' ve heard, |
think for the |ast three days about the saga of the
patent that's supposedly too broad, and the Patent O fice

takes it on the chin for supposedly granting patents that
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are too broad. | think we nust recognize that there may
be patents that are too narrow as well, but the people
that don't get granted patents that are broad enough
don't cone forward and conplain. So the political
econony of this process is one where people that have to
pay to people that have patents that are too broad
typically show up, and those that get patents that are
too narrow you typically don't hear from

But clearly the sweet spot here is to align the
scope of the patent with the scope of the invention. And
what of course we all seek and | trust what the Patent
Ofice tries to do is to conceptually end up there on the
45-degree line, but if you listen to sone people, they
don't want patents to be issued on that 45-degree line as
clearly as soneplace | ower than that.

Wel |, how should the Patent Office deal with
this or how should the antitrust authorities deal with
it? Well, it seens to ne that if there's an antitrust
i ssue here at all, and I'mnot sure there is, it's purely
a policy one, it's certainly not an enforcenment one.

We don't want the antitrust authorities running
around pl ayi ng cl eanup behind the Patent Office. |If
there is an issue, and I'mnot sure there is, it seens to
me that discussions need to take place between the

enf orcenent agencies and the Patent Ofice to clear it
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up. But | think if the Federal Trade Conm ssion or the
Departnment of Justice junps in directly, it sinply
creates additional uncertainty and, in fact, perhaps

| eads to a reduction in econonmic efficiency rather than
an i nmprovenent.

The other point that | think needs to be nade,
and | think M. Love did an excellent job of this, is
that there are nechanisns for conmbating the overly broad
patent. \When peopl e speak about patents being overly
broad they often | eave you with the inpression there's
not hing you can do about it, but M. Love explained in
sone detail so | won't bother to go through it that at
| east since 1999 patent applications are thrown open to
the public. You can cone in and protest and try and get
t hi ngs changed. And of course, as was explained as well,
these matters do get dealt with in litigation, although
t he question there, of course, is at what cost?

So let nme just briefly talk about some of the
litigation issues here, and | would draw your attention
to the paper by ny colleague Mark Lenl ey because | think
he really puts in context the reality that we're | ooking
at .

You know, there's over 200, 000-odd patents that
are issued each year, but in the end there's only about

100 trials each year over patents. There's, | think
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sonmething |ike 16,000 patent suits, but 100 of these end
up in court.

VWhere do you focus your attention? You know,
should the Patent Office be spending |lots of resources on
a whol e bunch of patents that are never going to see the
i ght of day? O should the resources be focused where
the rubber nmeets the road on those few patents which in
fact are econom cally inportant and that are the ones
that get litigated around? So | think ny comments here
are perfectly consistent with what Bob Tayl or was sayi ng,
and that is that these issues do get sorted out in court,
t he question is at what cost?

And that brings ne to ny final comment. You
know, patent thickets have gotten a bad nanme, so has
so-call ed defensive patenting. But once again, people
don't really tell you what they nmean by defensive
patenting. | think by defensive patenting people are
referring in the main to a circunstance where someone
gets a patent nerely for the purpose of essentially
tradi ng or exchanging or cross-licensing with sonebody
else. And clearly if that's the case, then you' d be
better off if everyone could agree not to engage in such
behavi or. How one woul d effectuate such an arrangenent
of course without violating the antitrust laws is a

conpletely different issue.
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But it seens to ne that a defensive patent once
again is sonething that's in the eye of the beholder. |If
a patent has to be used, then there's got to be sone
technol ogy that's underlying it, so a defensive patent
must have sonething underlying it, otherwise it's not
sonet hing that would ever get in the way.

So ny point here is that, as with the concept
of the patent thicket, the whol e concept of defensive
patenting has to be bl own open as well to see whether or
not there is anything that's deeply troubling with
respect to the behavior that | just described. | think
at the end of the day what one will discover is that, yes
i ndeed, there are sone inefficiencies in the market for
know- how, that it takes a while for industries and for
the players in an industry to figure out cross-Ilicensing
and ot her arrangenents that will nove the technol ogy
forward.

But as Hal Varian described in the first day of
t hese hearings, with the sewing machine industry in the
early days there were patent disputes, in the autonobile
i ndustry there were patent disputes in the early days,
with respect to radio there were patent disputes, but
some way or another, and there's a different story in
each case, these things got sorted out.

And that one shoul d i ndeed be concerned that
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technol ogy coul d be del ayed, but the reality is that if
there is reasonable clarity around intellectual property
rights, people will negotiate through to sol utions.
That's not to say that sone litigation won't be invol ved
al ong the way, but all of this is to say that there nay
be sonme policy issues here, and undoubtedly there are
sone, that the Patent Office and the conpetitive
authorities can work on together, but in ternms of finding
enforcement opportunities whereby the antitrust agencies
need to go out and use the antitrust laws to fix patent
problens, | think that's going to be a very, very rare
circunst ance.

MS. GREENE: Professor Shapiro.

PROFESSOR SHAPI RO.  Thank you. Well, | conme to
t he di scussion as sonebody who's spent a |ot of tine
doi ng research and getting involved in sone cases
i nvol ving antitrust, many of which have i nportant
intellectual property rights associated with them
woul d commend or encourage you to |look at ny website and
a paper |'ve witten about patent thickets and al so on
patent settlenents.

And |"m a believer, | think, which reflects
what Professor Teece just said, that sone division of
| abor between the antitrust enforcenment agencies and the

PTO. Typically, at least, the standard, or certainly ny
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approach, to antitrust is to take as given the

intell ectual property rights and then for the antitrust
anal ysis to then eval uate what conpanies are attenpting
to do in ternms of its conpetition in the presence of

t hose rights.

But having said that, | think that the FTC and
the DOJ cannot just be neutral, as it were, with respect
to changing conditions in the patent world. | nean, FTC
and DOJ have always had to kind of roll with the punches,
if you will, in terms of changing business conditions,
whet her it's additional international conpetition or the
need to consolidate because of econom es of scale.

| woul d say the changi ng business conditions
now that are on the table and we're tal ki ng about involve
significant changes in the way patents are issued and
treated and used, and this is not neutral with respect to
conpetition by any neans. So in ny limted tinme |'d like
to focus on three changes in the nature and use of
patents that | think are well docunented and in fact have
only been confirmed by the |ast couple days of these
hearings, and | want to talk about their inplications for
antitrust enforcenent.

The first change let's just call the patent
t hi cket which we've now heard of: the increasing

propensity of the patent, the increasing nunber of
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patents, the defensive patenting particularly in selected
i ndustries such as we've heard and i ndeed sone of the

i ndustries that have been represented at these hearings.
So patent thicket is one.

The second is the fact that in nore and nore
antitrust cases the agencies, in order to evaluate the
conpetitive effects of what is before them whether it's
a nerger or a license, need to or feel they need to
assess the quality or strength of the patents that are
involved in the case, and that can be a headache for the
agencies and | want to tal k about how they can operate in
that situation. So let's call the second one the
i mportance of patent strength in evaluating antitrust
specific matters.

And then a third area would be the increasing
nunber of weak patents that have been issued. And
actually the fact that you can have a patent thicket does
not mean there are a | ot of weak patents. | think this
is what David Teece said, there may be a patent thicket
because there are a |lot of good technol ogy, so let's
break out the third point. If we believe there are a | ot
of weak patents, that raises a whole set of separate
guesti ons.

And when | say patent strength or weakness, |

woul d tend to define that as, if you have a patent, the
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probability that if it gets litigated it will actually be
proved to be valid and infringed, that would be its
strength. So it's not a technical neasure, it's

sonet hing of how strong it is in the context in which the
patent is being applied or considered or asserted.

And certainly we've heard that there's a | ot of
concern about there being weak patents. Again, this is
not hing new historically whether we get into the sew ng
machi ne or the radio or the airplane, but it seens to ne
it's not a matter of indifference to the antitrust
agencies if there are many weak patents being issued.

| would certainly be in the group that would
encourage the FTC and DQJ to be part of a process working
with the PTOto inmprove the quality of patents, and we've
had that conversation today. | think we have to take it
as given that there are probably a lot of |ow quality
patents out there. Even if the PTO has inproved its act,
which it sounds |like they're at |east indicating they
bel i eve they have, there's a whole body of |ower quality
patents that still are out there that would be enforced
for some tine.

Okay. So the three areas. First the patent
thicket. | would pose the question as, how shoul d
antitrust enforcenment policy account for the presence of

| arge nunmbers of patents, including potentially blocking
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patents, in certain industries?

| think primarily this becones a business
i ssue. Conpanies in these industries such as
sem conductors, are well aware of this problem and they
have a variety of business reactions to it, primarily
cross-licensing, patent pools, various licensing
practices. | think | do not agree with Professor Teece
that these things necessarily work thensel ves out in an
attractive manner. Royalty stacking. Seens to ne
t he exanple of the urban real estate tells us that,
first, that's a real problem when you have hol dout people
who can prevent major devel opnent, but it's mtigated by
the fact that if sonebody holds out on one block you can
probably go to anot her bl ock and build your skyscraper.
That's not going to be true if we have truly bl ocking
patents, particularly in the context of industry
st andar ds.

So busi nesses are trying to work this out al
the time. It's not a costless thing to do. | think by
and | arge the agenci es have done well to recogni ze the
benefits of cross-licenses and patent pools, and they
shoul d affirmthose benefits going forward. For exanple,
the DQJ's treatnent and business review letters in the
MPEG and DVD patent pools |I think were exenplary in that

respect .
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| would, in contrast, take issue with the FTC s
analysis in the Intel case where they did not count as a
conpetitive benefit the | ower cost that Intel achieved
through its so-called IP-for-1P strategy, where Intel
hoped by trading IP they could have | ower costs than
having to basically pay royalties on their core products.
However, | think these days we're in pretty good shape in
the U.S. and | doubt the current FTC would bring the
Intel case. But | mght flag that the European
Comm ssion is not necessarily quite in the sane canp, and
| " m somewhat concerned actually about their taking a nore
rigid view of various restrictions such as field abuse
and geographic restrictions associated with patents. But
| think the patent thicket is primarily a problemfor the
quality of patents, and the agencies are doing a pretty
good j ob understandi ng what busi nesses have to do in the
context of the thicket.

Secondly, how can the DQJ and FTC enforce the
antitrust laws wi thout also comng to highly technical
j udgnment s about the strength of various patents that are
central to nore and nore antitrust matters?

Here | would say let ne give an exanmple. So
when Genstar and TV Gui de sought to merge about a year

and a half ago, Genstar was suing TV Guide in the area of

interactive program guides, but in the face of that

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 00 N o o b~ O w N P

N N NN NN R R R R R R R R R R
g A W N P O © 0O N O O M W N LB O

514
lawsuit TV Guide was conpeting. After the two agreed to
merge, Genstar basically went in and said to the DQJ,
"Look we have these patents. To the extent TV Guide's
conpeting, it is illegitimte conpetition because they're
sinmply infringing our patents. And, therefore, a nerger
that elimnates illegitimte conpetition should be fine.
You shouldn't be in the business of preserving such
infringenment activity, so let us nerge and get on with
it." Now, of course the agency, particularly since there
was a whol e slug of Genstar patents, they didn't want to
have to evaluate the quality of each of these and the
probability they would win and so forth.

| woul d suggest an approach where nuch as the
agency would take in a case where there was a nerger and
the acquired firmcane in and said, "W're about to | eave
the market, we're about to exit because, you know, our
products, we can't keep up." The agency would | ook and
say, "Well, by all indications out there on the market,
you're conpeting effectively. W have no reason to think
that that will change overnight, and so we're inclined to
| ook at what you do rather than what you say in ternms of
predicting future conpetitive effects and we're not going
to sinply take as given that you now say you're about to
exit when your docunents don't support that, when your

busi ness behavior prior to the merger does not support
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that."

So, on that view, one should | ook at the
ongoi ng conpetition in the face of the patent suit that
had been filed there by Genstar against TV Guide, and |
woul d not view that conpetition as sonehow illegitinmate.
We don't know how the patent suit will end up, and the
effects of the merger can be evaluated to a considerable
degree wi t hout assessing patent strength.

The very sanme issues come up with sone of the
FTC generic drug cases where incunbents pay noney to have
chal | engi ng generic players either not enter, as in the
Cipro case, or delay entry. Then one does not
necessarily need to assess the strength of those
underlying patents in order to evaluate the conpetitive
effects of these arrangenents. Now in other cases,
cross-licenses and sone pools, | think it is inevitable
to eval uate patent strength.

So what I'msaying is with sone good econom ¢
anal ysis the agencies can mnim ze the extent to which
t hey have to be judging the strength of patents in order
to do their job enforcing the antitrust |aws; but they
can't entirely avoid that and that's just the way it
goes.

The third area, the presence of |low quality

patents, | nust say |I'm even nore concerned about this
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problem | was quite concerned about it before, and
bei ng here the | ast couple days has just el evated that
concern. One m ght ask how should antitrust enforcenent
policy be affected if many | ow quality patents are

t hought to have been issued?

OCkay, now while I go back to nmy starting point,
which is | don't think the antitrust agencies should be
in the business of saying this patent should never have
been issued, because that's the PTOs job. At the sanme
time, if there are low quality patents, that is | ow
strength in the sense |'ve defined the term then one
shoul d be nore suspicious of agreenments that elimnate
conpetition based on those patents, because conpetition
is more likely to flourish if the patents are actually
litigated because they would probably fail just by
definition if it's a weak patent.

So in other words, just sinply conparing a
busi ness arrangenent, whether it's a nmerger or a license,
we woul d say without this arrangenent the parties m ght
litigate. But say they would litigate and the patent
woul d probably fail, that m ght open up a | ot of
conpetition. And conpared with that the proposed
busi ness arrangenment | ooks to afford | ess conpetition and
| ess benefits to consuners. That's a legitinmte

conparison and is nore likely to go against permtting
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such arrangenents if the patent is seen to be weak.

Now, in this respect again a nunber of |awers
| talked to say, "Well, the patent is presuned to be
valid and it's a right to exclude and the patent hol der
shoul d be given a | ot of deference here to enter into
arrangenents even if they elim nate conpetitors, because
after all that's what the patent is supposed to be for."

And ny answer to that, and maybe this will be a
pithy end to nmy short remarks here, would be, well, you
keep hearing | guess the standard thing for IP |awers is
the patent is a right to exclude. WeIlIl, I'"mgoing to be
maybe controversial and say | disagree with that. |
think the patent is not a right to exclude; the patent is
aright totry to exclude.

If | have a patent, unless | can get a
prelimnary injunction, | can't get you to stop
infringing what | claimis infringing. | can go to court
and try. Now if the patent is very weak | may fail

So all patents should not be treated as though
t hey were an absolute exclusionary right. Some are
stronger or weaker than others. And the presunption of
validity should not nmean that the patent is treated as an
absolute right to exclude, and of course there's no
presunption of infringenent to begin with anyhow.

So I would encourage us all to think about the
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patent not as some absolute right to exclude, but nore of
a probabilistic right. It may be a right to exclude or
it may not be, and of course that will depend on how
strong it is. Thank you.

MS. GREENE: Thank you very nuch. And just as
alittle point here -- many of the earlier schedul es that
cane out said we're ending at 4:30, but we'll be
continuing till 5:00 o' clock. Obviously, that's barely
enough time to fit in everybody's coments, but we'll at
| east give it a try. And next |I think we'll hear from
Conmmi ssi oner Leary.

COW SSI ONER LEARY: Thanks very nuch. |
appreciate the opportunity to nake a couple of highly
i ndi vi dual comments here.

|'ve been interested in this interface between
patent and antitrust |law for as long as |I've been on the
Conmi ssi on because | see them as essentially the flip
side of the sane issue, and the issue is how we wei gh
present effects versus future effects.

Bob, with respect, | disagree with your comment
about the differing time |ines between conpetition |aw
and patent |law. The incipiency conponent of antitrust is
forward | ooking, just like the patent |laws are, and the
only difference is that they're sort of upside-down. In

the antitrust | aws when you're | ooking at whether or not
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there is some kind of an incipient antitrust violation,
you' re |l ooking at sonme present conduct that may be benign
or even pro-consunmer in a static sense, that may have

| ong-term anti-conpetitive effects. And to be sinplistic
about it and w thout expressing any views on the nerits,
that's kind of what the Mcrosoft case is all about.

The patent law is upside-down. |In the patent
regime what you're doing is you're saying we are willing
to tolerate certain present anti-conpetitive,
anti-consumer effects in the expectation that in the |ong
run it will lead to pro-consumer benefits, innovation and
so on, not only with these particul ar products but across
the entire econony.

So in a sense they are both incipiency regines
and they both involve a certain degree of w shful
t hinking, or in the other case pessimstic thinking, and
| think the problem | have is that we don't really know a
great deal about how to weigh those trade-offs. Anybody
woul d say you have to discount future effects very
heavily when you're wei ghing them agai nst present effects
because of the tine value of noney and the increased
uncertainty as you go out ahead, but beyond saying that,
|"m not sure | know howto do it, at |east for ny piece
of this puzzle.

And it seens to ne that what we're talking
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about here, a couple years ago you may renenber a
responsi bl e econom st would say that the high-technol ogy
sector is different, we shouldn't have any conpetition
rules in the high-tech sector, it's so fast noving and so
on and so forth, the antitrust |aws have no application.
You don't hear that too much anynore. | don't know

whet her that's psychol ogical as a result of the crash of
the .conms or what, but we don't have that feeling of this
magi ¢ mystical thing that's going to turn the econony
upsi de- down.

On the other hand, | don't think that anybody
in the enforcenent community and | don't think that any
of the critics of the current patent systemsitting
around this table would say that there's no role for the
protection of intellectual property, so | don't think
that's the issue. | don't think we need to frane it that
way. Those are just straw horses on both sides.

The issue is what are the appropriate
trade-of fs and what can we do to inprove the trade-offs
given the best knowl edge we have, recognizing that we can
never ever perfect it. To me that's what the val ue of
t hese hearings are, as an exchange of information and an
effort to accunul ate some kind of body of know edge.
|"ve certainly | earned a great deal. The key issue for

me sitting here is the issue that sonme of the other
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peopl e have addressed and that is: what can we do about
it?

| nean, we in the Federal Trade Conmmi ssion do
not run the world. W don't establish patent policy and
we don't establish energy policy and we don't establish a
great many ot her policies in our econony, but we are
asked to conmment fromtine to time. We're asked to
comment in judicial actions. W file am cus briefs.
We're asked to coment about various |egislative
proposals. And nmy sense is that thing that was called
conpetition advocacy about 15 years ago, | think you're
going to see nore of it. | think you re going to see
nore proactive commentary by the Federal Trade Conmm ssion
-- and | would assune, maybe, by the Departnent of
Justice as well, | can't speak for them-- in those areas
bringi ng whatever expertise we have to bear on issues of
public concern.

Just as | don't feel enbarrassed to submt a
comment in another forum | would hope that speakers as
we go forward in these hearings will not feel renmptely
enbarrassed to tell us specifically what they think we
can do within our limted jurisdiction to assist this
process. Thanks.

MS. GREENE: Comments on the Comm ssioner's

comments? Yes, Bob.
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MR. TAYLOR: Let ne see if | can expand a
little bit, Tom on the point about the tine |ine.

MS. GREENE: \Which | gave you generously all
of , what, 20 seconds to explain?

MR. TAYLOR: No, 45 seconds. And it's hel pful
to go back to some basics and just ask the question, what
is a patent and why do we give it?

| f you accept the idea that the inventor brings
to our society sonething that didn't exist before and
that there's nothing inproper or anti-conpetitive or
anything el se about saying to that inventor, "If you'l

tell us what you did and record it here so that others

can do it, we'll give you a |imted nonopoly -- we'l
give you a limted exclusive right,” I won't use the term
"monopoly.” So if the only question that the court or an

agency is having to deal with is, is there anything
I nproper or anti-conpetitive about letting that inventor
enforce its rights in that particular technol ogy?
Because it's new and because that's the bargain that you
struck as a governnent with the inventor. | don't think
there's even a conpetition law issue involved in it.
COW SSI ONER LEARY: | agree.
MR. TAYLOR: The conpetition |aw i ssues conme up
when you start exam ning the real world behavior of

conpani es that own the patents. They don't just
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normal |y, sonme do but many do not, they don't just sit
back and own the patent. They enter into all sorts of
conplex relationships, and it's those conpl ex

rel ati onships with other conpanies that are potenti al
conpetitors that raise the issues that bring antitrust
concerns into play.

Now, | don't disagree with you that antitrust
often focuses on a longer time |line than just a snapshot
| ook at an industry. But the point | was trying to get
across is, if you think about any given patent, and it's
much sinpler to do this if you think of a one-patent
i ndustry or a one-patent conpany -- think about any given
patent and strip yourself of social policy and just |ook
at economcs -- that patent was given to a conpany for
technol ogy that's already invented.

You don't have to give the patent to get the
technol ogy that's already been invented except to the
extent it may require sone disclosures. So what you're
doing, as a matter of policy, is you're granting a patent
on technol ogy pursuant to a long-term contract in hopes
of encouragi ng the next investor to conme along and
devel op technol ogy and to disclose it. But if you just
| ook at the specific patent that's on the table, that
patent represents the ability of someone to di m nish

out put and raise price, and in that sense it doesn't fit
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the kind of equation that a normal antitrust analysis
would fit. That's the reason that | say the tinme |ines
are different. | do understand the point, though, about
antitrust taking a | onger horizon, particularly in the

| ast 15 or 20 years.

COW SSI ONER LEARY: | don't have any probl em
with what you say. It's just that it seens to nme, just
as in the late '70's and in the "80's, we in the
antitrust community canme to the conclusion that we were
enphasi zi ng | ong-term downsi de effects excessively and
condeming a | ot of arrangenents that were benign in the
short term out of an excessive fear of long-termeffects,
in both of these reginmes, we always need to be open to
the possibility that there is a present inbalance, that's
all 1'"m saying.

MR. TAYLOR: And | don't disagree with this.
The reason | raise the point is, in our interest to
reconcile patents and antitrust, let's not get too
short-termin our effect and forget that the purpose of
the patent system if you back off and | ook at the | ast
20 years -- and it's the reason | went through a
hi storical perspective -- and ask yourself what has
happened in the Anerican econony, it is a vastly
different nore vibrant econonmy today than it was in 1980.

Those Anerican conpani es that were bei ng pushed out of
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worl d markets are now being chall enged because they're
too domnant in world markets. We are a nmuch stronger
country, and if you think that there's any connection

bet ween that and the reinvigoration of the patent system
you really do have to take a macro | ook at this.

COW SSI ONER LEARY: Yeah, and that's a very
fair cooment. We did that in the antitrust world as
wel |, because we | ooked at what was happening to American
i ndustry in the '70s and cane to the concl usion that our
present antitrust policies may well have been unrealistic
in light of what was going on around the world, so that's
a fair comment.

MS. GREENE: Ri ck.

MR. NYDEGGER: | was asked to come and to
comment about the kinds of things that clients that we've
worked with over the years take into consideration as
they attenpt to develop patent portfolios. That's an
interesting question in the context of the hearing on
antitrust policy as it relates to the interface with
intellectual property |aws.

From ny experience, smaller clients tend to
| ook at patents fromthe standpoint of added value to
their business and entry into a marketplace. They're
interested in acquiring patents to protect their

i nnovati ve technol ogi es and i deas and hopefully put them
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on a sonewhat |evel playing field with [arger
conpetitors.

On the other end of the scale you have | arger
clients. We also have sonme interaction with clients that
are fairly significant players in their respective
i ndustries, and interestingly enough, | see those clients
al so using patents in what | think is a pro-conpetitive
way, nhot an anti-conpetitive way. Although I will be
quick to tell you that if I'd ever sat in a discussion
with a client that tal ked about using patents in an
anti-conpetitive way | certainly wouldn't admt to it in
this forum Larger clients, fromour experience, tend to
use patents in many respects, | think, to protect, as do
smaller clients, their innovative technol ogies, but also
| think to protect thenselves with respect to a concept
call ed freedom of design access, continued access to
technology. That's an inportant concept to many of them
particularly the |arger ones.

Turning to the question of antitrust policy and
how t hat plays into these kinds of considerations, which
| think admttedly is a much nore difficult topic in sonme
ways. It seens to nme that historically antitrust |aw has
pl ayed the role of inplenmenting enforcement policy in
those circunmstances where patents have been abused.

Unl awf ul tying arrangenents, for exanple, which
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have attenpted to inproperly extend the scope of the
subject matter of the patent to unpatented subject

matter, or unlawfully extending the term of the patent
beyond the lawful term of the patent, those kinds of
arrangenents. And | would make the additional point that
typically antitrust enforcenment policy has been concerned
with the large firms, not the small players who are
seeki ng entrance.

So | suppose that if there is a question, if we
take for just a nmonment as a given the assunption -- and |
don't want to by any neans by this comrent suggest that |
agree with it; in many respects | do not -- but if we
take as an assunption that there are | arge nunbers of
patents that are being granted that are overly broad in
their scope, not high enough quality, | think the rea
question that that seens to pose then is, does that give
rise in some fashion or another to large firns to
i ncrease or strengthen their nonopolistic positions,
assum ng that they have then? | think that's a tough
guestion to address, particularly given the fact that
much of what goes on today goes on in a context that's
much different fromwhen the antitrust |laws first
devel oped this enforcenent policy.

| thought that Professor Greenstein from

Nort hwestern University submtted a paper that was
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make reference to a couple of points that

528

want to just

he nmade by way

of closing that will kind of enphasize the comments that

' ve nmade here.
He made the point, first of all,
quot e:
"Public policy should
di stingui sh between environnments
where intellectual property is

effective and where it is not.

and |11

VWhen

it is not, policy should be concerned

when a doni nant firm uses

noni nnovati ve tactics to nove the

focus of conpetitive behavior away

frominnovative activity."

As a corollary to that he nade the comment

t hat:
"Recent rethinking refranes

anal ysis of the central question

t he

about large firms. It presunmes we

live in a world of widely distributed

techni cal knowl edge where nmany snal

firmse have access to sone if not

al |

of the technical assets necessary for

inventive activity. And, in
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addi ti on, commercializing those
i nventions involves use of rea
assets from both disinterested
parties such as venture capitalists
and deeply interested parties such as
i ncunbent firms."

And then he concludes with these two points in

relation to this idea:

crucial ,"

"Thi s approach directs attention
toward two questions. First, if the
two parties cooperate, do incunbents
have assets that significantly raise
the value of the invention in its
comerci al forn"

Then he says as it turns out:

"Policy issues arise in markets where
i ncunbent's assets survive, which is
to say nobst innovative markets."

And then his second point is this: "Especially
and |'m quoti ng agai n:

"Especially crucial, if the two
parti es conpete, can entrants
effectively exclude the incunbent
fromimtating their invention? Most

markets |ie between two extrenes,
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t hose where entrants can excl ude by

t he i ncunbent and those where they

cannot. To be sure, the

ef fecti veness of intellectual

property such as patent |aw plays a

key role in determ ning which

situation arises, and when inventors

can exclude imtation, then markets

for tradeabl e technol ogi es ari se.

The | arger point is that inventors

tend to act as the source of ideas

but they do not tend to overturn

comercial | eadership.”

A lot of what's gone on, it seenms to ne, in the
hearings is anecdotal in nature, but there are very | arge
and real questions out there. | think one of the key
guestions, as | said at the beginning of ny comments, is
whet her if one assunmes that there are problems with the
scope of patents being granted, does that necessarily
suggest an enforcenent policy or sonething else? |
t hought Professor Teece's point on that was a good point,
it was well taken. Perhaps there's a role in terns of
encouraging reformation. | think the Patent Ofice is
pai nfully aware of that.

They' ve undertaken that role |l ast year. Just
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| ast year at about this time, they inplenmented an
initiative with respect to their business nethods patent
exam nation group. W heard John Love tal k about that

t oday.

| think related to that question is whether
patents in that category are really any different from
patents across the board that the Patent O fice deals
with and grants. W' ve heard a | ot about business nethod
pat ents.

Back in the '70s when | was first starting to
practice, there was an interesting patent tacked up on
the wall of one of nmy clients that was a nmedi cal device
conpany having to do with a nethod for swallowing a pill
This is a problemthat's been around for a long tinme,
over a hundred years in fact. |[If you |look at the
t el ephone and the tel egraph cases, the very sanme issues
were presented in those cases over a hundred years ago in
ternms of whether the scope of those patents was
commensurate with what was being added to the state of
the technology in terms of what was new and different and
pat ent abl e.

So, | guess in short, again com ng back to
Prof essor Greenstein, |I'd sinply close with once again,
maybe, a quote from his coments because | think it

dramatically underscores the situation. He says this:
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"Public policy can encourage

dom nant firns to conpete by

innovating. It can do this by

di scouragi ng powerful incumbents from

usi ng non-innovative tactics that

di scourage i nnovation at other firns.

How far does this principle extend?

For exanpl e, should public policy

selectively intervene to discourage a

power ful incunmbent from using

i nnovative tactics such as patent

suits and patent bl ocking?"

MS. GREENE: Right, Professor Greenstein
certainly does raise a ot of very inportant points in
his comments, which I will say as a plug are on our
website, ftc.gov, which is where the proceedings fromthe
entire set of hearings over the next several nonths wll
be put. There will be transcripts from our hearing today
as with all the other hearings. PowerPoints will be put
up there as well.

And you've really honed in on an interesting
point which is sort of delineating these roles, as
Prof essor Teece said, that the antitrust agencies have a
policy role to play. And, as you said, a reformation

role as well as this enforcement role.
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MR. NYDEGGER: | think that's the rea
questi on.

MS. GREENE: Okay, and |'m curious does anybody
want to take on either one of those potential roles and
gi ve us sone advice?

MR. VEINSTEIN:. Let nme try and address in an
effort to be constructive what it's like to be on the
wrong end of a patent assertion. |If you're a smal
i nnovati ve conpany, really got something good, and you
get a letter in the miil that says, "If you don't pay us
bi g bucks, you're going out of business because we're
going to sue you."

First of all, the deck is stacked dramatically
in favor of the patent owner. Mbst people do not realize
this, but section 102 of the patent |aw says the Patent
O fice shall issue a patent unless it proves that the
patent is unworthy. |Inmagine a big drug conmpany conmng in
armed with | awers and Ph.D.s agai nst sone col |l ege
graduate two years out of chem stry battling with this
drug conpany. So there is this presunption that the
Patent O fice has the burden of carrying the ball. Now
this conpany gets sued, and what does it find? There's a
presunption of validity when you m ght argue that it
could be just the other way around.

In addition to that, the Court of Appeals says
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a presunption of validity is not strong enough. W're
going to nake clear and convincing the standard to
overturn it. W don't |ike a preponderance of the

evi dence standard.

So this little upstart conpany with a great new
cure for Parkinson's Di sease or whatever you want to
hypot hesi ze is now faced with five patents with a hundred
and fifty clains with fantastic financial burdens placed
upon it if it wants to stay alive. It has to decide
whet her it can finance its defense or whether it's going
to fold and nerge with that conpany, sell out its
portfolio, give up or pay a high priced |icense fee,
assum ng the plaintiff will |icense as opposed to just
say you're gone. Now this is a very serious real world
problem it happens every day. |'ve been there, 1've
seen it, and that's the way the systemreally works when
it comes to M. Big versus M. Little.

Now | et's assunme the patents are invalid.

Let's assune that M. Big has just decided to aggregate
and throw out the standard letter saying sonmewhere in
these five patents we got you. Put yourself in the
position of this innovator and figure out what's good for
t he consuner, what's good for conpetition, and how we get
t he bal ance back to where it needs to be.

Now, | agree with the Comm ssioner that there
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is a strong need for an advocacy role. | do think
particularly where there are reckless or knee-jerk
assertions of these patents there's roomfor section 5 of
t he Federal Trade Comm ssion Act and there is roomfor

ot her various renedi es under the Clayton Act and the

Sher man Act when things go beyond the pale when the
patents have been purchased in order to aggregate those
pat ents.

Let me just say if |I can just two nore points
and then 1"l be quiet.

No one has addressed either this afternoon or
this nmorning that | heard the subject of whether or not
we're giving patents for R&D or investnent versus
invention. This goes to the fundanental question of the
standard of invention. That is the essential question
for reform It's not an antitrust issue, it's an
essential question for reform

The other thing is, I"mold enough to renmenber
when the head of the Senate Judiciary Commttee, Philip
Hart, and the head of the House Judiciary Conm ttee,
Emanuel Celler, were there worrying about the public
interest. Wrrying about it, preserving it, holding
hearings. | haven't seen their likes in the Senate and
t he House on the patent front since they've been gone.

|'ve seen people cone in and say, "Well, you
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know what, you guys in the software industry, if you can

agree on a bill we'll pass it. You get together, go out
in the hall, and we'll pass it. O you guys get together
and pass a new patent law just so you're all in

agreenment, we don't want to get in this fight."

Wel |, who was protecting John Q Public? And
that's the role | think that nust be played by the
enforcement agencies or this will not get corrected.

MR. PLACE: | mght add that the same dynam c
happens in copyright as well.

MR. WEI NSTEI N:  Yes.

MS. GREENE: COkay. Actually, Professor
Shapi ro.

PROFESSOR SHAPIRO: | think some of this
di scussi on about the big guys versus the little guys and
how threatening it is if you're on the wong side of the
suit actually should highlight exactly where the FTC and
the DQJ should not go in taking sides on those sort of
di sputes. It seens to ne that that's always going to be
the case. We heard it on biotech earlier, you know,
there's people saying you' ve got all these patents,
particul arly when | arge nunbers of patents are asserted
and they're suspect about the quality.

As | understand the |law here, it seens to ne

just right, so long as sonebody's asserting their patent
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in good faith and there's no fraud on the Patent Office,
that is what the patent allows you to do. And the other
guy mght not like it and it may tend to exclude and shut
down the target of this assertion, but that should not be
sonet hing that the FTC or DQJ should try to stop any nore
than they should get into mandatory licensing if sonmebody
doesn't want a license. So |I think that's where you want
to draw the |ine.

Now, when we get to a whol e range of other
busi ness practices, if sonmebody's acquiring patents and
maybe building up a portfolio that has an exclusionary
effect, or the ternms of a settlenent are restrictive
conditions, are exclusive arrangenents -- nerger could be
an instance of this -- that's when you cone in and say,
"No, no, maybe those particular terns are not sonething
that is pro-conpetitive.”™ But |I think you don't want to
get swept off in the passion of those who are on both
sides of these disputes, which is inevitable when people
are asserting these intellectual property rights.

And of course, you can take that view and still
play an active role in making sure that the public and
the little guy is protected in the sense that the patent
policy is well thought out and the way the PTO is run and
t he procedures to make sure that patent quality is

i nproved. But don't get in the m ddle of these disputes,
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they're sinply the normal process of people asserting
patents, which of course can be exclusionary.

MR. VEINSTEIN:. Carl, would you get in the
mddle if you learned that the letter accusing the party
of infringing five patents was sent out w thout an
i nvestigation and challenge it under section 5 of the FTC
Act ?

PROFESSOR SHAPI RO:  Agai n, not being a | awer |
think I"I'l duck this one, but it seens to ne so |ong as
it's good faith and if it's Bob Taylor's law firm and
t hey' ve checked it out --

MR. VEINSTEIN: No, it's bad faith. | asked
you to assune no investigation.

PROFESSOR SHAPI RO Well, my understanding is
if it's bad faith in the sense, for exanple, you know the
people don't infringe, and it has a true exclusionary
effect that effects a whole market and not just, you
know, one conpetitor, then that's a real antitrust issue,
sure.

MS. GREENE: Okay. Professor Teece.

PROFESSOR TEECE: 1'd like to build on what
Carl is saying and put it back to M. Weinstein. Yes,
you can cone up with these individual anecdotes, but in
fact one of the interesting things that's cone through

fromthese hearings is that the guys with the patents are
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not the big guys frequently, it's the little guys. In
fact, M. Nydegger just pointed out that in many cases
smal | firms, new entrants, use their patents to establish
that they're qualified players in an industry, and those
of you that heard Bronwyn Hall yesterday will remenber

t hat she surveyed the sem conductor industry and found
that the folks that really especially appreciate patents
are the new entrants.

So the sort of traditional, old-fashioned view
that the incunbent firnms have the patents and the poor
little new entrant's getting hit on the head and this is
retardi ng conpetition, while it undoubtedly occurs from
time to tinme, the reality is that doesn't fit anynore
fromwhat |'m hearing based on the field research that's
been done around here and from what people are giving in
t he way of general comments.

So we have to be very, very careful not to
craft policy based on the individual anecdotes. | nean,
|'ve been in many circunstances where the venture
capitalist says, well, I"'mthrowing in an extra mllion
dollars for a patent litigation because | expect it.
This is not the end of the world. The odd patent case,
there's a hundred of thema year, is not the end of the
world. You know, every industry when it energes there

are difficult problems around patents, but we shouldn't
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throw the baby out with the bath water. W shoul d
certainly always work to try and inprove policy, but you
know, to craft policy based on individual sad cases wll
surely give us bad policy.

MS. GREENE: G eg.

MR. AHARONI AN:  You know, there's another
agency we haven't really nentioned here today, at |east
in this session, I'mnot sure of the others, but that's
the Securities and Exchange Conmi ssi on.

None of these |lawsuits and activities before
the | awsuits happen in a vacuum especially during the
| nternet bubble era. Otentines we'd see one startup
after another, as soon as they got their patent issued,
go straight to the press and announce that they got this
great patent that's going to let them block out all their
conpetitors that was broad as hell. You would see the
stock price rise imediately and significantly, and then
over tinme as everyone started checking it out and
realized these guys are bullshitting, the price dropped.

In fact, | commented on this in ny newsletter
and an econom st actually checked it out and he figured
t hat you could actually make npbney by shorting the stock
of a startup or a big conpany that announced a bogus
patent the day after they announced it.

To nme, one of the reasons |'m so insistent on
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patent quality is not just for players in the industry
itself, but also bad patents |lead to nmarket distortions
in stock prices and rel ated phenonena, and that is
directly a charge of the Securities and Exchange

Comm ssion, to make sure such things don't happen.

So ny question for Professor Teece and maybe
t he Comm ssioner is maybe we're addressing the wong
conm ssion here or maybe we've got to pull in the SEC

Bad patents distort the markets, that's bad for
everyone, and there are conpetitive problens there as
well. Maybe we should bring themin, because they do
have a direct role as opposed to these kind of vague
trying to find sonme antitrust goings on out there, which
| think is hard.

PROFESSOR TEECE: Well, you know, I'mnot in
favor of bad patents, but | would point out that there's
| earning that goes on. And you just described it as
basically that people are idiotic and think that sonmehow
or other issuing a patent is conveying uncommon val ue.
Anyone that's studied patents will know what Bob Tayl or
said, nanely there's only one in a hundred that ever has
comercial value, so the fact that there are idiot
i nvestors out there who make dunb decisions and there's
peopl e who make noney on it, | don't see the SEC needs to

get in and fix that. W're not going to fix every
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problemin this society. |f people take a while to
learn, so be it. But if we run in and try to regulate
our way to perfection, we're certainly not going to get
perfection.

MS. GREENE: John.

MR. LOVE: | just want to coment. |'ve heard
a | ot of concerns raised about what to nme is patent
m suse and | certainly understand that there are problens
there, but | think that's a different issue than |ooking
at the patent systemin general. |If there are concerns
about patent m suse | think the FTC and Departnent of
Justice, certainly there's a concern there in sone policy
i ssues, but | guess I'll reiterate don't throw the baby
out with the water. The problem may not be with the
patent system It may be in the use and the practices
t hat people make of it, of the patents thensel ves.

And one other thing. The |ast 20 years there
have been other industries that have gone through
simlar, | guess, patent awareness and increases in
patent activity, and | just want people to keep in m nd
that the patent system has served industries very well
the | ast 20 years. You know, our econony has certainly
flourished and we've been one of the best economes in
the world and the envy of many conpanies. 1In the

sporting goods area, those of you that play golf and
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tennis, |I'msure you' re aware of the nunmber of patents
and the increased devel opnent of the technol ogi es of
t hose conpani es, and they seemto be surviving very well.

Also, | used to have jurisdiction over the
medi cal and health care industries, and | think people
who are famliar with those industries, 20 years ago they
were very, very -- | guess, in the patent infancy stage
about using and filing for patent applications -- but
over the past 20 years the activity in that area has
increased drastically, because | know | had to oversee
the increase. There used to be about six exam ners
handl ed all the applications in the surgical area, now
there are over 150.

So ot her technol ogi es have dealt with the
problem They' ve survived, conpetition has fl ourished,
and software nay have sone different characteristics, but
| think let's not overreact about the value of the patent
systemif in fact there are sonme m suses of the patent
itself, which seens to be a different issue.

MS. GREENE: COkay. Bob.

MR. TAYLOR: | would very nmuch not want to see
t he agencies getting into the business of trying to
police what sonmebody thinks m ght be bad or weak patents.
First of all, I think you may even be proceeding from an

incorrect prem se that there are nore patents today than
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there were at other tinmes in history. The size of the
Anmerican econony is vastly different today than it was 20
years ago or 40 years ago, and if you make an assunption
that there m ght be some correlation between the nunber
of patent applications and the gross national product,
then you at | east ought to exanm ne that question, which
" m not sure anybody has done.

Furthernore, on that point, the nature of the
American econonmy. We are increasingly finding our growth
in the econony in new technol ogy, and while new
t echnol ogy has been a driving force for this econony for
200 years, it is today the primary driving engi ne, and
that will in and of itself lead to a | arge nunber of
pat ents.

The further point, though, is even if you
accept the idea that there are in the patent systema | ot
of weak patents, and I'm not sure | agree with the way
Carl | ooks on a weak patent. He said he thought that a
weak patent was one that m ght not be enforceable. |
think the systemitself, by and | arge, takes care of the
unenforceable or the invalid patents. | think there
probably are sone patents that make very nmargi na
contributions in terns of the advance of human know edge,
and if I were thinking about patents that would support

anti-conpetitive types of arrangenents between conpani es,
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it would seemto me that that would at | east be a
rel evant inquiry.

| ndeed, | think that if you contrast the old

Ceneral Electric case dealing with tungsten fil ament

light bulbs with the U.S. Gypsum case which dealt with a

machi ne that depressed the edge of a wall board, of a
pi ece of wall board so that when they build a house they
can put tape in the joint, cover it over with nud and can
seal the crack, the way the Suprene Court handl ed the
price fixing arrangenents or the price restrictive
i censing arrangenents in those two cases, you will at
| east find some historical precedent for treating
differently technology that really adds sonethi ng of
great inportance to the econony.

But for the agencies to get in and try to bring
enf orcenent actions and try to identify those strikes ne
as an al nost inpossible task. There's precedent for it.

U.S. v. daxo, and there's at |east another case brought

by the Departnment of Justice back in the "40's and '50's
where they challenged restrictive licensing based on the
grounds that the patent was invalid and they went after a
validity attack on the patent. | thought we had laid
those to rest by the tinme we got to about 1970.

MS. GREENE: Right. Unfortunately, our time is

starting to cone to an end, so just to restate one of our
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issues and throw it out for everybody to nake sone
closing comments, Professor Teece articulated it as -- |
keep picking on your presentation -- you've got sone
probl ens, but they do get sorted out, and then the
guesti on becones at what cost?

And one of the things that seens to be
percol ating through our discussion is that the cost of
addressing certain problens changes if you address them
early on or later on; and, in fact, the nature of the
i ssue or the problem my change over tinme, dependi ng upon
what it is. And I'm obviously speaking about the patent
process through turning it into actually using the
patent, then potential litigation, et cetera.

So with that as just sort of a final word on ny
part, does anybody have some additional comrents?

PROFESSOR TEECE: Just one |ast coment, if |
may. There probably are a few cases where in theory the
agenci es can inprove things, but let me come back to a
fundament al i ssue about patents and patent disputes.

Most patent disputes and the reasons why they
end up in court are around different perceptions by the
parties as to validity and infringenment and therefore
val ue, so there's uncertainty. |If there was a clear
definition of the property rights these things would

typically get worked out in the marketplace through
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negotiation and there wouldn't be litigation.

Even if the agencies can inprove things in
theory, if you inject another elenent -- nanely, |'ve got
a patent, not only do | have to work through the
probability that it's valid and the probability if it's
valid that it's infringed, but |I've also got to take into
account what the agencies will do -- unless there's
absolute clarity with respect to the way the agencies are
going to act, that's an additional elenment of uncertainty
that can create di stance between the parties to the
litigation and reduce the likelihood of settlenent. So
you end up pushing things out of the marketplace and into
t he courtroom unl ess whatever you craft is so clear that
it doesn't add another elenment of uncertainty. So that's
kind of just raising the bar really on ternms of how you
get good public policy here.

I"'mwilling to admt that | think that there is
sone policy inprovenent that can cone through the
agenci es working together at a policy level. But when
you get into the enforcenent action, unless the policy
guiding the enforcenent is crystal clear, you're going to
take a step backwards rather than forward because you're
going to create additional uncertainty which will lead to
mor e di sputes, not | ess.

MS. GREENE: Carl.
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PROFESSOR SHAPI RO | think the agencies have
of course long realized that there are various |icensing
arrangenents and deal s between conpetitors that can act
agai nst the public interest. That's equally true of
various settlenments. So while | agree with various sort
of hands off sentinents that have been expressed, | would
| eave you with the notion that you should not presune
that settlenments or other arrangenents involving patents
t hat are reached between conpetitors are in the public
interest. There is just no such inference, and that's
why it's an entirely legitimate area for the agencies to
keep an eye on such settlenments, particularly between
direct conpetitors.

MS. GREENE: Right. Les.

MR. VI NSTEIN: Picking up on this point and
al so responding to Professor Teece, it's inportant to
recall that for every case that gets to trial, and |I have
no data on this, but it would not surprise me if there
were 50 or 100 that get settled that if they had gone to
trial would have had a defendant prevail, but the risk of
the draconian injunction putting you out of business and
the treble damages and the uncertainty surroundi ng
litigation forces settlenents which inpose a tax on the
public as opposed to allowing the invalid patents that

are pouring out, and | do think they're pouring out, to
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get adj udi cat ed.

MS. GREENE: Now, even though it's five, | want
to give everybody the opportunity to have a | ast comment,
so we're going to just keep going. Rick

MR. NYDEGGER: Yeah. | think one thing is
worth noting here in ternms of this whole issue with
respect to patent quality. | think that in a sense in
fairness to the PTO, if there is a question here, an
issue -- and | again, | don't think we ought to
necessarily junp to that conclusion too quickly -- a |lot
of the evidence seens to be anecdotal in nature. But |
think it's worth noting that the PTO deserves an
opportunity to probably have access to the resources it
needs to do its job properly and then to see if that
results in inproved quality at the outset. It's no
secret that over the last five years Congress has
diverted a half-billion dollars of user fees paid to the
PTO for other purposes that Congress deened to be nore
i nportant than patent exam nati on.

What's worse, uncertainty and increasing
pendency that results fromthat uncertainty, or trying to
decrease that pendency, those both can have inplications
in terms of potential anti-conpetitive effects. |
personally think that the uncertainty that comes from

i ncreasi ng pendency can perhaps be a |l arger problem
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The PTO has struggled mghtily to keep that
down. In that sane five-year period, for exanple, the
pendency has gone from 20.8 nonths to 24.7 nonths.

They' re doing a good job of staying paced but that's
putting pressure obviously on the PTOin terns of its
resources. The nunber of filings in that sane period
rose by 71 percent. Their staffing, on the other hand,
rose sonething like 34 percent, or half the pace. How
many cor porations do we know of that could handl e those
ki nds of increases in demands on their output or
production with essentially staying |level or at half the
pace? That's a trenmendous burden for any agency to bear,
so perhaps if there is an issue that's the starting point
for solving the issue it is to give thema fair chance to
fight with both hands instead of one hand tied behind

t heir back

MS. GREENE: G eg.

MR. AHARONI AN:  1'Il agree to some extent with
Robert and David that, as nmuch as possible, keeping up
governnment agencies is always a good thing. | firmy
believe that a very effective and reasonabl e, and
soneti mes undue, burden of costs affects that industry
itself, but working with the PTO can solve a | ot of these
probl ens.

At the sanme time, as John kind of jokingly
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poi nted out, every industry for the |last hundred years
has had this problem and he said that eventually we
resolved it and noved on. At the sanme tinme, that neans
for the last hundred years this country has been unabl e
to anticipate how to deal with the next thing. W keep
on screwing it up every generation. You'd figure at

| east one tine we'd say, "Hey |ook, ten years from now
we're going to get another headache. Wy don't we get
ready for it now" So in a sense we've been kind of
screwing this up repeatedly for the | ast hundred years;
and | say screw up because, in the engineering sense,

this is sonething that can be fixed.

And as the data | |like to toss out all the tine

shows, industry really isn't doing enough, | don't think
In that case, where industry refuses to take these

probl ens seriously over a long period of time, good or

bad, let's bring in soneone else. | nean, they m ght not

make it any better or worse, but we've bl own our
opportunity and it's time to shake it up a bit.

MS. GREENE: Thank you. Luis.

MR. MEJIA: Yeah, I'Il mke it very quick
here. | just wanted to follow up on Professor Shapiro's
comment about settlenments nost |ikely being between
conpetitors.

The university is rarely a conpetitor with a

For The Record, |nc.
Wal dorf, Maryl and
(301) 870- 8025



© 00 N o o0 B~ W DN P

N N NN NN R B R R R R R R R R
o N W N B O © 0O N O O M W N B O

552

conpany in which we find ourselves in litigation. Just
for illustrative purposes, the university has only sued
three conpanies in thirty years. So we do this very
rarely and nost of the time hesitantly when we do do it,
because that's really not what we're about.

The point | wanted to make was that in ny
experience with the process, and having only very limted
experience in this realm there is oftentines great
pressure to settle, and the pressure seens to conme from
again fromny |limted experience, fromjudges that don't
want to handl e patent cases. And then we have to take a
| ook at the possibility of, you know, being overturned
and all of the down sides of not settling.

So the point is that I think fromthe
uni versity standpoint | think our avenues are sonmewhat
limted because we don't find ourselves in direct
conpetition with conpanies in which we can cross-Ilicense
and have a standard type of a settlenent. So | would
just throw that out as sonething to think about. | know
it's beyond ny experience really to go into any great
detail on that, but | do know that fromny limted
experience that there are sonme issues there that do tend
to be problematic.

MS. GREENE: Thank you. John.

MR. LOVE: | thought | was through but | have
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one nore coment in response to G eg.

MS. GREENE: We'Il end on a note of Love --
what can | say.

MR. LOVE: What | nmeant by saying we've been
t hrough this before is the cycle of what we call emerging
t echnol ogi es where the patent activity due to the nature
of the technology the grants are very broad in nature,
and | think that's part of what the systemis all about.
You have energing technol ogi es, you have pioneer
inventions, the inventors are entitled to broad cl ai ns.
But then the devel opnents conme al ong, patents are issued
to inprovenents, and you know, at the end of the cycle
you have several conpanies that are conpeting and seemto
be doing very well. And again |I'l|l say there are nmany
exanpl es of that over the last 20 years and to nme that's
one of the benefits of the patent system

MS. GREENE: Ckay.

MR. LOVE: Thanks.

MS. GREENE: | |ied because |I did say everyone
coul d have their last comment, so Bob.

MR. TAYLOR: | just wanted to say that it's
been a great privilege to be part of this group, it's a
very distingui shed and t hought provoking discussion and
|"ve enjoyed it imensely.

MS. GREENE: | couldn't end it better nyself.
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so nuch.

(Wher eupon, at 5:05 p.m, the workshop was

adj our ned.)
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