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PANEL ONE
9:30 AM -- 12:00 NOON

PATENTABLE SUBJECT MATTER -- BUSI NESS METHOD AND
SOFTWARE PATENTS

Mark Janis, Professor of Law, University of |owa
Col | ege of Law

Brian Kahin, Director, Center for Information
Policy, University of Maryl and

Jeffrey Kuester, Partner, Thomas, Kayden, Horsteneyer
& Risley, Atlanta, Ceorgia

Jeffrey Kushan, Partner, Powell, Coldstein, Frazer and
Mur phy, Washi ngton, D.C.

Ri ck Nydegger, Sharehol der, Wrkman, Nydegger & Seel ey

John R Thomas, Associ ate Professor of Law, The George
Washi ngton University Law School, Washi ngton,
D. C

Robert Young, Chairman, Center for Public Donmain, and

Chai rman, Red Hat, Inc.
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PANEL TWO
2:00 PM -- 4:30 P.M

PATENT CRI TERI A AND PROCEDURES - -
| NTERNATI ONAL COMPARI SONS

Kenneth J. Burchfiel, Partner, Sughrue M on, PLLC

Mark D. Janis, Professor of Law, University of |owa
Col | ege of Law

St ephen B. Maebius, Partner, Foley & Lardner

Ri ck D. Nydegger, Sharehol der, Workman, Nydegger &
Seel ey

Robert L. Stoll, Adm nistrator for External Affairs,
United States Patent and Trademark Office

John R Thomas, Associ ate Professor of Law, The George

Washi ngton University Law Schoo
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FEDERAL TRADE COWM SSI ON

In the Public Hearing on: )

COVPETI TI ON AND | NTELLECTUAL )

PROPERTY LAW AND POLICY I N ) File No. P022101

THE KNOWLEDGE- BASED ECONOWY. )

Thur sday, April 11, 200

Room 432

2

Federal Trade Conmi ssion

600 Pennsyl vania Avenue, N W

Washi ngton, D.C. 20580

The above-entitled matter cane on for

hearing, pursuant to notice, at 9:30 a.m

APPEARANCES:
WORKSHOP CHAI RPERSONS:
M CHAEL BARNETT, FTC
MATTHEW BYE, FTC
JI LL PTACEK, DAQJ
MAGDALEN GREENLI EF, PTO
H LLARY GREENE, FTC
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PROCEEDI NGS

MS. GREENE: Good norning. Thank you all for
joining us. Exceptional panel, lots to discuss. Let
me just junp in. The question is | guess on a certain
| evel, why are we even here? Yesterday we had two
I ncredi ble sections that dealt with substantive patent
standards as well as patent procedures. And | guess
Bill is asking, why are we here, because he was in
charge of the entire day, so maybe he'd rather be hone,
but no rest for the weary.

The answer is in part because business net hods,
and to an extent software nore generally, is something
that really has becone a lightning rod for discussion
about patent issues generally. It carries a |ot of
synbolic inmportance, and it carries a |ot of actual
i nportance. We really need to figure out what's at
st ake when fol ks are di scussi ng busi ness nethod patents
and conme up with widely contradi ctory assessnents.

We have a great group of panelists here. Thank
you all for joining us. And we have our panelists not
only here but I'Il just say in passing that we have
panel i sts who cane before you, because our hearings
have been goi ng on since the beginning of February, and
sone of you fol ks have already joined us and been on
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ot her panels. And what we're able to do is to
i ncorporate what we |learn along the way and hopefully
weave it back in in subsequent sessions. So, | really
do appreciate that where we are today is infornmed by
all the hard work and all the information you' ve given
us al ready.

Also, I'lIl just nmake a plug for our website,
ftc.gov. Any of the public comments that we get get
put onto the website, and those are read very closely,
and so if folks want to respond to anything that they
hear today, that would be a great avenue by which to do
so.

In terms of logistics, nmy nane is Hillary
Greene, and I'mthe Project Director for IP here at the
Federal Trade Conm ssion's General Counsel O fice. And
to my right is Bill Cohen, who's the Assistant General
Counsel for Policy Studies. And we have Dougl as
Rat hbun, who is fromthe Departnment of Justice. Next
to himis Bob Bahr, who is fromthe Patent and
Trademark Office. Thank you, both.

The panelists, as | was discussing just a
m nute ago with Bob, are what | like to think of as the
people that make ny life easy, because they're the ones
that we go to in order to have a lot of really tough
judgnment calls explained, et cetera. And so |let nme go
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t hrough and describe a little bit about the
extraordi nary fol ks we have here.

First is Mark Janis, and Mark is a Professor of
Law at the University of lowa College of Law, where he
teaches and wites in the fields of patents,
trademarks, unfair conpetition, IP and antitrust. In
2000- 2001, he was the recipient of the University of
| owa Col |l egi ate Teaching Award. He has publi shed
several articles on donestic and international patent
| aw and is the co-author of a two-volunme treatise, IP
and Antitrust, with some folks we may have heard of,
Hovenkanp and Lemley. Prior to joining the |owa
faculty, he practiced patent |law with Barnes &
Thornburg in Indiana.

Next we have Brian Kahin, and Brian directs the
Center for Information Policy at the University of
Maryl and, where he's a Visiting Professor in the
Col l ege of Information Studies. Active in the early
mul ti media i ndustry, Brian was anong the founders of
the Interactive Media Associ ati on, where he served as
general counsel until 1997. During that time, he also
founded and directed the Information Infrastructure
Project at Harvard School of Governnment. From'97 to
2000, he served as the senior policy analyst at the
White House OfFfice of Science and Technol ogy.
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And then to -- where is -- where did Jeff go?
Oh, hi. It's going to kill nme with having two Jeffs.
Two Jeff Ks make it worse.

Jeff Kuester is a partner with the patent,
copyright and trademark firm of Thomas, Kayden,
Horsteneyer & Risley in Atlanta, Georgia. He is
currently an Adjunct Professor at Georgia State
Uni versity College of Law, and he is currently the
Chair of the Patent Legislation Comnmttee of the IP
Section of the ABA. And as a nenber of the State Bar
of Georgia, he also is serving as Chair-Elect of the IP
Law Secti on

And next we have our next Jeff K, Jeff Kushan.
He is a partner with Powell, Goldstein, Frazer & Muirphy
in their Washington office. Prior to joining Powell,
Gol dstein, Jeffrey spent over ten years with the PTO,
i ncluding a two-year assignnment to the Ofice of the
U.S. Trade Representative in Geneva, Switzerland. And
before serving in Geneva, Jeff worked in the PTO s
O fice of Legislative and International Affairs, where,
anmong ot her things, he authored the Patent Exam nation
Gui del i nes governing software. So, you obviously have
nothing to say. And he is also a nenber of the Adjunct
Faculty at George Washi ngton University.

And then we have with us Rick Nydegger. And
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Rick is a founding sharehol der of Wrknman, Nydegger &
Seel ey, which specializes in IP law. He's currently an
Adj unct Faculty Menber at Brigham Young' s Law School .
He has worked closely with the PTO in the devel opnent
of several inportant policy initiatives over the years,
I ncl udi ng he was the principal author of the AlIPLA's
Response to the Comm ssioner's Request for Comments on
Conputer-Rel ated I nventions. He is currently First
Vice President of the AIPLA and was recently inducted
as one of its fellows as recognition for outstanding
service.

Next we have Jay Thomas, and Jay is an
Associ ate Professor of Law at George Washi ngton
University here in D.C. He also serves as a Visiting
Fellow in Econom c G owth and Entrepreneurship at the
Congressi onal Research Service as well as an instructor
at the PTO Acadeny. Previously, he was a visiting
schol ar at the Max Planck Institute in Minich and at
the Institute of Intellectual Property in Tokyo, and he
previously clerked for Chief Judge Hel en Nye of the
Federal Circuit.

And | astly, we have Bob Young, who is the
co-founder and fornerly CEO and Chairman of Red Hat
from'93 to 2000. Bob was responsible for the early
success of Red Hat. Red Hat is credited with driving
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t he gl obal, industry-w de adopti on of open source
devel opnent practices. For this work, he has been the
reci pi ent of prestigious honors, including the Business
Week Magazine's Top Entrepreneurs for 1999. 1In 1999,
he founded the Center for the Public Domain, a
nonprofit foundation that supports the growth of a
heal t hy public domain of know edge and arts, and he was
chai rman of the Center until 2002, when he founded
Lul u.

Alittle nore logistics. W are going to have
four short presentations. They won't all be in a row,
and these are neant to be starting points for
di scussion, targets, if you will. | really want them

to spur discussion. They're not neant to be

conprehensive or discuss both sides of all issues. And
we should have a small -- a short break about hal fway
t hr ough.

For those of you who haven't been here, turn
your table tent like this if you want to have us cal
you. And Jay Thomas has infornmed nme that he's just
going to leave his tilted up, as with Jeff and Jeff.

Now, one of the things that's discussed, Ed
Kitsch refers to it as linguistic confusion, and that
is used to describe what many ot hers have al so
commented on in terms of the indiscrimnate use of the
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word "nonopoly" to describe a patent. And the question
that Kitsch raises is, is there really disagreenent
there, or is it just confusion about the |anguage being
used, and that type of thing? And this is really a
chal l enge that we have in these cross-disciplinary
debates. And it's very pernicious to effective debate,
because it really underm nes our ability to distinguish
when we don't understand one anot her and when we don't
agree with one another. This general adnonition is not
only something to keep in mnd, but it seens like it's
particularly rel evant here.

VWhen | spoke to the panelists and invited them
to come to discuss business nethod patents and
software, sonme of them asked, well, what do you nean by
busi ness nmet hods, or sonme said, there is no such thing
as a business nethod patent, and that type of thing.
And so ny response was, well, what should I mean? And
towards that end, we're going to start off with Brian
Kahin, and his presentation will discuss in part what
does busi ness net hod nean.

Then we are going to turn to the relationship
bet ween busi ness nethod patents and software patents,
and obvi ously enbedded in all of this is the $100, 000
guestion about are they abstract ideas, et cetera, and
shoul d they be patentable. AlIl right.
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MR. KAHIN: In fact, although |I can't answer
t hat question, that is exactly what I'mgoing to talk
about .

First off, | guess we're picking up on the
t heme of uncertainty that we were discussing toward the
end of the day yesterday and tal king about it at a very
hi gh political level. Wat are business nmethods?

See, here is the director of the PTOin an
interview in Harvard Busi ness Review, the prem er forum
for the country's business executives, in an interview
entitled, "Can you Patent your Business Mdel ?" And he
answered that, "W distinguish between a nodel, which
is a general vision and strategy, and a business
met hod, which is a specific way of doing business.”

Then he goes on to, of course, talk about
nonobvi ousness, utility and novelty and enabl enent,
| eavi ng the business community with that single
sentence, that they do indeed distinguish, although he
suggests you mi ght want to consult an attorney if you'd
like to find out how.

He's not afraid to take on the patent -- the
mai nstream bar as well. In an interview in the
O Reilly Network with TimO Reilly, he asks, "How would
you feel if a lawer was able to business -- to patent

an argunent,"” and he doesn't basically have any probl em
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13
with it as long as, of course, it nmeets the statutory
criteria.

Now, State Street Bank, which Jay will talk
about in greater detail, of course, says that this
busi ness nmet hod excepti on never properly existed, and
it al so, however, does not really explain what it was,
sone general but no | onger applicable |legal principle
per haps arising out of the requirenment for invention
that was elimnated with the 1952 Act.

Now, this is -- what State Street does from a
practical perspective is it overturns the expectations
of 100- 150 years of business practice, practice based
on free conpetition. But what is it nore precisely or
how does Judge Rich cone to this decision? WlIl, he
| ooks to the legislative history. He |ooks to
Congressional intent and finds that it's not proper to
read any limtations into Section 101, and he, of
course, cites the | anguage fromthe commttee report
t hat was picked up by the Suprene Court in Di anmond v.
Chakr abarty.

However, Di anond v. Chakrabarty involved new
technol ogy. The use of -- the creation of life forns
to eat bacteria -- or bacteria to eat oil spills,
rat her, was not a technology known at the tine of the
1952 Act, whereas the rul e against business nethods was
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establ i shed hornbook |law. There was al so no di scussion
at the time of the 1952 Act that Congress intended to
change the law with respect to business nethods.

But it turns out that Judge Rich is actually
sonet hing of an authority on Congressional intent. In
1963, he delivered a speech, the purpose of which was
to explain the intent behind the 1952 Act and the roles
pl ayed by the actual authors and the Congress. Now,
this was in a sense a way to respond to the fanous
coll oquy on the floor of the Senate in which Senator
Saltonstall asked if the bill was intended to enact any
substantive change in the law or only codify it, and
Senator McCarran answered, it codifies it.

At the end of Judge Rich's article, he quotes
Representati ve Crunpacker, who says if you're | ooking
for the intent of Congress, you would do well to | ook
to the witings of Federico, Rich and Harris and the
ot hers, because they really knew what was neant by the
bill. And in fact, Judge Rich was, along with P. J.
Federico fromthe Patent and Trade -- or it was then
the Patent Office, was one of the two-man drafting
conmmttee that drafted the original bill.

Now, despite the fact that this was an
ill-conceived exception, we still have to deal with it,
because a year after State Street, the Anerican
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15
| nventors Protection Act was enacted, and in August --
it was enacted in Novenber. |In August, as part of a
conprom se to secure a first inventor defense -- and as
| understand it, that's not really a first inventor
defense, it's prior user rights, you don't have to be
the inventor and you don't have to be first -- but this
was limted in a political conprom se, according to
Howard Coble, to the State Street Bank case. And the
reasons were, as el aborated by Representative Manzull o,
that it was not equitable to subject people who thought
that their business practices were unpatentable and had
mai ntai ned themto trade secrets, it was not fair to
sort of change the rules in m dstream here.

Noti ce that he says, "Before State Street, it
was universally thought.” So, in this -- in
recognition of this pioneer clarification of the law --
pi oneer clarification, is that an oxynoron or does it
mean the first of many clarifications?

Then we have a |ate |legislative history on the
first inventor defense which is quite a bit broader in
its interpretation. This includes manufacturing. In
fact, there are two separate statenments by a Senator
and a Representative that make you think, since they
were exactly the same, that sonmebody had a very cl ear
i dea of what business nmethod should nean, and it shoul d
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i ncl ude manufacturing. Coble's remark was actually two
days after the remark in the previous slide.

So, what does the PTO think? WeIlIl, business
met hods are really just automated financial or
managenment data processi ng nethods, technical stuff,
and in fact, this is really just a change in the
format, that business nethods |ike using a cash
regi ster have been around for many years. They've
sinply been clained differently. And this is just
I nevitable. It's an inevitable result of progress.

The AI PLA report on business nethod confl ates
busi ness nmethods with software. It says we already
dealt with software with the Advisory Comm ssion of --
Report of 1992, and the issues are the sane.

The 1 PO s statenment on business nethods, well
it doesn't define them but it does suggest that these
are energing technol ogi es, when, in fact, the whole
thrust of State Street was to change the rule on
| ong-standi ng technol ogy. Certainly the PTO version of
busi ness met hods argues that it is a | ong-standing
t echnol ogy.

Now, | have got sone questions about this.

This is a statenent that was approved unani nously by a

50- nenber board twi ce, saying that Congress shoul d not

touch this. |I'mcurious, because I'm-- | find it hard
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to believe that U S. industry really wants innovation
and conpetition at a general |evel nanaged by | awers,
courts and a federal bureaucracy. Wen you | ook at
what i ndividual conpanies have said on the rare
occasi ons where they have not voiced their views
t hrough a trade association, presumably m ght have
t hought about it a little nore, "Wth the advent of
busi ness net hod patenting,” says IBM "it is possible
to obtain exclusive rights over a general business
nmodel which can include all solutions to a business
problem sinply by articulating the problem™

And GE says in Europe, "W do not want the
lifting of the technical effect requirement,” which is
very close to the distinction between patentable and
unpat ent abl e busi ness net hods i n Europe.

Eur opean opinion? Well, here is the summary
fromthe UK Governnent's consultation, which shows
clearly that the weight of industry feeling is against
busi ness met hods. Are UK executives fundanmentally
different from Anmeri can executives in the way they feel
about business nmethods? The statenent fromthe
European Patent Ofice | think makes it fairly clear
that it's a difference in disciplinary background,
soci etal and financial relationships, not the stuff of
engi neering, not associated with the natural sciences.
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Now, another way to understand this is to | ook
at software, and I'mnot going to go into this in
detail, but here are sonme of the reasons why software
Is different. Fine granularity, it's a conplex
product, and innovation is notoriously increnmental.

But also in software, there's this huge range of

granularity, from code to concept, and busi ness net hods

are really at the high end of that. 1It's hard to
di stingui sh between whet her one-click patent is a
busi ness nmet hod or a high-level software concept, user
I nterface concept.

Net work effects, of course, are typical of
software. They are not really a problemin business

met hods. The problemin business nethods is breadth,

coarse granularity, it's at the high | evel, abstraction

and breadth, not technology in the usual sense, but nmay

preenpt technol ogical inplenmentations. This is the
crux of IBMs position. They don't want business
met hods. They don't want people sitting around in
conference roons thinking up business nmethods and
preenpt their opportunities to invest a |ot of R&D
noney in software sol utions.

Just noting that low barriers to entry are

simlar in both cases, but the docunentation issues are

quite different. The docunentation problemwth
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software is an over-abundance of informtion.

In Europe, the line tends to get drawn around
technicity, and this is an EPO press release from
August of 2000 that | think is a bit stricter than the
standard enunciated in the EC s recent proposed
directive. | did want to flag the term "soci al
processes,"” which is introduced in that proposed
directive as a way to tal k about busi ness nethods and
beyond with no technical contribution.

Conclusions? | think it's very inportant to
define conpetency. From an institutional perspective,
you can't expect one agency to cover everything, and
that's essentially what the State Street decision has
put the PTO in the position of doing.

| think that the conpetency needs to be |inked
with the "person having ordinary skill in the art”
standard. We do have a nechanismin patent |aw for
identifying the field of innovation. It's difficult to
apply outside mature technol ogical fields, and of

course, the Patent O fice may not approach it

rigorously. It will be applied rigorously only in
litigation.
However, it ignores -- a fundanmental problem of

t he PHOSI TA standard is it ignores the growing reality
of team based i nnovation, that innovation nowadays
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20
cones increasingly fromnulti-disciplinary teans, and
this would be particularly true for business methods
under st ood broadly.

At the sane time, however, we have this |ow
nonobvi ousness standard for conbi nations that was
di scussed yesterday, and in ny view, this dual standard
ought to be elimnated, and we ought to be willing to
draw i nes around patentable subject matter. And | say
this recognizing that this is a chronic policy problem
I n an age of porous boundaries, that it is hard to
mai ntain lines. But the alternative is to swallow the
world, and I don't think that's what the patent system
shoul d be doi ng.

Thank you.

MS. GREENE: Thank you, Brian. That was very
i nteresting and very provocative. One event that I
wanted to add to your chronol ogy was that Brian
actually was the first person to organize a public
event on software patents, and that was for the MT
Communi cations Forumin 1988. And |'m curious about
when you were hol ding that conference, would you have
anticipated that the debate about software and
ultimately business nmet hods would be where it is today?

MR. KAHIN: That's easy to answer. No. There
was certainly no reason to suspect that we were going
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21
to be dealing with business nmethods today.

MS. GREENE: Now, the definitional -- you
presented a number of definitions regardi ng business
met hods, sone inconsistent, et cetera. What are we
supposed to draw fromthat, and what do ot her people
draw fromthat?

MR. KAHIN: | don't think we can draw anyt hi ng
fromit at this point. | think it would -- it's ripe
for sonme kind of authoritative definition. One thing
that is worth pointing out in ternms of the difficulty
of this debate is that in an earlier version of the
American Inventors Protection Act, there was, in fact,
a provision for a study by the GAO which coul d have
gi ven sone definition to this problem Now, ny
understanding is that that was renoved at the behest of
the Patent Bar or perhaps IPO, |'m not sure which.

MS. GREENE: Jay?

MR. THOVAS: | believe that the definitional
probl ens are overstated. It seens to ne that if you go
to a college canpus and are asked to deci de whet her the
course is in marketing or differential equations or
hi gh-t emperature superconductivity, that -- or
| ow-t enperature, | should say, you would be able to
figure out which part of the canpus to wander to in
order to attend the cl ass.
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We al ready have to make the decision, because
the First Inventor Defense Act tells us we nust, and
the reality is the PTO has to define every invention
t hat conmes through the door. |In fact, it does have a
uni versal encycl opedia of all fields of endeavor and
has to slap things into particular categories so they
can match the expertise of examners to that subject
matter.

Al so, the Berman-Boucher Bill offers a
definition, which was sort of net with a nuted response
by the patent bar. It just said, well, we still can't
do it. There weren't a |ot of discussions about the
particul ars of that definition, which I think was
certainly at |east a good start and perhaps answered a
| ot of these questions. So, |'ve always found that to
be not a robust explanation for why we're not trying,
and | would also say some hard things are worth doing
i n any event.

MS. GREENE: Jeff?

MR. KUSHAN: | have -- | don't know if 1've
suffered, but at least |I've listened for a long tinme
about the definitional question. And | often am
reduced to being way too practical in terms of trying
to imagi ne the patent exam ner sitting inside the
Patent and Trademark Office at his desk and | ooking at
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an application and sitting there with this inmponderable
question of, what is this, when ultimately it doesn't
really matter what it is, because we have to eval uate
what the clains are, whether there are discrete steps
that are required to be practiced, and then whet her
t hose discrete steps that make up the process are in
the prior art or not or whether they are reflective of
what is perceived by the inventor to be the invention
and how woul d we measure that.

And | think part of the problemwth the
busi ness nmet hod definitional debate is that ultimtely,
If you draw a line, us evil patent |lawers wll
I mmedi ately circunvent it by putting words in the claim
to mask what the invention is, to make sure it fits
into the boundary you've just defined. And it's not a
fruitful path for tackling the fundanmental problem
which is to make sure that patents, when they cone out
of the Patent Office, or if they cone out of the Patent
O fice, have a scope which does not distort the
busi ness envi ronnent, where you have a true innovation
that nmerges different types of disciplines so that
there's never been before that technique or process
used in the nmarketpl ace.

We want to make sure that, you know, there
should be no free riding of that invention, and
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ultimately we get things nmoving forward as technol ogy
and, you know, the convergence of technol ogy and
busi ness.

The task that, you know, given the environnment
of the PTO exam nation process, there are only so many
things that can be done well by the Patent O fice. And
to the extent that we can keep the exam nation process
focused on the neasurenment criteria of inventiveness as
opposed to the definitional criteria of eligibility,
the likelihood is that you'll have a | ot nore patents
com ng out that people will not be upset about. |
mean, people get upset about these patents that cone
out that have, you know, you have a beautiful picture
pai nted by the inventor saying, this is the cool est
thing you'll ever see, and then you | ook at the claim
and you | ook at what they just described, and you
wonder what's the connection. There is no connection,
because they omt all the things that make it cool.

Now, if you were to get patent clainms com ng
out of the Patent Office which people had a matching of
t he coolness with the claimscope, no one would be
upset. And that's ultinmately the chall enge for getting
t he patent exam nation process to produce that |evel of
sati sfaction. You know, | have sone of this in ny
talk, so | don't want to preenpt anything, but it's an
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i mportant thing to | ook at when you' re | ooking at what
the Patent Office can produce relative to public
expect ati ons.

MS. GREENE: And Jeff will be giving a
presentation towards -- later on in the session. And
one of the reasons why we're addressing this up front
I's because ultimately one of the questions becones the
extent to which if you don't have this eligibility
criteria up front, whether or not subsequent
eval uations can sort of do the job and tease out that
whi ch i s not novel and obvious and that type of thing.

Let's see here, Mark?

MR. JANIS: | guess | was a little surprised by
Jay's remark regarding the -- how robust the
definitional questionis. | tend to think that it is

pretty robust, actually, just for a couple of reasons.
| just think it inposes an awful |ot of costs on the
system when we try to draw these kinds of |ines and
then attach serious consequences to them you know, the
proposed | egislation that says if you fall into the
category of a business nmethod, |lots of bad things wll
happen. And that's going to generate a | ot of
ancillary litigation over this prelimnary question of
whet her you're a business nethod or not.

And the history in this area is bad. |If you
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| ook at 20 years of debate over software patents and
what was an al gorithm what was a mat hemati cal
al gorithm what was math, there were trenmendous costs
sunk into that question. And | |ook at those cases and
wonder, you know, gosh, was it really all worth it, or
does this tell us that eligibility just really is a --
Is very clunmsy as a discrimnator and other doctrines
woul d do better?

So, | tend to be hesitant and pretty suspicious
about the notion that we ought to try -- it may be that
ultimately we could come up with an el egant definition
of business nmethods, but | just think that the costs
entailed in getting there mght not ultimtely be worth
it. And | just harken back to all the debates that we
saw initially over software patents in thinking about
t hat .

So, | guess when | listened to Brian, | was
thinking that the definitional question is exactly the
point, that is exactly the right place to start. He
didn't say very nuch about the specific |anguage of the
proposed bill, the HR 1332, but as you | ook at the
| anguage in that definitional section, | can see big
probl ens there, or | can see |lots of opportunities for
litigation there.

You know, for exanple, part of the definition
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says, "any technique used in instruction.” That woul d
be a business nmethod. Well, | can -- al nost anything
woul d be a business method, | think, under that

definition, even sort of conventional technical
processes that we've thought for a hundred years were
eligible subject matter. So, the main point here is
that | just -- | really wonder whether trying to pl ace
so much pressure on an eligibility criterion is the way
to go as opposed to | ooking to other doctrines,

obvi ousness, enabl ement and so forth.

MS. GREENE: Thank you.

Ri ck?

MR. NYDEGGER: Yes, | agree, and --

MS. GREENE: Can you all speak into the m ke,
and also | forgot to tell you, our court reporter has
asked you to identify yourself the first few tinmes you
speak to make |ife easier

MR. NYDEGGER: Rick Nydegger.

| agree with nmuch of what Professor Janis is
saying. | think that the definition of business
met hods is terribly inportant, because |I think it's
really tied to what | think is a very inportant
question in terms of what is it exactly that's
bot heri ng us about the patent systen? And | think it's
one thing if you tal k about business nmethods in its
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br oadest sense, which m ght enconpass all kinds of
different things, not tied at all to conputer
t echnol ogy, nmethods for teaching golf or sports
activities, nethods for chem cal processes for
produci ng pharmaceuticals or any al nost unlimted
variety of different things, which seens to be in sone
respects the scope of the termas it was introduced in
t he Ber man- Boucher bill back a year or two ago.

On the other hand, if what's really bothering
people is related to the idea that we are now
struggling and dealing with something that's a
relatively recent devel opnment in the sense of
e-comerce technology -- that is to say, where once we
were transacting business in a very conventional way
usi ng paper and transactional nmethods that involved
human interaction, today, all of that is occurring
i ncreasingly through the nmedium of the internet, using
conmput er networks and conputer technology -- well, if
it is the concept that those kinds of electronic
transactions, sonme of which are now t he subject of
patenting, are things that are bothering us, then |
think it's inportant to define business methods in that
context, so that we understand what it is that is
t roubl esone about the system

So, failure to adequately | ook at and define
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that term | think tends to really obscure the problem
that one is dealing with, and it is precisely for that
reason that | think the definition is terribly
I nport ant.

| think the other thing that is nmaybe worth
noting is that it seens |ike whenever we tal k about
this whole issue of business nethods, we in sone
respects end up passing like ships in the night,
dependi ng upon whether we're focusing -- and this gets
back to a comment that Professor Janis just nade --
whet her we're focusing on the question of patent
eligibility in the first instance or whether we're
focusing on the question of the ultimte inventive
merit or contribution that's made by the business
met hod. And there's a |ot of confusion it seens to ne
in the discussion, the debate, that is surrounding this
whol e area about those two fundanental concepts, and I
think that the policies that cone into play in those
two respects, again, are very, very different.

On the one hand, with respect to Section 101,
the policies that drive that section, it seenms to ne,
are and ought to be liberal. W ought not to exclude
in the first instance entire classes of new technol ogy
as opposed to testing those in ternms of inventive
merit.
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MS. GREENE: Thank you.

Robert ?

MR. YOUNG  Bob Young.

Ri ck, you just triggered one of ny real
concerns with the whole concept of the Patent O fice.
And it just cane up reading -- who's the Chairnman,
Muncy, is it? -- his comments on the growth of the
patent industry. Twenty years ago, we were patenting
66,000 itens; today we're patenting 175,000 itens per
year. Any of you guys have an average cost of what it
costs to patent sonething? |Is there a nunber in the
I ndustry?

UNI DENTI FI ED SPEAKER: $25, 000.

MR. YOUNG.  $25, 000, 175,000 patents, works out
to, what, something in excess of a $3 billion industry
to file patents. | think just the reverse. | think we
have to have patent legislation that is extrenely
conservative as opposed to liberal. W should avoid
patenti ng things unless we can prove econom cally that
there is a value to us as a society for awardi ng that
pat ent .

The drug conpani es who spend huge anpunts of
noney inventing the drug, even bigger anounts of npbney
buil ding the factory to produce the drug, and then even
bi gger anmounts of noney getting that drug approved
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t hrough the FDA process, deserve patents to make a
return on that investnent.

Sof t ware conpanies, Mark Ewing in ny Red Hat
conpany that we started on our credit card bal ances,
absolutely did not deserve to get a patent on the
various pieces of software that we wote as part of our
product. It just -- it would have cost us nore,
dramatically nore, noney to register those patents and
defend them than it would have cost us to produce the
technol ogy around the patents.

So, in order to avoid this growth industry,
this $3 billion industry pushing for greater and
greater patentability, | think we have to wite
| egi sl ation that goes the opposite direction.

MS. GREENE: Bob was referring to Chairmn
Muris' speech, which we have up on our website. And it
was given during | think the ABA neeting in Novenber.
So that's still online if you want to find that.

" mgoing to have just two | ast coments here.
l"mgoing to let Brian respond to sort of what he
started. And then | want to have Jeff take this up,
because one of the things that Brian nentioned in his
presentation was IBM s coments about business net hod
patents making it possible to obtain exclusive rights
over a general business nodel, and that could include
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all solutions to a business problem And | think that
really sort of dovetails with Rick's question of what
is it here that's bothering us.

So, Brian, can you turn to nore of the
definitional questions, and then |I'd like Jeff to
actually give a presentation which goes directly to the
questions of the inpact on businesses. And then we'l
switch gears there.

MR. KAHIN: Well, partly | wanted to respond to
Jeff's statenment, which | think would apply -- this
Jeff -- this Jeff, the other one hasn't had a chance --
If the test was just novelty. But the problemis the
test is nonobviousness as well, and this is a very
expensive test. And | think we have reason to think
it's extrenely expensive for software because of the
prolific nature of the industry. There are a |lot nore
i nnovations to separate obvious from nonobvi ous, and
there are problens in evaluating the prior art.

So, | think Bob's aimng at the application
costs to get a patent, that is, the filing fee and the
| awyer's fee, is only the tip of the iceberg, and that,
as has been pointed out repeatedly here, the real costs
of evaluating patents don't surface until you get into
a dispute, and that's where the noney really starts
flowing. W don't know how that noney fl ows between
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the time the patent is issued and the tinme it ends up
in court.

The court -- the figures on litigation, which I
cited a nonth ago, are that for a case in which | ess
than a mllion dollars is at stake, the average costs
per side are $499,000. Those are AIPLA' s figures from
t he econom c report.

What we don't have here, and | want to take
i ssue with Mark now on the -- where do we concentrate
our resources? \What we hear fromthe patent bar is you
concentrate your resources on determ ning these four
factors, that that's the priority. So, there's no
engagenment -- |I'msort of surprised to -- and gratified
to hear Rick at |east defend | ooking at the definition
of business method, because there's no willingness
there to engage econom c differences anong
t echnol ogi es, why busi ness nethods are different, why
software is different. Because there's no wllingness
to engage, there is no dialogue within the patent
system that connects to economc reality.

MS. GREENE: Let ne let Rick respond and then
we'll turn to Jeff Kuester's presentation and comments.
MR. NYDEGGER: Thank you, Rick Nydegger.

| also wanted to make a comment very quickly
about this notion that, quote unquote, "business
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met hods" are somehow uncoupl ed from technol ogi cal
advancenents. | think, again, that that is a conmon
m sperception that exists. | think it's possible that
patent clainms can be witten in a way in which those
clainms are probably so broad that they do uncouple from
technol ogy. But on the other hand, it seens to ne that
that gets nore to a problem of patent quality and the
ability of the U S. Patent Ofice to carefully and
t horoughly performits statutory duty of exam nation
and issuing patents that are quality patents and that
are valid and sustai nabl e.

A case in point, an exanple, | suspect that
wor d- processi ng software, for exanple, or an operating
system software such as W ndows m ght well be viewed as
a so-call ed business nethod, because those things are
used extensively in conducting various kinds of
busi ness planning in different ways and through a whol e
variety of different kinds of operations. So, the
question is, are those kinds of software conpletely
uncoupl ed fromtechnol ogy? Not necessarily.

For example, there are ways of rendering
characters that get to be very, very technical, display
sanpling or sub-pixel elenents and those kinds of
things. And what this tends to do is to illustrate
again that | think it depends upon the environnent
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you're operating in and the clains before the Patent
O fice as to whether that claimtruly is a well-known
busi ness techni que or whether the claimis sonething
that really does start to represent a new technol ogi ca
advance not found in the prior art.

MS. GREENE: Thank you.

Jeff Kuester?

MR. KUESTER: Thank you, Hillary.

" mvery honored to be here, included in this
great bunch of folks.

MS. GREENE: We have you in the southern
corner.

MR. KUESTER: Yeah. It is with great pleasure
that | am here and am able to participate in this. |
think these are very inportant hearings, and hopefully
you're getting a lot of good information out of this.
And the comments |'ve heard so far | think are
advancing the discussion quite a bit. | do have a few
comments that | wanted to respond to Jay, because he,

of course, touched a hot button of mne, which is the

definitional issue as well, and I know he's spent a
good deal of time on it. But it is certainly an issue
that | don't think we can sweep under the rug at this
poi nt .

First, responding to your question about
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i ndustry, | wote a law review article not too |ong ago
with Georgia State Law School on this issue of business
met hod patents and did some research and | ooked around
and tried to see, you know, is there really good

evi dence of industry inpact either way. And of course,
it's still very early. |I'mparticularly interested in
hearing the results of the study that's due to cone out
end of this year | think the Yale University
President's involved with, right?

MS. GREENE: National Acadeny of Sciences, yep.

MR. KUESTER: -- National Academnmy of Sciences,
that will hopefully shed some light in this area,
because to this point, nmy experience has been that
there's just a bunch of colloquial assunptions, broad
assunption-based reasoning in this area on both sides
of the argunent, that it's sinply, "Oh, well, patents
are good for innovation because they always have been,”
or, you know, "These are different from everything el se
we' ve ever seen, SO -- there's no evidence -- so we
need to, you know, rethink it."

Those types of argunents, and there are quite a
few of themlike that, are still w thout any
substantive, actual inpact evidence from ny
perspective. | nmean, froma patent attorney's
perspective, it certainly resonates with me that, you
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know, we've seen advances in technol ogy before, broad
new areas, and the patent systemis set up to be sort
of subject-matter-blind with respect to some of the
lines we're trying to draw right now. And
consequently, I'ma little bit skeptical that, you
know, the sky is falling, and there are antitrust
probl enms and conpetition issues with yet another new
area of technology that the patent system has al ways
been able to handl e.

But by the sanme token, again, that's just
anecdotal, you know, reasoning, not based on, you know,
what's really happening out there. |Is this spurring

i nnovation or not? So, while | wish | could answer

your question affirmatively -- ny heart says that this

is good for the econony, it's good for our society in

general, for patents to be in this area if properly

tailored and of the correct scope -- | think it's very

difficult for anyone to speak w thout making sone broad

assunmpti ons econom cally, based on the evidence |'ve
seen so far. But again, that could change. Maybe
we'll get -- you know, the |atest, greatest study wll
cone out and say, you know, clearly business nethods
are different fromeverything else, and their societal
i mpact is so small conpared to the cost they have that
we just need to restrict them sonehow. But | just
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haven't seen that yet.

Regardi ng the definitional issue, you know, the
PTO has said for a while that they' ve been issuing, you
know, these patents for decades. Yet the court says,
you know, that it's been universally accepted that you
can't patent them So, | think Jay's first pointing to
the Patent Orfice and saying that the definitional
Issue is fairly straightforward, you know, they're
doing it already, | think that causes question in that
area. If they think they've been issuing them but the
court says, no, you haven't, then there is sone
question right there between, you know, what really are
we tal king about here? |Is this sonmething that's been
around forever but the court says no? Who's right?

The Ber man- Boucher Bill | do think was an
excellent start. \oever drafted that definition did a
wonderful job trying to nove the ball forward, but as
was said by sonme others on the panel here, there are
sone big problenms with the definition still.

| think the extreme ends of the definitional
question are fairly clear. 1've used the exanple
before, if someone were to call nme up and say | want a
patent for the way ny secretary answers the phone for
me, you know, she always say, well, you know, who's
calling first, and then she says, you know, if it
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answers no, then she asks who it is, you know, that
seens fairly straightforward that that's a busi ness
method. It's sonething used in business. There's not
much technol ogy involved, though there is a phone
system i nvol ved, so now we're, you know, headi ng down
the technology road a little bit, but that seens to be
at one end of the extrenme. It seens fairly businessy,
and it just feels that that woul d be covered by
sonmet hing we would call a business nethod.

On the other end of the spectrum of course,
you' ve got drugs and door | ocks and autonobile engines
and things that just feel very unbusinessy. But when
you start getting in the mddle, particularly when the
I nternet gets involved, when you start in software,

I mmredi ately you get into a very vast, confused area of
no matter what words you try to attach, you know,

busi nessy or whatever other characterizati on you want
to attach to the words. And | agree with Jeff Kushan
it's -- you know, patent attorneys -- | think you said
us evil patent |lawers -- are very good at figuring out
how to throw in some technical -soundi ng words, and al
of a sudden it's got a technical effect, or, you know
t ake out the businessy sounding words, and all of a
sudden it doesn't sound businessy.

So, trying to attach words to this thing we're
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calling business nmethods is, | think, a very difficult
task. The Al PA defense, frankly |I don't think it's
going to get used very much. Congress was certainly
reacting, as was pointed out earlier, to what seened to
be a surprise. | know personally when |I read through
the State Street decision, | saw the section on
busi ness net hods and t hought, what does busi ness
met hods have to do with State Street? And | kept
readi ng and thought, oh, now |l see. It finally made
sense, but imediately that junped out to ne as an area
that | wasn't expecting.

| was expecting to hear, you know, mathemati cal
algorithnms, they're still patentable if there's a
practical inpact or a practical result, and then all of
a sudden, and oh, by the way, business nmethods are

pat ent abl e, too.

But then it -- once | got to thinking about it,
wel |, you know, yeah, it is sort of a business issue,
and it's in software, so they -- it's good that they

took that issue up and | guess it was ripe for

consi der ati on. But the Al PA defense that was created

in response to that decision was -- still lived in a
very small area of patent law. If you dive into it,
you will see these are types of prior uses -- which

agree, it's not a first inventor defense, it's a prior
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use -- that are not prior art. |If there's prior art
that's there, then you're just going to invalidate the
pat ent .

So, you're tal king about activities which are
not prior art that have been around nore than a year,
used in business commercially, that they can prove, so
we're tal king about a very small -- and it's
nontransferable, it just happens to be that defendant,
who happened to be using it already for nore than a
year noncommercially and it wasn't prior art -- | nean
commercially, and it wasn't prior art somehow.

So, | don't think we're going to be seeing a

|l ot of litigation trying to figure out what the

definitionis. It would be good if the court came out
and told us, but I just -- | don't see it. There
hasn't even been a case asserted yet, | haven't even

seen one, and it's been out for a couple of years now
at least. So, | think we're still sort of adrift in a
sea of uncertainty in terns of what business nethods
mean, either statutorily or if the Patent O fice or
anot her regul atory agency were to try to go in and say,
you know, everything's okay except for these business
met hod t hi ngs.

They'd need to go into pages and pages of
definitions, and then would we be better off after the
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pages, because then you start having to define the
terns you' ve just used to try to define the term you
started out trying to define. It just -- the patent
law itself is going through quite a bit of difficulty
in that area right now, and just what do words nean in
the clainms, and do you go to the specification and
different areas. And it seenms, you know, defining what
we nmean, what are these terns, | don't think can just
be, you know, shifted under the rug |like Jay was trying
to mnimze it.

MS5. GREENE: Right. Well, defining the words,
on that point I'd just like to say I'mvery glad we
have a patent attorney officially sanctioning the use
of the word "businessy," so | --

MR. KUESTER: | amlike nmy own | exicographer,
so I'l'l take that one.

MS. GREENE: Now, the other thing | wanted to
ask you about is what your heart is saying. You say
t hat your heart says that you think business method
patents are pronmoting innovation. | suspect -- and
t hen you nentioned generally, plus the information that
|"ve seen or the evidence that |'ve seen.

MR. KUESTER: Ri ght.

MS. GREENE: You know, if we assune for the
sake of argunent that neither side of the debate can at
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this point point to any enpirical evidence that's, you
know, iron-clad, et cetera, what are the types of --
given that the evidence is unclear, what is it that you
tend to focus on that makes you sort of |ean one way
versus the other way, et cetera?

MR. KUESTER: Well, in all honesty, I'ma
patent attorney --

MS. GREENE: Ckay.

MR. KUESTER: -- so from a biased perspective,
| think my heart may be there just because that's what
| do. But trying to divorce nyself fromwhat | do as
part of this $3 billion industry, | --

MR. YOUNG Sorry, $4.3 billion.

MR. KUESTER: -- $4.3 billion industry, as |
was saying, if there isn't really good evidence that we
can rely on that's not disputed -- and maybe that's too
much to ask for, that there's no real, you know,

di sputes -- then as | was saying, | think that the
patent system has dealt with new areas of technol ogy
before, and so this is a new area where | think they're
going to react.

Frankly, 1 think a lot of the problens have
cone up because of the press and ot her groups of people
who are reacting to seem ngly overbroad patents in this
area, which just say, "How could anybody get a patent
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on that?" 1It's not unlike any defendant when they get
accused of infringenent, their immedi ate response is,
"How coul d anybody get a patent on that?" |It's a very
common response. But then when you sort of expl ode
that with the internet explosion -- and the internet is
peculiar in the sense that it involves telecomas well,
which is a tinme-honored, patentable area -- so, you
conbi ne these different factors, and all this
excitenment about everything, it seens to ne just a bit
m splaced in that the patent systemis going to adapt
and handle this just like it has handl ed everything
el se.

And therefore, the patent systeminherently

promoting innovation, this is just another aspect of

sonething else that's patentable. It's hard to draw a
line and say, well, this is not, for some particul ar
reasons.

Now, if we step back and say there just is
really no evidence of the patent system at al
pronoti ng i nnovation, | nmean, you have to question
whet her or not, you know, Anerica being the econony
that it is, where would it be without the systemthat
it had. O we're all of a sudden off and running into
an area where, you know, do we really want to try to
change sonething that's been an integral part of our
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econony, that's maybe played a part in getting us where
we are today? Do we really want to now put | woul d
think a restraint on the e-commerce part of our econony
where it's suffered quite drastically in the recent
year or two, as all of our 401(k)'s probably know.  But
given that investnent dollars are going to be tighter
than ever in this area, if now, copyright not existing
and hasn't been for a while, we are going to pul

patent away fromthat area as well, are we really going
to now cripple any devel opnent in the e-conmerce area,
where | think the future lies in many regards for our
economny?

M5. GREENE: Right, I'Il turn to Rick in a
noment, just throw one nore thought out onto the table.
One of the things that's been nentioned thus far is
when it conmes to whether or not business nmethods and
sof tware patents pronote innovation, the question is
whet her or not the inventors are able to get a return
on their noney and whether they' re able to,
particularly in high capital-intensive industries.

The other elenment to the equation in terns of
the social trade-off is what is being disclosed, and I
was wondering if we can also put on the table what
about the disclosures attendant to software nmake them
particularly able or unable to pronote innovation?
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Ri ck?

MR. NYDEGGER: | have comrents in a nunber of
respects. Going back to his filed application for the
met hod of answering the telephone, it's one thing to
patent sonmething as broadly as that. |It's sonething
else quite different again to, again, patent a
techni que that truly goes beyond that in new and
I nteresting and potentially val uabl e ways.

For exanple, let's take that exanple, and
suppose that soneone had devel oped a technol ogy using
voi ce recognition in sonme sort of very sophisticated
met hod for anal yzing the voice pattern. Wen sonmeone
calls in, the secretary says, "Wwo's calling, please?"
The software then i mmedi ately, based on the response,
recogni zes through that pattern recognition who's on
the tel ephone. And suppose that that enables the
attorney, M. Kuester, in the norning when he steps in
the office and knowi ng he's programred into his |aptop
conputer a particular prioritization for incomng calls
t hat day, that voice recognition pattern then says, oh,
this is sonmebody in your famly. Well, he's
prioritized that at the top of the list. [If they call,
they are to be passed through, and that inmmediately
pops up on the secretary's screen, this call is
accept abl e.
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Now, that appears to be rmuch nore |ike
t echnol ogy and |i ke sonmething that ought to be
protected. That illustrates the point. And therefore,
It sort of begs the question to tal k about the nere
fact that sone kinds of patents deal with technol ogy
t hat have a result, if you will, on the one hand of
bei ng useful in sone business nethod context. Clearly
that's a business nethod in the sense of, you know, a
met hod for answering a tel ephone.

Now, | dare say that if a patent issued on
sonething like that, you m ght well get sonme people out
there who are saying, "Oh, you can't patent that.
That's sinply a nethod for answering the tel ephone.™
On the other hand, there's a good deal of technol ogy
that goes into that.

Now, as a followon to the coment that Bob
made and | think also that Professor Kahin made, what
about allocation of resources for protecting that kind
of technol ogy? Back in 1992, which is al nost
tantamount to the Jurassic Age for software technol ogy,
t he Advi sory Conm ssion on Patent Law Reform found that
the software industry at that tine accounted for over
$36.7 billion of the U S. -- gross product, and | would
venture to say that it is significantly higher than
t hat today.
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Spending -- and | don't think we should perhaps
assume too quickly for purposes of the record that the
patent profession is spending sonmething |ike $3 or $4
billion. | don't know that that's really a -- you
know, ought to be considered to be a finding, but even
If it were, is it inappropriate to spend dollars in
that magnitude to attract investnment capital, which
often is a primary concern for investors when they're
| ooking to fund new ki nds of technol ogy devel opnent
li ke the automated secretarial answering system if we
can use that as an exanple.

| mean, w thout those kinds of protections in
pl ace, very often these kinds of startup conpani es and
t hese kinds of technol ogies would not get funded. So,
it seens to ne that it's not at all inappropriate to
| ook at spending those kinds of resources to protect
t hat technology for that, anmong other purposes. Not
only that, patents can and often do put these kinds of
startup conpanies on a nore level playing field with
respect to the dom nant players in a market industry.
That's not an unhealthy conpetition policy, it seenms to
me.

MS. GREENE: Let's turn to sone nore conments
and just have people, to the extent that they want to,
conmment on the opposing exanple that Rick proposed,
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because it seenms |ike what you were nmentioning and what
Jeff Kuester was nmentioning are poles apart, even
t hough they do both go to answering the phone.

Why don't we just go in a line. Brian?

MR. KAHIN:  Well, first, just a series of
comments to respond to people since the last tinme | had
a chance to speak

First of all, in regards to e-comerce -- no,
let me talk nore generally first. | agree that we
really do not have enpirical data here; however, we do
have enpirical data on how other industries outside of
sof tware and business nethod | ook at patents, and the
capsul at ed expl anation -- answer is that for sone
i ndustries, a few industries, the systemis very
I nportant, especially biotech, pharmaceuticals,
chem cals. For nost industries, it's not that
i mport ant.

It's possible that -- nobody's done this yet,
al though I would say that there are a couple of studies
i n Europe which show a negative perception of the
patent system anong small enterprises, particularly
among small enterprises. So, it's ironic that given
the fact that we' ve been out ahead on patent policy and
expandi ng the scope of this systemto deal with
software, the first enpirical stuff on this is comng
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out of Europe. And | can assure you, you | ook at the
site for the NRC study, there is no new enpirical work
com ng out of that study that's going to help us in
this discussion. There's a tiny, very small sanple
pi ece on biotech, but that's really it. That's the
only thing that addresses the fundanmental policy
gquestions that we're tal ki ng about right now.

On the question of the inpact on e-comerce, |
think it's also inportant to renenber that e-commerce
has been driven by the w despread availability of
nonproprietary technol ogies, the internet, all the
protocols around the internet, the worldw de web.

And finally, Rick was raising some good,

I mportant questions there, and to ny thinking, they
have a lot to do with what is the appropriate breadth.
Do you get a patent for the particular inplenentation,
or do you get a patent for the whol e business concept?
And so these are the questions that should be asked.
They are not being asked in this country. They are
being asked in Europe. That's where the action is

ri ght now.

MS. GREENE: The action is right next to you,
al so, because | know that Jeff thinks about a |ot of
t hose topics, but your comment also or imrediately is?

MR. KUSHAN: | find these debates to be
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conpl i cat ed, because what's really underlying the
guestions are the business strategies. | nmean, the
| atest comment from Brian is a good way of fram ng
this. Yeah, the internet comunity has defined
standards, but all the noney cane into the internet
community on the prospect of unjustified hopes of
enri chment.

| nmean, the concept that drove all the
I nvestment capital into the e-commerce sector was not
the idea that we're all going to define standards to
communi cate with each other. It was the hope of
unjustified enrichnent, of |aunching conpani es and
getting wealthy.

| mean, if the concept is that we want our
t echnol ogy- based products and services industries to be
driven not by this lure of unjustified wealth but by
anot her path, then let's have a debate about the
propriety of patent availability, because the sinplest
way | look at this is when investors come and | ook at a
project, a possession of a patent which excludes others
fromusing the thing that will be devel oped by that
venture increases the odds of commercial success. |If
peopl e want to debate that, I'll have a wonderfu
debate, because | can't inmagine that you can show t hat
that's fal se.
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If I can stop you fromselling what | have j ust
devel oped, ny odds of success in the market are going
to go up. And froma crude investnment conmunity
calculation, they say that's better than not having
exclusive rights. So, that's a separate question, and
| think that is the undercurrent to a | ot of these
debates on patent eligibility, because if you want to
have a different agreenent about successful
commerci alization paths, then let's have that debate.

The question about whether there should be
patent eligibility or drawing lines of eligibility is a
separate question which, you know -- and |I think this
is one which we need to talk a | ot about -- can you
regul ate proper patent grants in the systemthat we've
endorsed, which is patent eligibility to facilitate
successful commercialization?

Now -- and it's a good exanple, because in the
software world, there are |lots of people who have
el ected to choose a comrercialization path which does
not try to use or depend on proprietary rights, the
open source nmovenent. And a |ot of this has been
consciously pursuing a path, and I would argue that
what they're selling is services and not products. |
mean, the revenue projections that drove noney into Red
Hat and other Linux entities was not the idea that they
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woul d make noney selling products. They were going to
get rich selling services to support the system

| want to know, because that's ny informal gut
reaction, but there was a |ot of npbney that went into
Red Hat fromthe investnment community on the hope that
t hey woul d be nmaki ng noney sonehow wi t hout having --

MR. YOUNG. And just for clarification, the
answer is both. There is no distinction between a
service and a product. From a custoner's point of
view, he just wants to solve the problem

MR. KUSHAN: Ri ght.

MR. YOUNG So, just to be clear on that, it
doesn't really matter

MR. KUSHAN: Right, but that kind of franmes the
debate nicely over the question of whether you want
proprietary rights in this area, because is the
preponder ance of success hi gher when you have patent
avai lability and exclusive rights, even if they're not
used to exclude, but just the availability of -- and
the decision, or is it better or nore productive to not
have that in the environment? And that's, you know,
fundamentally at the root of a | ot of the debates that
you see at this very high |level -- should patents be
avai l abl e or not?

My sense is that the investnent conmunity has
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told us they want nore patent eligibility, they want to
use anything they can to have success in the ventures
that they back. And so nmy heart that | hear reflecting
comments frominvestors is if you can find a way to
make this nmore successful, 1'll give this guy noney.
And if | could answer that question by saying, well,
there could be a possibility of getting exclusivity
over this part of what they're devel oping through a
patent, then | get a plus on ny colum. |f the answer
Is no, there is no possibility of getting exclusive
rights, that doesn't end the investnment inquiry. It
says, well, what else can we do to achieve comerci al
success? How are we going to do that?

It forces thinking which is much nore
conplicated than the question of whether you can get a
patent on sonething. So, ny sense is that generally
there is a positive correlation on eligibility and
I nvest ment noney coming in and commercialization. And
so that's -- again, |'mspeaking to an issue which is a
little bit different as it's been phrased, but that's |
think at the root of this debate.

MS. GREENE: Jay?

MR. THOVAS: COkay, | would like to comment on a
number of points -- this is Jay Thomas -- and as sone
of nmy col |l eagues have done at the round table, | wll
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i ndul ge nyself in a few nmonents of discussion.

As far as the definition, just for the purposes
of my talk, my definition will be the point of
pat ent abl e di stinction involves the nmani pul ati on of
natural laws to -- concerning physical elenents. That
I's where the point of patentable distinction lies, and
that is what | amtal king about when | tal k about
busi ness net hod patents, which | will cal
post-industrial patents, because it's nore than just
busi ness nmethods. It's post-industrial patents in
every walk of |life as conpared to, say -- and again,
physi cal principles and natural |aws as opposed to
econom ¢ and social principles.

Eur opean statutes and regul ati ons have these
ki nds of words in them as do the Japanese
correspondi ng provi sions. These patent offices
routinely reject applications on this ground. |'mjust
very surprised that we just think we're incapable of
doing it when our foreign counterparts are doing it all
the time and | ooking on us with something of a grin to
see how we' re mani pul ati ng our markets and our systens,
why they're not subjecting their industry to the sanme
constraints.

Statutes are full of words that are not defined
well by the legislature and are hard to figure out.
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Reasonabl e, seasonable, intent to nonopolize, restraint
of conpetition. You know, we work our way through it.
It's not always easy, it's not always pretty, but that
I's the process of |awering and how the | aw works.

| agree entirely with M. Young. The fact is,
this econony is founded on the privilege to conpete.
That is the fundanental, bedrock principle of our
capitalist econony. Value does not equal property.
There has to be additional rationale for property than
just it's valuable, and we sinply nust be very
concerned when we mani pul ate our markets to restrain
conpetition.

We're not just -- again, this is nethods.
We're patenting every walk of life. W' re subjecting
everything we do, every field of human endeavor, to
private appropriation. | don't think that's sonething
that we should casually enter into. | think that's
sonet hing that should be done with restraint. Wen
nost regul ati ng agencies regul ate a market, they
usually at | east have notice and opportunity-for-
comment rule nmaking, and they will ask, first of all,
what's our justification for making this rule? And is
it a good idea? Let's ask about this.

You know, for individual patents, which are
effectively laws, they are private causes of action in
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tort that are drafted by private proprietors and
enforced with all the vigor of private enterprise as
conpared to the conparative | angor of the state. They
are private laws. They are -- we just hand them out
because -- we hand out private regul ati ons because
they're different. That's what it conmes down to.

We don't ask whether they're good on an
I ndi vi dual basis. W have this holistic belief that
they're going to be for the good because they are going
to pronote nore regul ating.

VWhen we say entire fields of endeavor -- you
know, we suddenly submt entire new industries to
private regulation in ways that just haven't been
contenpl ated before, you know -- it seens to ne we at
| east ought to ask whether we think it's a good idea,
especially since when we do ask them they routinely
tell us they don't want it and it's a bad idea.

One just last coment is, do business owners

need exclusivity? That's just not our experience. You

know, | don't think when you say to a small business
owner at a corner store, | amnot going to open this
corner store unless | have an exclusive permt, |I'mthe

only one who can sell soda and snack food in this area.

That's just not the way business enterprise runs.

There are certainly other neans of obtaining funding,
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and for every business owner who wants nore noney,
it --

MR. KUSHAN: Take a strip mall, where you have
a CVS next to a G ant and ask whether the CVS is
allowed to sell food products, and the --

MR. THOVAS: | regret the --

MR. KUSHAN: -- the guy who sold the lease to
CVS says you're not allowed to sell food products
because | can't sell the big space next to you to
G ant - -

MR. YOUNG. Yeah, but across the street,
there's not --

MR. KUSHAN: These are nice hypotheticals, but
there are all sorts of barriers that crop up
ever ywhere.

MR. YOUNG. That's how nost small businesses
get started. It's not with any form of exclusivity.
So, that's a very valid point.

MR. THOVAS: Yeah, | regret the interruption.
In all events --

MR. YOUNG [|I'msorry, I'll restrain myself.

MR. THOVAS: -- for every business owner who
wants noney for funding, there's going to --

MS. GREENE: This is a discussion.

MR. THOWMAS: -- there's a downstream business
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owner who's going to be excluded, and we have to put
that in. Wat are the effects of what we're doing on
i nnovation and industry concentration? Wuld we be at
WordPerfect 9.0 now, or would we be at WordPerfect 1.0
because that would be -- everything would be | ocked up
w th basic patents? Wuld we have one bank, because
someone woul d have an idea of an ATM machi ne outsi de of
t he bank, or would we have |ots of banks wth different
bank machi ne providers who have patented the physica
conponents to make up their bank machi nes? | think
these are really inportant issues.

You know, again, that's sort of where ny heart

takes nme. If you're saying, well, let's patent
everything because we think it's worked, gosh -- and
this is my last comment -- how about the novie "Wen

Harry Met Sally," and there's a scene where a young
woman in a restaurant is eating and she just whips
herself into a frenzy and is very delighted, and an
ol der woman in the restaurant says, you know, |'m going
to have what she's having. It just strikes nme as this
whol e problemin the area of patents is the causation
probl em

Again, | think ny heart says that the privilege
to conpete is the nost inportant principle we have in
our economc way of life. And when we peel back
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fingers of the invisible hand through broad
mani pul ati on of econom ¢ principles and proprietizing
t hem vyou know, we don't know if we are getting any
good, but our experience with the patent system says
there's going to be sonme bads, because there's
specul ators out there, there's nonopolists, and we
really ought to have sonme good reason

Thank you.

MS. GREENE: Bob Young.

MR. YOUNG. Pleased to hear that. | thought I
was the only one on this panel. Bob Young.

| guess | have three points. One is
obvi ousness. Again, to pick on Rick down at the end,
he was trying to describe sonething that should be
pat ent abl e under a busi ness net hod nodel, and | woul d
strongly argue that the very idea that sitting around
this table we could come up with an idea that should be
patentable illustrates the problemw th business nethod
pat ents.

Patents should be things that are fundanentally
nonobvi ous, things that take a lot of effort to invent
and develop. If we can sit around here and cone up
with a good idea, by definition it should not be
patentable. | mean, that should be the standard. |If
it didn't take several years worth of research to conme
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up with this idea, it should not be patentable.

So, you know, business nethods is just -- the
whol e category should not be patentable. That's a
personal opinion, but |I've been in business for 20
years, and | haven't seen a business nethod yet that
shoul d be patentable.

The State Street case was a |legal case. It was
not an econom c¢ anal ysis case. The judges were not
| ooking at this fromthe point of viewis this the
right thing to do for our society. They were | ooking

at it fromthe point of viewof is this howthe lawis

witten. I'mnot a lawer, so I'mnot going to go
t here.

But the obviousness stuff, you know -- so,
that's the one -- the exanple of this stuff is business

met hods shouldn't be -- a guy like Larry McVoy runs a
little technol ogy conpany in California called Bit
Mover. It has built an algorithmthat is sufficiently
nonobvi ous that people in our industry have been trying
to build this thing for 20 years. He's the first guy
who's actually succeeded. He needs a patent on that,
and the reason he needs a patent on that is not for
him It's for us, because how is Red Hat ever going to
| earn how to use, how to build technology like that if
we don't have this societal bargain that the patent is
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supposed to be about?

It's supposed to be about we'll give you a
20-year nonopoly or whatever, sonme period of nonopoly
on your invention if you share with us the secret of
your invention. Qur industry needs to know how Larry
McVoy did this, because we've been trying to do it for
20 years. Right now, Larry MVoy has no incentive,
because he doesn't actually happen to believe in
software patents, but that's another story. W thout
sof tware patents, he actually doesn't have an incentive
to share his invention with us, and this is a
nonobvi ous invention. |It's sonmething that he's taken
years and years and years to devel op.

So, the absolute test is -- and this is the
cool thing about this panel and about this whole
di scussion. When you actually start researching the
history of it, and it goes back to -- | studied history
in university -- you get all the way back to Jefferson
and Franklin debating with Madi son and Jefferson over
whet her we shoul d have a patent office at all. And
Jefferson's argunent is, no, ideas are for the conmon
good of mankind. And Madi son argues, but what about
t he poor businessman who needs to make a profit on his
i nvestnment? And they end up settling and saying, okay,
we'll have a patent office for patenting inventions,
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not, specifically, not for patenting ideas.

Busi ness nethods are ideas. Most of the
software patents that |'ve ever seen are patents around
I deas, but again, |I'mnot an expert on it.

The third one, though, is just to sponsor this
t hing, you know, we need to do -- we need to get
smarter on this stuff. The -- you know, when | start
tal ki ng about this and people cone to me for advice and
| realize, gee, if I"man expert in this field, this
field' s in trouble. Exanples of the sort of thing that
we need to find and get going are guys |i ke Bessen and
Maskin at MT did a paper on "Sequential |nnovation,
Patents, and Imtation.” And as far as |I'm concerned,
they need a course in marketing, because that's
probably the worst title of a study |I've ever read.

But it's a great study.

| mean, it's the sort of econom c anal ysis of
our industry saying, |ook, you know, software patents
actually tangi bly have no value. They did not increase
the rate of innovation in our industry at all. All
t hey' ve done is inpose this huge cost on our industry
and not done anything for accel erating innovation,
because guys like me, all the entrepreneurs out there,
are going to |aunch our conpani es anyway. You know,
the software industry, 20 years is too long. In fact,
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the three-year tinme it takes to get a patent is too
| ong.

So, nobst of us -- you know, the IBMs rush
around getting patents. Most of us entrepreneurs don't
bot her, because by the tinme we get a patent, we aren't
usi ng that piece of technol ogy anynore anyway. So, we
have got to keep focused, not on |egal precedent, not
on the fine points. W have got to keep focused on
what's right for our society. How do we maxim ze our
personal liberties? How do we maxi m ze our economc
grom h? And are patents on business methods
contributing or detracting fromthat?

It's painfully obvious to anyone in the
i ndustry that they have no great value other than to
this $4.3 billion patent filing industry. Sorry.

MS. GREENE: No problem Okay, we will turn to
Mark for a coment, and then we are going to have our
| ast two presentations.

MR. JANIS: [|I'mgoing to go back to the mundane
fine legal points, just a quick response, nostly to Jay
but to some of the other comrents, too.

Jay, as usual, has forcefully and el oquently
stated his position, but | think it's very inportant to
take that apart a little bit. Jay is talking about
whet her -- the decision about granting exclusivity, and
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Jay knows and, you know, | want to make sure that
everyone else is clear, too, that there's a coupl e of
deci si ons enbedded there.

One decision is whether to make busi ness
met hods or software or anything else eligible for
patent protection. But that's not the ultimte
deci si on about whether to grant exclusive rights.

There are other doctrines, such as obviousness,
enabl ement and other doctrines to consider.

So, when Jay says, very powerfully, should we
be granting exclusive rights in this area, he m ght not
be saying should we have a rule against eligibility for
this subject matter. He could be saying, and I w sh he
wer e sayi ng, we ought to have -- we ought to make sure
that the obviousness criterion is being given robust
and proper application in this area. W ought to nmake
sure that disclosures are adequate and proper enabling
teaching is given, consistent with the scope of what's
claimed. And | think that's a very inportant
di stinction because | just think that those doctrines,
obvi ousness and enabl enment, for exanple, they are nore
expensive, Brian Kahin nmentioned that, they are nore
subtl e, they are nore conplex, but |I think that those
are the doctrines -- | think that's where -- that's the
hard task that is worth devel opi ng, because | think
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that the history of the patent system has suggested to
us that those doctrines do operate better as

di scrim nators between what ought to be worthy of
exclusive rights and what shoul dn't be.

Just a final point that | hope picks up on
several things that were said around the table,

I ncl udi ng when Jeff Kuester said he wi shed he had sone
enpirical study so that he m ght know better whether
exclusive rights work in this area. What he needs is a
little nore tinme, and we all need a little nore tine
for this debate to develop, and I think that that is
part of the difficulty here. Are we willing to give
this alittle nore tine? Are we willing to give courts
alittle nore tinme to devel op standards of obvi ousness
in this area? It takes tine.

Since I'man academ c, | have the |uxury of
being able to sit back and take the long view. | don't
have to worry about whether ny business is going to be
destroyed by some bad patent today, and so | don't want
to trivialize the problens that can exi st when you have
a new technol ogy comng to the patent system and the
patent system having to adapt to it. Those -- that is
a-- we are in atine of volatility, and there are
difficulties there.

But | think taking the long view, | really
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suspect that we would find that gradually we could
devel op a proper obviousness standard, we could make
sure the Patent Office had the resources to apply it,
we coul d devel op proper standards of enabl ement, and
maybe a |l ot of this m ght not | ook so scary to us.

MS. GREENE: Let's see how scary it | ooks after
Jay and Jeff Kushan give their presentations. Jay, if
you could go first. Mich of what's in their
presentations has been hinted at in various ways
t hr oughout the norning.

MR. THOVAS: | guess at this point | needn't
say that | have a skeptical view about intellectual
property rights for conmputer software and business
met hods, but what 1'll try to do is highlight some of
the high points and discuss sort of the |egal progeny
for patents on business nethods.

What about copyright protection? One thing I
was tasked with was saying, well, what about
copyrights, and are those enough, and what is the
situation there? Well, key events for conputer
sof tware, one of themwas a 1964 policy of the
Copyright O fice to start registering software
prograns. Now, it did so under the rule of doubt, and
remenber, registration is not a full grant procedure
like at the PTO. It's really nore of a mnisterial
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task that alerts the public that a copyright exists and
is a predicate to litigating the copyright, but it
doesn't establish the copyright.

So, the Copyright Ofice did this, but it
wasn't of such consequence. It really took the work of
a Presidential Commttee, the Commttee on New
Technol ogi cal Uses, which in a final report just after
the 1976 Copyright Act was enacted legitimzed the
copyrighting of software. And that was brought about
t hrough 1980 amendnents to the '76 Act. So, there is
really no question that copyright extends to conputer
software as text.

Really the courts have noved on to second order
i ssues at this point. They're really nore interested
i n copyrighted scope of protection, the interest of
derivative works, especially linking and fram ng,
especially in very recent cases. Scope of protection,
the relationship between source code and obj ect code,

di spl ays, what sort of protection lies there. Again,
it's nore finetuning than these initial questions we're
grappling with today.

Now, what about business methods? Well,
there's not nuch avail abl e under the Copyright Act.
There are a few decisions fromthe courts that n ght
have gone the other way, and there's a few exanpl es
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otherwise, but | think in large and in the main,
Section 102(b) of the Act prohibits copyrighted ideas,
procedures, processes, systens or nethods of operation.
And what this neans is that there's probably not a | ot
of room for copyright protection in a business nodel,
per se.

Again, if you have a business nethod on the
internet with a hardware platformthat's a software --
a piece of software text, you'll get protection for
that software text to some degree, but you won't get
protection on the nodel, per se. Anyone else could
come up with one click, so long as they wote the code
t henmsel ves. So, what this meant is that innovators
would turn to the patent systemto attain nore robust
protection.

Now, there were a bunch of early limts on the
patent protection of conputer software. Mathematics,
mental steps, abstract ideas, printed matter and
al gorithns have all come up in this arena. They have
all been historical exceptions that when the patent
system canme al ong -- excuse nme, when the conputer
sof tware canme al ong were chall enged, that becane nore
difficult to maintain.

For example, printed matter, text on a
substrate, this was something that was held not to be
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pat ent abl e, because it should be channelled to the
copyright law. This is something that was not
technol ogical in character. Well, the difficulty, of
course, with computer software is that although it
| ooks like text, it's really a machine, right? 1It's
really -- it's text that behaves. So, this printed
matter exception started to wther and becone
I ncreasingly chall enged, and so with the other
traditional exceptions.

Recent case law, particularly fromthe Federal
Circuit, has largely obliterated all of these
exceptions, sone of them wholly, nmost of themwth
regard just to conputer software, per se. So, there's
really no doubt today that software inventions are
broadly patentabl e under the current case |aw of the
Federal Circuit.

VWhat about business nmethods? Well, there's
really a | ong pedigree for patent protection of
busi ness methods. One is the Statute of Monopoli es.
Now, | needn't apol ogize here about using nonopolies
versus super-conpetitive or sonmething |ike that,
because that's what the statute was called. The Crown
was sponsoring a | ot of nonopolies in order to raise
noney, nonopolies on things |ike printing playing cards
or importing salt in the Jacobian era. And so the
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Statute of Monopolies -- through that the Parliament
pr ohi bi ted Crown-sponsored comrerci al nonopolies, just
said they are void.
But there was an exception, and they said,

well, you can have a patent, 14-year term for "any
manner of new Manufacture.” It's inportant to note
with this very early episode that this is a

foundati onal issue for the patent law. The patent |aw
has been concerned about busi ness nethods fromthe very
begi nning. The earliest comon | aw antecedent that we
have on a patent system said business nethods are out.
We're just going to have manner of new manuf act ure.

That is what will be subject to proprietary rights or
not. This is not a newissue, and it's as old as the
patent systemis in the English-speaking world.

Now, there were cases and decisions that
continued this tack, largely out of recognition of the
Statute of Mnopolies. One was Ex parte Abraham and
that's an 1869 decision fromthe Patent O fice
Comm ssi oner that said, well, |ook, the application
from Abraham i s anal ogous to a nethod of bookkeepi ng,
and it is a long-standing rule in this Ofice as of
1869 that we do not allow patents in this arena. They
sinply said it. There was not a reasoning provided,
but it was said expressly.
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Anot her big event was when Judge Rich published
an article, a free plug for the George Washi ngton
University Law Review, called "Principles of
Patentability,"” and what he said in discussing Section
101 -- and again, this was a series of speeches done in
1959 -- is that not every invention is patentable. He
gave a nunber of exanples. He said teaching courses in
chem stry or Russian | anguage is valuable to our
nati onal defense, but it's not patentable, because it's
out si de the enunerated categories of invention in
Section 101.

He al so said that "one of the greatest
i nventions of our times, the diaper service," is not
pat ent abl e subject matter. | think he was referring to
the trucks that would come along with cloth diapers and
take the new. | happily have recently advanced beyond
t he di sposabl e diaper era in nmy household, but | would
certainly concur it was a great invention and that it
had a | ot of value, but Judge Rich said this isn't
pat ent abl e.

Now, why isn't it patentable? Well, he didn't
really say that, but | think we can all agree this is
not an abstract idea or natural |aw but instead would
lie in the real mof business nethods.

Now, there are clearly nore cases on the other
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side of the coin. One of the big ones is Paine Wbber
fromthe District Court of Delaware. Time is short,
but | give you the |anguage from what the court said.
The court said, "The patent is statutory subject matter
on a securities brokerage cash managenent system It
teaches a nethod of operation of a conputer to
effectuate a business activity."

In retrospect, it's really hard to say whet her
It's a software or business nethod patent case, but |
t hi nk anyone who |ikes business nethod patents and is
| ooking for an early antecedent can certainly fairly
point to this decision. |t does suggest that the
busi ness nmet hod exception is antedated, to say the
| east .

Then cones the State Street Bank case, and in
State Street Bank, the patentee clainmed a nmethod of --
excuse me, first he had a nmethod, elimnated those
claims and stuck with his systemclainms, for managi ng
mast er feeder funds, the so-called funds of funds. And
Congress provided for certain tax regulations that if
you nmanaged these funds in a certain way, you would get
si ngl e-pass taxation treatnent, |ike a partnership,
i nstead of doubl e-pass taxation |ike a corporation

The District Court, Judge Saris, said the
i nvention wasn't patentable, because it was either math
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or a nmethod of doing business. So, it's inportant to
note about the clainms of this invention is that it
basically clainms a conputer, and then it says -- again,
when you attach to the conputer the N-4, it basically
at that point just copies fromthe tax regul ati ons, and
It's basically a neans for conplying with the tax | aws,
and if you match these regulations up with the claim
you'll find al nost express borrow ngs of certain
phr ases.

The Federal Circuit held, as Professor Kahin
told you earlier, that the transformati on of data,
representing discrete dollar amunts, by a machine
through a series of math to a final share price
produces a useful result that is patentable. That's
really one of the core holdings. The Federal Circuit
al so took the opportunity to lay the ill-conceived
busi ness nmet hod exception to rest. It says, since the
'52 Act, we ought to have treated business nmethods the
sane as any other kind of invention.

It's not a distinguished | egal pedigree in this
opi nion, because | believe it has a | ot of problens on
a | egal basis and deserves careful reading if you have
not done it before. First, Judge Rich says, well, this
i nventi on produces a final share price, and that's why
it's useful and therefore patentable. WeIlIl, one
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difficulty is the clainms don't say anything about final
share price. | remain gratified that -- the fact is
it's the operation of our market and not a patent claim
t hat determ nes how shares will be priced in this
country. The claimsinply doesn't say final share
price, and it makes ne wonder if this invention was
truly contenpl at ed.

The State Street Bank test also coll apses the
statutory subject matter test into the utility
requi rement, which also resides in Section 101, but is
a very lenient requirenent. It sinply requires that
sonet hi ng have an i mmedi ately available result, not a
very strict gatekeeper to the patent systemif it is
one at all.

Judge Rich also says, after Diehr and
Chakrabarty, two Suprene Court cases, the
Freeman- Wal ter- Abele test -- a predicate and nore
strict test about statutory subject matter -- has
little applicability.

Well, that's a bit of a stretch, since Diehr
and Chakrabarty were witten in '80 and '81, and Abel e,
the last of the trilogy there, was witten in '82.
Judge Rich was on that panel, and in Abele the court
di scusses these two Suprene Court cases. It's a little
difficult reasoning to say that these cases were
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overrul ed even though they discuss the cases thensel ves
in their own text.

Al so, Chakrabarty expressly states a claimfor
an i nproved nethod of cal cul ati on, even when tied to a
specific end use, is unpatentable, which nmakes ne
wonder to what extent that State Street Bank conplies
wi th governing Supreme Court precedent.

Is this transition problemor is it a tectonic
shift, in the few nmonents | have remaini ng? Busi ness
met hods are ol der than the patent system The
Hanseatic League, pricing on the nines, all of these
things are a |lot older than patent law. This isn't a
case where we have got a new technology that is an
| mmedi ate successor of the traditional industries. The
tradi tional manual and nechanical arts the Franers
contenpl ated is enbraced within the patent law. This
is sonething different.

This is, again, regulating a |lot of industries
that are as old as this republic, had previously not
been regarded as patentable, or perhaps nore fairly
stated, patents were not traditionally sought. | think
everyone woul d at | east agree patents were not
traditionally sought in these fields.

There is really no limt on what is patentable.
Agai n, these are post-industrial patents. W are not
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t al ki ng about business met hods or finance or insurance
only. We're tal king about architecture or aesthetics
or teaching. Again, personal |iberties was nmentioned
before. | think these are a big concern, because we
have even had patents enforced and injunctions issued
on speech acts, on commercial advertising. So, this is
sonething different in my view, not sonmething -- not a
little transition problemthat will go away when we
just get all the prior art at the Patent Ofice.

The | ast slide nentions a few exanpl es,

Wor dPerfect, Frequent Flyer Mles. | think we have to
ask, again -- and |I've stated this before, I won't bore
you again -- but -- too much, | hope -- what's the

baseline? 1Is it the privilege to conpete, or is it the
ease of the patent bar and the courts in deciding
what's patentable? 1Is it getting rid of the standard
just to be a little bit nmore coherent and to have it be
easy and stream ined, or is this sonething fundanent al
to our economc way of life?

| believe ny ten m nutes have expired, so |
will turn to nmy former professor at George Washi ngton
and ny col |l eague Jeff Kushan. Thank you.

MR. KUSHAN: Thank you. I'mgoing to try to go
fairly quickly, and I think it's been an extrenely
heal t hy and good discussion. | think there are a
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couple ideas | want to put into play which luckily I've
included in ny presentation, but |I think there are sone
very interesting opportunities ahead of us.

What |1'd like to do is go to the question,
whi ch seens to be evol ving, what do we nean by patent
quality now. And | think that's -- | phrased it this
way, because there have been a | ot of evolutions since
t he debates in the nineties, and now with cases |ike
Festo and witten description evolving, this is a
di fferent question of what we need to come out of the
Patent O fice.

I"'mgoing to talk a bit about the guidelines
devel opnment process inside the PTO, nore fromthe
perspective of why than what was done. And then
finally, I had wanted to get into sone ideas to put
into play on new areas for reform

Patent quality has al ways been the m ddl e part
of this debate. It's -- you know, it's -- whenever
people get frustrated, it's -- then they hold up a
patent that nobody believes should have been issued and
t hen sees an inpact comng into the nmarketpl ace because
of that inappropriately granted patent. Wat tends to
be the focus is the claimcovering a |ot nore than what
the invention is described to be. And when we | ook at
sone evol ving doctrines, witten description is the
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nost popul ar evolving doctrine. It's something which |
think is a very powerful doctrine to control and limt
t he scope of clainms and make sure that they are
conform ng to what people are actually inventing. And
It's particularly inportant in areas |ike software,
genom cs, where you're | ooking at what was actually
made and trying to circunscribe rights to what the
I nvent or made as opposed to what could be made.

So, the first variable in terns of expectations
of a patent com ng out of the Patent Office is that
first and forenost in the nodern age, this patent
shoul d cover what the inventor actually nmade and not go
into areas which can't be reached by what the inventor
made and what he has taught. One thing that | think
was a glimer, there was a Mcrosoft v. Reiffin case,
whi ch showed a glimer of a new doctrine that m ght be
com ng online soon, and that's the notion of a claim
which fails to capture all of the essential aspects of
the invention that are necessary to deliver the utility
identified for that invention.

So, if | say a nmethod of doing a transaction in
a mcrosecond conprising getting data and doi ng the
transaction, but | leave all the parts out of the claim
that you need to actually deliver that result, and
that's why it's useful, that's not right. There should
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be a claimreformto that claimto capture the things
that are required to deliver the utility of the
i nvention. This is sonething which may be chal |l engi ng

to deliver in the work product of the PTO, but it's

sonmet hing which will have constrained the scope of the
claims in a way that's not |linked to prior art and
findi ng sonething out there. It's |looking nore at the

description of the invention in the patent application.
Fundanmental ly, you al so have to respect that
patent claims should not be limted to picture clains,
what you actually invented. There needs to be sone
breadth around those clainms so that you get reasonable
protection around what you invented. But the concept
that you have to capture in these clains is that you
defi ne your invention and you show how to get to that
scope around the clains, around the exanples you' ve
provided. That is the basis of this fairness in the
patent grant. You're entitled to some scope of
protection that is commensurate with your contribution.
The second major variable in the nodern work
product of the PTO is that the patent has got to, the
patent record, has got to show us what happened inside
the Patent Office. Festo, witten description, claim
interpretation, all these doctrines require a much nore
informative file wapper than what you typically find
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in a typical patent grant. Wat this is, you know, in
the -- if you pick up a patent file wapper, you see
the -- all of the comrunications that went back and
forth between the applicant and the Patent Office.

In that, what should conme out of that record is
a story where -- which we can in the public read and
appreciate. What did the exam ner perceive to be the
I nvention? How would -- you know, there is evidence
that you can | ook in the comruni cati ons of the exam ner
that reflect what they thought the invention was that
was the basis of the exam nation. What information was
consi dered by the PTO? So, we can know if new
i nformation should be considered fairly -- have been
addressed in the exam nation process or whether
something really that was not in play in the PTO

What did the applicant say to the PTO to get
the patent granted? This is going to be an extrenely
I nportant boundary now after Festo in shaping what
rights are actually going to attach to the patent
grant. And finally, what does the exam ner concl ude
why this invention was patentable? This is difficult
to capture, but it's -- you know, typically, if you
| ook at the sequence of events, you have a | ot of
vi gorous rejections inposed in the first office action,
and then you have a response by the applicant, then you
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have a very broad patent that comes out. What did the
applicant say that the exam ner found persuasive to
withdraw all those rejections and allow the patent?

If we knew that, we'd have a good -- a much
greater insight into understandi ng what exactly the
scope of the clainms were and how to interpret those
when they go into litigation. So, in ternms of what
must conme out of the Patent Office, | |ook at the
quality nmeasurenent, |ooking at these two vari abl es,
maki ng sure that the clains are right and giving us a
conplete picture on what happened inside the PTO

Now, in a perfect world, we'd have these
refined econom c social, et cetera, debates inside the
PTO to make sure that all the patents that ever cone
out are truly justified, deserving, et cetera. That's
a dreamworld. The real world is 300,000 cases that
the Patent Office did not wite, that have been filed
by people who want patents, are flowing in every year
You' ve got 25 percent of the patent exam ning corps
saying | can nake a better life outside the Patent
Ofice than | can inside the Ofice, so turnover is
novi ng, and that's not entirely unhealthy.

UNI DENTI FI ED SPEAKER: Is that still true in
this econony?

MR. KUSHAN: Well --
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UNI DENTI FI ED SPEAKER: Turnover | believe is
going down a little bit, but still with the increases,
it's...

MR. KUSHAN: Ten to 15 percent is still a
fairly significant |oss of experienced exam ners each
year going out. You get roughly 25 hours to finish,
that's the tine that the PTO can budget to nmoving a
case fromfiling to grant. That's the entire
exam nati on process. Constantly evolving |egal
standards that have to be taught to exam ners who cone
out of college last year. This is the environnent,
this is the environment where you have to shape the
exam nation policy. So, you see a |ot of obvious
constraints in what you can do and what you can expect
the PTOto do in order to get sonething that is not
going to be too disruptive in the market when these
patents are granted.

So, when | look at this type of challenge, the
exam nation priorities that are crucial to patent
quality have to be focused on a process which in the
shortest amount of time achieves a nunmber of very
specific points. The exam ner nmust be able to quickly
conprehend what the invention is. They have to analyze
the clains to conpare the invention as conprehended to
what the applicant wants. They have got to find prior
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art that is relevant to what the clainms are. And then
t hey have got to go to the key patentability
requi rements and nake accurate judgnments on those.

112 has two requirenents, enablenment, witten
description, those are the major inquiries for many
cases today. 102, novelty is a fairly sinple test if
you have a piece of prior art, and 103 is a harder
test, which has a subjective elenent that nust be --

I s another test, harder to apply but fundanental to the
pat ent grant.

Utility, my favorite topic. 1've obsessed nore
probably than anybody in the past decade over utility,
and it is fundanmentally not the standard we want to
measure patent grants by. It's a very inportant
requi rement. You know, as Jay said, there's two
aspects of 101. Four categories. Your claimhas to
fit into one of four categories. And second, your
i nvention that you've clained has to be useful. And
that is a definition that has been toyed with in
vari ous cases by the Federal Circuit.

Fundanentally, it's a yes/no question. |It's
not a how much question. It is a sinple, binary
choice. Does the invention fit into one of these four
boxes? Does the invention possess utility? |If the
answer is yes, you're done, thank you very rmnuch.
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Now, utility has a lot of value in the
exam nation as a disclosure. |If | say, "This invention
is the greatest thing for doing X," and then | find
prior art that shows very simlar technol ogy for doing
X, we should be able to use that statenent of utility
to sonmehow pin in whether the applicant can say, "No,
my invention is useful for Y, and therefore that very
rel evant art shouldn't be applied to ne." So, you
can -- there's a lot nore creativity that can be
achieved in the use of the utility disclosures in
shapi ng how you apply these other criteria of
patentability.

Whet her the essential aspects of the invention
deliver that utility, if you say |I think ny invention
has to do X, and there are a nunber of attributes to
the invention that are necessary to deliver that, that
hopefully should be used in a useful way in the patent
exam nati on process to make sure that the clains that
cone out of the exam nation process capture all those
requi renments.

When you | ook at the process of exam nation
when a rejection has been inposed, you can use the
utility characterization to shape and limt how the
applicant mght try to escape fromthe effect of an
obvi ousness rejection. Again, this is sonething which
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is in the neat and potatoes side of exam nation but is
sonet hing which is not typically used a | ot.

Now, | want to talk a bit about the experience
in the "94 and '96 tine frame for devel oping the
Conput er -1 npl enmented Gui delines. Fundanentally, the
exerci se was ai med at addressing the unhappi ness of
the -- | suppose a nice way of saying it -- the "find
the algorithnm test, which was a basic exam nation
strategy from'88 until '94-'95. Under the
Freeman- Wl t er - Abel e standard, what you had was this
obsession with whether the invention was a mathemati cal
algorithmor not. And the practical effect in terms of
t he exam ning corps was that exam ners were just
fighting endl essly over whether the clainms were
defining a mat hematical algorithmor not, and after
this big fight, you know, the applicant finally
convinces the examner this is not a mathemati cal
al gorithm and out pops the patent.

What happened to novelty? What happened to
obvi ousness? What happened to enabl enent? \What
happened to witten description? W didn't have tinme
for that, because we were trying to find the algorithm
And that was fundanmentally an unhealthy exam nati on
strategy, to put so nuch enphasis on the
al gorithmfinding function of that test. So, part of
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the notivation of those guidelines was to say stop it,
st op obsessing about whether this is an algorithm or
not. Let's give you a sinpler perspective, where you
can get past the question of whether it's eligible and
go into the neasurenent standards of patentability.

So, one thing that was done that was new for
the PTO was to do an extrenely broad calling for
i nformation fromthe public. And | can attest to this
because back in "92 | was with the Advisory Conm ssion
staff, | did work on that. W did hearings, we did
solicitations for coments, we went out to bar groups,
went out to public lectures, tons and tons of outreach
to try and find out if we were going down the right
path. And what we heard universally was that there
wer e concerns about patent quality, and then you
started to hear a very useful input into the reasons
why those concerns existed. And that's a process which
| think nowis part and parcel of the PTO s exam nation
devel opnent process, to go out and get that
i nformation.

So, what happened? The test that ended up
bei ng fashi oned was a very sinple, sonme mght call it a
crude screening process, where there are sonme safe
har bors defined for the exam ners and al so for patent
applicants to define whether their clains would be
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subjected to a 101 rejection or not. And those safe
harbors, we came up with a nunmber of those safe
har bors, but fundanentally, the sinplest way to think
about it, if the claimdidn't fit into one of those
safe harbors, go talk to your supervisor, and --
because if it wasn't going to fit into one of those
clean, clearly defined categories, it's going to be a
nore conplicated inquiry, and we don't want the junior
exam ners doing that conplicated inquiry. W want them
to rely on the nore experienced exam ners.

The whol e essence, as | said, was to get people
past 101 and get in -- get the examners into a review
of 112 issues and 102 issues and 103 i ssues.

So, at this point what | want to do is shift
over into kind of a forward-Iooking set of comments.
There are a very finite range of options for the PTQO,
given all of its constraints on what it can do to
I nprove patent quality through its exam nation process.
If you look at all these current devel opnments in the
| aw, what we want to focus on is getting a work product
t hat hel ps us answer and fit into this world defined by
Fest o and Enzo and a nunber of other recent cases so
t hat when these patents go into |litigation, we can
navi gate the clains and find out what the claimscope
shoul d be. What did the applicant relinquish during
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exam nation? How did the applicant characterize the
i nvention critical to witten description? Wat was
needed to convince the exam ner that the invention was
pat ent abl e? That should conme out of the file w apper.

Money is inportant. If you're running the PTO
on 85 percent funding, which is Congress' current
prerogative, PTO has to be extrenely efficient. $200
mllion going out of the systemevery year is going to
have an inpact on patent quality. Congress doesn't
seemto be intent on changing that any tinme soon. They
keep diverting the noney.

How do you get better quality and shrink the
amount of work? Well, you' ve got to shift nore of the
exam nati on burdens onto the applicant. And I'm sorry,
this is where 1'l| be ostracized by ny fell ow
col | eagues in the patent bar, but the patent applicant
has to help nore and to be used nore to produce a
better quality work product. O herwi se, we will not
achi eve i nprovenents in patent quality. You' ve got to
hel p exam ners understand the invention faster than
they are now. You have to help the exam ner conduct a
proper search, because the inventors typically know
nore about the technol ogy than the exam ner does, and
where you might find something that m ght be rel evant.

You have got to focus patentability questions
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on the core issues that are going to address and answer
correctly whether the invention is patentable, rather

t han the current process, where you have the exam ners
essentially funbling toward the answer. If you | ook at
t he exam nati on process now, the exam ner picks up the
case, reads it, tries to figure out what the invention
Is, tries to figure out what the clainms are, does a
search, and makes a whol e bunch of assunptions about
the invention.

They go out in the first office action, and
half the tine they may be conpletely irrelevant to what
the invention is or the relevant topics. W've got to
find a way of getting the right rejections inposed
earlier in the process so we can get to the questions
that are relevant to the actual patentability criteria.

There's a powerful tool the PTO has at its
di sposal to get that information out of applicants. If
you say sonething to a patent applicant and the
appl i cant says sonething m sl eading back to the Patent
O fice, there goes the patent. 1It's unenforceable.

So, the Patent Office, through coercion, can elicit a
| ot nmore information in the exam nation process than
peopl e perceive and is currently done, and that may be
a tool that PTO needs to enploy nore to get this
information into the system faster.
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There are sonme streanlining issues that need to
be addressed. And this is really getting into the
green eye shade perspective of exam nation reform but
" mup here, and you can't get rid of me for another
couple of m nutes, so here we go. Right now we have
about 36 nonths before -- it can be -- well, no. Soon,
It will be about three years before a patent exam ner
pi cks up your application and sends you a first
communi cati on about whether the invention has any
merit. That's a long tinme to sit there and wait before
you know anyt hi ng, and we have got to find ways of
getting earlier comunications that can nove the
prosecution forward.

| think giving exam ners sonme capacity to send
an early communication out and get information in to
better frame the i ssues may be a tool that should be
enpl oyed by the PTO. W need to use a nore legalistic
perspective on exam nation, where the exam ners can
require stipulations on obviousness or other criteria,
a person skilled in the art. |If we can stipulate to
that, we can save sone tine, and that would be the sane
| egal |y binding effect as an exam ner finding and
maki ng a conclusion on that point. But there are a |ot
of little issues that can be stipulated to and
solicited fromthe applicant to get the concl usions
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framed quickly.

We need to find a way of letting the rules
enpower the exam ners to get substantive responses to
things that the exam ners say, as opposed to knocking
I ssues off the table by procedure. | know I'Ill never
be able to work in the patent world after this talk,
but, you know, this is the area for reformthat wll
actually shrink pendency and get quality up. But we
need to start thinking of things that are a little bit
nore radical

VWhen you | ook at the file wappers that cone
out, you know, it's like reading the entrails of a
goat, because there is so little in there to explain
what actually happened that we get paid a | ot of npbney
to be patent experts to try to guess what m ght have
happened. And it sure would be nice if sonmething overt
was in there that explained why a rejection was being
wi t hdrawn or the clains were being allowed.

There are | ots of instances where good
exam ners will docunent and say, all right, listen, |
read this point fromthe applicant, and that's why |I'm
allowing the case, but there is much nore frequency of
patents which are totally cryptic. And we need to find
a way of getting an explanation of what happened
captured in the record.
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If you' re an exam ner and you tell the
applicant, I"mgoing to search in this area, and the
applicant knows that's not right and fails to do
sonet hing, that patent's not going to be worth a | ot.
Agai n, coercion is a useful tool here to get the right
I nformation in.

In conclusion, | conme froma perspective which
Is different fromothers who we're hearing fromtoday.
I think radical changes about redrawing the |lines on
eligibility is going to be a lot nmore harnful and not
going to achi eve much of the desire, which everybody
shares, which is to prevent the issuance of patents
that are inappropriate, too broad, and disruptive in
the market. And nmy experience has shown -- ny
experience has taught nme at least that trying to draw
these relatively arbitrary lines over eligibility just
w |l not work at addressing the fundanental concern,
which is that of inappropriate rights.

VWhen | | ook at the inpact in the sector of IT,
what you can -- and | want to kind of draw into the
real world for a second. People or conpanies sitting
around a table, for exanple, defining a new standard,
each of them possessing appropriate rights, can usually
yield a good outcome. They usually sort out their
di fferences. They figure out what rights and what

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

93



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

94
entitlenments on royalties can be appropriately shared
among this group of standard-setting entities. That is
t he desirable outconme, where you have an appropriate
use of patents and market power and participation and
technol ogy contributions to define standards, to work
together, and to yield market-based conpliance.

When you have invalid patents, overbroad
patents, that disrupts these processes, but
fundanmental |y, we should be solving that disruptive
effect by getting better quality patents than
attenpting to carve out the patent eligibility or do
nore radical steps.

Finally, as | said before, the Holy Gail here
Is to get better patent quality in a shorter anmount of
time. And to achieve that, or to try to achieve that,
we need to put nore responsibility on applicants to
better frame the issues that are key to patentability,
produce this goal of inproved quality, better record,
and nore accurately characterize rights or define
ri ghts.

Thank you.

MS. GREENE: We have gone right through the
norni ng break, and I'm sure you all didn't notice that.
But now it's just too | ate, because we have nore things
to discuss, so we will just plow ahead.
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Any reactions to the two presentations?

Brian?
MR. KAHIN: [|'d like to sort of zoomout. And,
you know, | appreciate a nunber of things that Jeff is

sayi ng about reform ng the process, but, you know,
realistically these reforns do have costs. There is a
political cost that would have to be paid, and there's
a-- it is very difficult to suggest reforns that are
going to increase the burden on small applicants.

On the other hand, we also don't have an
adequate framework for understanding the total costs of
the system And to say that the patent systemis
running at 85 percent of what it needs or what it
deserves, | nmean, is 85 percent of what? You know, we
don't know what it takes to do a proper job. W don't
have any nmeasures of the optimm and the only way we
can get at those measures, in ny opinion, is to have
some extrinsic evidence that's tied to how the patent
systemquality is viewed within the industries that it
af fects.

It's got to have sonme tie to an outside
reality. So, if you could actually show -- and this is
not just the custoners that the PTO defines, it is not
just the patent applicants. You can't just ask the
patent applicants, are we doing a good job? You have
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to ask the industries that are affected. And, of
course, this gets very hard to do in sonme of the areas
we' ve been tal king about, software and busi ness net hod,
because it's very hard to define the industries,
especi ally business nethods, because they're every
I ndustry.

But anyway, if there were sone way, then we
could get a handle on what are the trade-offs. | do
comend the Patent Office for the business nmethod
initiative, because for frankly the first tinme, we got
sone kind of enpirical handle on what additional
I nvestnment in the exam nation process would result in
in ternms of acceptances. But until we find sone
br oader framework for understanding costs, then there's
no way of getting this beyond the political problem
that you face because of the institutionalized
i nformati on asymetries and the difference in the
ability to bear cost.

As we saw in all the furor around the American
I nventors Protection Act, it was polarized between the
pat ent establishnent and i ndependent inventors,

i ncl udi ng universities, around the issues of how the

different parties bear information and transaction

costs, not along the issues we've been tal king about

here at all. But that is the political reality in
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whi ch we've got to operate.

MS. GREENE: Bob?

MR. YOUNG  Yeah, for all that Jeff and I
probably di sagree on a |lot of things, | was actually
very inpressed with his reform proposals. | think it
would go a long way to avoid sone of the problens. And
the problens are -- you know, the furor you referred to
earlier over sonme of the patents that various parts of
our industry get upset about really delve into the
obvi ousness issues, that soneone says, how did you get
a patent on that, | could have thought of that one, you
know, yesterday evening drinking beer. In fact, that's
where | get nmost of my good ideas. We won't go there.
But just on the topic of reform two itens on software
patents.

If we have to have software patents -- so |et
me phrase that, | don't |like software patents as a
general rule, but we need to have very high standards
associated with them Software is, just to be very
clear, software is a form of expression. It may be a
form of expression that nost of us on this panel cannot
interpret, but we all appreciate that if soneone tells
a joke in Al banian and a bunch of Al bani ans | augh at
it, it's probably a funny joke, and we will protect the
Al bani ans' right to free speech or would if they had
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Source code is exactly the sane thing.
Software is the sane thing in our industry. |If you can
code software well, | mean, | go to conferences,
techni cal conferences where you hang around the
hal | ways and you |listen to these guys tell jokes to
each other in software code. | nean, such that a
regul ar human being |ike nyself doesn't understand a
clue of what they've just finished saying. Because of
that -- so, that's the problemw th software patents,
Is it actually infringes on a form of expression, and
If it's -- if it is not truly nonobvious, if it is not
a Larry McVoy type invention, then there's a problem
associ ated with patenting this.

One of the problenms may be that 20-year patents
in software is sinply too long. |[If we have to have
sof tware patents, maybe they should only be ten years,
because our software -- our industry noves so quickly
that 20 years is a whole career. It's effectively
taking that algorithmout of the use of the industry
for a generation, in effect, and it may not be a good
i dea. So, there nmay be sonme way of -- | don't know if
anyone's di scussed the way of having patents on shorter
time franes.

But finally, and this is the one | care nost
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about, is if we have to have software patents, we have
to require that the person applying for the software
patent files the source code behind that patent,
because the source code is the invention. It --

w t hout knowi ng that the source code does what the
applicant says it does, you can be very easily granting
a patent to soneone for an idea. He says, |I'mgoing to
write source code to do this. |If he doesn't have to
file the source code, you don't actually know for a
fact that he is doing what the description in his
patent says he is doing.

It's actually a real problemin the whole
software industry, that the reason people have so nmuch
ent husi asm over the open source technol ogies, |ike
Li nux and Apache Web-Serving, is because we deliver
source code. The users of these technol ogies can trust
t he technol ogy, because they can look at it. If it
doesn't do what it's supposed to do, they can find out
if the problemis that there's an error in it or did
the guy who wrote it wite intentionally to cause harm
to his conpetitors?

In the sort of existing software industry or
| egacy software industry, this binary-only nodel, where
you buy software without getting source code, we've
seen well docunented, the Caldera v. Mcrosoft case,
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for the

unent ed cases of conpani es who published

, distributed software that had code witten in

pur pose was to damage his conpetitor. And
npani es get away with it for 10-15 years

no one ever sees the source code.

You know, it's sort of as if we wote |aws
ntry and didn't have to publish the law, ju
ople in jail for breaking the |aw w thout
otell them what the | aw woul d have said.
ode is essential. Software is not software
source code. It is as sinple as that.
Thank you.

MS. GREENE: How do Bob's i deas about

res of source code fit in with your areas o

MR. KUSHAN:. Source code is virtually usele

exam ner to do a good job in exam nation.

may be an inportant part to show possession of an

i nventio
st andard
of paten
t hat abs

| evel of

appreciate how the functionality that it inparts into a

conput er

n, especially under the witten description
s, but the real challenge and the better ty
t application for the PTOto consunme is one
tracts the source code to a slightly higher

expl anation, so that the exam ner can

is achi eved, and that allows the exam ner
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much nore digestible perspective on the invention, so
they could do a better search and make t hat
determ nati on of obvi ousness.

And then one of the problens is that if you
focus on the source code, you're actually kind of going
to a level that is unhelpful to you making accurate
judgnents on obvi ousness, because you want to know t hat
If you could do this technique by a very sinmple,
wel | - known ot her alternative, equally rel evant
techni que, that would render the invention obvious, and
t he dependence on that source code is really very
little, if none.

So, for exam nation processes, there -- and |
know t hat when we were | ooking at the exam nation
reformissues throughout the nineties, that was one of
the big questions. How do you get a characterization
of the software at a sufficiently high level into the
hands of the exami ner so they can do a better job in
appreciating what the invention is and doing a search?

| note that | think the way that the PTO cane
out was basically to say use any way you can, other
t han source code, because source code is just not a
uni form starting point that everybody can appreciate.
It's better to have sonmething that is nore digestible.

But again -- and | know we were tal king before
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t he conference started, but whether you want to have
di scl osure requirenents of source code for some
techni ques or some software that is very difficult to
prove it works the way it does or if there's sone
dependence on the invention on a particular
I npl enmentation, that nay be sonething where deposits
anal ogous to the m cro-organi smdeposits in the biotech
area achi eve the goal of satisfying public need and
access to an operable invention. But that's an area
which hasn't really been | ooked at much inside the PTO

MS. GREENE: Your reference now to the witten
description requirenent is particularly challenging for
software. Can you just -- you went through sone of
this in your presentation. Can you reflect on the
ot her requirenments and how those may or may not be easy
to translate into software/busi ness nethods?

MR. KUSHAN: Well, the -- | think the thing
that's interesting about the recent cases on witten
description, and maybe the way to ook at it is,
witten description is a nmeasurenent of what the
applicant did, and enablenent is a neasurenent of what
the public can do with what the applicant has given to
the public. And the two questions are kind of pointing
i n opposite directions as far as the inquiry.

Enabl enent becomes a less difficult standard to
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neet when the technological skill in the art gets
mat ure and nore sophisticated. So, if |I show in ny
di scl osure, you know, you have to find a way of
di splaying this imge on the screen, sonebody who's
witing code, that's trivial. So, to enable display on
virtually any type of display would be enabled by a
very sinple disclosure. But if the invention is a
particul ar technique that's better than the rest,
then -- and that's really why this invention is useful,
then the witten description requirenment will focus on
how that's characterized in the application and how
that tracks in relation to the claim
The enabl ement issue is not really going to be
a conplicated inquiry. On the other standards,
obvi ousness has al ways been a tough test, because
process clains, unlike product clains, are nuch nore
conplicated inquiries. Wy did you pick this sequence
of steps? The notivation fromthe prior art as to a
sequence of steps is nmuch harder to establish than
analogy in like in a chenm cal conmpound, that this
chem cal conpound is |ike that chem cal conpound and
t herefore m ght be obvious. That goes into the
guestions of whether you can have certain types of
stipulations as to the state -- you know, whet her
sonet hing woul d be obvious to code sonmething to achieve
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this function, as a way of fram ng or at |east getting
to a nore refined obviousness inquiry.

But that's the -- enablenment, witten
description and obvi ousness are the hardest standards
to apply, but those are all the ones that shape what
clainms come out the best. Those are the neasurenent
criteria, and those are the ones that we've got to find
better ways of applying inside the PTO

MS. GREENE: COkay, let nme just open up the
fl oor for anybody to make any additional comments that
t hey want, perhaps pronpting nore questions. And to
the extent folks want to focus on the issues that Jeff
has been raising, to what extent does Jeff's proposal
of focusing on the -- these criteria rather than the
underlying eligibility requirenment, to what extent are
people optim stic about it? W' ve heard a little from
Brian on that and would |like to hear from other folKks.

Ri ck?

MR. NYDEGGER: Well, actually | have comments
nore directed to sone of the points that were commented
on earlier, and then I'I|l get to my response to Jeff.

There really are two things that 1'd like to
comment on with regard to some of Jay Thomas' comments
and remarks. You nmade the point in one of the slides
that there were certain limtations that were
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establi shed that involved things |like patenting
mat hematics, nmental steps, abstract ideas, printed
matter, and algorithms. First of all, | think it is
I nportant to distinguish between those Iimtations
whi ch are Constitutional in nature and those which are
not .

Part of our Constitutional jurisprudence on the
| aw of patent eligibility has and continues to require
that | aws of nature, natural phenonena and abstract
| deas are, in fact, limtations. So, it's not strictly
correct to say that contenporary cases have elim nated
restrictions such as abstract ideas. Those remain as
constraints under a shield of Constitutional cases that
are there today.

Secondly, in respect to that, | think that
there is another way of |ooking at the devel opnent of
the cases in the | ower courts, which suggests sonething
other than elimnation of those restrictions. For
exanple, it seems to nme that nuch of what was going on
in those cases was sinply a recognition by the | ower
courts, the CCPA, in particular, and the Federal
Circuit that the standards they were attenpting to
enploy in their effort to conply with those
Constitutional constraints was unworkabl e.

I n point of fact, what we saw happeni ng was

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

very much |ike the sane kind of thing we saw that |ed
to ultimately the enactnment of the nonobvi ousness
standards in the 1952 Act. The |law of invention
devel oped into such a state of disarray prior to 1952,
in terms of efforts by the Supreme Court and ot her
courts to develop what did or didn't constitute
I nvention, that ultinmately those cases were |argely
di scarded in favor of what was perceived at the tinme to
be a nore workabl e and definabl e standard, nanely,
nonobvi ousness.

| think the same kind of thing is going on with
respect to the law of patent eligibility in the cases.
VWhat we've seen is that the | ower courts were
attenpting to define patent eligibility through a
series of negative rules; that is to say, by
pi geonhol i ng sonething as a nental step, that was
di scarded in 1970, in the CCPA's decision in In re
Musgrave. Pigeonholing sonmething as printed matter,
that was | ater discarded by the Federal Circuit in 1995
inIn re Lowy. Then |ater, the mathematical algorithm
and the business method exceptions, which ultimtely
wer e di scarded, of course, in State Street Bank.

So, instead what the court did is determ ne
t hat they have to define the constraints of not
permtting subject matter that represents, for exanple,
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an abstract idea from being patented by defining that
constraint in ternms of a positive test, sonething that
required positive end results. So, | think it's
possible to | ook at the case devel opnent in a way that
doesn't necessarily say that these restrictions were
sinply elimnated. They were sinply redefined in a
different way because of the unworkability of all of
t hese negative rules that had devel oped out there in
the case | aw.

The other point that | would Ilike to nake in
relation to State Street Bank, which was al so addressed
by Jay, is that | think that at the heart of the
difficulty is the problem of properly interpreting the
claims in question, in other words, answering the
guestion, "Wat exactly did the applicant invent?"

This touches a little bit on Jeff Kushan's comments.

In State Street, Judge Rich |ooked to the claim

| anguage and the underlying | anguage in the
specification which supported that claim and he found
a machine that consisted of a CPU and a data di sk and
certain conplete new logic circuits. In contrast to
that, the lower court decision in State Street saw the
claimed invention rather as a conbination of processing
conput ati ons as opposed to sone sort of a machi ne.

| think that on one level, the rationale used
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by Judge Rich can be criticized as overly sinplistic
and could lead virtually in every case to the finding
of a statutory machine. On the other hand, | think
that a closer | ook at the nature of software, howit's
evolved with time and its relationship to hardware,
perhaps illustrate why that rationale is not
necessarily as flawed as sone think that it is.

To illustrate my point, hardware can incl ude,
as everyone is well aware, a series of interconnected
conputer chips. G ven today's technology, there can be
literally thousands, tens of thousands, hundreds of
t housands of mcro-circuits which are not visible to
the human eye. Those kinds of hardware architectures
are nore easily described in terms of the functional
rel ati onshi ps between plots or conponents of those
circuits. That's very simlar to the way in which
hardware i s devel oped. Just as in the case of
hardware, it's really the functional relationship that
goes on between the different steps that are perforned
in a conplex programthat represents sonetines
literally thousands or tens of thousands of different
processi ng steps that becone described functionally
by -- in terms of what they do. [It's that functional
interrel ationship that becones a thing of interest.

| think that's the reason why persons skill ed
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in the art and who can inplenent that does certain
functions in either hardware or software, but the line
between themis often very blurry.

So --

MS. GREENE: OCkay, and | amgoing to give Jay a
chance to respond. Did you have nore?

MR. NYDEGGER: Yeah, | had actually two nore
poi nts.

MS. GREENE: Ckay.

MR. NYDEGGER: | think the court's focus in
State Street on this concrete, tangible result test
really reflects the way in which this software
technol ogy has developed. 1In the early days, just as
i n Benson, what we saw was nunber crunching,
progranmm ng using nore mat hematical kinds of processing
steps as opposed to the nore object-oriented
progranmm ng that goes on today that focuses on
functional relationships between the plots or chunks of
program conmponents.

| think the other point that is naybe worth
just observing is the point that Jay Thomas nade on the
Constitutional history. He wote an article in 1999
t hat was published in | think it was Boston Law Revi ew.
It was entitled "Patenting of the Liberal Professions.”
And he made the point there that he felt that the
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Framers of the Constitution undoubtedly did not intend
for this kind of subject matter to be enbraced under
t he patent statute. They had certainly contenpl ated
I ndustrial, nmechanical and manual arts in contrast to
the seven liberal arts and the four fine arts in the
classic learning. Yet on the other hand, it seens to
me that the Framers didn't contenpl ate patenting things
li ke the Harvard nopuse, either, or gene sequences, or
new pharmaceuticals that take advantage of those kinds
of gene sequences to target specific kinds of organisns
for treating disease. Clearly none of those things
were contenplated by the Franers, and yet they are very
i mportant, useful technologies to us today.

| think it's fair to say that Jefferson, who
really was the framer of the first patent act and who
was the architect of Section 101, which has been
essentially the same since 1793, with the exception of
changi ng one word in that section of the statute, saw
that as a liberal section. In his witings, he nade
t he coment, quoting here, that "lIngenuity should
receive a liberal encouragenent.”

So, | think those are points that one ought to
take into account in reflecting on where the case | aw
has cone from where it is today, and what ki nds of
policies are and ought to drive the case | aw.
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MS. GREENE: Jay?

MR. THOVAS: First, thank you for reading the
article, which is all 1I'Il say on that. And I
certainly enjoyed Jeff's comments and woul d agree
heartily with all of themtoward the end. | think
we're all working toward the sanme goals on that score.
And | would just note sonme skepticism about the nature
of the prior art in these business nethod fields,
because unli ke the sciences, there is not a drive to
publish. There is no Chem cal Abstracts available with
di scl osures. The commercial practices are kept in the
heads of business persons, and | think there are much
nore system c problenms in getting a hold of the prior
art. So, | think a lot of his reforms are well
meani ng, and if enacted would do a lot to inprove, but
| do think there are systemi c problens in the areas
outside the confines of traditional technology with
whi ch the patent system has usually concerned itself.

Thank you.

MS. GREENE: And | amjust going to make one
nore appeal. Does anybody have any additional coments
on Jay's great articulation of whether or not there's
system c problems for these particul ar areas?

MR. YOUNG Other than the -- this is Bob
Young.
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Ot her than just the obviousness, the concept of
this being an idea, the nmonent you approach granting a
patent around a concept or an idea, by definition,
you're going to raise all sorts of problens of how do
you define that thing. You can define an invention.
You can define an inplenentation of an idea. You can't
define an idea well enough to patent it.

MS. GREENE: Brian?

MR. KAHIN: A couple of points about it. One

MS. GREENE: Jeff, are you going to respond to
t hat ?

MR. KAHIN: | amgoing to respond specifically
to this question. And that is the nore abstract the
subject matter, the nmore difficulty you have in having
a consi stent vocabulary. That's a fundamental problem
It's a fundanental problem of high-Ilevel software
patents and business nmethod patents in particul ar.

| did suggest that there are sone di nensions of
t he software docunentation problemthat are nore
conplex. And they have to do with the fact that
sof tware, unlike business nmethods, is largely
sel f -docunenti ng, that you have in the code itself and
in the cooments that are witten into the code, you
have docunentation, but that docunentation is |ost when
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the code is conpiled, or at least it's virtually
i naccessi ble, especially if it's protected under
contract. So that there are conplexities in software,
and there is this enornmous volune problemthat's
distinct fromthe business nethod, although other
aspects that Jay nentioned are sim|lar.

MS. GREENE: Jeff?

MR. KUSHAN: The system c problemthat Jay has
pointed to is one that | -- it's a very easy thing to
put into play and in debate. And the problem | see is
that the vast volunme, the high volunme of cases that are
being filed don't tend to characterize or seek clains
in the worst case scenarios. And | think legitimtely,
sone of these ideas that people conjure up as possible
interests for patenting, certainly one has to question
why they woul d waste their noney trying to get those
cl ai nms.

| think in the process of the debate, there's
been this fundanmental problem of defining business
met hod patents and essentially taking the exanple of
soneone combing their hair and saying that's what al
t hese cases are focused on, when, in fact, 99 percent
of the cases that are probably in the category of
busi ness met hod i nventi ons are automated techni ques for
doi ng sonething that people used to do in a
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nonaut omated way. And | think a very inportant inquiry
t hat may cal m down the concern, because if people are
going to be getting clains to block out the business
nodel , that's bad. Certainly that precludes the

I nnovation and the subsequent innovation that the
systemis supposed to induce.

If the clainms are truly capturing and
enconpassi hg every way you are going to inplenent a
busi ness nodel, that claimshould never come out of the
Patent Office. M sense is that you can stop that
claimwi th stringent witten description requirenment,
possi bly with enabl enent, possibly using utility, and
| ooki ng at sone of these, you know, not yet fully
devel oped | egal concepts |ike essential elenments to
make sure that those broad clains don't conme out.

That's where | -- | nmean, | wanted to | eave on
a positive note, that I amvery synpathetic to the
concerns of clainms comng out of the Patent Office that
cover business nodels, because that's certainly not
sonething which is fitting into the |ogic of the patent
system and not hel pful.

| think I differ fromJay in that I would put
all of our effort into using the tools of witten
description, enabl enent, obviousness and other tools
that could be come up with to prevent those clains from
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com ng out of the Patent Ofice wi thout the appropriate
limtations and all ow the subsequent innovation to
occur. And that's | think the challenge, but | think
the end point is probably shared. Nobody wants these
dom nating patents to cone out which foreclose the
subsequent i nnovati on.

MS. GREENE: Jeff, and this will have to be the
| ast word.

MR. KUESTER: OCh, boy. |I|I'mnot sure |I'd go as
far as saying no one wants those patents to cone out,
because first of all, what are we tal king about? You
suggested, you know, no one wants the business nodel to
be covered. We step into the sanme definitional problem
of what is a business nodel now and how is that
different from you know, the software systemthat, you
know, Rick suggested. |Is that a business nodel of
automatically answering and determ ning who your phone
Is -- who's calling you or sonething?

| think furthernore that the comments we've
heard -- you know, Jay saying there was just a systemc
problem with these busi ness nethod patents and Robert
saying that, you know, well, they're just obvious,
unl ess it took years and years to conme up, it shouldn't
be patentable -- and the fact that we can sit around
and think of something is evidence that it shouldn't be
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pat ent abl e, those are the exact types of argunents that
| tal ked about earlier, that are not based on any
enpirical evidence at all, you know, it's just wong,
they're just obvious, it's just systemcally wong, you
know, all areas of |life are now patentable. And it's
just these types of debates, in ternms of, you know,
sort of hurling out these types of argunents, | don't
think are really where we need to be ultimtely.

Again, nmy point is that we need sone rea
enpirical evidence. W need to be focusing on is the
Constitutional purpose of advancing science and the
arts really being forwarded by this particul ar area.
And you have to actually step back and talk in ternms of
econom cs that we can all agree on, that we have
baselines and we're | ooking at, you know, not just an
i nvestment in particular areas, but also benefit to
society, benefit in all areas, not just this one area.

So -- but I am like Jeff, confident that the
Patent Office can react to whatever it is that we need
to do in this area. |If thereis, in fact, a utility
problem if there is, in fact, a witten description
problemin this area, then |I'm sure the Patent O fice
is equi pped to be able to do that, as long as it
doesn't get into analyzing code as Robert suggested. |
tend to agree with Jeff. That's virtually useless in
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an exam nation process. |It's tens of thousands of
lines of information that just can't be really utilized
very well. So, as long as we're not headi ng down the

road that creates so much nore additional work that
also the small inventors would now be burdened to have
to explain things that -- or, you know, they may not
know what a search area is and whether or not that's
the right one or --

And with the courts out there, you -- that's
the other variable here. OF course, they started us

down this road with State Street, you m ght argue. And

you' ve got issues there with, you know, if -- if we
didn't have Gentry issues and other definite -- Gentry
i ssues in terns of -- let's just suffice to say that

the scope of the claimprotection is now very mnuch
dependent on not only what you say in the prosecution,
but how the patent specification and the wording is
presented earlier on, which will nmake patent attorneys
very reluctant to cooperate with an exam ner, and say,
okay, here's ny invention or here's the -- you know,
the core issues of patentability, or I'll stipulate to
anything, frankly, but that this is old or that this
woul d be obvious or that all these other issues. Wth
the court focusing very closely on every word that you
say in those realnms, it's going to be difficult I think
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for the Patent Ofice to nake much progress in sone
direction like that that the Patent Bar doesn't just,
you know, erupt violently alnost, that the court is
just going to destroy whatever patent that proceeds
down that direction.

| think that the Patent Ofice will have a very

difficult time followng Jeff's recomendati ons,

wel | -intentioned though they are.
Thank you.
MS. GREENE: Well, | want to thank you all very

much for com ng and participating today. An incredibly
nuanced, thoughtful conversation dealing with sone
difficult issues, always searching for limting
principles. And | want you all to please be sure, if
you want to submt additional things to the record,
publications, | know in particular a lot of the
prof essors have websites that list lots of their
research and witing, fantastic resources as well.
Thank you.

W will be starting up at 2:00.

(Wher eupon, at 12:15 p.m, a lunch recess was

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

MR. BARNETT: M nanme is Mchael Barnett, and
I'ma staff attorney here at the Federal Trade
Comm ssion. | would like to welcone you to this
afternoon's hearing. "Patent Criteria and Procedures,

I nt er nati onal Conparisons."

Joining me today are ny coll eagues from vari ous
governnmental agencies. | would like to introduce at
two seats down from ne, Susan DeSanti, Deputy Cenera
Counsel for Policy Studies at the Federal Trade
Comm ssi on; Suzanne M chel, Counsel for Intellectual
Property at the Federal Trade Comm ssion to ny left;
Sue Majewski is directly to ny right, she is an
econom st at the United States Departnment of Justice;
three down fromnme at the end of the table is Robert
Bahr, Senior Patent Attorney at the United States
Pat ent and Trademark Office.

Gathered with us today are representatives from
academ a and the legal conmmunity to provide us with
their insight and experience into patents within their
fields, and hopefully, into industries in general. 1In
my opinion, | think this is an inpressive group of
i ndi vi dual s who are distinguished in their fields, and
| am anxi ous to hear their thoughts.
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To nmy far right at the end of the table is Rick
Nydegger. Rick Nydegger is the foundi ng sharehol der of
Wor kman, Nydegger and Seel ey, which specializes in
i ntell ectual property law. He is currently an adjunct
faculty nmenber at Brigham Young's Law School .

He has worked closely with the PTOin the
devel opnent of several inportant policy initiatives
over the years, including as the principal author of
the AIPLA' s response to the Comm ssioner's request for
comments on conputer-related innovations. He is
currently First Vice President of AlIPLA and was
recently inducted as one of its Fell ows.

Next to Rick is Ken Burchfiel. Kenneth J.
Burchfiel is a partner at Sughrue Mon, PLLC in
Washi ngton, D.C., specializing in the chem cal arts,
with experience in photographic, pharmaceutical,
petrochem cal, polynmer, biotechnol ogy, textile, and
general organic and inorganic chem stry and industri al
chem cal process technol ogy.

He was the first Anmerican patent |awyer
admtted to practice in Japan under the reciprocal
foreign practicer statute, opening a firm branch office
in Tokyo. He was a visiting scholar at the Max Pl anck
Institute in Munich in 1992, where his field of
research was patent |aw protection for biotechnol ogy
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i nventions along with conparative | aw and | egal
hi story.

Next, we have Steven Maebius. Steve is a
partner at the Washington D.C. office of Foley &
Lardner, where he is the co-chair of the Washington
O fice Intellectual Property Departnent.

He is a fornmer patent exam ner of the United
States Patent and Trademark Office, where he exam ned
patent applications in the biotechnol ogy and
phar maceutical fields.

He co-teaches International and Conparative
Patent Law at George Washi ngton University Law School
He has been a Visiting Associ ate Professor of Patent
Law, conducting research at Tokyo University's Research
Center for Advanced Science and Technology. He is on
the Advi sory Board of the NanoBusiness Alliance, an
associ ati on dedi cated to serving the needs of
nanot echnol ogy busi nesses.

To nmy far left we have Robert Stoll. Robert
Stoll is an Adm nistrator for External Affairs in the
O fice of Legislative and International Affairs at the
United States Patent and Trademark Office.

He has been a patent exam ner, working in the
area of netal containing conplexes and conpounds and a
supervi sory patent exam ner, supervising the

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

121



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

exam nation of classified chenm cal applications,
radi oactive bio-treating conpositions and |iquid
crystals. He holds a Bachelor of Science degree in
chem cal engineering fromthe University of Maryl and
and a Juris Doctor degree from Catholic University.
Next we have Mark Janis. Mark Janis is a

Prof essor of Law at the University of Iowa College of
Law where he teaches and wites in the fields of
patents, trademarks and unfair conpetition, and
I ntell ectual property and antitrust.

I n 2000- 2001, he was the recipient of the
Uni versity of lowa Collegiate Teaching Award. He has
publ i shed several articles on donmestic and
I nternational patent |law and is co-author of a
two-volunme treatise, Intellectual Property and
Antitrust, with Hovenkanp and Lemley. Prior to joining
the lowa | aw faculty in 1995, Professor Janis practiced
patent |aw with Barnes & Thornburg in Indiana.

Finally, we have John R Thonmas. Jay is
an Associ ate Professor of Law at George Washi ngton
Uni versity Law School here in Washington, D.C. He also
serves as Visiting Fellow in Econom ¢ G owth
and Entrepreneurship at the Congressi onal Research
Service, as well as an instructor at the PTO Acadeny.

Previously, he was a Visiting Scholar at the
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Max Pl anck Institute in Minich, and at the Institute of
Intell ectual Property in Tokyo. Fornerly, he was a | aw
clerk to Chief Judge Helen Nies of the Federal Circuit.

Wth that, | think we should begin. Before we
begi n the di scussion portion of the hearing, let ne
start with sone rules of the ganme. Basically, if
during the course of the discussion you would like to
contribute, please stand your nane-plate on its end.
That way we could call on everyone, and no one has to
rai se their hands or anything like that, and we w ||
get to everyone in turn.

| think a good place to start woul d probably be
with re-exam nation, and the re-exam nation systemin
proceedings in the United States, and hopefully, to
evaluate it in the context of simlar reginmes in other
countries and throughout the world. Suzanne, would you
like to start?

M5. MCHEL: | will start. Because one of our
goal s today would be to conpare and contrast the United
States systemwi th European and Japanese systens, and
particularly, what we mght learn fromthem | would
like to begin with just a very brief overview of the
re-exam nation systemin the United States, and
perhaps, with a particular enphasis on the new inter
partes re-exam nation process.
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Woul d anyone like to volunteer for that task?

| see Jay pointing to Mark.

MR JANIS: | didalittle bit of this
yesterday, so | will recount sone of ny comments from
yesterday, | suppose. You can add or steer ne in a

different direction if you w sh.

My take on the big picture in re-examnation is
that the United States never quite reached consensus on
the inmportant question of what it exactly wanted out of
this admnistrative scheme. Did it want a sinplified
error correction schene, or did it want a true
full-fledged adm nistrative alternative to validity
litigation?

| think for a variety of reasons, perhaps, the
reasons of political conprom se or perhaps because no
one really asked sonme hard questions, no consensus was
really reached. We ended up with a systemthat was
call ed re-exam and has many characteristics of a nore
sinplified correction schene, but occasionally, even in
t he contenporary legislative record, was justified in
part on the basis that it could provide an alternative
to litigation. So, right fromthe very beginning it
was this m xed character for this schene.

| think that practice under the original ex
parte re-exam nation scheme revealed that it was fl awed
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in many ways, or at |least revealed that it didn't neet
the need for an adm nistrative alternative to
litigation.

So, intime, legislative initiatives were
directed toward that end. And instead of conpletely
scrapping the system starting over with a systemthat
was designed to operate as -- | will call it an
opposition system for short -- but designed to be an
adm nistrative alternative to litigation, again,
because of political reasons, perhaps because of
m sconcepti on or m sunderstandi ng, the decision was
made to tinker with the existing re-exam nation system
try to give it sone inter partes character

So, the 1999 reforns eventual ly gave us that.
They gave us sone enhanced third-party participation in
what previously had been a |argely ex parte schenme for
re-exam nation of patents, but along with that canme a
| ar ge nunber of provisions, particularly provisions
relating to estoppel, against raising validity clains
later in litigation.

So, these alone were such great disincentives
to third-party participation in inter partes
re-exam nation, that | think it was predictabl e that
this systemwas -- |ike soneone said yesterday -- "dead
on arrival." It's alittle too early to say whet her
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that's really the case.

Steve Kunin said yesterday that three inter
partes re-exanms have been filed. Now, | don't know how
-- these only applied to patents that were filed after

1999, so, it's maybe a little early to say it's a total

failure.

But many of the aspects of re-exam nation that
were discouraging were retained. | think the major
exanple is that re-exam nation still can only be based

on a very limted range of validity argunments. They
have to be based on argunents based on patents and

ot her docunentary prior art. There are many ot her
validity argunents that range, of course, well beyond
t hat .

So, this current state of U S. re-exam| aws
t hat we have, this sort of a nongrel system that is,
it is trying to serve as an admnistrative alternative
to validity litigation, but | think is dooned, because
| don't believe it was ever really designed to serve
that function to begin wth.

Il will end by saying that's to be contrasted
with other systens, notably the European opposition
system which has its own problems, but does not have
sone of these flaws that | have spoken of in connection
with the U S. re-exan nation system
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MS. MCHEL: Mark, can | get you to give us
just a very nechani cal wal k-t hrough of how t hat
procedure works?

MR. JANI'S: Sure. The re-exam nation system
begins with the initiation of a request by either a
patent owner or a third party. It can be initiated by
the Patent Orfice as well.

If a third party initiates the re-exam nati on,
t he patent owner has an option to file a patent owner's
statenent. Many patent owners don't do that, because
filing of the statenment allows the third-party
requester the opportunity to file a reply. So, that's
the initial stage of the process.

Proceeding fromthere, the re-exam nation
process, the statute provides that exam nation proceeds
| i ke ot her patent exam nation. Under the current
statute, there are now two branches to this procedure;
there's an ex parte procedure and an inter partes
versi on of the procedure.

Under the inter partes branch, the third-party
requester has an opportunity to coment on office
actions that are issued by the exam ner, but does not
have an opportunity to partici pate beyond that. That's
not strictly true, there's only limted opportunity
beyond t hat .
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M5. MCHEL: So, within this U S. system does
the third-party questioner have any ability to
participate in examner interviews?

MR. JANIS: They do as | understand it. Now,

t here have been three inter partes proceedings, and |
couldn't tell you if that's actually happened or not.

| believe that the regul ations provide that third
parties can participate in that. |, perhaps, can stand
corrected on that --

MR. STOLL: No, they do not.

MR. JANIS: | anticipated that woul d be a huge
problem and | could understand why the regulation is
written that way. So, thanks for the correction on the
regulation. That's not provided for as a matter of the
statute, that's left open for regulation.

M5. MCHEL: |If the examiner ultimtely
mai ntains a final rejection of the application and the
pat entee appeals to the Board of Patent Appeals and
Interferences, what are the third party's abilities to
partici pate at that point?

MR. JANIS: Limted abilities to participate,
and that's been the subject of current |egislative
efforts. So, as the inter partes statute currently
stands, certainly the third party does not have the
ability to appeal to court.
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As | recall, the third party has the ability to
appeal to the Board -- | have to |look around to see if
|"mcorrect on that.

MR. STOLL: That is correct.

MR. JANIS: But the third party does not have
the ability to appeal beyond that to what would
ordinarily be an appeal to the Court of Appeals for the
Federal Circuit.

M5. MCHEL: So, ultimately if the exam ner
decides to allow the patent, then the third party
requester can appeal to the Board of Patent Appeals and
Interferences challenging that grant. |[Is that right?

MR. JANI'S: That is correct, yes.

M5. MCHEL: But then if the Board were to
decide to grant the patent, the third party may not
appeal to the Federal Circuit.

MR. JANIS: That's the current state of the
| aw, yes.

MS. M CHEL: Bob, would you |like to nake a
comment on that?

MR. STOLL: On the systens thenselves. Let ne
explain the way |I'm understandi ng things the way we
currently have them W actually have two systens
running right now. W have the ex parte system and
third-party system They are separate systens.
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The ex parte systemis basically unchanged as
it has been going forward for many, many, nmany years
now. The third-party systemis the new systemthat is
created by the Al PA

| would like to state that | believe the
third-party systemis unworkable as it's currently
formul ated, and | do not anticipate there will be much
change. There are only three that have been filed
under that system

| think the original idea with respect to
making a third-party systemwas to be able to have a
system that handled nore than just witten prior art
and possibly even allowed for nore discovery and nore
di scussion with respect to it. Sonething cheaper than
going to court, sonething that allowed the Ofice to be
able to handle a process nmuch nmore sinply than is
currently being able to be handl ed by the Court of
Appeal s for the Federal Circuit.

| think that the fact that the third-party
systemrequires that anything that was raised or could
have been raised during that process would very nuch
inhibit the ability for an attorney to persuade a
client to go in that direction. |1 do not anticipate
that that third-party systemis going to be used in any
| arge manner in the United States at all.
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M5. MCHEL: |s that the reason you refer to
t he system as unwor kabl e?

MR. STOLL: Yes.

MR. BARNETT: Ken, you have a comment, but in
t he process of your comment, | would |like to know how
you' re advising your clients to deal with the
re-exam nati on process, and the effects they have on
your practice. Also, could | get everyone to speak in
the m crophones, because it's easier for the court
reporter in that sense.

MR. BURCHFI EL: W th respect to the question of
appeal , Section 315(a) of the statute deals with the
appeal rights. The patent owner is entitled to appeal
to the Board of Appeals and to the Federal Circuit.

A third-party requester who i s unhappy can go
to the Board, but not to the Federal Circuit. A really
serious, serious problemwth this statute is that
al though a third party can participate in the Board
proceeding, a third party cannot participate in the
Federal Circuit appeal if it's taken by the patent
owner. That is just a killer.

Certainly, no one in his right mnd would give
away the chance to challenge a patent in district court
litigation if it's going to be shut down at the Board.
It is not conceivable that | would recomend to any of
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my clients that you pursue this kind of thing.

Wth respect to the ex parte re-exam nation
system | think it's worth noting it's really ex parte
only in nane. | have just been through litigation
where we filed a re-exam nation request; it was
grant ed.

During the course of that re-exam nation, the
patent owner would file a paper. W would file another
re-exam nati on request responsive to the paper, and
t hat woul d be nmerged and consi dered by the exam ner
al ong with evidence and affidavits.

After the next response, we filed a third
request for re-exam nation. After the next response,
we filed a fourth request for re-exam nation. So, we
participated as fully as possible to the existing
system It is sonmething that the Patent O fice does
not approve of --

MR. STOLL: You are right.

MR. BURCHFI EL: -- and yet, the Conm ssi oner
deni ed our request for a fifth re-exam nation, but we
had to take a run at it.

| think that there's one big, big benefit to
the inter partes system and that is that Section 318
of the statute gives a patent owner who files a request
for re-exam nation during litigation a stay, a stay of
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the district court litigation.

In effect, the patent owner can stop litigation
potentially for years while the Patent Office considers
this, and the patent owner can go on and conduct as
many ex parte interviews with the exam ner that is
hel pful or convenient, weighing the scales very nuch,
in our view, in favor of confirmng the patent claim

MR. BARNETT: Steven, | would like to hear your
coment s.

MR. MAEBIUS: | agree pretty nuch with what Ken
said, and | just wanted to point out that the Patent
O fice did make two m nor inprovenents recently to both
types of re-exam nation practice by requiring that a
request for re-exam nation has to be handled by an
exam ner other than the original exam ner that issued
t he patent.

They also require a patentability review
conference before the patent is either granted or an
appeal goes up to the Board where three exam ners have
to participate and discuss the issues before it goes to
t he next stage.

At least in nmy own practice, that's led to a
nodest increase in the use of it. However, it stil
falls short of being an effective alternative for al
t he reasons you just heard as being an alternative to
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litigation.

M5. MCHEL: | was just going to call on Rick,
and | suggest we then nove on to discuss the European
system

MR. NYDEGGER: | will just coment very
briefly, I nore or |ess agree with everything that Ken
has said. However, | amgoing to step out of ny role
for a moment. |'m appearing here today on behal f of
the Al PLA, but stepping out of that role sinply as a
private attorney who has represented clients in that
proceedi ng, | would disagree just slightly with Ken's
coment that ex parte re-examnation really is inter
partes, in a sense. |It's very, very limted.

The third-party requester only has an
opportunity to submt comment, short of the kind of
procedural creativity that Ken described, up until the
initial decision as to whether to grant the request is

handed down. Once that decision is mde, fromthat

point on, the exam nation process is just like it is in
the normal patent application -- it's entirely ex
parte.

For that reason, fromny experience at | east,
def endants or potential defendants very nmuch shy away
fromthat proceeding, because they would nuch rather
have all of the procedural safeguards that go with the
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pl enary right to cross exam ne, take testinony, and so
on, in the context of testing a patent's validity.

MS5. MCHEL: All very interesting points, thank
you. | would like to talk nowa little bit nore about
t he European opposition system In particular, sone of
the interesting features we could bring out and di scuss
here today are: At what point in the proceedi ngs of a
patent's |ife does the opposition proceedi ng occur?
What kind of issues can be raised in the opposition
proceedi ng? How is the opposition proceedi ng
conducted; is it nore |like a patent exam ner in his
office, or is it nore like a trial? |Is there anyone
who would |ike to volunteer to discuss the European
systenf? Yes, thanks Rick.

MR. NYDEGGER: Again, stepping a little bit out
of nmy stated role here. | have been through a nunber
of oppositions in the European Patent Ofice. W are
currently involved in several in our office, one of
which I'mdirectly handling.

There are frankly sone very real concerns, |
beli eve, that cone out of the way in which that
opposition procedure works. For exanple, in one of the
oppositions that I was involved in, we nmet with the
opposition panel which consisted of three exam ners,
one of whom was the original exam ner who up to that
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point granted the clains and the disputed application.

On the question of patentability that was
rai sed by the opposers, there were certainly prior art
docunents of record. There were maybe three or four of
them and then discussion occurred in the course of
t hat opposition proceeding on a rather informal basis
about what those docunents did or didn't teach.

Now, up to that point, | don't have too nuch
quarrel with how the opposition proceedi ng was handl ed.
Argunment pro or con about what a prior docunent does or
doesn't stand for, | think is pretty much fair ganme in
an opposition proceeding |ike that.

The part where | start to depart and have
frankly some concern about the way European opposition
works is that, toward the end of that hearing, one of
the parties brought an expert w tness just by way of
cl osi ng.

As the panel is getting ready to go out and
make its decision, it turned to the parties and invited
each of themto make any closing comments. One of the
panel turned to the party who had brought with himthis
particul ar expert, and he spoke up and proffered on the
spot gratuitous, unsworn, untested testinony about
certain things that, fromhis point of view, were
wel |l -known in the art. None of which, | mght add,
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wer e docunentary prior art of record in the ca
As it turns out, rmuch to the surprise
number of people in the opposition, the panel
and based their decision on that gratuitous te
Oppositions that are handled in that manner ar
froma policy perspective. It sort of turns t

proceedi ng into al nost a shootout at the OK Co

se.
of a

came back
stinony.
e bad

he

rral .

MS. M CHEL: Could you explain how a typica

proceedi ng woul d operate? That sounds to nme |
atypi cal proceeding. Could you just give us a
how t he system operates in the sense of when a
third-party files its opposition, what kind of
docunments it can send in? What kind of argune
can make? Then, tell us what actually occurs,
kind of ground rules are there for the proceed
itsel f?

MR. NYDEGGER: In Europe it's very, ve
i beral. What | have found is that you can fr
subm t al nost any kind of evidence or testinon
you m ght w sh to.

You can submt affidavit testinony in
connection with a response or reply to the oth
party's argunents or their brief. As | said,
bring witnesses, if you will, so-called wtnes
They are not sworn in, no one cross exam nes,
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opposition panel sinply |listens to what they have to
say.

| think sone of this derives fromthe differing
| egal frameworks from which people in Europe cone from
You tend to get people on an opposition panel, sonme of
whom have orientation legally arising out of common | aw
principles. Then you get sone who have | egal
orientation arising out of civil |aw kinds of
experiences and principles, and they are very, very
different. So, that's part of what's frankly
troubling, | believe, about the European opposition
system

|l will say, stepping maybe into ny roll for a
m nute now on behalf of the AIPLA, the Al PLA has gone
on record as supporting early, true inter partes
opposition proceedings. Qur Executive Director, M ke
Kirk, gave testinony on that about a year ago in
oversi ght hearings that Congress held with respect to
busi ness nmet hod patents.

Under that proposal, the proceedi ng woul d be
in addition to those re-exan nation proceedi ngs that
are presently available, would require a third party to
initiate an opposition proceeding within a very short
time period after the patent issues, for exanple, one
year, and would permt the third party to challenge the
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patent on the basis of Sections 102, 103 and Secti on
112.

The opposer would be permtted to participate
bef ore the USPTO in generally the sane manner as a
third-party requester is now permtted to participate
In inter partes re-examnation, with the very inportant
difference that the third-party opposer would be
permtted to appeal and to participate in an appeal of
a decision by the Board to the Federal Circuit.

The Al PLA believes that this would provide
several benefits. First, a bal anced approach between
the interest of the patentees and the public to renedy
t he possi bl e issuance of overly broad patents in a
timely fashion.

Secondly, by requiring such oppositions to be
filed early, third parties would have to conme forward
before the patentee has invested | arge suns of noney in
comerci alization, and while the patentee can still
file a reissue application so you can broaden cl ains or
claims that otherwi se would avoid the art com ng out of
t hat kind of proceeding.

MS. M CHEL: Could you contrast with us how
t hat proposal differs fromthe European systenf

MR. NYDEGGER: One very inportant difference is
our difference in legal framework. | could not imagine
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t hat the USPTO woul d not enpl oy appropriate procedural
saf equards with respect to the kind of evidence and
testinmony submtted.

Mor eover, Sections 102, 103 and 112 woul d raise
I ssues, it seens to ne, that are |l ess susceptible, in
sone respects, to the kinds of free-wheeling
evidentiary problenms that the European opposition
proceeding is susceptible to.

MS5. M CHEL: Could you clarify that? 1In
particular, is 101 -- and by that | nmean utility,
pat ent abl e subject matter -- specifically or
Intentionally lacking fromthe |list of possible
chal l enges in the proposal you just laid out.

MR. NYDEGGER: Well, again, fromny own
personal perspective, | could not see why that couldn't
be included as a potential part of this type of an
early opposition proceeding. | frankly think that
that's not a bad idea.

MR. BARNETT: |I'mjust curious. It may be ny
| ack of know edge of the situation, but given the
amount of time and expense that's typically associ ated
with discovery in the United States, say, in the
litigation context, is it possible to really
effectively or efficiently allow additional informtion
with the procedural safeguards that you are thinking of
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while at the sane tinme avoiding protracted discovery in
a re-exam nati on context?

MR. NYDEGGER: That's a good questi on. I
frankly think that there would still be a fair nunber
of litigants on the defense side that would prefer not
to use this type of proceeding out of that very
concern.

On the other hand, it is an option, and it is
one that does provide a nuch | arger scope and basis for
chal l enging the patent in a tinmely fashion. Because
of the Iower cost, | think that there would certainly
be a | arger nunmber of people that would use that
pr oceedi ng.

Clearly, where you have three filings currently
to date under the re-exam nation provisions of the
Al PA, that is virtually no effect. It is, for all
practical purposes, unsuccessful.

| think this type of proceeding would offer a
viable alternative, particularly for conpani es and
entities that do not have the kind of resources to
engage in large-scale major litigation. It is a viable
opti on.

MS. M CHEL: Jay, you had a coment?

MR. THOVAS: Well, ny specific comment, | think
t he noment has passed, but let ne offer a few
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observati ons on sone of the questions that you have.
M. Nydegger is exactly right, the procedural
saf equards of these oppositions of the EPO is very | ax.
| was very shocked as a young man, ny first of eleven
or a dozen of these procedures, going into downtown
Muni ch where these oppositions are hel d.

It's a sense of justice west of Pecos.
Affidavits are submtted by professor such and such
sayi ng any of ny grad students could have done this.
Then there's another affidavit fromthe other side
saying this is the greatest invention ever. Were are
these affiants? Can we cross examne then? It's a
very free-flow ng procedure.

Then the three of them wal k out, they make
their decision, and cone back in. You wonder how nuch
del i beration has gone on. It's a nmuch different norm
in acivil law regime than our own.

M5. MCHEL: Are there always three decision
maker s?

MR. THOVAS: There's usually three, and one
doesn't say anything, the junior one. But yes, those
boards are three.

MS5. MCHEL: G ve us nore of a flavor of what
t hese proceedings are like. Are they |like argunents
before an appell ate panel, or are they nore like -- are
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there witnesses or questions with direct exam nation?

MR. THOVAS: You could bring in just about
anyone you want, anyone of interest. | would say it's
much nore like this discussion than what you woul d
consider a tribunal.

If | could say a few nore things before ny tine
Is past. Certainly, procedural safeguards, we expect
them The question is, can a patent office do thenf
That's to the extent that we want a full-fl edged
adm ni stration revocati on proceeding that is as good as
what coul d happen in court, | believe a patent office
| oses the ability to do it because of the technical and
| egal qualifications.

Oppositions raise major public goods problens,
because having a patent struck down is a public good,
and there are collective action problens that prevail.
VWi ch one of us industry participants is going to
stri ke down the patent?

| think opposition proceedi ngs are sonethi ng of
a panacea, because one problemis notivation to bring
t he opposition. In civil |aw systenms, where invaldity
cannot be decided in the judicial forum oppositions
are very attractive.

But in other systens where it may be easier to
settle out, it may be easier just to send a prior art
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reference to the patentee and not formally chall enge
it, it's easier to settle litigation -- |ike Amazon.com
recently, where there's lots of invalidating
references, but the parties would just settle rather
than take the invalid patent off the books -- |ikely
invalid, | ought to say -- those raise problens.

Delay is the final concern that ought to be
di scussed. Pre-grant opposition seens to take forever
at the EPO. W just have not had a system where they
seened to have worked. Especially in systenms |ike
Eur ope, where the |longer the patent stays at the EPO
t he nore noney the EPO nmakes.

Post-grant sounds nore attractive, but at that
point, unless you are willing to have a full substitute
for the traditional forum it does not seemto work
very well. Thank you.

MS5. M CHEL: Can anyone give ne an idea of what
a long tinme is? How nmuch of a delay is caused by these
oppositions?

MR. NYDEGGER: In the one that I"mcurrently
i nvolved in, we are going into the eighth year now.

The point | was going to nake is that the European
experience is also very insufficient.

Once you get through the first round of the
opposition, you have the option to go through, yet,
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anot her round, but it is not a true appeal in any
sense. It is, in fact, a de novo opposition proceeding
just like the one you went through, now just with a

di fferent panel.

So, again, predictability, efficiency are,
frankly, sadly lacking in nmy experience in the context
of the European procedure.

MR. THOVAS: If | could pipe up one nore quick
comment, the EPO is also not effectively subject to
judicial supervision. That's a big difference between
t he USPTO and t he EPO

MR. NYDEGGER: | couldn't agree nore,
absol utely.

MS. M CHEL: Ken, please?

MR. BURCHFI EL: | have one brief point, and
that's with respect to the procedural safeguards. From
the view of one who's practicing, they are the essence
of the right in the Patent Office, and there's a
reasonably effective nethod of taking testinony and
conducting cross exam nation in interference
proceedi ngs.

Evi dence is presented by affidavits. An
opponent has a chance during the testinony period to
conduct cross exam nation, under oath in deposition,
and follow that evidence.
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From nmy point of view, any re-exan nation worth
doi ng woul d have to give the opponent a chance to cross
exam ne and submt the depositions.

MS. MCHEL: Well, that is an excellent point,
and sonething | have been wonderi ng about when we talk
about the ability of the PTO to handl e an
opposition-type proceedi ng, and what we could | earn
frominterferences about the PTO s ability to handle a
nore adversarial-type proceeding than it normally deals
with.

|"'mgoing to see if Mark has anything to
comment on. At sone point, we would |like to address
that topic, because | think it's an interesting one.

MR. JANIS: M ke Barnett asked the right
gquestion about how these procedural safeguards are
going to be inplenmented, and it probably expresses a
little bit of skepticism appropriately, about whether
they can be. | don't think the record is all that
good.

| don't know that so much for interferences. |
may be agnostic on that. But interferences teach us
that you need a fairly el aborate regulatory schene if
you are going to have an admnistrative inter partes
proceeding. |It, at least, tells us that. I1t's not
going to be easy to inplenent this scheme. |It's going
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to be a ot of regulations and a | ot of conplexity.

So, for me the question is, is it worthwhile to
give this a shot? |Is it worthwhile to experinent with
such a system and see whether we could do it? [|I'm
persuaded that it is worthwhile, given the extrenely
hi gh cost of litigation.

So, we may end up with sonething that's
adm ni stratively conplex and not all that cheap, but we
still may be better off than not having an effective
systemat all. It does really depend on the ability to
el aborate good procedural safeguards, and that's a
chal |l enge, to be sure.

MS5. M CHEL: Robert Stoll?

MR. STOLL: | want to address your issue with
respect to the ability of the Patent and Trademark
O fice to handle a nore conplex proceeding. | would
agree that currently we are not set up to be able to do
a full court-type proceeding. W would have
difficulties inplenenting such a thing.

That all being said, if the H Il decides that
that is what they want us to do, we would be able to
set up a system where we could do cross exam nation,
where we could do discovery. W can set up exactly
what is done. We adm nister the | aws.

If the court deens that its functions are best
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served there at the Patent and Trademark Office to do a
full third-party re-exam nation, we, of course, would
do it. One of the reasons we do not have third-party
participation in discussions right nowis because our
exam ners are not trained in the manner that would
allow us to do that type of thing.

MS. M CHEL: By "discussions,” do you nean
exam ner interviews?

MR. STOLL: Yes, | do.

MS. DESANTI: |Is there a difference between the
opposition systemthat the AIPLA was proposing and
district court litigation, in the sense that for
litigation the defendant needs to have received a
"threat letter"” or demand letter that would give
someone standi ng?

Whereas, in the opposition that you were
proposing, it is contenplated that there would be a
right to challenge, indeed, a duty to challenge, within
one year, so there would be | ess of an issue of the
strategy that we sonetimes heard that occurs around
sending out a letter that inplicitly does indeed raise
the notion that litigation m ght ensue without, in
fact, triggering the standi ng.

MR. NYDEGGER: | think that's a fundanmental
di fference. There is no jurisdictional requirenent, as
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such, in the early post-grant opposition proceedi ng
that we are tal king about.

It is not like litigation, where if you are a
defendant, in order to challenge the patent, there has
to be a jurisdictional threshold in ternms of whether
t he defendant has been sufficiently threatened, if you
will, that there is a real case and controversy, which
could then give rise to the district court's
jurisdiction.

That's not the case in the kind of proceeding

that we are tal king about. In fact, quite the
contrary. | think it's really designed to notivate the
public, if you will, to becone nore proactive. |f they

t hi nk, for exanple, that the Patent O fice has not
di scovered the best prior art, or sonmehow did not apply
the prior art that it did have in the correct way, it
has a chance to do sonething about it early on, rather
than wait until they find out there's a problem and
they're threatened with litigation or sued and then
i nvolved in protracted litigation procedures.

MR. BARNETT: Steven, you have sone thoughts?
| would |ike sone feedback and ask your thoughts as to
how t he system works in Japan, if you could add that to
the m x

MR. MAEBIUS: Well, | was just going to add
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first of all that in Europe, the |lack of estoppel is a
problem We had a patent that went through the whole
opposition proceeding, then it was litigated again in
Ger many under various sane prior art, and it was upheld
there. MNow, it's under litigation again in the

Net her | ands.

So, that's a larger problemthat Europe has,
because it's a collection of different countries, but
one that we could solve in the United States by just
mai nt ai ning the estoppel effect.

M5. M CHEL: WAs the opposition party also the
litigating party so that the no estoppel rule applies?

MR. MAEBI US: Sane parties, sanme prior art.
Wth respect to Japan, they have a pretty good system
over there. You have to file within six nonths
follow ng the grant and the patent, and it includes all
areas of patentability, you know, not just the print
and prior art, they are equivalent of 112 issues,
enabl ement and descri pti on.

There's a right of appeal for both the patent
owner and the requester, full participation along the
way, and opportunities to anmend the claims or fix them
or narrow the scope, if necessary, at various points
al ong the way.

| have spoken to conpanies in Japan, and they
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woul d actually prefer to bring an opposition proceeding
if they were within the tinme limt, as opposed to
joining litigation in court, because the Japanese
Patent Office is a better forum for deciding these

I ssues of patentability.

MS5. MCHEL: |Is there an estoppel -- or what is
the estoppel rule in Japan?

MR. MAEBIUS: As far as | know -- and |I'm not
expert in that -- | don't think there is an estoppel
rule in effect.

So, you could have sinmultaneous litigation in
district court over there, and opposition proceedi ngs
going on in the JPO

M5. M CHEL: Have you heard anyone expl ai n why
they prefer the Patent Office as a forumrather than
court litigation if given the option in Japan?

MR. MAEBIUS: Well, one of the reasons is that,
| guess, there has been a very recent change that the
Japanese Patent O fice has increased the speed at which
it is handling these proceedings.

For awhile they had a pendency problem and
sone of them were dragging out, but lately they have
i ncreased the speed. Also, | think it's just because
t he exam ners have a better ability to understand the
prior art, and it's perceived that a fair result would
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take place within the Japanese Patent O fice.

MS5. M CHEL: Do you have any sense of the
expense associ ated with pursuing opposition in Japan as
opposed to litigation?

MR. MAEBIUS: | don't have nmuch cost
information on that, but | think it's generally
cheaper, because the litigation -- in Japan, though,
there's not nuch discovery, so the litigation is not
nearly as expensive as it is in the US. so, |I'mnot
sure there is a big cost difference.

MS. M CHEL: Ken, you had a coment?

MR. BURCHFI EL: Yes. | am by no neans an
expert on Japanese law, but | don't think the Japanese
Court of First Instance has any jurisdiction to
consi der patentability issues. They don't arise in
t hat context, because the Court can't consider them

I think you go fromthe opposition proceeding
probably to the Tokyo High Court. Jurisdiction from an
i nfringenment action would also lie in the Tokyo Hi gh
Court.

I nfringement litigation in Japan is rather
extraordi nary, because there's no trial, there are
generally no w tnesses, and the proceedi ng consi sts of
a truly interm nable series of sort of informal
conferences with the judge.
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The parties cone in and have these rather vague
di scussions with the judge, and the judge says, "W
will talk to you later on," making settlenment a very,
very attractive alternative in Japan.

MR. MAEBI US: Just one quick coment. There's
actually a recent case that allows the district court
to handle validity of a Japanese patent if it's
"clearly invalid." Only if it's clearly invalid,
what ever that neans.

MR. THOVAS: If | could just chime in briefly,
| think that was correct, the jurisdictional route you
described. I'mmarried to a Bengoshe, which is ny sole
qualification in this arena.

The Texas Instrunments case you are referring
to, the Suprenme Court said that we could consider
invalidity, but I think it only is in regard to
i nfringenent matters, though. So, | think the patent
still stays on the books, it's just unenforceable in
this lawsuit against the particular clainmed
i nfringement.

So, there are sonme nuances to this no validity
in the courts, but I don't think it really goes to
solve the problem So, yeah, opposition is the only
legitimate route to go in validity.

MS5. MCHEL: W are getting near the end of the
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re-exam nati on discussion. Does anyone have any
t houghts on how it mght play out in the Patent Office
if we were to have sone sort of proceedi ng which
al l owed chal | enges based on criteria other than
obvi ousness and anticipation, for instance, enable-
ment, and what kind of evidence would have to be put
i nto play, and how we woul d, therefore, have to change
the systemin order to make that work? Mark?

MR. JANIS: | have just a brief coment, |
guess. To be sure you would likely be getting into
nore affidavit evidence or nore nondocunentary
evidence. It my seemto be nore conplicated, and it
may seem problematic, yet, as in a matter of first
I nstance exam nation, the exam ners are theoretically
engagi ng in those inquiries anyway.

So, | think these argunments about how it would
be so conplicated and take examners into this new
realm it may be that we should not have exam ners
adj udi cating these matters; that it will take the
Patent Office into this new realm

However, that argunent always has to be
tenpered by the fact that, at |east theoretically, the
exam nation is supposed to be considering these issues
in the first instance anyway.

MR. MAEBI US: Right now you could actually have
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an enabl ement or witten description issue considered
in are-examif there's a situation where the patent is
a continuation in part of an earlier patent and your
argunent is that there is |ack of support in the parent
case, and intervening prior art publications apply.

So, the way you do it right nowis by way of
expert affidavits. W would find a suitable expert and
argue that there's not enough support in the parent
priority docunent, and therefore, this intervening art
applies. So, it can be done on an affidavit basis.

MR. BARNETT: [|'mgoing to kind of shift gears
alittle bit, but staying a little bit on the thenme, |
guess, outside of the context, though, of
re-exam nation

Are there reasons why litigation seens to be
the preferred nethod in the United States? In other
words, are there disincentives to litigation in the
sanme European systens?

MR. THOVAS: The chief disincentive is sinply
that validity is just not an avail able argunent. To
i nval i date, the Court just lacks jurisdiction. Either
you have to bring a separate suit within the genera
judicial system say, |like in England, or there's a
separate court like in Germany, which does nullity
proceedi ngs, or you have to go to the Patent O fi ce,
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per se, and the courts won't do it at all, as for sone
ot her countries. So, that's the chief advantage for
validity.

In the States, | would defer to nore
knowl edgeabl e nmenbers of this panel, but plainly it's
the jury that nust notivate many of these
consi derati ons.

MR. BARNETT: To sone experts, one thing |I'm
curious about is the standard of substantive validity
that we have in the U S., how does this conpare with
ot her systens? For exanple, in Europe once the EPO
grants the patent, and then if you're going to bring an
I nfringenment suit or whatnot, where does all this fit
in? Does anyone have any thoughts?

MR. THOVAS: |'mcertainly aware in other
jurisdictions, there's essentially a presunption of
validity, and I would say, in sone courts like in the
Net herl ands, there's a very strong presunption.

| think they' ve often been very quick to bring
prelimnary injunctions based on EPO grants, but |
don't sense an enornous difference. Certainly, sone
jurisdictions like in the UK, you had to in the past
prove your patent valid to enforce it. So, | think
there's sonme variation.

MR. BARNETT: Go ahead, Ken.
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MR. BURCHFIEL: If | could nake just a very
brief comrent about inter partes re-exam nation,
counsel ny clients, if possible, to show a date of
I nvention one day before the date of a patent issuance
to provoke an interference, because the Congress
conbi ned the jurisdiction of the Boards.
Now, the Board of Patent Appeals and
Interferences itself has to consider all these issues
of validity. And typically, that consunes 80 percent

of the Board's tinme and resources, because you can

rai se any ground -- enablenment, utility, witten
description, inequitable conduct -- the sane as in a
district court. It is inter partes, and there is

affidavit evidence, and there is cross exam nation, and
there is a right of appeal, right up to the Federal
Circuit. So, a vastly, vastly superior avenue than
Federal District Court litigation for challenging
validity. [It's wonderful.

M5. MCHEL: |Is that superiority due to speed
and expense or is there some other reason?

MR. BURCHFI EL: Well, one of the advantages of
it is the expense, because proceedi ngs take a |long
time, and | awyers get to bill a huge anmount of tine.
So, the expense is a big advantage to the proceeding
fromour point of view The real benefit is that you

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

can rai se any issue, you have a right to cross

exam nati on, you have a record, and you have appeal
That's all that woul d be needed in a re-exam nation
system and it's already done by the Board.

On the other hand, if you were to strip
jurisdiction or separate it again into interferences
and re-exam nation, interferences would be di sposed of
very quickly.

MR. NYDEGGER: M ke, your question about
presunption of validity causes nme to reflect. | would
like to, at least, offer the additional thought that |
think that that is also or would be, frankly, a very
strong incentive for using early post-grant opposition,
as opposed to third-party litigation. Third-party
opposers would not face the sane evidentiary steep
climb, if you will, they m ght otherwi se face if they
waited to litigate. So, | think that's a further
notivation and i nducenent for parties to use the early
post - grant opposition proceedi ng.

MS. MCHEL: Well, let nme put on ny litigator
hat for a nonent. As a defendant in patent litigation,
| would typically prefer to litigate infringenment and
validity together

The validity argunents also often give nme good
arguments for limting claiminterpretations and

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

158



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

159
sonetimes strengthen nmy non-infringenment argunents. |
see this, perhaps, as one factor that m ght influence
t he choice of whether to go to district court or to
choose any ki nd of opposition proceeding.

Does anyone have any thoughts or comments about
that? Yeah, Rick?

MR. NYDEGGER: | think that may be nore
perceived than real in terms of the distinction,
because frankly from ny perspective, if I were a
third-party opposer in an early post-grant opposition
proceedi ng, | would have absol utely no doubt that ny
arguments with respect to the art and the clainms would
undoubt edly be taking into account ny own viewpoint as
to how those things ought to be interpreted in order
for my client not to later be found to infringe should
ny view prevail

M5. MCHEL: 1In a sense then creating a record

that's going to influence later claiminterpretation

anyway ?

MR. NYDEGGER:  Yes.

M5. MCHEL: All right, that's an excell ent
poi nt .

MR. BARNETT: We m ght nove to anot her subject
beyond re-exam nation at this point. W have heard

several anmounts of testinony regarding just a broad
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standard for patentable subject matter in the U S., and
|"mcurious as to how it conpares to other systens. |
m ght ask John for his thoughts, because | have heard
hi m nention sort of the broad patentable subject matter
in the U S.

MR. THOVAS: I'mreluctant to dip ny toe in
this water again after this norning because | think
we' re whi pping that dead horse again. But |I'll nention
briefly, European Patent Convention expressly disall ows
patents for -- the precise wording escapes nme, but it's
systens or nethods of doing business. It also
di sall ows software per se.

There are very few attorneys who can't get a
software patent out of the EPO of the same scope as in
the US. | think that the per se neans it's a very
limted exception. As a practical matter it's wholly
vitiated.

Busi ness net hods, | suspect a different tenor.
To the extent that the business nethod is
sof t war e- embedded, then |I think you can get themto the
sane extent as you can here very often. | think a
capabl e patent attorney can get them for you.

To the extent that it's sort of a wholly
post-industrial patent, such as things we are starting
to see cone out here in the States, | still think there
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is certainly a break that exists in Europe. W
certainly see it in Board opinions.

Certainly anyone can point to an issued patent
or two that seens to disregard this, just as every
patent office occasionally issues patents that don't
meet the nonobvi ousness standard, but that's the sense
of the situation.

Japan, | think, is somewhere in the mddle
bet ween the US and Europe, very liberal on software, |
t hi nk perhaps somewhat nore |iberal on business
met hods.

UK Patent Office has just issued a statenent
saying we see no positive benefits that can cone from
granting business nethod patents, we would not allow
t hem

The Executive Branch has entered into a treaty
with the Hashem te Ki ngdom of Jordan saying that Jordan
ought to allow lots of patents that issue on software
and busi ness net hods.

The bottomline is there is variance.
Certainly, I think the npost extreme use can be found in
Europe. Thank you.

MR. BARNETT: Robert?

MR. STOLL: | agree there is variance, but |
don't think it's as significant as | keep hearing. |
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agree that Article 52 of the EPC precludes the
patentability of software or business nethods per se in
Eur ope.

However, anecdotally many, many attorneys have
told me that they are patenting both software and
busi ness nmethods in Europe. |I'mwell aware that Europe
recently set out a statenent saying that they were no
| onger exam ning three areas: One being
t el ecommuni cati on, anot her being pharmaceuticals, and
the third being business nethods.

The United States, under State Street, has
clearly set out that business nmethods are patentable in
the United States. There's a Class 705, related to
those that have a technical conponent or a computer
I npl ementation, but it's quite clear no technical
conponent or technical aspect is necessary in the
United States.

We have been patenting business nethods with
the Patent and Trademark Office since the |ate 1700s.
| could pull up patents, nunerous patents. W have
whol e sub-cl asses related to teaching nethods in our
directory, those are business nethods.

Japan patents business nmethods as well,
al t hough they don't acknow edge that they woul d patent
a business method, per se, but they do need technical

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

163
aspects in Japan.

Recently, |'ve seen a suprene court case com ng
out of Australia that actually cited State Street. So,
Australia now patents business nethods w thout a
techni cal aspect.

Al'l this being said, we have 7,000 applications
related to business nethods, and very, very, very few
of those don't have a technical aspect. W do not have
a technical aspect requirenent in our statute.

Utility is what you'll find in the
Constitution, and usefulness is what you'll find in
our statutes. |'mnot even quite sure what a technica
aspect is or how you make that evaluation, and | don't
think it's such a huge deal the way it's being
perceived as being sonme sort of Jihad in Europe and
Japan. It's sinply not as significant as everybody is
saying that it is.

MR. BARNETT: Ri ck?

MR. NYDEGGER: | really have two follow up
comments to the point that Bob just nade. First, |
want to read the official comunication that was issued
by the European Patent O fice in January of this year
on this point.

What they said was -- and |I' m now quoting --
"The EPO wi shes to remi nd applicants that pursuant to
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Rule 39.1 PTC, it will not carry out an international
search on an application to the extent that its subject
matter relates to no nore than a nethod of doing

busi ness” -- and then this is the phrase that everybody
seens to forget -- "in the absence of any apparent
technical effect.”

So, the question is, what does that nmean, just
as Bob pointed out. Well, | want to turn to that
question just briefly. In its nost recent decision of
Septenber 8, 2000, a decision that cones out of the
Board of Appeals of the European Patent O fice, there
was a claimthat was presented that is remarkably |ike
the claimthat was at issue in State Street Bank.

| would like to invite the panel to contrast
the State Street Bank claim | think everyone is well
aware of that claim as | briefly summarize what this
claimis about, and then | would like to talk just
briefly about how the Board of Appeals dealt with this
claim

The claimin question to which | referred was
Claim5. It was an apparatus claimthat was directed
to a data processing neans arranged to receive
information into a menory. Basically, this was a
system for allocating contributions to plan
participants in a profit-sharing plan.
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The claimgoes on to recite, "...data
processi ng neans including a processor which includes:

A. Average age conmputer neans for determ ning the

average age of all enrolled enployees” -- it sounds
suspiciously just like configured logic circuits in
State Street Bank -- "life insurance cost conputing

means for determ ning the periodic cost of said life
I nsurance... adm nistrative cost conputing nmeans for
estimating all admnistrative, legal, trustee, and
government prem um yearly expenses... information
defining each subscri ber enployer's nonetary

contribution to a master trust; the face anmpunt of each

life insurance policy... and periodic benefits
payable... to each enroll ed enpl oyee upon deat h,
disability or retirement.” That's Claim5 in PBS

Par t ner shi p.

So, what did the Board of Appeals do with that?
well, first of all, the standard that they enployed was
this -- I"'mquoting fromthe opinion -- "An invention
may be an invention within the meaning of Article
52(1)" -- invention here neaning eligible subject
matter -- "if, for exanple, a technical effect is
achi eved by the invention, or if the technical
considerations are required to carry out the
i nvention.”
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So, what does that standard nmean in ternms of
how it is applied in this case? WlII, again, the
holding in this case: "The claim when read in
I solation, is anmenable to be construed as claimng a
schenme for doing business only, as such, which,
according to Article 52, should not be regarded as an
I nvention within the meaning of Article 52.

"The appellants' argunents, however, are based
on an apparatus consisting of a suitably programed
conputer or system of conputers. This interpretation
of the claim and in particular of the term
"apparatus,' is supported by the manner the 'conputing
means' are described with reference to Figure 3 in the
application itself.” And they go on to say, results in
the follow ng: "This basis is accepted by the Board
in the framework of the present considerations.

"In the Board's view a conputer system suitably
progranmmed for use in a particular field, even if that
is the field of business and econony, has the character
of a conscrete apparatus in the sense of a physical
entity, man-made for a utilitarian purpose and is thus
an invention within the neaning of Article 52(1) EPC. "

Now, if that's not tracking State Street, |
don't frankly know what is. The result in the case is
-- to this point, the case is virtually congruent in
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all aspects of State Street Bank.

The case did go on to consider the inventive
nmerit of the claim and rejected it on grounds of
obvi ousness or, in the parlance of the European Patent
Office, inventive step.

MR. MAEBIUS: | would like to add to that
there's definitely variance between the standards of
patentability around the world and in the U S., but in
terms of utility, | think, or industrial applicability
as called in Europe or Japan, the standard may actually
be lower than it has becone recently in the United
St at es.

But there may be differences in other standards
that prevent the sanme breadth of patents from being
granted over there. For exanple, in terms of inventive
stuff or obviousness, they may be nore likely to
restrict the scope of a claimwhhen the broad clai mhad
been granted in the United States.

I n Japan, recently sone patents have been
granted in the biotech area that are of equal breadth
or broader than their U S. counterparts. So sone of
t he standards applied in particular technol ogies | ead
to differences than we have in the US.

When you start | ooking at biotech or particular
areas like that, you see that the policies or
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exam nation guidelines at the patent office |evel play
an inmportant role as well as the decisions coning from
the courts in those countries.

MR. BARNETT: Ken?

MR. BURCHFI EL: Yes, | know that the discussion
focuses a | ot on business nethod patents. | think
there are two pretty significant differences, though.
Article 53(b) prohibits the patenting of plants, and
our Suprene Court has just decided that plants can be
covered by utility patent.

A utility patent offers such a broad scope that
It is a mtter of very significant econom c consequence
to farnmers in the United States, and there's a matter
of a huge political consequence to farnmers in Europe.
So, that's a big difference, although sort of a
sl eeper.

The other, | believe, is Article 52, Section 4,
excl udes from patentability methods for treatnent of
t he human body and met hods for diagnosis in the human
body. That's a pretty significant difference to the
phar maceuti cal and nedi cal device kind of community.
Those are the two that | know of.

MR. BARNETT: Robert, your hand went up so
qui ckly, | suppose I'll call on you next.

MR, STOLL: | just wanted to address sone of
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that. Plants have been patentable in the United States
for along time, | mean, it's nothing new here. They
are covered under (inaudible) by plant certificates in
Europe. There has been sone recent litigation in the
area. Plus, | think Europe under TRIPS is required to
cover plants mcrobial in nature, as well as other

bi ol ogi cal materi al s.

Met hods for treatnent, | want to point out, in
t he human body are definitely prevented. That does not
mean di agnostics in Europe. So you are going to find
even there they are expanding. Diagnostics tests
outside the body are patentable in Europe. | just
wanted to make that clarification.

Many of the argunents that have been made with
respect to business nmethods relate to the processing
that was done in the United States early on after State
Street.

While | said that they' ve been patentable,
busi ness nmet hods, for many, many years, there were a
fl ood of applications that occurred after State Street
when nore and nore peopl e becanme aware of it.

The scope of sone of the patents that issued
may have been overly broad at that time, based upon the
fact that the accessible databases were not readily
avail able to the examn ners.
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So, there was a tine period when possibly
applications were being issued in an overly broad
manner. Since then we have done nmany things. W have
I npl ement ed many new procedures to nake sure there's a
doubl e | ook, we've got SAWS, we've got different
processes in place to nmake sure that we don't issue
overly broad patents.

In fact, the allowance rate in what is called
t he Computer-I1npl enmented Busi ness Met hods, Class 75,
has dropped significantly since there have been these
new procedures taken into place.

We are not having the same general conplaints
we are having with respect to business nethods,
particularly. Every once in awhile you will see a
patent issued to a very unusual subject matter, and
maybe it slipped out, but that does not necessarily
mean it is in the area of business nmethods either.
| mean, there are plenty of mechanical patents that
shoul dn't be out there.

So, | just wanted to point out | do believe
t hat the actual processing, which was the concern, at
| east one of them in Europe and Japan, has inproved
with respect to it, much in the manner that software
patenting itself has inproved over the years.

VWhen it initially became patentable, we did not
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there, then have the access to the databases that were
necessary to be able to do as good a job as we do now.
We're seeing very few conplaints with respect to the

I ssuance of software patents. The industry has not
been turned on its head. W are not seeing the

probl enms there. | anticipate that

t he sanme process is being followed with respect to
busi ness net hods as wel .

MR. BARNETT: | m ght have sonme follow up, and,
again, this is nmore froma conpetition standpoint, in
whether it's an energing industry or in an area where
there are new patenting concepts |ike business nethods
or sonething like that where you're getting a flood of
new patents, and there's a threat of a flood of overly
broad patent applications at the beginning. On the
out si de obviously there's a | earning curve that
eventual ly gets fixed.

What's the inpact of all these overly broad
patents overall say? Suddenly, you find after the
| earning curve is taken care of, there's nore
appropriate patents, but how do we deal with the
arguably overly broad patent?

MR. STOLL: If they are significantly over
broad, and everyone is aware, they are basically
di sregarded. Where there's a lack of certainty as to
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whet her or not that breadth is an appropriate breadth
or not, that's problematic for industry, and there's a
fear that that would have a danpening effect on
I nvention, and it mght if that continued. But they
basically beconme prior art and are useful as a
ref erence agai nst subsequent applications.

| think it works itself out of the system is
what happens. The system has a | ot of checks and
bal ances in place, and evolves, and you eventually get
t he proper breadth of patent application issuing.

MR. BARNETT: John?

MR. THOVAS: | would note SAWS, System
Application Warning System are you famliar with the
| i ngo?

MR. BARNETT: |'mactually not, | figured they
were just using their regular jargon.

MR. THOVAS: It's just that the examner is
asked to notify a SAWS officer. The exam nation
proceeds apace, and this is sent. | would |like to say
a few nore words, but first I would like to ask Bob a
question, if I my?

Last week a European Comm ssion official was
gquoting that the grant rate of business nethods have
decreased from 56 percent to 36 percent. | would ask
you, is this rate based on the final rejection rate or
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is this based on the abandonment rate of the
applications? Because as we know, in patent |aw
there's nothing so provisional as the final, and that
peopl e may persist in their applications, and so final
rejection rates often do not account for continuations,
and we know a | ot of continuations are granted | ater.
Are you aware of the statistics of the abandonnent?

MR. STOLL: | believe the way we do counts that
way, it's abandonnments that are occurring with respect
to the all owance rate. So, we would count an
abandonment w t hout knowi ng whether or not a file

wr apper continuation or continuation was occurring on

t hat .

| heard that being said by M. Noteboom as
well. | do believe that that was for naybe one nonth,
that's a little |low, when you say that. 1I1t's |ower

than the all owance, which | believe is in the 70th
percentile, but not quite in the 30s. | think 50 is
about the right percentage rate for allowances,
recogni zing we are only tal king about 705, we had
busi ness nmet hods all throughout the different classes.

MR. THOVAS: If | could just briefly continue.
Again, | would note I would bring sone of these
docunents to the attention of this commttee. There
are certainly other decisions. There's the Merril
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Lynch case fromthe UK, which is conparable to the
Merrill Lynch case | nentioned this norning, which
rejects the application.

There's a Japanese opposition recently. The
deci sion of the opposition division of the JPO which
rejects a patent on the nmethod of giving a marriage
weddi ng gift.

The UK and the French offices have spoken out
agai nst busi ness nethods, but the German Patent O fice
seens in favor of them | think certainly the Pension
Benefit Systens case can be read as in favor of -- the
Eur opean Comm ssion seens to |ike software patents, but
i nsists upon technical effect.

| really don't want to re-tread too nuch
ground, but | would re-note that the trick that's being
done in cases |ike Pension Benefit Systens, and
actually even Merrill Lynch, the British case, it turns
out that a patent was ultimtely granted upon remand to

the office, even though there's this decision that

says, "No."

I s that what people are saying? "I don't have
a new business nmethod, |1've got a new technical trick
here. | manipulate nmy data this way," or "My systemis

very robust," et cetera.

So, it's sort of in this pre-State Street Bank,
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Freeman- Wal t er - Abel e test of saying, "Let's just couch
it to make it sound really technical."” So, that's the
trick.

You know, you can read sone of these cases and
say, "Wow, |l ook at this invention, it's just |ike
that," but please do renenber the underlying argunent,
which is saying, "I really do have a technica
contribution. It's not that I'mselling goods better
because | can buy with one click, it's that | got these
protocols and robust data and data structure." So,
that's the ganme that's being played. | do not believe
that is a robust endorsenment of business nethod
patents, but | think it's certainly reasonabl e; people
can differ.

MR. BARNETT: Rick, you had a comment?

MR. NYDEGGER: Yeah, two things, really. One
i mmedi ately in response to Jay's observation is that
there's certainly nothing technical in Claim5 of PBS
that | just read to you. |It's absolutely clear that
that claimis in every respect of the same type and
character as the State Street Bank claim

Secondly, | neant to make this point, and it
slipped ny mnd as | was naking an earlier coment.
There are some procedural nuances with respect to
Eur opean patent practice that underlie this recent
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pronouncenment not to conduct international searching
and the reason behind it.

| believe that's not very well understood, for
the nost part, but it happens to be this. \When doing
an international search, for exanple, the European
Patent Office, if it conmes across a claimwhich
obviously is nonstatutory, really can't search that
claim There is not nmuch that it can do with it.

On the other hand, in the European Patent
Ofice, if that sane claimwere presented there, the
Eur opean Patent Office would issue an advisory action
notifying the applicant that this claimhas a problem
with respect to its eligibility, and the applicant
could then respond to that. |If that problemis
appropriately addressed and resol ved, the EPO then goes
on to consider the claimon its incentive nerit. So,
that procedural difference is one of the reasons why
this statenent was issued.

The ot her reason, | believe, has to do with its
ongoi ng backl og problem This was the way of stepping
out of a lot of man-hours, if you will, that really
don't result in applications that are ultimtely filed
in the European Patent O fice.

I n other words, they were spending a | ot of
time on international searches, with the consequence
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that their own applications were suffering because of a
| ack of manpower, and hence, the need to sonehow figure
out a way to deal with their own grow ng backlog. This
was one of those ways which they chose to inplenent.

MR. BARNETT: Well, we got a good hour and a
half. Wy don't we get up and take a break, and we'l
come back at 25 til

(Wher eupon, a ten-m nute break was had in the
pr oceedi ngs.)

MR. BARNETT: AlIl right, we're going to go
ahead and get started. From the notion of business
met hod patents and software patents, one exanple that
has come up in prior testinony, we have heard, at |east
for some of the arguably controversial areas of
patenting, thinking of those two in particular, is the
noti on of, perhaps, using a petty patent system for
t hose, or sonme sort of utility patent or second tier
patent system for those.

Wth that in mnd, | was hoping to get sone
comments from Mark Janis. For starters, if you could
just acquaint us with those as a concept.

MR. JANIS: | would be glad do that. Let ne
just try a couple of notions here. | nean, this | abel
could be applied to a lot of different types of
syst ens.
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If you look at the types of systens that have
exi sted, the Gebrauchsmuster in Gernmany, that petty
patent systemin Australia that preceded the current
| nnovati on Patent System sone of these systens started
out as a sort of a close cousin to sort of a design
protection schene.

They really did not, at the begi nning, have
much of the character of a true patent schene. They
were for the shapes of nmechanical objects and such
That gradually has fallen away, and now nodern
proposals are truly for what | would call second tier
pat ent systens.

So, their characteristics now -- their
eligibility requirements vary. Sonme of them shy away
fromnore controversial areas of subject matters. So,
sone of the proposals actually would exclude software
and biotech subject matter. For exanple, just the
opposite of sone of the US proposals.

In other respects their eligibility standards
are now simlar to patent eligibility standards, and
t hese nodern proposals |I'mtal ki ng about are proposals
for a Community-wide utility nodel, and al so an
existing systemin Australia called the Innovation
Pat ent System

In other respects these systens are very
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different fromgeneral or first tier patent systems in
t hat second tier patent systenms typically don't have
any substantive pre-grant exam nation. They only have
formal exam nation, and to that extend they are
conparable to systens that are ordinarily called

regi stration systens. They have generally a shorter
termthan the standard for first tier patents, a
10-year termfromdate of filing in the | atest
Community utility nodel proposal, to give an exanple.

There are varying approaches as to whet her
second tier patents would be allowed to subsist in
parallel with first tier patents. So, you see a
variety of different proposals, sonme of which say,

"No dual protection would be allowed,"” sone of which
say, "Dual protection would be allowed to the point
where one or the other grants, and then you nust
elect.” O her proposals say that dual protection would
be al |l owed, but no serial enforcenent would be all owed,
so, you could not sue on a first tier patent, |ose, and
turn around and sue on a second tier patent. That sort
of thing. There's a variety of different approaches to
t hat questi on.

So, | hope that gives you the general flavor
for them There are other aspects of themwe can talk
about, but that gives the general outlines.
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MR. BARNETT: You know, to step back to the
basics a little bit, what's the intended purpose of the
systems, of the second tier patent system | nean, why
do themat all?

MR. JANI'S: You have to plow through a | ot of
rhetoric to get to the answer of that question. The
popul ar rhetoric is that these systens nake the |IP
system or patent system nore accessible to, for
exanple, small enterprises, because supposedly costs
are lower, rights are acquired nore quickly.

There's the notion -- and this is an inportant
feature of the systens that | left out -- there's a
notion that patentability is easier achieved under
t hese systens, nostly because they often feature softer
obvi ousness st andards.

So, | suppose in summary, the selling point
woul d be a quicker, easier, cheaper patent for
i nventions that aren't quite nonobvious, but are
sonewher e between inventive in the patent | aw sense and
ol d, sonmewhere in this gray area, not quite patentable
in the patent | aw sense, but maybe cl ose.

MR. BARNETT: Bob, you have a comment ?

MR. STOLL: Yeah, | do. | think it may be a
good tinme for industrial interests, people who file
patent applications to begin discussing a plethora of
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products com ng out of the Patent and Trademark Office.
" m saying, just discuss. | don't know where that
di scussion would ultimately |l ead, but | don't think we
have recently had any significant discussions on this.

' mtal king not just about what was nentioned
bef ore, sonme sort of utility nodel or sone sort of
petty patent, but also sonme super patent that has been
really exam ned to death, let's put it that way.

There may be a right tinme for discussions about whether
those are of interest. But | have real concerns

whet her we are picking out business nmethods patents and
saying that they are of different inventiveness,

recogni zing that that would be a different capability,
standards, and different validity determ nations there.
| don't see why we woul d make an assunption that they
are any nore or |less inventive than other areas. So, |
have some problens when we start tal king about a petty
patent for business nethods applications.

MR. BARNETT: Well, thinking about it in terns
of some of testinony fromsonme of the software panels,
a |lot of the descriptions of the software industry seem
to begin to mrror sonme of the conditions that Mark
Jani s was discussing, arguably short times of utility
of the actual software, soft standards for obviousness
and those senses. |'m wondering how that sort of thing
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m ght apply to software and if that's viable or not
vi abl e or what your thoughts m ght be.

MR. STOLL: In those areas the concerns | have
heard raised dealt with pendency tinmes at the Patent
and Trademark Office, and that there are different
I ndustries that have different concerns related to
that, that software has a very short shelf |life nmaybe,
five years. People who file those applications would
i ke them qui cker, because they have such a short shelf
life. If so, |I think we should be noving quicker on
all applications, but they don't necessarily need to
pay the second and third maintenance fees, and
therefore, they' ve delegated that to the public.

On the other hand, | ampretty famliar that
phar maceuti cal conpanies are nuch nore interested in
| ong-term they would rather pendency went on as | ong
as possible and get termtacked on at the end.

So, | think we are talking about pendency tine
and ternms, and not necessarily different scopes of
validity with respect to the actual exam nation of the
application or howit's treated, which is nore al ong
the lines of what a petty patent is. It's a different
treatment of the application, and therefore, a
different believability as to its validity.

MR. BARNETT: | guess | was thinking
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specifically of some comments nade two days ago
regardi ng software and regardi ng how arguably they
shoul d have -- this particular testinony I'mthinking
of was agai nst patents altogether in the software area.
So, |I'm wondering whether it's plausible to have a
conprom se or splitting it down the m ddl e and having a
petty patent. Do you have any thoughts on the idea of
giving software a different patent scope or different
patent validity at that point?

MR. STOLL: | don't believe I would negotiate
in splitting down the m ddl e when one person says we
shoul d have no patent for software. | would not tend
to want to even really get into a negotiation on that.
| think we have established in this country the val ue
of patenting software, that it has not caused a great
harmin inventiveness, and actually served as basis for
many software conpanies in the United States. You
know, | was not privy to that testinmony at this tine,
so | would not nmove an inch, but thank you.

MR. BARNETT: Fair enough. Mark?

MR. JANIS: | just want to signal ny agreenent
with Bob, particularly the beginning of his coments.
The fundanental prem se that we ought to have tailored
systenms for each type of subject matter that cones
along. | think that that's just the road to oblivion.
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So, | have particular problens with the concept of a
second tier patent system across all subject matters.
| have a problemw th that.

Then | have a greater problemw th trying to
create that kind of a system and saying we are going to
shuttle certain types of subject matter off into it.
And in part that arises fromcoments that | mde and
ot hers made this norning about boundary problens that
are created when you try to break up the patent statute
by subject matter. | think that those costs are
significant when you try to do that.

MR. NYDEGGER: | want to make a brief conment
about your observation about the so-called shelf life
for software in terms of duration of patents or that
kind of technol ogy.

| think that software technology in many
respects is not -- again, | agree with Bob on this --
all that different from other kinds of technol ogies,
and | don't know if there's any enpirical data to
warrant singling this kind of a technol ogy out.

| represent, in addition to a host of clients
in the software and so-call ed business nethod, | prefer
to refer to it as e-comrerce technol ogy ki nds of
domain, | also represent a fair nunber of clients in
t he nedi cal device technol ogy area. W see frequently,
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for exanple, how those nedical devices start out with a
basi ¢ fundanental concept.

| have one client who, for exanple, as an
entrant succeeded in capturing 80 percent of a very
significant market, just as a small conpany. It's a
very specialized niche, but they are nowinto their
fifth or sixth generation on that product. That does
not mean that the original patents that were issued
sonme 10 years ago are still not operative in terns of
t he fundanental concept represented by that very unique
pat ent abl e devi ce.

There are certainly subsequent inprovenents

t hat have been put in place. | think that software is
not unlike that. |If you |ook at the Wndows operating
system or other kinds of technol ogy, you will see that

t he basic concepts of sonme of those software

technol ogies are still as valid today as when they
first started out. So, | think one has to take that

i nto account when tal ki ng about patent term for these
ki nds of technol ogi es.

MR. BARNETT: Ken, you have a comment ?

MR. BURCHFI EL: Well, perhaps, it's a footnote
to a footnote, but Section 2 of the German Utility
Model | aw excludes met hods from protection.
| don't know if there's a proposal to include methods
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with these petty patents or not, but software and
busi ness nmet hods are not the kind of thing we are
| ooking to protect by a utility nodel.

MR. JANI'S: Argunents about that, | don't know
where the | atest proposal stands, because there were
amendnents to the original proposal, and sone of the
amendnments dealt with the scope of eligibility. So, I
don't know where that stands at this very nonent.

MR. BARNETT: John, would you like to coment?

MR. THOVAS: | would like to note many of you
may not consider yourself an intellectual property
speci alist, so perhaps you' re becom ng one. | don't
think things are quite as neat as may have been
pai nted. W have separate design patents. We have
pl ant patents. We have plant variety protection
certificates. W have sem conductor chip certificates.
We have boat-hull certificates that are called design
sonet hing or other. W have lots of sundry
i ntell ectual property rights of all sorts with
different ternms. So, | don't think things are,
per haps, quite as doctrinally neat as inmagined.

Wthin the Patent Act, we have a separate
obvi ousness requirenent for biotechnology. W have a
separate term for pharmaceuticals and medi cal devi ces.
We have separate enforcenment provisions for nmethods of

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

medi cal treatnment. We have separate enforcenent
provi sions for processes. There are nunber of other
exanpl es. W have separate provisions for business
nmet hods already in terns of defense.

The patent systemis a very bal kani zed agency.
It's divided into 16 groups, each of which use varying
standards that their long adm nistrative experience has
suggested that different exam nation routes go well
For exanple, interference searches, done extensively
probably in biotech, an area where the technica
nomencl ature i s standardi zed. The extent to which
I nterference searches are done in areas where the
techni cal nonencl ature is not standardized, there are
persi stent accounts avail able that, perhaps, they are
not so rigorously done. There are other mechani sns
that go on. So, it would be nice to live in a
t heoretical world where we could divide it up so
neatly, but that's not really the history of our
system

Despite ny di sagreenent on sonme of the
fundanmental issues, | also don't think separate
patents, certainly for business nethods, are a good
idea at all. | also think that a separate reginme for
sof tware patents would al so be a disaster

The big problemw th these specialized regines,
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t hey would have to be interpreted newly again. | think
sort of working with what we have and trying to do the
best job we can in making sound policy decisions within
that framework is superior than sone of the proposals
for petty patents. On that front, | certainly agree
wth what |'ve heard.

MR. BARNETT: Mark, |I'm acquainted with sone of
your critiques of just the petty patent systens or the
second tier patent systens. Wuld you share those with
us a little bit?

MR. JANIS: A variety of them | suppose, |
think the main one is that | really think that they
woul d i npose very high clearance costs across the
board. And | think that it's hard to guage that
enpirically. 1t's hard to guage what clearance costs
are inposed now by the current patent system and the
uncertainties surrounding current patent doctrines, so
| suppose that's an easy argunent for ne to nmake in
sone ways. But |I'm picturing many, many, many smal
second tier patents suddenly out there, all of which
rati onal business actors have to now account for when
deci di ng whet her they have freedomto operate. So, |
think that that's the major criticismI| would have. |
don't think those are adequately accounted for in the
proposal s that exist currently.
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| also think that the proposals that suggest
that costs really would be reduced -- acquisition costs
really would be reduced -- | think that those
argunents are overstated, because | tend to think that
| awyer fees account for nost of the acquisition cost.
And | actually don't think that those woul d necessarily
be much | ower for second tier patents, because they are
not going to be exam ned. You have to get it right,
you may not be able to amend your clainms later. There
may be a | ot of reasons why those are not so nuch
easier to draft -- you're going to be drafting clains
anyway, and so forth.

Also to the extent that second tier patents
woul d ever have to be enforced -- and | realize it's
hard to know what percentage of them would actually be
litigated -- but to the extent you actually have to go
and enforce those, | think the costs there are going to
be substantial as well.

In sone respects, those m ght be nore costly to
enforce than regul ar patents, because you woul d not
cone in with the presunption of validity. | don't know
how you coul d possibly justify that. You would not be
likely to ever get a prelimnary injunction,
shouldn't think, on a second tier patent, because there
is no indication of |ikelihood of success on validity,
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| shoul dn't think. So, these sorts of things make nme
think that enforcement costs would be particularly high
to the extent that those patents would be enforced.

| think, as well, if you get to asking the
really broad questions about what these rights really
are going to incentivize, | also think the answers are
not very acceptable. For example, there's a grow ng
recognition that patents give incentive to attract
venture capital. | think very quickly second tier
patents woul d be viewed, properly so, as extrenely
I nsecure rights, and they would not adequately perform
that function. That's a catal ogue of sonme of the
criticisns.

| think second tier patent proposals are very
i nsidious in a way, because |I think they sound
politically attractive in many ways. | really fear
that this kind of vision can be easily sold to snal
busi nesses, small entrepreneurs, and | think they woul d
be getting pieces of paper that are practically
wor t hl ess.

MR. BARNETT: Steve, you had a comment ?

MR. MAEBI US: Yeah, | just wanted to say there
may be | ess of a need for that kind of a system al so,
because of provisional rights which we now have at 18
nont hs from publicati on.
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MR. BARNETT: Ken?

MR. BURCHFI EL: On the question of petty patent
system especially for software, | think that
di scussi on woul d probably have to begin with the
Sem conductor Mask Protection Act, that's codified at
17 USC Section 902. |It's the only act that | know of
t hat has granted copyright-like protection to an
article of utility.

It protects the mask work used to make
sem conductor chips. It has a lot of attributes of
these petty patent systens. It has a 10-year term
Its remedies are harsh and swift. They include
I njunction, inpoundnment and destruction.

The | evel of registrability is very low It's
little nore than originality in the sense that the mask
work has to originate with its creator, not that it has
to be original in the artistic or scientific sense.

The reason it is supposed to work i s because
there are broad rights to reproduce the mask work in
order to produce a better mask work, and that could be
separately registered. So it seens to fit a software
nodel , and because it tracks so many of the features of
t hese petty patent systenms, and it's an aspect of U. S.
law. It's an act that has been adm ni stered by the
courts, decided by the Federal Circuit on an extensive
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| egi sl ative history.

So, that would be ny only contribution is to
say that if you are thinking about software-Iike
protection and giving people an election, you could
extend copyright protection, but not make a full patent
scope protection for it. | would be interested to hear
what Mark has to say, though.

MR. JANIS: | |ooked at that when | was
studyi ng second tier systens, and ny only comment
there, and nmy recollection as to that research is that

| couldn't find very much. There was one Federal

Circuit decision on the SCPA. | don't get a sense that
that act was very successful. If it was, it's hard to
tell very nmuch about it. It would be good to see

enpirical studies on that |egislation, but at |east, as
far as the efficacy of these enforcenent provisions you
menti oned, | have not seen any reported decisions that

woul d give me any indication as to whether that worked.

MR. BURCHFI EL: | never heard of a case.

MR. JANIS: There's only one Federal Circuit
case, | believe. | think it's adm nistered by the
copyright office. | think there are very few filed, if
"' m not m staken.

MR. BARNETT: That woul d have been ny next
question. Is it being used at all or just not
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enf orced?

MR. STOLL: Alnost not at all from what |
under st and.

MR. JANIS: | don't believe it is, either

MR. BURCHFI EL: But it could be predictive of
how nmuch confidence the industrialist comunity
replaced in paying taxes.

UNI DENTI FI ED SPEAKER: That's a good poi nt,
Ken.

MS. DESANTIS: |s there any sense of what the
reasons are as to why it is not being used?

MR. STOLL: | don't know very nuch about it.
No one | know has ever asked anythi ng about it.

MR. JANIS: | tried to get a sense of that. To
put it into a general context, you would have to ask a
E.E. or a specialist to be sure. | got the sense that
maybe by the time that system was inmpl enented, the real
need for it had passed by.

| sort of got the sense that people at sone
point really thought they were going to need copyri ght
production for these mask works, and by the tinme they
got it, they really didn't need it anynore. People in
t he audi ence are noddi ng heads, so I'mfeeling
reassured by that.

MR. KIRK: The filings have dropped to 50

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

193



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

194
percent and are goi ng down.

MS. DESANTI: Thank you, M chael Kirk.

MR. BARNETT: Wth that in mnd, why don't we
shift gears again. | think in some sense it is
unavoi dabl e that when we are conparing different
systens or the U S. to other systens in the world,
that the question of first-to-file versus first-to-

I nvent can cone up.

Now that's said that this is recognizing the
passion that sonme people bring to this discussion, so
we are going to try to have our cake and eat it, too, |
think. | think really the thought that conmes to m nd
IS what inpact first-to-invent could have on
predictability of patents in the U.S. | would just
open this up to the floor, in this sense. [|'Il open
this up to the panel, for that matter. Any coments in
particular? Steve?

MR. MAEBIUS: One problemis that with the
first-to-invent systemthat we have, there is a certain
amount of unpredictability. Patents that remain stuck
in interference for a long tinme, and people nmay not
know what scope they have, and they cone out |ater and
cause problens, and they weren't expected.

The reality is that nost conpanies have to file
early, because everywhere else in the world has
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first-to-file system So, it may just be a question of
when we trade that off for something el se.

MR. BARNETT: Jay, then Bob.

MR. THOVAS: | just find it incredibly
difficult to explain to anyone outside the US patent
system why we still have a first-to-invent system
It's very difficult to try to explain the reason.
think a ot of it is political in nature.

| would say if we have a first-to-invent
system one of the uncertainties is an unknown and
of ten unknowabl e date of invention attached to each
patent. | would just throw open the observation that,
why aren't we attaching dates of invention to every
patent? That's what makes our system uni que.

But our patent instrunments |ook |ike everyone
el se's, they have the date of filing, and not the date
of invention. Sinply require the inventors to give the
first date they believe to be their plausible dates of
conception and reduction to practice, and you could
actually know when the patent issues what the 102(a)
rel evant dates are, and you would not have to sue
soneone to find out about it or be sued. Again, |
t hi nk, perhaps, there are sonme that disagree. | just
can't inmagine why we can't get to first inventor to
file. Thank you.
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MR. BARNETT: Bob.

MR, STOLL: | think Jay actually said it, it's
political in nature. There has been significant
attenpts for decades to nove in that direction.
think the last country that had a first-to-invent
system was the Philippines, and | think their's went to
first-to-file about four or five years ago.

My understanding is that we have a very strong
group of particularly independent inventors who are
very concerned that |arge corporations will somehow get
an advantage running to the door of the Patent and
Trademark Office, and they will be stuck -- they, the
I ndependent inventors -- w thout an invention.

That being said, we are in the mdst of a very
significant undertaking at WPO to tal k about noving in
the direction of best practices in the sense of a
treaty dealing with several issues; in re Hilnmer, grace
period issues, claimdrafting, scope of claim

| amquite sure that some small country or
| arge country or every country will be |ooking to put
first-to-file on the floor to discuss with respect to
getting the United States to nove in that direction.

That all being said, |I think that what we are
| ooking at is best practices. |Is it the best practice
to go to first-to-file? Looking at what
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is going on now, we find that significantly | ess than
1 percent of all applications, significantly |ess, are
affected by the issue dealing with first-to-invent and
first-to-file.

| also think there was a m sunderstanding in
t he i ndependent inventor community. They were
concerned that the first to file would be taking it or
ripping it off from soneone el se, not recognizing that
there would still have been the requirenent upon the
I nventor that they are the first to invent, that they
are, in fact, the inventor. | think maybe the
expl anati on of that was not done in the manner it
shoul d have been done.

| think there should be nore di scussion that

that first inventor -- the first filer nmust still be
the inventor of the subject matter. | do think there
will be significantly nore discussion on it and | ook

forward to discussing it.

MR. BARNETT: Ken, and then Rick.

MR. BURCHFI EL: |1'm a devoted believer in the
first-to-invent system for a nunber of reasons. You

are right, we are not going to resolve the noral issue

here today. | only point out one thing, and this is
i mportant to ny clients. | represent huge corporations
in interferences, they don't |like them They woul d
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really much likely be rid of them they're just a
nui sance.

| also represent conpani es that have one
I nvention, and it's a nedical product, or it's a
conmpound, or it's a biotechnol ogy invention. Their
entire ability to get venture capital to make that an
I nvention or pioneering invention |lies on the first-to-
I nvent system

They don't have the resources of General
Motors. They don't have people to crank out
applications. They m ght not even realize that there
Is a patent until after they have tested it and figured
out whether it works.

So, it mght be |less than one percent, but I
don't believe that it is conceptually correct to |ook
at it as a statistical question. I1t's a question of
sayi ng overall in the econony, what conpani es benefit
fromit, and what conpanies don't, and striking a
bal ance there.

In terms of progress in our laws, | think we
are rowi ng on both sides of the canoe here, because the
prior use defense in nmethod patents specifically
requi res an actual reduction to practice nore than a
year before the filing date, and that is the
fundamental interference concept. So, | think that if
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we get rid of interferences, we would find interference
concepts everywhere in U S. patent |aw, instead of
just in the interference context.

MR. BARNETT: | m ght ask for foll ow up, and
part of it is because I'mtrying to get a grasp on it,
but the m sunderstandi ng that Robert was tal king about
regarding that the first to file had to be the first to
I nvent, why wouldn't that solve the situation?

MR. BURCHFI EL: It would be primarily a
defense. It wouldn't establish a right to a patent
agai nst sonmeone who was first to file. That's what an
i nterference does, it enables an inventor to establish
a date of invention that's prior to the date that
soneone else filed a patent application. That is its
sole justification and sole reason for it.

So, | don't know, people who do nmedi cal
products and biotechnologies, | think tend to see it in
a far different context than the electronics industry
or a major industry in other fields.

MR. BARNETT: Rick, you have a comment ?

MR. NYDEGGER: First of all, the AIPLA has for
a long tinme been a supporter of first-to-file, and |
echo what others have already said in that respect in
ternms of many reasons for advisability and why it is an
i mportant thing to support.

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

199



o 0o B~ W N P

\‘

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

| would sinply offer the observation that, in
connection with sone of the mmjor arguments agai nst
first-to-file, which are raised by those who do oppose
it, would seemto ne to be answered in | arge neasure by
t he now existing procedure for filing provisiona
applications. That is not an expensive process, and it
would seemto nme to create a pretty nmuch | evel playing
field for both small and |l arge entities alike.

VWhile | acknow edge that it's not a perfect
solution in all respects, it seens to nme to go a |ong,
| ong ways towards answering sone of those fundanent al
concerns that have historically been raised by those
who opposed first-to-file.

| would also say that | think that if we don't
start seriously trying to change our patent |aw so that
we become a first-to-file jurisdiction, we nay
ultimately be shooting ourselves in the foot with
respect to our patent system

| say that in the context of just a few weeks
ago an Al PLA delegation net with the General Director's
Ofice at WPO, and we were asked this very difficult
gquestion, why are we not a first-to-file jurisdiction?
What are we going to do about it?

The fact is that increasingly there's a need
for greater levels of full faith and credit and the
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ability of patent office jurisdictions around the world
EPO, JPO, USPTO, to be able to rely upon the things
that they do in terns of one jurisdiction versus

anot her .

To the extent that we're ever going to do that,
which may ultimately be, frankly, critical in order to
sol ve sone of the grow ng backlog crisis, not just here
in the US, but around the world, that is going to
require greater |levels of harnonization. It seens to
me that that itself is going to dictate in a very, very
strong way the need to nove to a first-to-file schene.

MR. BARNETT: |'m curious, you brought up the
noti on of provisional applications. Just for the
record, could you break that down for us with just
what's involved in that?

MR. NYDEGGER: You can file a provisional
application based on virtually any kind of technical
di scl osure. 1've taken technical disclosures that were
based on docunentation that was prepared for a trade
show and filed it in order to walk in and protect the
filing date for that.

Again, while | say that's not w thout sone
ri sks down the road, because ultimtely within 12
nont hs you have to convert that into a regular utility
application. But, if we are tal king about having
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202
sufficient resources to protect one's filing date, if
there is any doubt, it seens to ne, that you may have a
significant invention that you want to protect, you
spend a few hundred bucks to do it. You file a
provi si onal application, and then you nake the deci sion
down the road whether to take that into a utility case
or not. It's not an inordinately expensive procedure
by any neans.

MR. BARNETT: Mark, did you have a comment ?

MR JANIS: | want to chime in with the conment
about the danger of labels in this debate. First-to-
file is often portrayed by opponents as first pirate to
file, but as Bob Stoll points out, that's not what
first-to-file means. First-to-invent in the United
States is not really first-to-invent. We have
statutory bar provisions. Any starting patent |aw
student quickly figures out that the so-called
first-to-invent systemin the U S. is not quite a pure
first-to-invent system

So, | think a lot of tinmes the gulf between
t hese two systens | ooks very large when, in fact, it is
not quite as |large conceptually, at least, as it nay
appear. Politically, yes, but conceptually, no.

MR. BARNETT: Ken, go ahead.

MR. BURCHFIEL: Wth respect to the
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first-to-file systemand first-to-invent system the
only real area of significant concern | know is
bi ot echnol ogy. Probably 80 percent of the pending
I nterferences are biotechnology interferences,
sonething like that. It's a huge nunber.

MR. STOLL: It's not that high. 1t's high.

MR. BURCHFIEL: It's very high. It's
astoni shing the extent to which the final judgnent in
t hose cases can cone down to a matter of two days, or a
week, or 10 days. The Constitution, Article One,
Section 8 only provides that a patent can be granted to
the inventor, first inventor, and you are going to w nd
up with validity problems anyhow.

So, it would be a good idea to talk to
bi ot echnol ogy people who are investing a |ot of noney
on research and devel opnment and who are deeply invol ved
in interferences. They'll give you a nuch clearer idea
of what it's worth and not worth to them They are a
good source to, at |east, ask about it, since they do
it nmore than anyone el se.

MR. NYDEGGER: Two comments about that. First
of all, I think that nost of these interferences in
fact don't typically involve small individua
i nventors. They are usually fought out between mgjor
corporations, | believe. Secondly -- I"mnot quite
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sure about this, this is the point maybe you can
clarify, Bob -- | also believe somewhere in the back of
my mnd it sticks in my menory that a very high
percentage of these interferences is, in fact, won by
the party that's first to file in any event.

MR, STOLL: | agree. And | think that senior
parties win up to, | think, it's 80 percent of the
actual interferences that are filed.

| want to add in to the Constitutional issue,
too. | don't think that's a very strong argunent,
because it depends on how we define inventor. |[If we
define the inventor as the individual who actually
invents and is the first to provide the information to
the Patent and Trademark Office, that is, in fact, the
inventor. | don't think we run into a Constitutional
question, although I have heard that argunent before.

And renmenber, we are actually providing a
limted termof exclusivity directed to exclude others
to nmake use, et cetera, in order to get the
i nformation. So, there's a bargain going on here, and
| think going to the Ofice is a very inmportant part of
t hat bar gai n.

MR. BARNETT: Steve?

MR. MAEBIUS: It's also extrenely difficult to
have evi dence that satisfies the requirenents that have
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evol ved for proving the date of invention. And sone of
the biotech interferences we have seen that involve
universities, for exanple, they had a very difficult
time pulling together evidence that would win. The
ones that I'm aware of, they usually canme out on the

| osi ng side.

MS. MCHEL: 1Is that because corporations
generally have better prograns in place for explaining
to their scientists the reason they need to wite
t hings in notebooks, as opposed to graduates who wite
t hi ngs on paper?

MR. STOLL: Let ne correct that. W have done
a recent study and found that just as many i ndependent
or small inventors win as |arge corporations. The
rates are the sane.

M5. MCHEL: So, the issue then is who is the
seni or party nore than..

MR. STOLL: That's nmore of the |ikelihood of
t he outcone than anything el se. Because they are the
ones that got into the door first, they are likely to
be the prevailers.

MR. BARNETT: We are getting to run a little
close in tinme. |f anyone has a closing statenment or
any points they would li ke to nake, right now would be
very appropriate, | think. Jay?
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MR. THOVAS: | would commend this committee for
| ooki ng at international conparative |aw, because
that's sonething that the U S. patent system has not
traditionally relied upon. And there certainly is a
sense of xenophobia from our trading partners, so the
fact we are willing to assenble such a group and
discuss it is a good sign and bodes well for the future
of this issue. Thank you.

MR. BARNETT: Ri ck?

MR. NYDEGGER: | wasn't aware of this, but
apparently former Conm ssioner Gerald Mssinghoff is in
the process of preparing a paper that's getting ready
to run for publication that would have statistics on
first-to-file versus first-to-invent over the l[ast 20
years, which I'"'mtold is going to be published in the
Journal of the Patent and Trademark Office Society.
That may be of interest for people to take a | ook at,
because there woul d be probably sone val uabl e enpirical
data com ng out of that.

MR. BARNETT: Thank you, Rick. Wth that, |
think we will go ahead and conclude. Thank you to al
t he participants.

(Wher eupon, hearing concluded at 4:20 p.m)
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