© 00 N o o b~ W N P

[ERN
o

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

FEDERAL TRADE COWM SSI ON

I NDEX

AM SESSI ON
TRENDS | N FEDERAL CI RCUI T JURI SPRUDENCE

PM SESSI ON
PATENT LAW ANALYSIS I N FEDERAL CI RCUI T
JURI SPRUDENCE

PRESENTERS: PAGE:
HERBERT WAMSLEY 10
F. M SCHERER 33
GLYNN S. LUNNEY, JR 90
JOHN DUFFY 105
DAN BURK 150
GERALD SOBEL 162

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

PAGE

88



© 00 N o o b~ W N P

=
o

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

FEDERAL TRADE COWM SSI ON

In the Public Hearing on:
COMPETI TI ON AND | NTELLECTUAL
PROPERTY LAW AND POLI CY I N
THE KNOW_.EDGE- BASED ECONOMY.

VEDNESDAY, JULY 10, 2002

Room 432

Federal Trade Conm ssion
6th Street & Pennsylvania Ave., NW
Washi ngt on, D.C.

The above-entitled matter canme on for public

heari ng, pursuant to notice, at 9:45 a.m

VWORKSHOP CHAI RPERSONS:
HI LLARY GREENE, FTC
W LLI AM COHEN, FTC
FRANCES MARSHALL, DQJ
EDWARD POLK, PTO

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



© 00 N o o b~ W N P

[ERN
o

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

3
PANEL ON: FEDERAL ClI RCU T JURI SPRUDENCE: SUBSTANTI VE
TRENDS AND ANALYSI S
PANELI STS:

DAN L. BURK, Julius E. Davis Professor of Law,
University of M nnesota Law Schoo

ROCHELLE C. DREYFUSS, Pauline Newman Professor of Law,
New York University School of Law

JOHN F. DUFFY, Associate Professor of Law, WIIiam and
Mary School of Law

STEPHEN G. KUNIN, Deputy Comm ssioner for Patent

Exam nation Policy, United States PTO

GLYNN S. LUNNEY, JR., Professor of Law, Tul ane Law
School

F. M SCHERER, Roy E. Larson Professor of Public Policy
and Managenent, Harvard University

GERALD SOBEL, Kaye Schol er LLP

HERBERT C. WAMSLEY, Executive Director, Intellectual

Property Omers Associ ation

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



© 00 N o o b~ W N P

[ERN
o

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

PROCEEDI NGS

MS. GREENE: Good nmorning. On behalf of the
Federal Trade Conm ssion and the Departnent of Justice,
it's my pleasure to welcome you to the first of two days
on Federal Circuit jurisprudence.

Previ ously, we discussed how patent |aw
i nplicates a conpl ex cast of institutional characters,

i ncluding the Federal Circuit, the PTO and Congress.
Today's focus will be primarily on the Federal Circuit's
affect on the substantive trends and anal ysis of patent
|l aw. Tonorrow, the focus will be largely on antitrust

| aw, choice of law and jurisdictional issues.

Before noving into the substance of why we're
here today, |let me do sonme brief introductions. M nane
Is Hillary Geene, and I'min the General Counsel's
O fice here at the FTC, and the Project Director for
I P.

To my right is Bill Cohen, who is the Assistant
General Counsel for Policy Studies in the Ofice of the
Gener al Counsel

To his right we have Francis Marshall, who's an
attorney at the U S. Departnent of Justice, who' s headed
up their teamon these joint hearings.

Then to nmy |left we have Ed Pol k, whose chil dren

are safely off to school, and who i s an Associ ate Solicitor
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5
for the PTO and who has been a repeat performer. Thank
you for joining us again.

Obviously, we're all here because of today's
extraordi nary panelists. Many, if not all of you,
don't really need an introduction because your
reputations precede you. But it's been our sense that
once we get done with the introductions, the noderators
| ose conplete control, so I'"mgoing to just |line up al
the panelists in a row and just run through introducing
them very briefly.

We have Dan Burk, who is Julius E. Davis
Prof essor of Law at the University of M nnesota, where
he hol ds appointnments at both the | aw school and the
center for bioethics. He is an internationally
prom nent authority on the law of |IP, specializing in
areas of cyberlaw and bi otechnol ogy. He teaches courses
I n copyright, patent, biotech |law and is the author of
numer ous papers on the | egal and societal inpact of new
t echnol ogi es.

Then we have Rochelle Dreyfuss, who is the
Paul i ne Newman Professor of Law at New York University.
Her research and teaching interests include intellectual
property, privacy and the relationship between science
and the | aw.

Prior to entering the | egal profession, she
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spent several years as a research chem st. She is
currently a nmenber of the National Acadeny of Sciences
Committee on Intellectual Property Rights in the

Know edge- Based Economy. Most inportantly for ny
conpletely selfish purposes, she is a consultant to

t he Federal Trade Conm ssion for these hearings.

So | think you should work under the assunption

that if something went well, she m ght have had
sonething to do with it, and if it didn't go well, it's
because we didn't ask her or we didn't listen, so ful

di scl osure.

Next we have John Duffy, who is an Associ ate
Prof essor of Law at WIlliam & Mary School of Law, where
he teaches and wites in the fields of patents and
adm nistrative law. He is a registered patent attorney
and he has witten a new case book on patent law, we are

| ooking forward to seeing it. It's called Patent Law

and Policy, and the co-author is Rob Merges.
| guess nore inportantly, you are a brand new
dad yet again. So |I'mgrateful for you joining us.
Now, we have, fortunately, Steve Kunin, who we
didn't think we would get this norning, but we're
delighted to have. He's the Deputy Comm ssioner for
Pat ent Exam nation Policy at the U S. Patent and

Trademark Office. He's served in this capacity since
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Novenmber of 1994.

In this capacity, he participates in the
est abl i shnment of patent policy for various patent
organi zati ons under the Comm ssioner of Patents,
i ncl udi ng changes in patent practice, revision of the
Rul es of Practice and Procedures, and establishnment
of exam nation priorities and classification of
technol ogi cal arts.

Next we have M ke Scherer, who is the Aetna
Prof essor Eneritus at the John F. Kennedy School of
Government at Harvard University. |'msure that the
hi gh point of his distinguished career was from 1974
to '76, when he was here at the FTC as the chief
econom st.

Qbvi ously he's done a few other things since
then, while pursuing his research specialities in
I ndustrial econom cs and the econom cs of technol ogi cal

change. He's witten far too many things to nention

So just let me say this: When | was trying to convince

Prof essor Scherer to join us, | tried to sweet talk him

My line was sonmething |like: But you have to cone here,
it's your fault that we're having these hearings. His
response was, Don't blane ne.

So |'ve gone back, and |I've done research, and

| think, in fact, a ot of the blame does lie with you
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8
in terns of creating sone of the intellectual foundation,
whi ch has shaped nmuch of today's inquiry. [Invariably,
when people tal k about sem nal pieces dealing with the
rel ati onshi p between innovation, |IP and conpetition,
your works are nentioned.

Next, will be Gerry Sobel. [I'mgoing to hold
of f introducing himuntil he joins us |ater today.

We al so have Herb Wansl ey, who has been the
Executive Director for the Intellectual Property Omers
Associ ation since 1983. The IPOis a trade association
t hat serves approximtely a hundred | arge conpani es,
along with small businesses, universities and individuals
who own patents, trademar ks, copyrights and trade secrets.

In 2001 he was naned by Legal Tines as one of
the 22 individuals who are making a difference in the
way intellectual property is protected today.

Two things characterize today's panelists.
Obviously, one is their incredible caliber. W've
really gotten the best of the nation's schol ars and
practitioners. The second thing, what really amazes
me, is they were all willing to cone to Washi ngton,
D.C., during the summer. |'mgrateful for that.

Just let nme say that | realize that the trip
here was not easy for a |lot of reasons, ranging from

havi ng newborn children at hone, to people having to cut
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9
vacations short, as well as just the rigors of travel,
so |'"mvery grateful that you all took the time to be
her e.

Wth it clear that I'mgrateful that you al
are here, let ne explain how we want to put you to

wor k.

We' ve conducted nore than | think it's 30 public

hearings in the six nonths since our hearings first
began back in February. Wat we need to do is continue
on with the process of integrating what we have

| earned, and while that sounds a bit pat, it really
speaks a |l ot to what we are seeking today.

What we hope to do today is to bring together
two powerful themes which have been running throughout
the hearings. One is |ooking at sort of the
I nstitutional dinension, typified by the Federal
Circuit. The other of which is the role of social
science, mainly econom cs.

To grossly oversinmplify, what we need to do is
systematically understand what the Federal Circuit has
been doing. By that we nean identify the substantive
trends, and then we want to normatively assess those
trends, and econom c anal ysis provides one mechani sm
for doing so, and that's what we have planned just for

t he norni ng.
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10

Then in the afternoon, we're going to revisit
t hese general thenmes, but within the context of several
speci fic exanpl es, and how the devel opment of patent | aw
and econom c analysis fit together is exenplified by
questions such as whether the placenent and wei ght, the
| egal presunptions or burdens applied in granting or
litigating patents, reflects proper assessments of the
trade-offs that adhere in the patent system

Wth that as a brief intro, | want to turn the
floor over to Herb Wansl ey, who will give a brief
presentation |aying out some of the trends.

MR. WAMSLEY: Thank you. | appreciate the
opportunity to be here.

What we're tal king about in this session is
substantive trends and analysis. |'mgoing to be
tal king nore about trends and | ess about analysis. But
to get things started off, we thought it m ght be
hel pful to hear ny perspective, at |east, on what's been
happeni ng at the Federal Circuit recently. By recently,
" musing the period of about the past five years.

I"'mnot a professor. | have not witten so
wi dely as some of the others. | picked the past five
years because, in our association, one of ny advocations
is to read all of the Federal Circuit cases as they cone

down and do a very brief one paragraph sunmary of each
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11
case. |'ve been doing that for five years, and | have
read about 750 precedential patent and tradenmark
opi nions of the Federal Circuit during that tine.

Looki ng at those cases, | canme up with five
trends that | would |ike to go over with you as to what
| see is happening in the court, in a general way,
wi t hout getting into too nmany technical details. The
first four of those, I will go through pretty quickly.
The fifth one, I'll talk about a little bit nore.

The five trends that | have discerned in the
past five years of Federal Circuit cases are: One, the
Federal Circuit has issued nore antitrust opinions that
have attracted attention. Two, the Federal Circuit has
attenpted to narrow the doctrine of equivalents. Three,
the court has published a very |arge nunmber of opinions
on patent claimconstruction. That has been their nost
popul ar single topic recently. Fourth, the court has
I ssued fewer fraud and inequitable m sconduct opinions
in the past five years than in the previous tines.
Finally, in a line of recent cases, perhaps still
emerging, the court appears to be inposing a greater
evidentiary burden on the U S. Patent and Trademark
Ofice to explain its finding of obviousness.

Deputy Comm ssioner Kunin may have nore to talk

about on that topic and others later, but let ne briefly
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12
run through the five trends.

More antitrust opinions that have attracted
attention. Actually, the nunber of opinions in the
antitrust area out of the Federal Circuit is a pretty
smal |, when you conpare it with their patent opinions
and may be smmller after the very recent by the United
States Suprene Court in the Hol mes Group case having to
do with jurisdiction, which is nore of a topic for
tomorrow, but the court has decided a nunber of cases
that have attracted attenti on.

In "97, they decided the Virginia Panel
Cor poration case, which overruled a | ower court finding
of a Sherman 2 Act violation involving threats to
enforce a patent. Also in '97, they decided a case
having to do with post-sale restrictions and said those
were not necessarily inproper.

In "98, they decided en banc the Nobel Pharm
case, which had to do with choice of law. In that case
they al so decided, under the facts of that case, that
bringing a suit on an invalid patent that was invalid
because of an intentional failure to disclose the best
node was not an antitrust violation.

In the Bard case, in 1998, they decided that
there was an antitrust violation in the situation where

t he patent owner had redesi gned a biopsy gun to prevent
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13
conpetitors' needles being used with the gun.
Finally, it isthelast two perhaps that attracted
t he nost comentary. The Intergraph Corporation case in
1998 overturned a prelimnary injunction preventing
I ntel Corporation fromcutting off benefits to a
customer that had sued it for patent infringenment.
The CSU versus Xerox case, decided in 2000, where the
Federal Circuit, splitting with the 9th Circuit, held
Xerox Corporation could refuse to sell patented parts
used in servicing copying machi nes.
The trend there is that, while |I'm not sure that
t he nunber of cases decided in this five-year period
I nvol ving antitrust issues was |larger than in sone
earlier five-year periods, these cases attracted nore
attention.
The narrowi ng of the doctrine of equival ents.
It becane apparent, at |east as early as 1995, that a
nunmber of judges on the court felt that the doctrine
of equivalents in patent cases was out of control.
They felt that the doctrine was interpreted nmuch too
broadly. Sonme seenmed to want to do away with the
doctrine of equivalents, which has its basis in the

line of Suprenme Court cases. The 1950 Graver Tank case

was the one nost frequently cited before the recent

cases.
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In the G aver Tank case, it was the function-

way-result formulation of the test they used. Basically,
t he cases had decided that if your patent is not
literally infringed, you can still have an infringenment
under the doctrine of equivalents, if the differences
bet ween your claimand the accused your device are
i nsubst anti al .

Sonme of the judges of the court seenmed to cal
that law into question in dissenting and concurring

opinions. The Hilton Davis case in 1995, a little

nore than five years ago, was an en banc opi nion
with several dissents and concurrences. That case
went to the Supreme Court, and it was decided in 1997

under the name of Warner-Jenki nson Corporation v.

Hilton Davis Chem cal Conpany. The Suprenme Court

confirmed the continued applicability of the G aver
Tank case and, in ny judgnment, provided little new
gui dance.

Since the Warner-Jenki nson case by the Suprene

Court, | believe there has continued to be a trend in
Federal Circuit opinions to interpret the doctrine of
equi val ents narrowmy. The case that recently has
received a | ot of publicity is the Festo case. It was
deci ded by the Suprenme Court this year, overruling the

Federal Circuit and rejecting the so-called conplete bar
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rule that the Federal Circuit had fornmulated for a
situation where the clains of a patent have been anmended
during the prosecution in the Patent and Tradenark
O fice.

The Suprene Court instead has adopted a rule
t hat the patent owner has the burden of proving that the
amendnent made in the Patent and Trademark Office did
not surrender the full scope of the patent or the claim
beyond the literal neaning.

| believe the Federal Circuit still is intending
to interpret the doctrine of equivalents narrowy, and

the very recent Cooper Caneron Corporation case this

year, they took a strict interpretation of the all
elements rule. That's the rule that doesn't all ow
elimnpnation of a claiminterpretation entirely when
appl ying the doctrine of equival ents.

Anot her inportant case, again this year, is the

Johnson & Johnston case. An en banc opinion by the

Federal Circuit several weeks ago, in which the court
held that there is no doctrine of equivalents for
di scl osed but uncl ai med subject matter.

Athird trend is the very | arge nunber of
publ i shed opi nions on patent claimconstruction. Patent
clai mconstruction, of course, has al ways been somet hing

that the Courts have struggled with. Patent owners and
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busi nesses, conpetitors of patent owners are generally
seeking certainty. They're seeking precise information
on the coverage of patents.

| think the trend over the last five years
started with the Markman deci sion by the United States
Suprenme Court in "97, in which they affirnmed the Federal
Circuit on the proposition that construction of patent
clainms is exclusively within the province of the court.

Since the Markman case in '97, the court seens
to have made an effort to expound on claimconstruction
rules in a | arge nunber of precedential opinions. ['ve
seen many opi nions where there seenms to be nothing el se
about the case that's notable, and perhaps there is no
new rule of law, but the court has elected to declare
the opinion a precedential opinion rather than
unpubl i shed, non-precedential because the opinion goes
into the facts of the case, explains at sonme | ength how
the Federal Circuit arrived at its construction of the
patent cl ai ns.

An inportant case was the Vitronics case in which
the court, the Federal Circuit perhaps first laid down
clearly the rule that in construing the claim you have
tolook first tothe so-calledintrinsic evidence. That
evidence is the | anguage of the claimitself, the

specification of the patent, the witten description
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17
that is, and the prosecution history in the Patent and
Trademark Office that is of record. You look at the
extrinsic evidence only if the intrinsic evidence
doesn't give you clear guidance.

The court, even this year, has continued to
publish a great nmany or quite a nunber of cases
expoundi ng on claimconstruction rules. For exanple,
in the Beckson Marine case this year, they dealt with
the issue of whether limtations fromthe specification
pat ent had been inproperly inported into the claimto
narrow t he cl ai m beyond the ordi nary | anguage of the
claim This is an issue that's come up in a nunber of
cases, and one in which sonme conmentators have said that
the court has not been entirely consistent.

In the Marketing International case, also this

year, they dealt with the issue of whether a statenment
of intended use in the preanble of the patent claimis a
limtation in the claim |In that case, they decided
that the statenment of intended use in the preanble was
not a limtation that narrowed the claim

Then in the CCS Fitness case this year, they

dealt with the common issue of whether words in the
claimare to be given their ordinary nmeaning or a
speci alized nmeaning that may be discerned fromthe

evidence. In the CCS Fitness case they were dealing
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with the claimterm "nenber," and they stressed that a
termin the claimw |l be presuned to have its ordinary
meani ng, and that's the rule they foll owed.

There are a number of other cases, but in order
to keep noving along, nmy fourth trend, which | don't
have very nmuch to say about, is that there are fewer
fraud and i nequitable conduct opinions of the court in
the past five years. |If you go back to the tinme when
t he Federal Court was created in 1982, allegations of
fraud and inequitable product in patent cases were
ranmpant .

The nost common type of fact situation in those
cases woul d be where the accused infringer alleged that
t he owner of the patent had inproperly wthheld
I nformation, relevant prior art, fromthe Patent and
Trademark Office during the prosecution of the patent
application, and because of this inequitable conduct,
the patent should be held unenforceable. In one early
case in the Federal Circuit, the court called the
al l egations of fraud and i nequitable conduct a plague on
t he patent system

Many comentators agree it has become a practice
to include boilerplate allegations of fraud and
I nequi t abl e conduct by defendants in nearly every patent

i nfringement case. Now, the trend that | perceive is
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that there are noticeably fewer opinions by the Federal
Circuit in the past five years even dealing with this
I ssue.

There are still opinions. For exanple, in the
Apti x Corporation case this year, the court, in a split
panel opinion, decided that fraud by the inventor during
one patent suit does not render the patent unenforceable
in other litigation. They relied on an old Suprene
Court case in 1933, the Keystone case.

I n another fraud case this year, Sem conductor

Energy lLaboratory, the court found an inventor guilty of
I nequi tabl e conduct for submtting m sl eading parti al

translations. Actually that case, the Sem conduct or Enerqgy

Laboratory case, was in 2000, and there was anot her case

this year on m sleading partial translations going the
ot her way.

So the cases are still comng up. | would
specul ate that the court, over the years, has clarified
the law as far as the requirenents for materiality and
intent in fraud and inequitable conduct cases, and we
don't see as many people raising conplaints of that
nature now, and that's not a hot issue.

My final trend, the greater evidentiary burden
on the Patent and Trademark Office to explain findings

of obvi ousness. Now, obvi ousness, of course, Section
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103 of the Patent Act is really the heart of the patent
|l aw, the requirenent that if the invention sought to be
patented is different fromthe prior art, that you can
only get a patent if the differences would not be
obvi ous to one of ordinary skill in the art.

The sem nal case is the Graham case, the G aham
opi nion of the Supreme Court in 1966. The G aham court
said that decisions on obviousness and nonobvi ousness
are to be based on factual findings. The Suprene Court
said that the decision maker has to assess the scope and
content of the prior art, determ ne the differences

bet ween the prior art and the clainmed invention, and

assess the level of ordinary skill of those in the art.
Now, 1'll mention briefly three recent opinions
of the Court that perhaps are evidence of a trend. In

the In re. Kotzab case in 2000, the court overrul ed the

U. S. Patent and Trademark Office Board of Appeals in a
deci sion where the Board had rejected Kotzab's clains as
obvi ous.

The invention there was that Kotzab used a
single tenperature sensor to control a nunber of
valves. The prior art showed using nore than one
sensor. The Patent and Trademark Office rejected the
claims as obvious. There was a single piece of prior

art here. The Federal Circuit decided that there was
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not sufficient evidence comng up to the Federal Circuit
fromthe PTO of obvi ousness.

They approached the case fromthe requirenent
t hat they had enunciated in sonme earlier cases, that the
obvi ousness standard has to include an assessnent of
whet her there is a notivation, a notivation to nodify
the prior art reference or references to obtain the
claimed i nvention.

The requirenment for notivation was not new to
t he Kotzab cases. But, it appeared to me, that this
per haps was the beginning of a line of cases requiring
nore specific evidence in the Patent and Trademark
Office, nore specific evidence of what the notivation is
for combining the references in order to sustain a
Section 103 obvi ousness rejection.

The next case was the |n re. Zurko case, which

had returned, after being at the Supreme Court, on the
I ssue of whether the Federal Circuit was using the
proper deference standard in deciding appeals to the
Pat ent and Trademark Offi ce.

Before the Zurko case, which the Suprene Court

opinion is Dickinson v. Zurko, before that case, the

Federal Circuit had applied the clearly erroneous test,
t he Suprene Court ruled that the Federal Circuit was

bound by the Adm nistrative Procedure Act. The Zurko
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case then canme back to the Federal Circuit.

In the meantinme in another case, the Federal
Circuit had decided that they would interpret or that
t hey would follow the APA by using a substanti al
evi dence test.

Now, in the Zurko case, having to do with ny
enmerging trend, the question was substantial evidence
fromthe Patent and Trademark Office of whether a claim
for a nmethod of creating a nore secure conputer
envi ronnment was obvi ous.

There were two prior art references in that
case. According to the Federal Circuit, the US PTO
m sread the references, and the Patent and Trademark
Office Board of Appeals failed to point to concrete
evidence in the record of any notivation for one skilled
in the art to conmbine the references to obtain the
clai med invention.

This year, the very recent In re. Lee case in

January, simlar issue. Again, the Federal Circuit said
that the PTO had not provided the necessary evi dence of
notivation. They rejected the Board's statenent that it
woul d have been common knowl edge and conmon sense to
conbi ne the references. They said that the Patent and
Trademark Office nmust set forth the rationale for why

one woul d conbine references to find the invention
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obvi ous.

Now, |'m al nost at the end of ny dissertation.
M ke, could we have mnmy one slide?

The question | raise is: Wat is the nmeaning of
this trend of requiring of a higher evidentiary bar, if
you will, requiring nore evidence fromthe Patent and
Trademark Office, and is that having an affect on the
Pat ent and Trademark Office?

Now, | don't know if you can all see this slide,
but | plotted information that | obtained fromthe
Patent and Trademark Office on the percentage of cases
that the Patent and Trademark Office Board is affirmng
t he percentage of cases in which they affirmthe
exam ners, over the period from 1980 to 2002, and the
percentage of cases in which the Board reversed the
exam ner.

These nunbers don't add up to 100 percent for a
few reasons, but the lines show a dramatic drop in the
nunber of cases in which the PTO Board affirmed the
exam ners, starting in around 1999.

Now, does this have anything to do with what's
going on at the Federal Circuit? 1'Il |eave that for
possi bly nore discussion later in the day, but | think
there possibly is a connection here between the Federal

Circuit decisions and what's going on in the Patent and
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Trademark Office.
One possi bl e explanation is that the Board has
begun applying the higher evidentiary standard of the

Kot zab, Zurko and Lee cases, the exan ners are not

applying that standard yet, and a | ot of them are being

overruled by the Board. Very, very few of these cases

actually go to the court. It's expensive to take ex
parte cases to the court. It's hard to do a neani ngf ul
statistical analysis of appeals, | think, fromthe PTO

to the court.

The nunmber of cases at the Board, however, is
much larger. W' re tal king about cases in the thousands
per year, but there are other explanations. The Patent
and Trademark Office has, in recent years, hired a great
number of new and i nexperienced exam ners as a result of
the explosion in patent filings.

Of course, there's the question of whether the
Federal Circuit lawis correct, if that is a new |line of
law. | think there are argunents pro and con there. By
rai sing the evidentiary bar, the Federal Circuit has not
necessarily made the obvious standard softer or weaker.
The Federal Circuit perhaps is just trying to require
the Patent and Trademark Office to put the evidence on
the record, make a reviewable record, bring nore

certainty to this inportant decision making in the
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obvi ousness area.

| won't speculate further on that because | have
gone over ny time. Thank you for listening to ny
perception of the trends.

MS. GREENE: Thank you very nuch, and sorry for
having to start us off a bit |late today, so in response
to your five trends, which thank you very nuch for |aying
out for us, | know that there's |lots of people that have
| ots of comments to nake based on them so |I'm just going
to throw out five general questions, and then | would
i ke everybody just to just chine in as they see fit.
First of which is obviously what, if any, additional
trends do people want to be note as being nost inportant?

You prefaced it by saying you were going to
focus on the previous five years, and, of course, you
actually went back further than that. But |'m curious as
to whether there are any trends that energed,
particularly in the early days of the Federal Circuit,
that are of particular inmportance and that we don't want
to m ss?

The second question is: To what extent, if at
all, are these trends enmerging in ways that are, in sone
way, industry specific? How do you figure in the fact
that, in theory, you have a one-size-fits-all system

with the fact that industries have different
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characteristics?

Al so, you alluded, at the end, that you had
sone statistics, and you said it's hard sonetines to
get a full sense of what the statistics reveal because
there's all kinds of gaps and that type of thing. So
| just want to throw out: How do we know what we know
in terns of gathering the enpirical evidence and what
can we do to better identify the trends?

Lastly, also you alluded to, at the end, the
i nstitutional dinmension that we had touched on briefly
at the beginning. You have the PTO and the Federal
Circuit, and basically I"'mjust curious as to what is it
about the institution of the Federal Circuit that
results in these decisions comng out this way?
Qbvi ously, we want to focus on the obviousness test when
di scussi ng that.

Any initial coments?

PROFESSOR DREYFUSS: As you see the Federal
Circuit basically making it easier to get a patent
because of the changes in the standard of obvi ousness,
do you see the court explaining why it's doing what it's
doing at all?

MR. WAMSLEY: Well, I'mreverting to just being
anot her panelist now. | think in the recent cases, the

Federal Circuit has put it nore in ternms of needing to
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have the evidence in the record. | don't think the
court opinions are addressing whether they're trying to
rai se or | ower the obviousness standard.

MS. DREYFUSS: |'mthinking about the biotech
cases rather than the ones that you were tal king about,
t he biotech cases.

MS. GREENE: Housekeeping. |[If you want to nmke
a comment, just turn your table tent up and junp in.

St eve?

MR. KUNIN: | think Rochelle does raise a good
point. One of the clear trends, which I think we do
see, is as you pointed out, Hllary, that there is a
tendency to have some industry specific conponents.

It's ny observation that what the court has
done, especially in this interface between 112
requi rements and 103, in the field of biotechnol ogy,

In particular, what they have done is they've made it
fairly easy to pass nuster under Section 103.

A couple cases, I'll nanme three cases in

particular, which | think are representative of that

trend: the In re. Bard case, In re. Dual and In re.

Bell, where the requirenments for show ng obvi ousness is
structural simlarity as well as notivation. The reason
| raise those cases is because our foreign counterparts

have essentially just the opposite standard of
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patentability on showi ng inventive step in those very
simlar type of fact patterns.

Conversely, with cases like Fiers vs. Revel,

Regents of California and Eli Lily, and the nost recent

case, Enzo v. Gen-Probe, the Federal Circuit has

created a very substantial 112 first paragraph

requi renment, particularly with respect to biotech cases.
That has created essentially this whole new body of |aw
as against original clainms and has essentially, | think,
made it nore difficult for applicants, in preparing
their cases, to neet the requirenents of 112 first

par agraph, whereas on the standard of show ng what is
pat ent abl e under Section 103, | think it is easier to
establish that sonmething is nonobvious, particularly in
t he biotech field.

| think we see a clear trend in that area of
I ndustry specific changes in the standard.

MS. GREENE: Dan?

PROFESSOR BURK: | wanted to follow up on those
comments by Rochelle and by Stephen and then cone back
and ask maybe a little bit different question of are
Herb Wansl ey.

I think the trends that they' re tal king about
are correct. If you think about it, the Federal Circuit

has a series of policy levers it can use to nodul ate
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t he scope of protection for a given industry. So, as
St ephen has just described to you, for exanple, they have
| owered the bar pretty clearly in biotech for the
obvi ousness standard, making it relatively easy to get a
patent. At the sane tinme, they seemto be using section
112 to narrow the ability to get a patent. So that the
rule seenms to be, in biotech, everybody gets a patent,
but nobody gets a very broad one.

(Di scussion off the record.)

PROFESSOR BURK: So the rule seemto be in
bi ot ech, everybody gets a patent, but no one gets a very
broad one.

In other industries, |I'mgoing to suggest this
afternoon tal king nore about 112 the trend seens to be
different. | have nentioned in sonme of these hearings
before, for exanple in software, the rule seens to be
very few people get a patent, but if you get one it's
an really extrenely broad one.

We may be identifying a nunber of these policy
| evers as we're talking here. They can use the doctrine
of equivalents to nodul ate scope. They can use
contributory infringenment, as Judge Rich pointed out
many years ago, to nodul ate the scope of patents. So
the question really is, are they using the right tools

for any givenindustry for what they' re goi ng about doi ng?
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So, | think those coments are correct, and part
of the inquiry may be, is it good to use 103 in one
case, or is it better to use 112, or is it better to use
t he doctrine of equivalents, or use sonething else for
t hat given type of technol ogy?

The ot her question that sort of struck nme, as
Herb was tal king, and | wonder if he would nention this,
I"'mtrying to think back what the five-year cut off
woul d be for sone cases. Since one of ny current
obsessions is patent m suse, |'m guessing that you're
| unpi ng patent m suse cases in with your antitrust
cases. Because it seened to ne there was sort of a
clear hostility to the m suse claimand qui bbling away
at it in the Federal Circuit, if |I'mthinking about the
right five years here.

MR. WAMSLEY: Well, on that, | think severa
comment at ors have perceived a hostility to the m suse
claim As to whether that is really a difference in | aw
or trend in any way or whether it's sone dicta that
appeared in sone cases, it was hard to tell

M5. GREENE: All right. dynn?

PROFESSOR LUNNEY: I1'mgoing to be talking this
af ternoon about sone of these trends as well, certainly
on obvi ousness and sone of the other issues. But let ne

just say that | think everyone agrees that the Federal
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Circuit -- part of the reason it was created in 1982 was
to render patents sonewhat nore enforceabl e than they
had been before.

| think there was sone perceived hostility anong
the circuit courts towards patents. | think there was
one circuit that hadn't held a patent valid and upheld a
patent as valid in sonething |like 50 or 60 years. So the
Courts were very suspicious of patents, and the Federal
Circuit was created, in |large part, to replace that
suspicion with a forumthat was at |east neutral, if not
somewhat in favor of patents. | think the Federal
Circuit has lived up to that reputation, and we're
seei ng sone of that.

Now, one of the thenmes | think that the Federal
Circuit is trying to pursue in trying to make patents
| ess of a nmonopoly right presunptively and desirable
and nore an ordinary property right is to mybe have a
system where you have presunptive validity. So it's
relatively easy to get a patent for your particular
i nventi on, whatever you contribute, but the scope of
the patent is going to be narrow to your contribution.
So | think that there are thenmes behind sonme of these
trends that we need to be focusing on, and | think
t hat may be one of them

MS. GREENE: 1It's so nice of you to speak, even
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t hough | didn't even bother to introduce you. Is that

right? dynn Lunney, Professor of Law, Tul ane Law

School. Anything el se you can add?

PROFESSOR LUNNEY: | don't want to give ny talKk
away, or else no one will come this afternoon.

MS. GREENE: |'m sorry for skipping over you.

One of the things that | want to try to do, as we

keep going, is to sort of tease out, what Herb did was
very clearly describe what he perceives the trends to
be. Then you have a second | evel of analysis, which
we're clearly getting into which is to understand the
trends, which goes to what Rochelle said, which is,

to what extent is the court articulating the rationale
behi nd why they are doi ng what they are doing.

Then we need to get into sort of the third
| evel , which would be to normatively assess what we
think of that. That's where we're going to try to
I ntegrate econom cs and see what that can bring to the
m x, and on that note, Professor Scherer?

PROFESSOR SCHERER: | guess ny formal statenent
will be later in the day, but let me take out a couple
of pieces fromit and give nyself nore tine |later on
per haps.

MS. GREENE: Absol utely.

PROFESSOR SCHERER: Trends that have happened.
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One is, statistically it used to be, before the Federal
Circuit canme into existence, about two-thirds of patents
that were litigated were found either invalid or not
infringed or both. Two-thirds of the cases, the patent
hol der lost. That has nearly reversed since the Federal
Circuit.

Second, the Federal Circuit inposed new
standards for inferring damages, essentially an
opportunity cost standard of damages, which has led to
extrenely high damage awards in a substantial nunber of
cases. And, | guess I'lIl leave this out of nmy testinony
this afternoon, but it has made inventing sonmewhat |ike
dancing through a mne field, in which there are so many
patents out there, and their validity is so uncertain
and their power is so uncertain, that you run a very
substantial risk of treading on one and having a | eg
blown off. This is a detrinment to innovation, al
el se equal

Now, why did this happen? Let me just take one
ot her piece out of ny testinony. First of all, | was
told by a nenber of the Judiciary Commttee Staff at the
time that the Federal Circuit was created that the
Congress had no intention, whatsoever, of changing the
substance of patent |aw.

To be sure, they wanted nore equality anong the
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various appellate courts by creating one, but they did
not have in mnd to change the substance of patent |aw.
But in creating a court like this, Congress ignored one
of the best known pieces of wi sdomthat had been
accunmul at ed over the years by political scientists:
Let me just quote fromthe classic book by

Marver Bernstein, Regul ating Busi ness by | ndependent

Conmm ssi on, 1955, pages 116 to 117. "While technology is

often needed for the adjudication of disputes, there are
grave objections to giving judicial power into the hands
of specialists, whose outlook is confined to a single
field. The worst defect of our domestic tribunals is
t he opportunity they provide for narrow, professional
I nstincts and group habits, to insert thensel ves w thout
| et or hindrance, and the main di sadvantage of such
tribunals is the dom nation of the judicial process by
petty loyalties and outworn traditions, which
predeterm ne the conclusion and render an inparti al
I nvestigation inpossible.”

| think that in creating this kind of specialist
court, Congress ignored this w sdom accunul ated by
political scientists and that |led to changes in the
substance of patent |laws that could, I'Il comrent on this
nore | ater, be dangerous.

MS. GREENE: St eve?
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MR. KUNIN: While | think you have a nice |i st
of questions, | think that we m ght also, if we have
t he opportunity and the tine to do so, want to explore
alittle bit on the subject of judicial activism

MS. GREENE: Go right ahead.

MR. KUNIN: | think in part and I'll go back to
Herb's use of referring to a | ot of commentary that has
occurred on the court in the devel opnent of sone of the
case law. | think to follow on what Professor Scherer
had just said, in terns of the aspect of the expert
court and what happens with an expert court, speaking a
little bit parochially, | think we see that there's a
very great tension between, for exanple, the Patent and
Trademark Office and the Federal Circuit on matters of
appeal s because of the fact that you're dealing with
I ssues such as deference.

You're dealing with issues in terns of
questions, as Herb was raising, in ternms of fact-finding
and the extent to which you are required, like a
district court judge, to do express fact-finding by
havi ng wi t nesses and devel oping a record. Or, whether
for exanple, the prior art speaks for itself, together
with the know edge and | evel of skill in the art where
peopl e, who have at |east ordinary skill in the art, are

able to bring to bear certain anmount of official notice
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internms of the technical |ine of reasoni ng and howt hi ngs
work in the real world, and addi ng that conponent to any
ki nd of docunentary evidence when one is doing the fact-
finding to get, as Herb indicated, the substanti al

evidence requirenment met, In re. Guard Side, in order

for deference to be given on fact-finding.

| think what happens, a little bit, is that
maybe we see a high anount of flipping of decisions,
either fromthe Federal Circuit flipping the decision of
the district court judge or flipping the decision of the
t hree judge panel of the Board of Patent Appeals and
Inferences. It's interesting, | think, that sonetines
you have flipping of two kinds.

First, it has to do with independent fact-
finding where the court is acting in the role of a
district court judge in ternms of making its own
I ndependent findings of fact and not acting strictly as
an appellate court; and it's done that even with respect
to cases that have conme out of our Board of Patent
Appeal s and Inferences. | think maybe Ed knows the nane

of the case, | think it's In re. Ruberson which is the

case where, actually, astonishingly the court went
out and did its own prior art search at a review of a
Board decision in making a patentability determ nation.

So you've got that conmponent of the independent

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



© 00 N o o b~ W N P

[ERN
o

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

37
fact-finding, and, in fact, | think you have the other
conponent, which | think was nentioned by Herb, is maybe
t he Suprene Court got it wong in Markman, because when
you neke claimconstruction a matter of law, it seens
very nice when you're thinking about taking certain
deci sions out of the hands of juries and leaving it in
t he hands of judges.

But then if you get into situations where claim
construction is the name of the game and you don't know
what the claimneans until the Federal Circuit tells you
what it nmeans, it's, | think, a fairly disruptive
process in ternms of having to get to summary judgnent
and having to get the case in the hands of the Fed
Circuit to know whether you win or lose. And it forces,
| think, a problemfromthe standpoint of |essening the
authority of the district court judges.

So | think there's probably, within the aspect
of the trends here is a trend, at least | would put on
the table for the panelists, as to whether they agree or
di sagree with the fact there seens to be an increased
judicial activism

MS. GREENE: Do you have a question?

MR. POLK: No. Actually Steve took the point |
was going to raise, and probably getting back to what

Herb said about the Sang Su Lee case, | agree the
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Federal Circuit has required a |ot nore express, on the
record fact-finding, but the question is: Is that a w se
deci sion as where the Board of Exam ner could not take
their own know edge and conbine it with a piece of prior
reference and say: Yes, this is based on ny know edge as
a skilled artisan. It would be easy to take this
reference and conbine it to get this particul ar
I nvention that the person is trying to patent.

So again the question would be: Should there be
sonme nore deference to the knowl edge of the exam ner of
t he Board w thout having to go find the prior reference
t hat says sonething that they would al ready know i n and
of itself?

MR. COHEN: Ed, just a rem nder to Ed and
everybody else to speak into the m kes for the benefit
of our transcript.

MS. GREENE: G ynn?

PROFESSOR LUNNEY: | was just going to nmake the
poi nt when we're tal king about judicial activism that |
think there's also a distinct trend of the Federal
Circuit seeing itself as perhaps sonewhat |ess
restrai ned by Suprenme Court decision-nmaking than the
other circuit courts around the country.

| think stakes were set fairly in the evol ution

from Parker v. Fluke to Di anond v. Deere. The Feder al
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Circuit seenms to have the sense that if it just sticks
with a position | ong enough, the Suprenme Court will
eventually tire of taking cases on cert. and reversing
summarily, and will finally decide that -- maybe
the Federal Circuit wasn't so wong to begin wth.

So we've seen a |lot of decisions recently where
the Federal Circuit has been reversed by the Suprene
Court. And | think there's a real question of how
wlling or, certainly | don't think there's any
eagerness on the part of the Federal Circuit, but
whet her there's even a willingness to actually inpl enent
the Supreme Court's directive according to not only its
strict holding but the spirit as well.

MS. GREENE: Dan?

PROFESSOR BURK: There's a lot on the table. |
wanted to, | guess, start by going back to the earlier
di scussi on about the Federal Circuit as having been
given this mandate to sort of either inprove patent |aw
or harnoni ze patent law. That's certainly the
conventional wi sdom and Rochelle wote the classic
article many years ago about the dangers of specialty
courts.

It's an evolving institution, and it's a
maturing institution, and it's not entirely clear to ne

t hat what we m ght have said 10 or 15 years ago about
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the court is necessarily true today.

Certainly, the judges that |1've talked to don't
like to see thensel ves as specialists, and they'||
qui ckly rem nd you of all the other things that the
Federal Circuit does besides patent |law. There's
been a fair amount of personnel turnover on the court,
and the newer judges are not necessarily fromthe
culture of the patent bar.

So if you |l ook particularly at some of the
enpirical work that's been done, |ooking at Federal
Circuit decisions, in fact by Mark Lem ey and John
Allison, it may not necessarily be true, sort of our
conventional view of the Federal Circuit and the judges
in the Federal Circuit, as to how they're going to
deci de things today as opposed to say 20 years ago. So
that's sonething we m ght question or sonmething we m ght
think about a little bit.

To the extent that they do have this feeling
that they need to harnonize or uphold patents, if you're
in that position and you' re aware that you're creating
this mne field that Professor Scherer was talking
about, one of the things that you m ght think about is:
Well, if I have to create nore patents or uphold nore
patents, how can | do that w thout creating such a

dangerous mne field or stifling innovation?
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That brings nme back to your comment about
di fferent industries, whether you can use different
policy levers and different industries to either nake
the m nes | ess explosive or space them farther apart or
ot herwi se adapt what you feel you've been asked to do to
a particular industry, which is part of the reason |
asked about m suse. Because at the sane tinme as we've
seen the sort of whittling away of patent m suse in the
Federal Circuit, there's been a renai ssance of msuse in
the other circuits with regard to copyright lawto
apparently cut back on certain trends and expansi on of
copyri ght.

If we're not using msuse as a policy lever to
do that in patent |aw anynore, which was done for
many years, then what's playing in that role -- if
anything? 1|s sone other policy lever used to play
that role? So, that's another thing we m ght think
about .

Finally, this question about clains
interpretation. One of the things that struck ne for
many years is the, | guess, very underdevel oped, al nost
nai ve anal ysis and approach to clainms interpretation
and patent |aw as opposed to other types of textual
i nterpretation of the | aw.

There's very robust case |aw and very robust
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anal ysis of interpretation of contracts, interpretation
of statutes. | get a lot of this frommy coll eagues at
University of M nnesota, |ike Dan Farber, who are very
i nvol ved in constitutional interpretation, and we
haven't had nuch of that in patent |law, and we haven't
drawn on that body of experience in patent |aw.

| think it may partly be because we haven't had
sort of a unified court we could look at. It seens sort
of easy to do this for constitutional |aw because you
sort of | ook at the Suprenme Court and say, Well, what
does Justice Scalia do, what does Justice Breyer do and
so on.

For a long tinme we couldn't do that in patent
| aw. Now we have a unified court, and we're begi nning
to see the beginning of energence of not only this trend
towards articulating sonme i deas about patent
I nterpretation but also some analysis. People like
Craig Nard and John Thomas here at Georgetown University
are starting to think about, Well, what are the
predil ections of certain judges on the Federal Circuit
towards interpretation? Wat kind of canons of
construction are being used and what type of
interpretive nethods are being used?

So | think that's still in its infancy, but I

think Herb's right, we're beginning to see nore of that
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fromthe court. | think we'll see that devel op, and
that seens to ne to be a positive thing actually because
we' ve been sort of doing it for a long tinme wthout
t hi nki ng about it very nmuch or articulating what we were
doing, and | think it's good to have it out in the open.

MS. GREENE: John?

PROFESSOR DUFFY: Yes. | just wanted to say one
of the key questions | think was identified by Professor
Scherer, which is the question of whether the court does
suffer fromsonme sort of institutional bias? |ndeed,
that actually made it into the Supreme Court. The
concurring opinion of Justice Stevens actually talked
about the new rule of jurisdiction as perhaps actually
serving as a salutary check on an institutional bias in
the Federal Circuit.

| think that there's something to be said about
that, but there's also sonething else that's going on
here because a | ot of what we're tal king about this
norning or one of the trends that was identified by Herb
Wansl ey is that the PTOis getting reversed. The PTO is
a specialized agency. If you believe in the theory
of agency capture, which is the theory, which has
general ly agency capture has been brought out against
speci alized agencies like the ICC, the former I1CC, the

FCC.
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You would think that a court would be | ess

likely to be captured, perhaps. Because the judges there

are insulated nuch nore conpletely frompolitical
i nfluence and from further career aspirations. Maybe

that's not true, but you would at |east the PTO to be

captured too. Sorry M. Steve Kunin, but, at |east under

t he theory, you would expect that the PTO woul d be
captured. And here we have the PTO trying to deny
applicant patents and the Federal Circuit reversing, so
I think maybe sonething else is going on there.

Part of it m ght be an accretion of power
towards the Federal Circuit. If you |ook at the Marknman
deci sion and you | ook at the decisions, a |lot of what
the Federal Circuit is trying to do is turn a |ot of
I ssues into | egal issues, which, of course, then get de
novo review at the Federal Circuit. Strengthening
record requirenents at the PTO al so pushes deci si onal
power up to the Federal Circuit, which m ght be, |
think, part of a nore subtle bias of a specialized
appel l ate court.

The other trend, you asked about trends that we
shoul d consider here. | think it is inportant to | ook,
not just at the Federal Circuit, but at the Federal
Circuit's relationship to the Suprene Court.

In the first decade of the Federal Circuit's
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exi stence, dependi ng upon how you count decisions, there
were either two or three cases, dependi ng upon what you
count as a patent case, that the Suprenme Court granted
cert. on, and one of those was summarily reversed, which
neans that there was no argunent, no oral argument in the
case. It was just done on the cert. petition, highly
unusual thing for the Suprene Court to do, and they
basically said to the Federal Circuit: W're not sure
what you did, go back and take a | ook at this. So,
anyway, two to three cases.

In the next decade, there were 9 to 10 cases,
agai n dependi ng on how you actually count what
constitutes a patent case, and in the last term there
were three cases.

So in fact we've seen an accel eration of Suprene
Court review over this. | actually think the Suprene
Court is getting back into the business of the patent.

If you |l ook at the cases that the Suprenme Court is
taking, they often deal with process issues. |It's not
just like Markman where you' re dealing with the

al l ocati on of power between judges and juries.

[t's not just Zurko, which explicitly deals with
the allocation of power between the PTO and the standard
of review that will be used for the Federal Circuit. It

al so includes all the doctrine of equival ents cases, too,

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



© 00 N o o b~ W N P

[ERN
o

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

46
I think, whichreally do deal withthe allocation of power
ultimtely between a jury -- which gets nuch nore freedom
t han doctrine of equivalents cases -- and the courts,
meani ng especially the Federal Circuit, which get nore
power in literal infringement interpretation issues.
So, | thinkthat thisis avery significant trend,

and it remains to be seen how the Suprenme Court is going

to -- or how the relationship between the Suprene Court,
a generalist entity -- is going to play out with the
Federal Circuit. But, | think the Suprene Court is

actually taking nore attention.

In sone of the coments I'Il have later, |l
actually suggest areas where | think the Suprene
Court's jurisdiction could be successfully invoked and
usefully invoked, too.

MS. GREENE: Why don't we turn to Rochelle, and

then we'll have Professor Scherer give his presentation.
PROFESSOR DREYFUSS: | want to endorse the
previous comment. | think it is very inportant to ask

the question: why does the Federal Circuit seemto be
suffering some of these specialization problenms? And it
Is inmportant to separate courts from Conm ssi ons because
there is not the revol ving door problem

The people who are appointed in the first place

do not necessarily have the sane kind of expertise or
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sort of industry expertise. They cone froma variety of
wal ks of |ife, but there are problens with
specialization. | think it is worth pointing out how
t he problens that m ght be there play out in the cases
because that's how you could correct the problem

One, | think, is this notion of not seeing the
area of patent law in a broader context. | think
part of what Dan Burk was asking about m suse and this
trend about the antitrust cases really shows you that
the Federal Circuit isn't really seeing patent |aw as
part of a whole panoply of tools that are used to
pronote innovation. So, that sort of contextual problem
I think, is something that needs to be thought about.

The second is the problem of the self-
consci ousness about adjudication. | think because the
court very rarely has to justify itself to its sister
regional circuits, there is less of a tendency to
explain what it's doing. It says what it's doing, but
it doesn't explain what it's doing. So we've got |ots of
t heori es about what's going on, public policy levers and
stuff like that. That's great. And if the court were
really doing that. Then we could debate the question of
whet her, as Dan said, they' re using the right policy | ever
for theright i ndustry, but they don't ever tal k about it.

Ot her courts have to talk about it because
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they're in an interchange. Mybe John's right that
as the Supreme Court starts granting cert. on nore
i ssues, including nore substantive issues, they' Il feel
the need to do that even w thout having the kind of
percol ation and cross pollination from other courts.

But | doubt it. | thinkit's very hardto have to
expl ain yourself or very unlikely that you're going to
explain yourself if you don't have other courts to do it.

| think there's an interesting little irony that
cane up. Here we have the Federal Circuit saying that
the PTO has to provide nore evidence of what they're
doi ng and, yet, the Federal Circuit itself takes judicial
notice of anything it feels |ike taking judicial notice
of. So there's a certain |lack of self-consciousness in
the way that they're thinking about their decisions and
al so a lack of self-consciousness in the way that they
t hi nk about how their decisions inpact the | ower courts.
So you see a |l ot of courts of appeals actually
t hi nki ng about the question: How is this decision going
to play out at trial? You rarely see the Federal
Circuit doing that. That mght, in part, have to do
with the fact that there is no hierarchically rel ated
court, so there aren't judges in the el evator saying,
Hey, this Markman thing is a real problem why don't you

take interlocutory appeal on sone of these issues?
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Because they don't see trial courts the way that other
courts of appeals do, so | think lack of self-
consci ousness.

The third thing is kind of out of the
mai nstream | mean, they are not in sort of the
mai nstream of thinking about issues of law. | thought
t he remedi es point that M ke made was such an i nportant
point, | really never thought about the fact that the
Federal Circuit al nost never tal ks about these renedy
questi ons.

Rite-H te had a whol e huge en banc on it, and
you have seen very little repercussions of all of those
questions com ng through the court. Yet, renedies is
a bigissue in a lot of areas. Oher Courts talk about
remedies all the time. And here the Federal Circuit has
rarely done it.

The | anguage interpretation point | thought also
was an inportant point, but notice who Dan was quoti ng
as tal king about | anguage, Craig Nard, other |aw
professors, not the Federal Circuit itself. \Whereas in
ot her courts, again, the courts thenselves tal k about
these questions, cite to things that deal with these
i ssues of plain neaning, legislative intent. All of
t hose questions do conme up in other circuits, and this

court rarely nentions them
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Havi ng academ a do it is great, but having the
court do it is a lot nore inportant.

MS. GREENE: Professor Scherer?

PROFESSOR SCHERER: Could we take a three-m nute
break before we start?

MS. GREENE: We can take a five-m nute break.

PROFESSOR SCHERER: All | want is three.

(Wher eupon, a brief recess was
t aken.)

M5. GREENE: We're going to start up again
Dan, until they fix your m ke, you're just going to have
to yell. Let's proceed with Professor Scherer. Thank
you.

PROFESSOR SCHERER: Thank you. Being at these
hearings rem nds ne of the testinony of Judge Learned
Hand before the Senate's O Mahoney commttee hearings in
1956. Let ne quote Judge Hand:

"You can find -- | have been at the job nearly
fifty years -- there are two schools, and the one school
beats the air and says wi thout the patent system the
whol e of Anerican industry would never have been
devel oped. ... and the other says it is nothing but a
beastly nethod. . ... No one really knows. Each side is
beating the air."

|, too, have been at the job nearly 50 years,
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having written my senior thesis at the University of
M chigan in 1954 on the atonic energy patent |aws. \What
| want to say first is that a | ot has changed since the
O Mahoney conmittee hearings took place during the |ate
1950s. We know infinitely nore about the patent
system s operation now than we did a half-century ago.
We don't have to beat the air anynore.

But sonething el se has changed. Congress has
becone much | ess responsive to the energi ng know edge
about the patent system It has had nothing |ike the
O Mahoney comm ttee hearings since then. But, despite
closing its ears to what we have |earned, it has passed
I nportant | egislation affecting the patent system and
the Courts have done simlarly.

Solet metry to sunmari ze. What have we actual |y
| earned? Let nme hit sone of the highlights.

Per haps nost inportant, a solid body of
evi dence, based on five mpjor surveys, has accunul at ed,
showi ng that patent protection is unnecessary and
uni nportant as an incentive to investnment in
corporate research and devel opnent in a w de-array
of cases.

Alternative stinuli to such investnment are: the
natural time |lag an innovator enjoys, the brand inage

advantage firns known as innovators enjoy. This is a
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phenonena first illum nated by Federal Trade Comr ssi on
researchers Ron Bond and David Lean in 1977. A third
stinmulus is the possibility of keeping inportant deals
of an innovation secret; a fourth, the need for
imtators to invest nearly as much in R& as the first
nover; the fifth and very, very inportant enphasized in
t he new book by WIIliam Bavnol, anong others, the fact
that in many oligopolistic industries, firnms find
t henmsel ves on the treadm|l. They nust either innovate
or lose ground. A final, not the only one, but ny
final stimulus is the advantages firnms with well -
est abl i shed marketing channel s have over rivals who
are |l ess well-positioned.

This does not nean that non-patent stimuli are
al ways sufficient to induce investnent. W have also
I dentified cases in which the protection of patents is
I mportant to investment in research and devel opnment.
The nost inportant such case occurs when required R&D
outl ays are high relative to the size of the potenti al
mar ket, but imtation can be quick and easy, that is,
with imtator R&D costs nuch | ower than those incurred
by the innovator.

The cl assi c exanples are pharmaceuticals, wth
their huge clinical testing costs, and perhaps al so

software. Although it mnmust be recogni zed that nuch
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sof tware i nnovation does not require huge R&D costs, and
many software innovators are willing to wite prograns
for the sheer creative joy of the activity.

Patent protection may al so be inportant to
small, new firms without reliable internal cash flow and
| acki ng wel | -devel oped channel s of distribution. Mich
of the Anerican econony's recent dynam smis
attri butable to such newconer enterprises. Although it
must be recogni zed that the successful ones, the
mnority, one in five, one in ten, norph rapidly into
the kind of |larger enterprise that nust innovate or
atrophy even w thout patent protection.

We know fromreading the weekly Patent Gazette

and fromresearch by Cecil Quillen who's here, anong
ot hers, that the inventive content of the average U S.
patent is quite low. Mich |ower, it woul d appear from
Cecil's work, than the quality of conparable Gernman
patents.

To see how standards have been relaxed, | would
recommend as renedial reading the letters indexed under
the word "patents” by the first U S. patent exam ner,
Thomas Jefferson. Those letters, especially those to
O iver Evans, can be found in the Jefferson encycl opedi a.
You woul d see Jefferson inposed a high standard of

i nventi on.
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There's no recognition, whatsoever, in patent
| aw of a | arge body of social science research that
shows that under certain conditions, inventions becone
literally inevitable. |Indeed, if opposite, the | aw has
gone off in a direction contrary to this insight over
obvi ousness. That is to say, an index of inventiveness
is viewed as the fact that an invention has conmerci al
value. When it has commercial value, that's a stinmulus
to inventors, and sooner or later they're going to
invent with or without the patent.

We know that -- and |I'mrepeating now a point |
made earlier, and 1'll just shortenit -- the consequences
of infringing apatent that is determ nedto be valid have
skyrocketed, increasing substantially the risks of
bringing a new product to market.

We know t hat innovation has becone nore conpl ex
and nore science-based and that the tinme | ags between
basi ¢ di scovery and practical inplenentation have
shortened. Therefore, the sequencing of patented
I nventions over tinme, what Suzanne Scotchnmer has call ed
t he standi ng on giants' shoul ders phenonenon, has
accrued nmuch greater inportance than it had in the past.

In particular, one or nore early basic patents
can retard or bar innovation by a downstream inventor or

devel oper, slow ng down the pace of technol ogical
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advance, instead of accelerating it, as was the original
i ntent of patent systens. Those are sone things we
know.

The FTC is to be commended for hol ding these
heari ngs, which should nake it clear what is known about
t he patent system s functioning. The question remains,
What next? Let ne make a few suggestions.

First, it would be useful for the FTC to
exercise its traditional sunlight role, which is the
reason why President WIson recommended its creation in
the first place, informng Congress of what it has
| earned through this investigation. That will require
sone | obbying. You have to induce Congress to open its
ears, but | think the Comm ssion is capable of doing
t hat .

Second, | do not believe it is possible w thout
significant procedural changes to upgrade the quality of
t he average issued patent. To nove in that direction, |
strongly recommend that Congress enact into | aw an
opposition systemthat will allow those who have better
i nformation than Patent Office exam ners to chall enge
patents at an early, pre-litigation stage, that is to
say, shortly after publication of application for those
appl i cati ons now subject to publication, shortly after

i ssue for the remi nder.
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Congress shoul d address explicitly the
court-made | aw enconpassed by the doctrine of
equi valents. That's a very technical subject, and I'l
just leave it at that. A lot is happening, as we've
seen, with the Suprene Court entering into the picture.

A particularly pressing problemis the
possi bility that technol ogi cal progress can be inpeded
when one patent, or a whole cluster of patents, perhaps
hel d by different assignees, are essential precursors to
the commercialization of a technology. | have anal yzed
such cases at length in ny paper, "The Econom cs of
Human Genone Patents,"” of which the Comm ssion staff
has a copy.

St al emat es can develop in such cases in two
ways. First, when a basic patent has little comercia
value inits own right, for exanple, a sequence of the
human genonme, but can bl ock a downstreami s commerci al
I nnovati on, bargaining stal emates can energe.
Especially, as my recent research with D et mar Har hof f
and ot hers has shown, when technol ogi cal and especially
mar ket uncertainty |leads to widely varying estimtes of
t he upstream bl ocki ng patent's val ue.

Second, many inventions may depend upon numerous
upstream patents, each of whose assignees attenpts to

collect his or her little royalty. The problem here is
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i ke the problem Germany faced during the 18th and early
19th Century, when dozens of robber-barons attenpted to
collect tolls on passage along the Rhine River past
their particular collection points.

This sounds like a trivial little instance, but
as a matter of fact, as a result of the pyram ded tolls,
passage through the Rhine was severely inmpeded, hol ding
back the econom c devel opnent of Germany until the
| ogj am was cl eared away by a treaty in 1831. It's from
that period on that German econonm ¢ devel opnent starts
and the opening up of the Rhine was a major contributor.

To break such patent |ogjanms, conpul sory
arbitration provisions should be provided in the patent
|l aw, to be invoked when negotiations over patent
licenses are stalemated for nore than six nmonths. The
| aw shoul d speci fy that the benefit of the doubt is to be
resolved in favor of rapid technol ogi cal progress
with no nore than reasonabl e conpensation to be paid.

These days at |east, since many bl ocki ng patents
stem from basic research supported by federal governnent
funds, the |l aw should specify that in breaking any such
bl ockages, the prior role of public funds should be
gi ven heavy enphasis in the determ nation of appropriate
conpensati on.

Finally, the Federal Trade Comm ssion can
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contribute to mnim zing such bl ockages on a case-by-
case basis. The consent settlenent reached in the Intel
case is one example, and I mght note that the
Comm ssion, in this instance, proceeded in a quite
different way than the appellate court for the Federal

Circuit proceeded in the Intergraph case.

I ntergraph's case, viewed in a narrow way, was a

bad case. It should have been thrown out, even though
I nt ergraph has been shown since then to hold patents for
which Intel appears to have been willing to pay about
$170 million. But it's clear in the sem conductor
i ndustry that there were huge bl ockages of patents that
were retarding i nnovation, and the FTC s settl enent of
t hat case opened up the way to continuing innovation,
wi t hout giving special preference to one powerful firm

The required | i censing of key biotech patents in
the settlenment of the Ciba-Geigy-Sandoz nmerger filing is

anot her exanple of what the FTC can do to prevent

| ogj ans.

Well, these are sone ideas | have, and with
that, I'Il conclude ny formal testinony.

MS. GREENE: Thank you very nuch. | greatly

appreciate that and you've put a lot on the table.
You' ve di scussed this before and your articulation

previously was -- you tal ked about this gulf between
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t he anal ytical findings between social science and

pol i cy- maki ng.

So |'"mcurious as to what do we do now to reduce

that gulf further, and what are the biggest
i npedi nent s?

PROFESSOR SCHERER: By we, you nean the Federal
Trade Comm ssion?

MS. GREENE: For starters, yes.

PROFESSOR SCHERER: Yeah. The FTC has great
respect on Capitol HIl. And it also has people that
know how to talk to the nmenmbers of staff on Capitol
H 1l and get their interest. It should make clear
that it has useful things to say to the Congress and
try to get sonme hearings started, |like those that the
O Mahoney Comm ttee held in the |ate 1950s.

Those hearings produced a set of docunents roughly
a foot wde on a shelf of books -- the state of
the art was very primtive now You, the FTC, have to
get Congress to open up its ears and listen to the
pr obl ens.

MS. GREENE: Fantastic. One other idea
"Il just throw out that's been nentioned in other
sessions is the role of the agencies and am cus
briefs, so I'll just add that to the m x and turn

to dynn.
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PROFESSOR LUNNEY: | wanted to open up sort of
an avenue of discussion generally with a specific
question about one of your proposals about conpul sory
arbitration, either under the FTC or outside, within the
formal structure of the patent lawitself. | wanted you
to address, if you could, whether you thought that woul d
be consistent with the provision Article 31 of the
TRI PS Accord, limting the situations where conpul sory
li censes are available. | think the sem conductor
I ndustry is excluded altogether froma conpul sory
i cense provision under Article 31 of TRIPS. Then if
you can maybe address a little nore generally how we've
ceded perhaps a bit of our own jurisdiction within the
United States by virtue of this and other treaties in
terms of nodifying the patent |aw as we see fit, and
If you think there are any potential issues there we
need to focus on.

PROFESSOR SCHERER: Actually, | had Article 31
in mnd when | made this suggestion. M suggestion
Is not quite the same as Article 31, because Article 31
all ows a governnment to mandate |icensing when
negoti ati ons have stal emat ed.

My proposal would go nore broadly and all ow
private parties to ask for arbitration when negotiations

have stal emated. So what | have suggested goes beyond
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Article 31 of TRIPS but certainly was influenced by the
fact that it exists.

There is an extension also to Article 31 when
it's a mtter of national interest, a national health
enmer gency, for exanple, the failure of negotiations
clause can be waived, and this is the kind of situation
into which a governnment agency could intervene and
I ndeed has recently in the Cipro case.

We were threatening to invoke Article 31 of
TRIPS to get Bayer to make avail able either |arger
quantities of Cipro at |lower prices in response to the
Ant hrax scare, or to take on additional |icensees who
could increase what appeared to be a restricted supply.

Using TRIPS Accord generally, | really run into
difficulties here because | becone a two arnmed
econom st, on the one hand and on the other hand.
Thisisreal torture. W' re worried about the highprices
of pharnmaceuti cal s.

On the one hand, the federal governnent has the
power to invoke conmpulsory licensing in national health
emer gency cases, and it could use that power.

On the other hand, I'mvery well aware that the
flow of profits into the drug industry, the nore profits
flowin, the nore R&D you get, and the nore new drug

chem cal and biological entities you have com ng out of
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this horn of plenty. These two directions are
conflicting with one anot her.

All I can say is one needs to do it carefully
and j udi ci ously.

MS. GREENE: Rochell e?

MS. DREYFUSS: | was struck by your point about
stacking patents and questions of uncertainty in
eval uating upstream patents. Everybody has said that
that's a problemfroma theoretical viewpoint. Becky
Ei senberg has sone anecdotal evidence that it's a
probl em but every social scientist that's actually
| ooked for exanples of it has run into a wall.

Wesl ey Cohen tried to do a study. | think
he started off thinking this was a problem and he
was just going to docunent the size of it. He couldn't
find the problem and |I'm curious whether you have any
theories onwhy it isthat peopl e are having such a hard
time actually finding this problemin the genetics area?

PROFESSOR SCHERER: I n the genetics area
specifically?

PROFESSOR DREYFUSS: That's what peopl e have been
specifically looking for. Wsley Cohen and a coupl e of
ot her peopl e al so, Dan m ght know, have real |y been | ooki ng
totrytoevaluateit, scopeit out and figure out exactly

where it's happeni ng. Individual peoplewll| say, yes, who
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are having probl enms, but nobody has been able to docunent
it.

PROFESSOR SCHERER: Well, in genetics
specifically, | guess there are two answers. Nunber 1,
a lot of the basic patents in this area are held by
universities. Those universities have fairly strong
incentives to see their essentially still not-yet-useful
patented technol ogy get into comrercial utilization.

They do that sonetinmes through nonexcl usive
| icenses. There were several hundred |icenses of the
Cohen-Bayer patents issued. They do it in a |ot of
cases through exclusive licenses. The new -- | take the
drug, | can't think of its nane now -- but the anti-

i nfl ammatory, the Vioxin |like drugs. The basic patents
on those drugs are held by the University of Rochester
whi ch has then | i censed themout and i s taki ng substanti al
royal ties.

So there are incentives for the upstream patent
hol ders to reach deals. They're perhaps nore inclined to
strike a deal than the private holder may be. So that's
one answer .

The second answer is, ny daughter is a
m crobi ol ogi st, and running her |abs costs an awful | ot
of noney because she is paying toll to the owners of a

| ot of upstream nethod patents and vector patents, and
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so the cost of the research she does are increased. The
people are quite willing to |license her, either sell the
stuff to her at high prices or license it to her at a
price. But there is a price, and that price does, |
don't know how nmuch, but it does sl ow down biol ogica
research.

MS. GREENE: Herb?

MR. WAMSLEY: | would |like to comment on two or
three of the points that M ke nade.

First of all, on the O Mahoney hearings | ong
ago, |I'm al nost old enough to have been there for those,
but | have seen the volum nous records of those hearings
and the very scholarly nature of them and the great
amount of statistical evidence that was brought forth.

| think that the Congress does deal with
intell ectual property matters in a different way today.
Clearly tinmes have changed | think as you i ndi cated, but |
t hink today, one thing that has changed is that there's
a great deal nore | obbying by the private sector
interests on intellectual property issues than | believe
was the case at the time of the O Mahoney hearings, and
"1l review that | represent those interests or sonme of
t hem

| think the way it works today, Congress often

makes changes in intellectual property |aw that are
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urged on by those who are doing the |obbying, and that
gets to what kind of changes they've been making.
General ly speaking, they' ve been strengthening IP
protection, including patent protection, over the | ast
decade or two in response to the | obbying.

| think that's because many of the conpani es and
the industries who are doing the | obbying perceive that
stronger patent rights are in their econom c interest,
and with respect to conmpul sory licensing, of course, the
drug industry and other industries, who are doing the
| obbyi ng, don't perceive that conpul sory licensing would
be in their interest.

Now, on the question of patent oppositions that
you nentioned -- which is sonething that is under nore
di scussion right now, | believe, in Congress and the
governnment and the industry than it has been in several
years -- there appears to be a |l ot of support for that.
Various degrees of various kinds of opposition bills are
now pending i n Congress.

There's one bill that has been al ready passed by
bot h Houses of Congress in different forms and coul d
beconme | aw this year that could have a noticeabl e affect
on the Court of Appeals for the Federal Circuit, getting
back to the heart of what we're discussing today, and

that bill that nay pass creates a right of appeal to the
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Federal Circuit and the inter partes option proceedi ngs
that were set up in '99 under the American |Inventors
Protection Act.

If we have these appeals going to the Federal
Circuit by opposers of patents, people who are not
asking the Federal Circuit to approve the patent but
peopl e who are asking the Federal Circuit to invalidate
the patent, you nay see a substantial nunber of those
appeals that may give the Federal Circuit nopre exposure
to a different set of custonmers, if you will, that they
don't hear quite so nuch today. That could have an
ef fect perhaps on the Federal Circuit.

Now, finally, we talked about mne fields that
are out there and all the patents that are being issued,
all the narrow patents. | think you can find quite a
bit of support for that anong conpanies that are |arge
pat ent hol ders t oday because t hose conpani es that are | arge
patent hol ders are al so manufacturers. They
tend to | ook at the patenting system from both sides,
depending on the situation they're in.

So | think you can find a | ot of agreenment about
too many patent mne fields being out there. | think
it's a subject for a ot of discussion as to how nmuch
the Federal Circuit has had to do with cleaning those

mne fields. There are so nany other factors.
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There's the Patent and Trademark Office, nmy good
friend Steve Kunin, who has the responsibility for
i ssuing the patents. There are nmany things that can be
done in the way of better training, nore resources at the
Patent and Trademark Office, inmprovenents in
| egi slation, and so | would say, M ke, you've covered
sone very inportant issues. | don't think the Federal

Circuit necessarily has been responsible for sone of the

t hi ngs.

PROFESSOR SCHERER: Let nme just address two of
those points. First |obbying in Washington? | feel
li ke the French police comm ssioner in Casablanca, |I'm

shocked, shocked, shocked.

Aiver Evans, two and a half centuries ago,
I nventor O iver Evans had Thomas Jefferson's ear.
He was | obbyi ng Jefferson, but Jefferson didn't
take any guff. He was his own man. He nade
an i ndependent judgnent on the clains that O iver
Evans was presenting. | think we need sonmehow to get
sonme bal ance here.

Let me give an exanple. | was working for
Pfizer back in the late 1950s and foll ow ng things very
closely. At that time, the Departnent of Defense was
procuring large quantities of tetracycline and ot her

drugs fromltalian vendors, using its right to
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essentially ignore the patents existing on those drugs
and getting a | ower price.

All of a sudden it stopped, and | had wondered
for decades why it did stop. A little bit of research
finally gave nme the answer. Proceeding through several
different statutes, | finally found that there had been
an appropriations or foreign aid act amendnent put on
saying that, fromnow on, the governnment will not buy
any drugs in contravention of existing U S. patents.

How did it get there? It was introduced as an
amendnent by a congressman from | ndi anapolis, one that
you mght call the Eli Lilly amendnent, in House of
Representatives that seemed to have about 30 people on
the floor at the time. There was just a tiny bit of
debate. The conference commttee didn't address the
I ssue. Al of a sudden the basic national policy
gets changed in an extrenely obscure way, unless you
track what actually happened.

Now, on opposition, let me give another
anecdote. | worked for Dell Conputer about a decade
ago. Texas Instrunments had succeeded agai nst several
smaller firms and was now going on to Dell, which they
t hought was a weak firm but they made a m stake. Dell
nounted a substantial opposition effort when Texas

I nstruments clainmed that Dell was infringing a submarine
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patent that Texas Instrunments had received that defined
t he concept of a personal conputer. That patent had
been i ssued and gone through the process.

What Dell, by investing a substantial armount of
noney, found was that two years before Texas Instrunents
filed its patent, which covered the basic concept of a
personal conputer, an el ectronics engineer had filed a
full description of this same invention in an
el ectronics industry magazi ne.

Now, there's alnpbst no way a patent exam ner
under the existing systemis going to know about that
prior literature unless the patent applicant is stupid
enough to put that prior reference to the literature in
t he patent specifications. But, when you have an
opposition procedure, those people who have informtion
that is not within the domain of the patent exam ner
will bring that information forward and get the job done
properly.

That's where | think its great possibilities

MS. GREENE: Steve?

MR. KUNIN: | had a couple of comments,
principally directed to sone of the points that
Prof essor Scherer nmade and also to follow on with sone

of the observations on Herb WAnsl ey's comments.
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" m sure many of you are quite aware that at the
early part of |ast nonth, we published our 21st Century
strategic plan. one conponent of that strategic plan
is our intent to introduce, in the next Congress, a
pi ece of legislation to establish a post-grant review
system

We al so believe that the current post-grant
system that exists, principally the inter partes
reexam nation systemthat was created in the American
Vendors Protection Act, since we've only had four
requests filed under that act, shows that it does have
as many probably traps in it as any other kind of m ne
field that makes it sonmewhat unappetizing to use.

| would observe, however, that under the
American Inventors Protection Act, in the area dealing
with 18-nmonth publication, Congress did | ook at the
question of pre-grant opposition and specifically chose
to | egi sl ate agai nst pre-grant opposition after
publ i cation.

| believe that history has shown, in other
countries that had pre-grant opposition, that it was a
form of applicant harassment. Especially in an
envi ronnment where patent term adjustnent is avail able
for delays in the grant of the patent, that it, | think,

produces the nost undesirable outconmes in terns of
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har assi ng applicants. Then, even if they survive the
harassnent, they end up with very |ong patents, 25, 30
year, 35 year, 40 year patents, which | don't think is
good for society.

As far as the aspect of patents, nore patents,
there are many elenments in our 21st Century
strategic plan, which we believe, should we get the
resources to be able to inplenment them wll
substantially enhance the ability of us to issue quality
patents in a tinmely manner.

There's a | arge nunber of initiatives dealing
with the quality of the people hired, their training,
devel opnent, supervision, review of cases and the |ike.
We do believe that that is inportant consideration
in terms of having nore reliable patents, regardl ess of
how many do get granted in any particul ar year.

The final point that I would like to make is
that it's interesting fromthe standpoint of quality and
standards of patentability that, unlike the European
Patent Office, where there is no right to judicial
revi ew of decisions fromthe EPO. In the EPO
essentially the exam ner's decision can be appealed to
a Technical Board of Appeals, and in a very unusual
circunstance, there's an enl arged board that m ght

reconsi der the Technical Board's decision, but after
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that, you're just out of [uck.

| mean, basically if the EPO says it doesn't
i ke your application, you don't get a patent.
Whereas, in the United States, as you' ve seen from
t he perspective of Herb's chart, you get this kind of
ripple effect where if the Fed Circuit says that won't
pass nuster, then the Board adopts that standard, and
they apply to the Exam ner's cases, and then you have
that ripple effect fromthe standpoint of inpact on
standard of patentability.

| think there's an interesting aspect going back
to the kind of authority that we have. Certainly the

Federal Circuit in the Merck v. Kessler case

has i ndicated that Congress has not given the

Patent and Trademark Office substantive rul emaking
authority. We only have interpretive rul emaking
authority.

So, for exanple, we can't wite a standard for
det erm ni ng whet her the nonobvi ousness standard has been
met. Witing that kind of rule, which in essence says:
This is nmust you do to satisfy the requirenent for
patentability under nonobvi ousness, is a substanti al
rul emaki ng type of authority, which would be under
noti ce and coment type of rul emaki ng, but we don't have

that kind of authority.

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



© 00 N o o b~ W N P

[ERN
o

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

73

In fact, what we can do is wite procedura
rules, and what we also do is we use notice and comrent
for produci ng what we call exam nation guidelines.

Of course it's interesting when we produce examn nation
guidelines is that sonmetinmes the court decides that when
they like them they use them as part of the reasons for
deciding a case. Sonetines the court decides that since
they don't have force and effective |law, they can ignore
them Sonmetines the court, in a majority and a

di ssenting view, both take the guidelines and sel ect
different parts of our guidelines to support their

posi tion.

So, in essence, | think getting back to sort of
this increased certainty, if Congress perhaps were to
give the Patent and Trademark Office substantive
rul emaki ng authority and we were to exercise that
appropriately, | think that also would have a
substantial inmpact on standard setting, normsetting and
the inplications of what happens in ternms of the nunber
and breadth of patents that issue.

MS. GREEN:. Yes.

PROFESSOR SCHERER: Let nme just say one word
about opposition in foreign jurisdictions. Germany, for
exanpl e, has an opposition system and Di et mar Har hoff,

Katrin Vopel and | have done a study of a |arge nunber,
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about a thousand, German patents. W have determ ned
the econom c val ue of each one, and then we have found,
i n subsequent anal yses, that the single nost powerful
expl ai ner of a patent's value is the fact, if true, that
t he patent has come successfully through a patent
opposition procedure.

Now, what is that statistical result telling
us? It's telling us, first of all, that the oppositions
are focused on the potentially econom cally inportant
patents. You don't oppose every patent. You oppose
only those patents that are going to be econom cally
I nportant. Nunmber 2, it's telling us that once a
pat ent has successfully gone through opposition, it has,
in effect, reached the gold standard. It now does
exactly what patents are supposed to do, exclude
conpetitors fromimtating the invention.

MS. GREENE: |I'mtrying to tie in all of our
t hemes of the econom c analysis and the trends in the
Federal Circuit. | actually wanted to reintroduce a
quote that Rochelle Dreyfuss had witten a half a dozen
years ago. "Despite the fact that economcs is equally
pertinent to patent law," and she's referring to in
contrast to antitrust law, "the judges of the Federal
Circuit, with some exceptions, have displayed little

inclination to keep abreast of devel opnments in economc
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t heory. "

| was curious as to whether or not that remains
equal ly as true today?

PROFESSOR DREYFUSS: |'m being called on?

MS. GREENE: No, you haven't been called on.
What was | thinking?

PROFESSOR DREYFUSS: At the time that | wote
that article, | did what Herb did, which was read every
single case that canme out in the first ten years. |
have not done that in the last ten years. | did it for
about two nore years.

MS. GREENE: You had other things to do, right?

PROFESSOR DREYFUSS: Yes, so | think it's a
really interesting question of how much the Federal
Circuit really is keeping abreast of those things.

|'"ve been trying to nail down the question of
how much the Federal Circuit relies on non-case |aw
things, law review articles and such. The anecdot al

evidence is that they're not |ooking at that stuff very

much. |'mhaving a hard tinme trying to actually do it
enmpirically, although we talked about this, |I've been
trying.

The raw nunbers | ook |ike they don't | ook at
this kind of material very nuch, and fromtine to tine

t he Federal Circuit Judges have said that they don't
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under st and why people cite this material. They're just
citing cases. They're not making policy, which goes
into my point of sort of this lack of self-consciousness
about the role of courts and what courts do.

So ny guess is it hasn't changed very nuch, but
Herb can probably speak to it nmore because he actually
has read the cases.

MR. WAMSLEY: Readi ng them was one thing.
Renmenbering themall is another. | think that in recent
cases you don't see many citations to things other than
court cases. You don't see nany citations to economc
journals, law review articles or whatever.

At the risk of pronouncing another trend, |
think there probably has been a trend toward shorter
opi nions by the Federal Circuit in the last five years.
At the tinme when the Federal Circuit was established,
and Chi ef Judge Markey was a dom nant figure who was
witing a | ot of |engthy opinions, maybe not citing
thi ngs other than case |law so nuch, but certainly in
|l engthy citation fill ed cases opi ni ons expoundi ng on t he
broad areas of |aw, going way beyond what needed to be
deci ded.

Now, this perceived trend toward shorter
opi nions today could be bad or good. W don't know

what the court is reading because they aren't telling
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us if they're reading things beyond what they're
citing.

On the other hand, the courts |I believe are
doi ng a good job today of deciding the cases quickly.
They have a | ot of cases, and they publish nore than, I
t hi nk, about a 120 precedential patent and tradenmark
cases today, not counting all their other jurisdiction.
And, the average case right now is being decided in | ess
than a year.

MS. GREENE: It seens that what we're seeing
then enmerging is the trend, to use that | oaded word,
that there's not a |ot of nor does there seemto be an
I ncreasi ng anount of sort of self-conscious inclusion of
econom ¢ analysis within the Federal Circuit. So here we
are, in theory we can then inpose sone kind of economc
anal ysis on what is being done, even if that is not
explicitly taken in account by the court.

["mjust curious, in setting up for the
af ternoon session, what are the limtations of inposing
that kind of critique on the court's decisions and what
are potential pitfalls. Dan is smrking.

PROFESSOR BURK: | just renmenbered, and |I'm sure
Prof essor Scherer knows the old story about the drunk
searching for his car keys under the street |ight, and

soneone conmes along and says, Can | help you? They
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| ook for awhile, and they don't find the car keys, he
says, well, can you renmenber sort of where you | ost
t hen? He said, yes, down the street. Then he says,
well, why are you | ooking here? And he says, Because
the light is better.

PROFESSOR SCHERER: That's no drunk. That's a
drunk econom st .

PROFESSOR BURK: Exactly. Over the years, |'m
actually | ooking at sonmething right now. when you
have something that's not traded in markets so you can't
really |l ook at how people value it by the price they pay
to market, you go to other sorts of attenpts to neasure
it like contingent valuation and so on. Econom sts wl|
tell you, and we all agree that econom cs just kind of
breaks down because we don't really know how peopl e
value that. We don't really know what kind of policy we
ought to have for that.

So one of the clear limtations is if what
you're looking at isn't traded in a market and you're
going to try and measure what it is worth sone other
way, nost of what we have ri ght nowin terns of economc
theory is not going to be terribly helpful. If it is
traded in market, then I'mas nuch an amateur econom st
as any |law professor. But a lot of things we're probably

going to want to think about are not going to be
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necessarily anmenable to the kinds of analysis that are
readi ly avail abl e.

MR. SOBEL: | would like to take a step back to
earlier discussion.

MS. GREENE: Absolutely. Hello, Gerry. How are
you?

MR. SOBEL: Hi. How are you doing?

MS. GREENE: We now have been joined by our |ast
panelist, Gerry Sobel, who cut short his vacation to
join us and I"'mgrateful. [1'll just say real fast
before your comment: chairman of the patent group at
Kaye Schol er and a partner in the litigation
departnment. He's tried and litigated many conpl ex cases
i n over 30 years of practice.

What can | say, lots of landmark jury trials,
menber of the Advisory Commttee of the Engelberg IP
Institute at NYU and an Adj unct Associ ate Professor.

Yes, your conment.

MR. SOBEL: | didn't think my comment was goi ng
to elicit that very kind introduction.

You asked about the extent of econom c anal ysis
in Federal Circuit cases, and why don't | say what [|'ve
observed is there, and we can decide later if that's
econom ¢ anal ysi s.

What is there is a discussion, and |'ve witten
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alittle bit about this and hope to speak a little bit
about it this afternoon, is an assessnment of what's good
for conpetitors and to that extent what's good for
conpetition and discussion of the notice function of
patents. For exanple, to make it easier for conpetitors
to design around if they know the precise boundari es,

t he i dea goes they can operate very close to the | awful
scope of the patent.

And there's discussion, a little bit of
di scussi on, not nuch, of the incentive to invent that
the patent reward provides. In Festo, where each judge
al nrost wote his own opinion, there was nore di scussion
t han unusual of this kind of thing. Sonme of the
judges said: Well, we like the idea that conpetitors is
the better word, that conpetitors can design around nore
easily and they' |l operate in places where they
woul dn't, for exanple, if the doctrine of equivalents in
that case was nore obscure, nore uncertain

Ot her judges said: Well, we'll be deterring
I nnovation. The nost anbitious opinion in this
regard was from Judge Newman where she did | ook at the
economc literature, but the economc literature that
exists is approximately what is in Mke's book, and it
says approximately -- well, innovation is a great

thing. Robert Solo got the Nobel Prize for his paper
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show ng that innovation is the nost inportant source of
growth, contrary to what had been believed about
i ntensifying capital and using |less |abor, but that's
old news, and then it's inproved on that. It doesn't
go nuch beyond that, and you won't find that except from
Judge Newman. So that is where it stands.

The Suprene Court, | mght say, when it got the
I ssue pointed out that the Suprenme Court itself had
al ways preferred the incentive to invent in considering
t he doctrine of equivalents rather than insisting on a
literal reading of clainms which would be better for
conpetitors, and it conmes back to that in Festo, but
very cryptically and says: W're not going to abolish
t he doctrine of equivalents because we still think it's
a good thing in terns of the incentive to invent and the
patent award that pronpotes that, to have sonme protection
-- it didn't use this word, sone protection of the essence
of the invention of substance over formand then it
proceeded, and we can discuss this later, to circunscribe
the doctrine of equivalents any way.

The Suprene Court's reference to conpetition was
a paragraph or two, and | don't remenber any citation of
econom c papers.

MS. GREENE: Dan?

PROFESSOR BURK: | should qualify this by saying
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that I'mlike Rochelle, | have not done a systematic
reading of the last five years of cases the way that
Gerry has or | nmean that Herb has.

| see the kinds of things that are being tal ked
about. The references in Federal Circuit cases that |
have | ooked at to inventing around an innovation, but it
all seens to be folk wisdom with the notable exception
of Judge Newman, who takes an active interest in the
outside literature.

So ny sense is that this is not sort of | ooking
at the growi ng by even enpirical evidence or | ooking at
the sort of rigorous theoretical nodels that are
available. To the extent there is a concern about this,
It seens to be, as | say, folk w sdom

The real cipher here is, of course, the clerks
because the mpjority of federal judges and probably
state judges sort of rely on the revol ving door of
clerks com ng out of |aw school to bring new ideas into
their chanbers. | have to assume sone of that is
going on law in the Federal Circuit, but if the Judges
aren't receptive to what the clerks are bringing in,
then it may never appear in opinions.

So maybe what we really need to do is take a
poll of Federal Circuit clerks to see what they're

bringing in to chanmbers.
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MS. GREENE: Rochelle?

PROFESSOR DREYFUSS: Just to add on to Gerry's
di scussion of Festo, what's interesting with the
Supremnme Court opinionis the Suprene Court does not use
econom ¢ evi dence, but they do t hi nk about |ingui stics.
They tal k about how | anguage is used and what's the
capacity of |anguage to capture actual nmeaning, and
that's actually areally stark contrast to t he Federal
Circuit.

Wth all of those opinions in Festo, there was
very little discussion of what we can really expect
people to be able to talk about, their cutting edge
technology at the tine that they apply for their patent
and capture that in language. So it's a different social
sci ence, and do you call l|inguistics social science, but
it's a different field, which the Federal Circuit is
al so apparently ignoring.

It's useful | think to conpare what the Federal
Circuit is doing to the odd case that Judge Posner
deci des or Judge Easterbrook decides, and they don't get
a | ot of patent cases anynore, but Easterbrook in
particul ar has sat as a district court judge a few
times. You see imediately in those cases, | don't
actually agree with a |Iot of what they do, but an

attenpt to bring economic analysis to it, so | think
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there's sort of a useful analogy there or useful
conpari son there on what's goi ng on.

Dan just made a point, what did you say at the
end?

PROFESSOR BURK: Soret hi ng about naybe we need
to poll federal clerks.

PROFESSOR DREYFUSS: Yes, | think there's
anot her body of crowd that needs to be | ooked at, and
that's the bar. | think that the Supreme Court tends to
| ook at things that the lawers in the case tell themto
| ook at. Maybe it's the law clerks that are doing it
first, but the law clerks aren't sort of finding

things. They're just |ooking at what is cited in the

briefs.

| have a feeling that the briefs of the Federal
Circuit cases aren't providing this material. | have
not done that study. It would be useful to do it, but |
don't think you see it even in the briefs. |If that's

because the Federal Circuit isn't amenable to it and so
it's a waste of tinme to put it into your brief or
whether it's not in the briefs, therefore, the Federal
Circuit is not looking at it -- is sort of this

chi cken and egg problem but | think it's also in the
way that these cases are framed for the court.

MS. GREENE: d ynn?
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PROFESSOR LUNNEY: | actually was going to nake
a very simlar point. Maybe I'll expand on Rochelle's
poi nt about what's in the briefs I think is incredibly
inmportant. | think that for an attorney who gets a
case and has a relatively short tinme to actually brief a
case and a rather severe page limtation -- to actually
go into detail into the econonics, having litigated many
or a fair nunber of cases nyself, it's just inpossible.

I ndeed, it makes your case | ook weaker because
i f the judge pens up the case and the brief and the
first thing they see is sone discussion of the econom cs
literature, they'll think: WeIlIl, this person has no case
| aw support, so they clearly had to resort to the | ast
refuge of the desperate, which is the econom cs
literature

| think that's a very serious consideration.
It's in part why an executive branch body, whether it be
the PTO, the Departnment of Justice or the Federal Trade
Comm ssion, with better access to |onger hearings, wth
vol um nous transcripts, mght be the better forumfor a
kind of discussion of the econom cs than sone sort of
policy recomendati on, whether that be a study that
then could be cited, an authoritative study, sonme sort
of policy decision.

I'"'mfamliar with the Merck case that Steve
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Kunin nentioned. Actually |I was one of the litigators

in that

case. But | actually think that that does |eave

sone roomfor to the PTOstill to get sonme deference on

certain issues, including issues that m ght be

consi dered i ssues of | aw.

econom

i f you

That is a nore hospitable forum for the
cs than the case law. | agree with you that

| ook at those briefs, certainly the briefs that |

wrote when | was ligating and that the other sides

wr ot e,

you won't see a lot of the citations. Mybe

antitrust is a very, | think, rare area because there

are few deci ded cases. Cases decided tend to be rare,

and everybody knows that there are very few constraints

of st at

are pol

ute, very few limtations, and the judges really
icy makers.
The last point I'll just say is that, of course,

it is actually a good thing that the judge's instincts

are not

to |l ook too nuch at the economcs literature

because they' re not experts in econom cs. Judge Posner

and Judge Easterbrook are exceptions to the rule, and I

think t
have a
econom

br ought

hat actually a court, as an institution, would

great deal of problem actually understandi ng the

cs literature in the time frame that cases are
before it and in the adversary context.

MS. GREENE: Well, it seens that the gulf
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bet ween anal ytical findings and policy nmaking that

Prof essor Scherer pointed out continues to exist. |

hope that we've begun to tease out some of the contours

of why that gulf exists as an institutional matter.

This afternoon we're going to | ook at ways in which,

per haps, we can begin to bridge that gulf within specific

contexts. \What we'll do now is actually break for

| unch,

and then we will resunme at 1:30 p. m
(Wher eupon, alunch recess was

taken at 12:05 p.m)

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



© 00 ~N oo o b~ w N P

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

88
AFTERNOON SESSI ON
(Resunmed at 1:30 p.m)

PANEL ON PATENT LAW ANALYSI S I N FEDERAL CI RCU T

JURI SPRUDENCE

PANELI STS:

DAN L. BURK, Julius E. Davis Professor of Law,

Uni versity of M nnesota Law Schoo

ROCHELLE C. DREYFUSS, Pauline Newman Professor of Law,
New York University School of Law

JOHN F. DUFFY, Associate Professor of Law, WIIiam and
Mary School of Law

STEPHEN G. KUNI N, Deputy Comm ssioner for Patent

Exam nation Policy, United States PTO

GLYNN S. LUNNEY, JR., Professor of Law, Tul ane Law
School

F. M SCHERER, Roy E. Larson Professor of Public Policy
and Managenent, Harvard University

GERALD SOBEL, Kaye Schol er LLP

HERBERT C. WAMSLEY, Executive Director, Intellectual

Property Omers Associ ation
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PROCEEDI NGS

MR. COHEN: | assune we'll be joined by
everybody as we nove forward.

Thi s nmorni ng our discussion was desi gned to be
fairly global in nature. W heard discussion regarding
sonme of the overall trends in Federal Circuit
jurisprudence, and we considered, in general terns, the
extent that econom c and policy considerations have
pl ayed in the Federal Circuit's thinking.

This afternoon what we'll do is we're going to
shift fromthe general to the specific. And what | would
like to do is proceed factor by factor through sonme of
the key patentability criteria to see where the Federal
Circuit has taken the doctrines and where economc
policy considerations m ght suggest possibilities for
further devel opnent.

We'| | devote nobst of our time to obviousness,
descri ption and enabl enent, claiminterpretati on and
equi val ents, and I would hope at the end to pick up sone
of your thoughts on the Federal Circuit's role in
shapi ng some of the evidentiary practices, the clear and
convi nci ng evidence standard and perhaps the patent
applicant's duty of candor.

We have the good fortune to have retained the

sane set of panelists -- although they're not all seated
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at the nmonent -- who participated in our norning session,
and that permits me to junp right in wthout further
i ntroductions.

| think that Herb this nmorning referred to
Section 103 and its obviousness inquiry as "the heart of
patent law," so let's begin by going right to that
heart. W're going to start with two presentations
focusing on the obviousness inquiry.

Let's start with dynn Lunney, author of an
intriguing article on the topic, that he will help |ead
us through with the magi c of some slides.

PROFESSOR LUNNEY: Thank you. My nanme is dynn
Lunney. This discussion today is based |argely on an
article, "E-Obviousness," that | presented at George
Washi ngton University a couple years ago. It's in
publ i shed form at the M chigan Journal of
Tel ecomuni cati ons and Technol ogy.

It concerned, at the time | initially presented
it, principally the obviousness issue, where is it,
where did it start, where are we now and why are we
there. And what I'mgoing to do in the presentation is,
| hope, try to walk through all three of the issues that
Hillary has identified for us today, that is, what are
the trends in the area, give a positive or descriptive

account of why the trends are what they are, what has
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the Federal Circuit done, and then third try to give an
econom ¢ analysis that may cast a |ight on whether we're
at the right place on the obviousness issue.

The first thing I did in setting up the
presentation is | went back through patent cases for the
| ast 60 years, not all of thembut a |lot of them and
cane across different issues to try and get a sense for
how patent jurisprudence has changed at the appellate
| evel .

This quote is sonething | came across in that
research, and it's sonething certainly that suggests
what a lot of current commentators and attorneys feel
has beconme the Federal Circuit's practice. "Appealing
from a decree adjudging the patent valid, but not
infringed, plaintiffs are here... [conplaining] of the
decree as anot her inthat | ong and growi ng | i st of judgnents
I n patent infringenment suits which, finding the patent
valid but not infringed, keep the prom se of the patent
to the ear while they break it to the hope...."

Certainly one thenme that emerged from ny
research is that the Federal Circuit seens to have a
strong presunption that a patent is going to be valid
but has a very narrow i nfringenment doctrine, so it was
interesting to me that | found this not in a Federal

Circuit case but in a Fifth Circuit case from 1946.
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| think that it's a useful rem nder that not
everything that we think of as new is necessarily new.
These may be cycles that we' ve seen before, issues that
we' ve seen before, and so certainly it bears |ooking at
how t hi ngs have gone, not only over the |ast four or
five years, but over the last 50 to 60 years.

So | | ooked at cases, taking six tinme periods
fromthe pre-Federal-Circuit era. You can see on the
slide they start in 1944 and then range up until
1981-'82. | realize, of course, that the Federa
Circuit was created in 1982, but it didn't actually
start rendering any patent infringement decisions until
1983 and really got into the groove in 1984.

So we have six tinme periods from 1982 and before,
the pre-Federal-Circuit era, and then five tinme periods
from 1984 on, where | read all of the cases involving
litigated patents. These are infringenent cases. So
not appeals from USPTO denials. Moreover, they're
utility patents, so anything about plants or designs
has been excl uded.

This is what | found. |In the pre-Federal-
Circuit era, patents were held invalid, where invalidity
was addressed in the opinion at the appellate |evel,
bet ween say 46 and 62 percent of the tine.

Now, keep in mnd that these are appeal ed cases,
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and there's a self-selection bias that's going on. Not
many patent attorneys are going to take cases on appeal
where they're certain to | ose. Not nany patent
attorneys are going to take appeals where they're
certain to win. You would expect in those cases sone
type of settlenent to be reached.

So you woul d expect this nunmber to hover around
50 percent. And then after the Federal Circuit came on
board, we have a range in 1984-'85, starting about 40
percent and falling off sharply in '94-'95, only 25
percent in that year held invalid, up to 62 percent in
"96-'97 and then going fromthere.

| went ahead and averaged the nunbers for the
sanples | chose. On average 56 percent of the patents
were held invalid before the advent of the Federal
Circuit in the time period | | ooked at; after the
Federal Circuit canme on board, about 49 percent.

Now, this doesn't really tell us very nuch about
patent litigation, as | said, because you can expect
patent attorneys to decide to take patent appeals only
in close cases or typically only in close cases. W
shoul d expect about a 50 percent validity rate, and
that's about what we get. The 56 percent is plus or
m nus essentially indistinguishable, statistically

i ndi stinguishable fromthe 49 percent.

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



© 00 N o o b~ W N P

[ERN
o

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

94

One thing that was interesting to ne here is
that a second thing we're | ooking for in patent
litigation is certainty. W want parties to be able to
predi ct how the court is going to conme out based upon
the legal rules, and there's a ot nore variability in
t he outcones in the post-Federal-Circuit era. In the
pre-Federal -Circuit era, the invalidity rate ranged from
46 to 62 percent, so plus or mnus 10 percent of the
aver age.

In contrast in the post-Federal-Circuit era it
ranged from 25 percent to 62 percent, plus or m nus 24
percent fromthe average, so a lot nore variability
suggests a lot less predictability. Part of that may be
a new court, but | think part of that is sonmething nore.

The second issue | wanted to | ook at is what
rol e does obviousness play. |It's been described as the
heart of the patent systemin one sense, the real bar
if you will, in terms of getting a patent.

In the pre-Federal-Circuit era, that was clearly
true. Between 66 and 80 percent of those patents that
were held invalid were held invalid because of
obvi ousness. In contrast in the Federal Circuit era,
only between 20 and 50 percent of those patents held
invalid were held invalid because of obvi ousness.

So this is not telling us about the pro-patent
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bi as of the Federal Circuit or anything of that sort.
These are the patents that were held invalid, how
i nportant was obvi ousness as a nmeans for invalidating
the patent? Its inportance is certainly di mnished,
dropping from an average of roughly 73 percent in the
pre-Federal -Circuit era as a basis for holding a patent
invalid to 33 percent, after the advent of the Federal
Circuit.

Moreover, this doesn't really tell the whole
story because in the pre-Federal-Circuit era, another
thing that becane clear was invalidity was al nost al ways
addressed. If you look at the nunmber of cases in which
invalidity was not addressed in the pre-Federal-Circuit
era, let me just skip over to the averages slide here,
roughly 20 percent of the cases did not address validity
at all.

There were a couple reasons that cane to |ight
for this. First, sonetimes a defendant chose not to
chall enge the validity of the patent for some reason or
another, admtted its validity. Second, sonmetines it
was an appellate reversal of a summary judgnent, and the
court said sonething, "Well, there are fact issues with
regard to validity," reversed the summary judgnment, but
did not itself rule on the validity of the patent.

Third, in sonme of the cases, the court said
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"Well, it's so clearly non-infringing that we won't
bot her to discuss the validity of the patent,” but that
was a fairly rare result. Only 20 percent of the cases,
for all of those various reasons, was invalidity not
addr essed.

In contrast, with the advent of the Federal
Circuit, that average shot up quite high. 1In 60 percent
of the appell ate cases that were deci ded since 1984 for
the sanple periods | |ooked at, invalidity was sinply
not addressed, and the predom nant reason anong that was
because the patent was found to be not infringed as a

matter of | aw.

So those were ny initial results. So the question

cane to mnd, Well, why has obvi ousness di m ni shed and
why is invalidity not being addressed in the cases? And
I n thinking about that, some of the reasons are clear.
In terms of the obviousness standard itself, the Federal
Circuit has certainly changed that in two inportant
respects: One, increasing the inportance of so-called
secondary consi derations, or as the Federal Circuit
prefers, objective evidence of non-obviousness, and
second, it's changed the rules with respect to

conmbi nati on patents, requiring some suggestion or
notivation in the prior art for conbining elenments from

different prior art before you can find a patent to be
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i nvalid because of obvi ousness.

Those two doctrinal changes have certainly been
i mportant, but | think something nore is going on, and
what | have called it is the "sinply property
perspective.” It was articulated first by Chief Judge
Mar key in 1983, April 1983, at a speech at the
Uni versity of Chicago and subsequently nade its way into
Federal Circuit jurisprudence very early on

"A patent, under the statute, is property.
Nowhere in any statute is a patent described as a
nonopoly. The patent right is but the right to exclude
others, the very definition of 'property.'"

So by taking patents outside the rubric of
nmonopoly and putting theminto the rubric of property,
you've not only changed the names -- and unlike Juliet |
think names matter a great deal, so what you call a
thing will influence how we perceive it -- it seened to
shift the court's perspective on the desirability of
patents al together.

Under the traditional perspective, historical
perspective, patents were nonopoly, but they are
nonopol i es we tol erate because of the incentives they
supposedly create for desirable innovation. So it's a
matter of bal ancing the deadwei ght | oss fromthe nonopoly

versus the incentives for innovation.
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Under that approach, obviousness has a very
sensi bl e neani ng and purpose. Wat you want to do is
weed out those inventions which would not be disclosed
or devised but for the inducenment of a patent, as the
court explained in the Graham versus John Deere case.

In contrast, under the sinply property
perspective, there is no nonopoly. There is no
deadwei ght | oss. The higher prices that a patent hol der
for a val uable patent can charge is nothing nore than
t he higher prices that a New York property owner can
charge for land in New York. |It's sinply a reflection
that some property is nore val uable than others. It's
not a nonopoly at all.

In the absence of any deadwei ght | oss, the cost/
benefit bal ance shifts dramatically in favor of
patents. There would be then no cost in a sense to
granting patents, except perhaps sone transition costs
arising from bl ocki ng patents, perhaps sone things of
that sort.

In the absence of the deadwei ght | oss, you end
up with sonething |like a presunptive entitlenent to a
patent. |If your contribution is new, even if it's only
a slight advance, well, you're entitled to a patent, but
you're entitled only to a patent with respect to your

contri bution.

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



© 00 N o o b~ W N P

[ERN
o

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

99

So in terms of the trend, it |ooks |ike non-
obvi ousness has becone inportant. |In a positive or
descriptive sense, it looks like the sinply property
perspective may have played sonme role in that. And then
the third step that | took is to | ook at an econom c
nodel to see if we can nake any sense of that as a
normati ve deci sion or choice.

Here I'ma little nore skeptical than ny share
about how nmuch help econom cs can be in this area. |If
you ask an econom st what's the interest rate going to
be in six nmonths, and you gave them a hundred mllion
dollars to figure that out, they would spend the hundred
mllion dollars and they would cone back to you and say,
"Well, ny best estimate of what the interest rate will be
in six months is for you to |l ook in the paper and see
what the interest rate is today, and that's ny best
guess. "

That woul d be the best that econom cs could do
today. The best that we could do is tell you to | ook at
t he paper today, sane interest rate in six nonths. So to
think that econom cs can tell us very nuch over any sort
of long-term period about what the effects of having a
patent system or having a particular elenment, pulling a
particular policy lever within the patent system is |

think asking a bit nore than maybe what economics is
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capabl e of today.

Nevertheless, | tried to set up an economc
nodel. And | think economcs is useful today as a story,
as a parable, telling us sonmething we may not otherw se
see, and if it holds together and makes sense, then
maybe we should put weight to it. But we should not be
quick to |l eap on to econom ¢ analysis sinply because a
nodel can be devel oped that generates a certain result
because | can tell you that al nost any nodel can be
devel oped to generate al nbst any result.

So it's a question of whether the nodel and its
assunptions are plausible, a good story. So here's the
story | told.

Let's say that we have two sets of investnents
t hat people are considering investing resources in. W
have Set 1. W have Set 2. W have five choices in
each, and obviously a profit-notivated person is going
to invest in the nore valuable choices. But we have what
we m ght think of as the social value, what's the
i nvention worth to the society as a whole, and then we
al so have a private value, the private return. So those
are one thing we need to keep in mnd.

Second, if we're going to talk about a property
system al | ocati ng resources, what we should be thinking

about is constrained resources. W only have so nuch.
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That's why we have to allocate it anmong the avail abl e
i nvestnents. So here the resource constraint is we only
have enough of this creativity, whatever it m ght be, to
do four of these investnents. So the question is, which
ones should we do?

Well, froma social perspective it's clear. W
want to pick 1A, 1B, 2A and 2B. Those are the npst
val uabl e soci al uses of the resources.

But what happens in the real world? 1In the
real world, there mght well be differences between the
Set 1 private returns and the Set 2 private returns. |If
for one reason or another, Set 2 investnents are easier
to copy, have a shorter natural lead tinme or things of
that sort, they're not going to be able to capture al
of the social value. So | put up sonme nunbers suggesting
slightly lower returns for the Set 2 investnents.

On the other hand, Set 1 may be slightly nore
difficult to copy or imtate. It mght have a slightly
| onger natural lead tine period. And so again you don't
capture the full social value, but you get a little nore
of it than you would with a Set 2 investnent.

So then the question is: Now we have enough
resources for four of these investnents, where are
private, profit-notivated firnms going to invest in?

Wel |, the highest private return is by investing in 1A,
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1B, 1C and 1D. 1D, even though it had a nmuch | ower
soci al value than 2A, has a higher private return. So
that's where the resources would go in the absence of
any patent protection for either Set 1 or Set 2
I nvest ment s.

What if we gave a patent to the Set 2
i nvestnments only? Well, a patent would give you a
slightly longer lead tinme period, make it slightly nore
difficult to work around and cone up with a conpetitive
substitute, so the private return is going to get bunped
up a little bit, again not up to the full social value,
we're not going to get close to that, but we m ght get
bumped up a little bit. And here |I suggest that we're
going to bunp it up, make it essentially equivalent to
the Set 1 investnents.

Now when our private firnms, acting for
t hensel ves, profit-notivated, decide where to invest
their resources, it'sgoingtobeinl1A 2A 1Band 2B, the
social optimum That's where we want the
resources to be granted.

Now, the question we need to know in terns of
obviousness is -- this is a type of weedi ng out approach,
as Grahamput it. Here we're giving patents only to the
Set 2 investnents because they' re the set of investnents

that woul d not be devised but for the i nducenent of a

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



© 00 N o o b~ W N P

[ERN
o

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

103
pat ent .

well, what if we go with a | ow standard of
obvi ousness and gi ve patents for both? They're all
i nventions. They're all socially desirable. Well, |
don't know if they're inventions. They're all new.
They're all socially desirable.

If we give patents to both, the Set 2 returns
remain the sane as they were in case 2, sane return
because same situation. But now the Set 1 investnents
have a little bit longer lead tinme period, a little nore
expensive to work around because they have patents too

now, so we bunp up their private returns again by an

arbitrary anount. And what's a private, profit-notivated

firmgoing to do now?

Well, the profit-maxim zing set of investnments
here are again 1A through 1D, and so by giving patents
to both by having a | ow standard of obviousness, we're
going to recreate the very msallocation of resources
t he patent system was neant to sol ve.

So the question is: \Wiich patent standard
shoul d we have, a high or |ow standard for obvi ousness?
It seens clear to me that this econom c nodel, as
sinple as it is, suggests that G ahamwas right. W
should try and weed out and give a patent only to those

i nventions that woul d not have been devi sed but for the
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i nducenent of a patent.
Now, how do we do that? Well, | think as

Prof essor Scherer did say, we do know sone of the things

t hat suggest when invention is not likely in the absence
of a patent. And one of those things, let's see if | can
get to it, is the creative investnment fraction. That is,

where you have a large R& investnent in the product or
process that you've invented relative to the market
price of the invention, and if you conbine that with
sort of ease of copying by copying conpetitors, those
are the types of factual situations that together
suggest that the innovation would not |ikely occur, it
may occur, but not likely to occur in the absence of a
patent. And that m ght be a nore useful approach to the
obvi ousness issue: Look directly at whether the
circunstances present are those that suggest that a
patent is, if not absolutely necessary, at |least we're
in the range of inventions where a patent is likely to
be necessary to ensure the invention, the innovation,
the disclosure at issue.

So that's ny presentation. I'mtrying to keep
within the time limts.

MR. COHEN: We're going to followthis with a
second presentation. This one from John Duffy, who wl|

give us a few additional perspectives on the obviousness
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I ssue.

PROFESSOR DUFFY: Well, I'"'mgoing to talk a
little bit about what | think the econom cs of the
nonobvi ousness doctrine are and a little bit nore about
the | egal process, and | think you'll find that some of
what | say very nmuch conpl enents what Professor Lunney
has al ready sai d.

The first point | want to make is | actually
think one way to think about innovation, particularly
fromthe FTC standpoint, an agency that deals with
regul ated industries and antitrust all the time, is to
try and actually think of it very simlar to other
i ndustries that are afflicted with natural nonopoly
t endenci es.

Li ke a traditional natural nonopoly, innovation
has a high fixed cost -- that's the cost of producing the
rel evant information -- and, at | east in soneindustries, a
| ow marginal cost. As Professor Scherer nentioned, one
good exanple is the pharnmaceutical industry. Low
mar gi nal cost, that's the cost of using the information

each additional time. You could say it can vary

somewhat. It can be the cost of transmtting the
information or using it a second or third tine. | think
it's low It may in sone cases be equivalent to a zero

mar gi nal cost.
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So again innovation is a natural nonopoly. It
| ooks a lot |like a traditional natural nonopoly because
it has this feature of declining average cost,
continuously declining average cost. | nust note here
that, first of all, these are actual uses of the
information. They're not the products that are
pr oduced.

You can think of a firmthat is, let's say,
produci ng wi dgets. And into that firm one factor of
production is electricity, which mght be a declining
cost industry. Another product that is flowing into
that firmis information, and it is separate from |
think you can think of it as separate fromthe actua
wi dgets that are com ng out the other end of it. So
these are the actual uses.

| want to nmake this one point clear: A lot of
times in the intellectual property literature, we see
the term non-rival consunption, and | think that's
really equival ent and shoul d be made equivalent to a
zero marginal cost. In other words, using the
i nformation another tine has a zero marginal or zero or
close to zero marginal cost each additional tinme. And I
think that at |east builds a bridge between the standard
academ c literature or the standard term nology in the

intell ectual property literature versus the regul ated
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i ndustries or maybe the antitrust literature that nmaybe
sone of the regulators at the FTC m ght be nore fam i ar
wi t h.

Let me go to ny next slide here. The reasons to
regulate I think are very nmuch the sanme. Like a natural
nonopol y, production by a single firmis optinmal. Also
we have the theory of destructive conpetition, which is
al so in our natural nonopoly literature.

In the natural nonopoly literature, we often see
the theory of destructive conpetition, that if there was
not government regul ation, conpetition would drive price
to margi nal cost so that the fixed cost could never be
recovered by firms. And that would be destructive of the
firms of the industry, and as a result firns would no
| onger invest in that industry.

I think that that is the sanme theory in
intellectual property law. For a variety of reasons
think it is nore plausible in intellectual property I|aw,

certainly in sonme industries, that w thout regulation

people just will not invest in innovation because they
know t hat after they innovate, the price will be pushed
down to marginal cost, and they'll never be able to

recover their research and devel opnent cost.
The regul atory technique is a tenporally limted

excl usive franchise, which is very simlar actually to
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the way we regulated -- the way this country and ot her
countries regul ated natural nmonopoly in, for exanple,
the 18th and 19th Century bridge regulation. And
actually Professor Lunney and sone judges on the Federal
Circuit have drawn this distinction between property and
excl usive franchi ses.

| don't think there's as nmuch riding on that as
maybe some of the judges on the Federal Circuit think.
In fact, actually one of the interesting features of the
19th Century bridge regulation is you got this exclusive
franchise to build this natural nonopoly good, a | arge
bridge that had | arge sunk costs and very, very | ow or
zero marginal cost. You've got an exclusive franchi se.
You could charge the tolls during that.

One thing is that after your 30 or 40 year
exclusive franchise expired, one interesting thing is
not only did you | ose your exclusive franchise, actually
I f you go back and | ook at these franchises, you | ost
your bridge. The bridge was no | onger yours. The
physi cal property actually becane part of the state. So
to the extent that we think there's sonething radically
di fferent between physical property and intellectual
property, | don't think that that's necessarily true.

Now, what's the role of the nonobvi ousness

doctrine? | think this very nmuch conpl enents what
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Prof essor Lunney has already said. | think it assures
that the fixed costs of producing the rel evant
i nnovation are, in fact, substantial. |In other words,
it's assuring that this industry that we're going to
gi ve an exclusive franchise is in fact a natural
nonopol y i ndustry.

So you could say what's a nonobvi ousness
doctrine doing? |It's making sure that the innovati on,
the relevant innovation is nore |ike sonmething |ike, |
don't know what you would say is a natural nonopoly,
maybe sonmething |ike | ocal tel ephone service rather than
| ong di stance tel ephone service.

Now, it can be considered, it's oftentines
called a non-triviality requirenent. But the key here,
and let ne go to ny next slide, is that it's technical
triviality that we're neasuring here. The key question
for nonobvi ousness to nme has al ways been, Why not permt
trivial patents?

I think that's an inmportant question to answer
because in another area of law, the utility doctrine in
patent |aw, the courts have | ong adopted a stance in
nost areas that sinply says, "W don't care if sonething
Is nore or |ess useful than what is out there. W'l
|l et the market decide that."” |If something is an utter

triviality, if it's worthless -- as an exanple to ny
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students | always give the cooking chickens with a
cyclotron, which is a very expensive machi ne used for
research -- you can get a patent on that. |It's useful
because it cooks chi cken, but whether it will succeedinthe
mar ket pl ace, we don't know and we don't care.

So why don't we take that approach with the
nonobvi ousness doctrine? | think there are two answers, and
they'requitedifferent interns of effect of what we t hi nk
t he doctrine should | ook I|ike.

One is a profusion of paltry patents. In
ot her words, you just have thousands and thousands of
t hese patents, a swarmof patents out there. Each patent
I ndi vi dual | y does not i npose si gni fi cant out put constraints,
but collectively they' re very expensive to search and
| i cense, and as Professor Scherer said, they may be a m ne
field. They generate a great deal of litigation due to
accidental infringements. You'retryingto manufacture
sonet hing. You step on a patent. You bl owyour | eg off.
That's, | think, one reason.

| think another reason is, and | think this may
actually be at |least as significant and sonetines
over|l ooked, are the really econom cally significant
patents. And the key here to realize is that technical
triviality does not at all equal economc triviality.

You can have an extraordinarily valuable patent that is
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technically trivial, so that a patent on an obvi ous

devel opnent can inpose significant output constraints.

Now, | have what | think is a poster child for
this branch of the nonobvi ousness doctrine. It's a very
i mportant historical case. It didn't generate a really

great appellate opinion, so it's not in the case books
very often, but it's the case of the Sel den patent.
This is a patent on the autonmobile. It was filed by an
I nvent or who was an amateur tinkerer in autonobiles,
but the gentleman's real skill was he was a patent
attorney.

He actually got this patent through the Patent
Office, and this is the claimlanguage. Actually | cut
and pasted the claimlanguage here. 1It's a conbination
with a road | oconotive. |'mjust thinking about ny car
that | drove up here fromWIIianmsburg to Washi ngton. |
have a road | oconotive. It has running gear, propelling
wheel s, steering wheel. It's a liquid hydrocarbon gas
engi ne of the conpression type, which nmeans ny cylinders
conpress the gas before ignition. | have a fuel tank.
| have a power shaft. | have a clutch, and | have a

carriage that conveys nme up here.

This claimcovers ny car. It covers al nost
every car that's on the road. Indeed | think the only
type of car and truck it wouldn't cover is -- | don't
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think it covers the rotary engine cars because it
requires cylinders, but every other car it covers.

" m not sure whether it covers diesel engines.
' m not sure about that, but anyway, it covers a | ot of
cars. | thought here | would throwin a drawing. M
car doesn't look like that at all, | prom se, but the
cl ai m | anguage does cover ny car, even though this is an
expired patent.

The points fromthe Sel den experience is, first,
to recognize quite frankly that Selden's conbinati on may
very well have been novel at the time he made it.

That's debatabl e, but gasoline engines were relatively
new at the tinme, and he m ght have been the first one to
nount one on a car

If he wasn't the first one to nount one on a
car, then there clearly was sonebody el se who was the
first person to nount one on a car, and if that person
were just as sophisticated with the patent |aw or
willing to gane the patent system as nuch, we woul d have
the sanme probl em presented.

Nonet hel ess, we can think it's novel and stil
think the devel opnment itself was trivial. W know this,
I think, for many reasons. Many individuals
i ndependent |y thought to use gasoline engines for cars

as soon as the gasoline engine was devel oped. O
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course, youmght thinkit's trivial that any newf or mof
engi ne that's output is neasured in horsepower, is
one of the things you mght think of doing with it is
replacing a horse with it. This patent does inpose an
unnecessary out put constraint, which | think is one bad
effect of it.

Anot her key point to recognize about the
nonobvi ousness doctrineisthat it is not pro-inventor -- a
| ax nonobvi ousness doctrine -- because it can decrease the
royalties to other inventors, to people who really did
i nvent. Selden did demand substantial royalties, in the
hundr eds of thousands of dollars, before his patent was
narrowed to the effect of declaring it invalid, although
It had only one year left to go. That neant to sone
extent he was raising prices and perhaps depriving other
peopl e who had patents on various pieces of new car
technol ogy from sone of their rightful royalties.

Now, | think that the non-obviousness or the
obvi ousness inquiry has to, in each case, answer the
guestion, Why does a val uable novelty appear? Again
we're dealing with valuable novelties, not trivial
novelties, and | think the car is a valuable novelty. |
think in each case there are two possi bl e expl anati ons.
One is the inventor's intellectual contribution. The

second i s exogenous forces, technol ogical change | think
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being | think the nmost inportant thing for a court to
consi der.

The Sel den case: The reason the car with a
gasoline engine first appeared at around the tinme Sel den
was doing his work was not because Sel den was a
brilliant individual. It was because the gasoline
engine was new. Simlarly for one rather fanous patent,
the so-called One Click patent that's owned by
Amazon.com you mght say why is that? |If that's such a
val uabl e commerci al device, why isit that it appeared right
around 19957

The answer m ght very well be, well, the
Internet really took off at that time, and businesses
came onto the Internet at that tinme, and then you have
an expl anation.

Anot her possibility is a regulatory change.
Actually the case that | cite there | think is a case
where the Federal Circuit got the right answer, did
decl are a patent obvious, and they had a basic reason.
Actually it was a conbination of a common cold drug with
I buprofen in a single tablet, and that had never been
done before. And it was very successful comercially,
conmbi ning i buprofen with a common col d renedy.

VWhy? VWhy did it happen in the |ate 1980s? The

case arose later but the patent was in the 1980s. Wy
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did it happen? It was a regulatory change. |buprofen
becanme an over-the-counter drug, and as soon as that
happened, sone firm decided it would be a good tine to
actually conmbine in a single tablet the over-the-counter
cold drug with ibuprofen.

Anot her possibility is market change, for
exanpl e, changed costs of materials, which |I think can
expl ain one of the nobst fanpbus cases, Hotchkiss versus
Greenwood, or perhaps increased | abor cost, Sakraida
versus Ag Pro. For those of you that are famliar with
that opinion, it looks a lot like this is a patent on
sinply increased uses of capital in the farm ng industry,
rat her than any technical insight.

| won't go through the historical devel opnment of
t he obvi ousness doctrine. | think the only inportant

thing to recognize here is that it is relatively

recent. It wasn't codified until a half century ago,
and it took a century to develop. |In part actually this
hi storical developnment, | think, reinforces the reasons

why novelties appear.

If you're in a relatively static society, then
if a novelty -- if sonmebody conmes up with sonething
that's really valuable and very new, it mght very wel
be because of the intellectual efforts of that

i ndi vidual. \Where society is not static, where
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there's constantly new technol ogies arising, then it nmay
be the case that these exogenous changes are accounting
for the formati on of new conbi nati ons, rather than
intellectual effort.

| want to switch gears now slightly to the | egal
process. The main case, as Herb Wansley said in the
norni ng, is Graham versus John Deere. It has three
primary factors, which courts and the Patent and
Trademark Office are required to nmake findings on before
they rul e on obvi ousness, and then the secondary factors,
or objective evidence, as the Federal Circuit says. The
ot her inportant part about Grahamis that it did hold that
obvi ousness is a question of | aw.

The inportant thing to recognize about Grahamis
that if you |look through these primary factors, they
sort of |eave you off at the very point you think the
anal ysis should start. You make the finding about
what's in the prior art, you identify the differences,
and you identify what thelevel of skill isinthe art. But
then the decision in Gahamreally doesn't tell you
what to do.

You've got this gap. |In every case you've
identified a gap between what's in the prior art and
this invention, this clainmed invention. And G aham you

can read the opinion tinme and tinme again, it doesn't
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tell you how to judge whether the gap is sufficient for
a patent.

So they identify the rel evant question, but they
don't really tell you how to answer that question,
except perhaps with the secondary factors. Except the

Court says that these are subtests; they're not the

primary tests of patentability -- that's what the Suprene

Court has said -- and they may tip the scal es of
patentability. So one of the key problens with G aham
versus John Deere is that it does not give guidance to
the | ower courts as to how they're to evaluate this.

The Federal Circuit has supplied a nmetric for
evaluating this question. | think the key policy issue
I's whether it's the right nmetric. To establish a prim
facie case of obviousness, the decision maker, either
the Patent Ofice or the judges in a |ower court or at
the Federal Circuit, have to identify sonme suggestion,
teaching or notivation to conbine references.

The PTO at the agency |evel bears the burden of
establishing this, although it does receive or it
supposedly, at |east according to case |law, receives
deference in interpreting what the references teach.

Secondary considerations | think are inportant.
The Federal Circuit nmay have made them nore inportant,

but they're still | think Iess inportant than this
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suggestion test, which has become extrenely inportant.
Now, here are the features that | think really
favor findings of nonobviousness, in other words, favor
or tip the scales in favor of nonobvi ousness. First,
putting the burden on the PTO. That's not in the
Suprenme Court's jurisprudence. That's a feature of
Federal Circuit jurisprudence. The suggestion test,
again not in the Suprenme Court's jurisprudence, only a
feature of the Federal Circuit's jurisprudence. An
I ncreased i nportance of the secondary factors, especially
commer ci al success, another feature of the Federal Grcuit.
And then | think thisis one nore factor, which
Isthe strong presunption of validity for i ssued patents.
Cl ear and convi ncing evidenceis requiredto overcone an
I ssued patent, evenif the PTOdi d not consi der the rel evant
prior art. The presunption of validity continues evenif
the PTOdidn't find the right prior art.

Now, of course to those points, | think there
are sonme counterpoints in the case law. One is that the
Federal Circuit has allowed for inplicit suggestions in
the case law. In other words, the notivation can cone
not from any particul ar docunentary evidence, but from
the nature of the problemto be solved as well as other
articulations of this feature of the doctrine.

In a way, this could be extrenely powerf ul
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because supposedly the Federal Circuit says it wll
defer to the PTOin interpreting the prior art. |I'm
sure Steve Kunin will say that that's not really true,
but at |east you m ght think that you could inmgine
perhaps a different court applying the exact sane
precedents and the exact sanme case | aw and deferring to
the PTO quite a bit because the PTO would cone up and
say, "There's an inplicit suggestion to conbine in this
case law," and the Federal Circuit saying, "W defer to
the PTOin interpreting the prior art, that's a question
of fact," and affirm ng the judgnment.

So | think it's a point in the case |aw. |
think it's fair to say that that's not perhaps the feel
of the case law, but nonetheless, this is a way -- if
the case |l aw were to shift in favor of nore findings of
obvi ousness, this is one way to do it.

Anot her way is the commercial success nexus.
One of the key features of commercial success, which is
an objective criterion of patent validity, many people
have noted, including Professor Lunney and others,
that if you say commercial success weighs in favor
of patent validity, you effectively elimnate the
application of obviousness doctrine to situations
li ke the Sel den patent, things where in fact actually

t he patent has commercial value, which tend to be al
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litigated cases.

There is a counterpoint in the Federal Circuit
case law. The Federal Circuit says that in fact a
nexus is required between the invention, in other words,
the inventive contribution of the inventor in the case,
and the commercial success.

Finally, as a counterpoint to the prior point,
the Federal Circuit has said the failure of the PTOto
find relevant prior art, while not renoving the
presunption of validity, does weaken issued patents. It
partially discharges the burden on the party chall enging
a patent.

If we were | ooking for suggested changes in this
case law, | think that, first of all, the Federal
Circuit case law, which has several novelties in it, and
the Suprene Court itself has not |ooked at this issue in
over a quarter century -- there are several issues that
coul d be appealed to the Suprene Court. And that woul d
just take Executive Branch action, action by the
Departnment of Justice and the Patent and Trademark
Office in actually seeking certiorari

One is the suggestion test. The entire test,
not even the |levels of deference, but the entire test is
not in Suprenme Court precedent. And indeed if you | ook

at Suprene Court cases, there's no doubt in my mnd that
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nost Supreme Court opinions that had a finding of
obvi ousness woul d fail the suggestion test, that in fact
t he Suprene Court did not identify any suggested
conbination in the prior art when it did its analysis.

Commerci al success: | think one way to limt
commerci al success as a secondary factor is to try to
limt comrercial success to situations where the
pat entee can prove that no exogenous changes account for
success and perhaps putting sone burden on the patentee
to prove that exogenous changes |i ke other technol ogi cal
changes or market changes are not responsible for the
appearance of the novelty in the market.

The final is the presunption of validity. |
think again the Supreme Court has not said that the
presunption of validity continues even when the PTO has
not considered the relevant prior art. And that would be
something that | think the Supreme Court woul d probably
be open to that kind of argunent.

Greater use of reexam nation: W' ve tal ked about
that. That's equivalent to an opposition, a post-grant
opposition procedure.

Finally, a sort of change, which no one wil
li ke, but this is sort of an idea that | have, which is
i nstead of having the PTO have a nonopoly on the

exam nati on system instead actually authorize private
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firms to examne the prior art. They would have to be
paid by the inventor. Sonme firms, as |long as you tied
t he presunption that the patent was entitled to in
litigation, tied to the degree or the integrity of the
exam nation, there wouldn't necessarily have to be a
probl em and you m ght actually get nore rigorous
exam nati ons.

It would be at |least interesting to see how the
mar ket woul d shake out. You m ght have sone firns that

just issue patents on a registration basis. Those

patents m ght have a presunption of -- with no presunption

or even a presunption of invalidity, on the theory that
you' ve just gotten your patent registered, you've done
nothing so far, so if you're going to bring this into
litigation, you have a heavy burden to prove that you
are entitled to a patent.

On the other hand, sonme firnms m ght actually
have a gold standard. In other words, they actually
m ght base their reputation and their business nodel on
exam ning patents very rigorously and making it clear
t hat once they've exam ned a patent, it's really a great
patent. And that could actually be sonething that could
come into evidence in the future of litigation.

Less prom sing avenues | think are to seek a

Supreme Court ruling that requires greater deference to
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the PTO s obvi ousness determ nations. As nuch as |I'ma
fan of adm nistrative law, and |I've witten in that area,
and | think these rules with deference sonetinmes make a
difference, | really think it's going to be to sone
extent hard for it to make a difference, to nake a
Suprenme Court ruling that just tweaks the |evel of
deference to the PTO make a difference on the ground in
the real world, in part because |I think the Suprene
Court already did this in the Zurko case, and on remand
the Federal Circuit was still able to overturn the PTO
I n Zurko.

This is nmy final point, relying on patent scope
doctrines: Maybe we can talk about this in the question-
and- answer period. | think that this is a |less
prom sing avenue than the nonobvi ousness doctrine to try
and limt economcally significant patents that have
little technical nerit, in part because you still need
to have an inquiry into technical nmerit. You still need
the tools in your litigation or your |egal process to
eval uat e whet her sonething has technical nerit.

The legal tools for |imting patent scope, |
think, are actually not as well devel oped as the tools
for limting the obviousness inquiry. But |I can talk a
little bit nore about why | think that's so.

Thank you. | think that's the last slide.
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Yes.

MR. COHEN: | would like to thank both of you,
out standi ng presentations. Let's open this up to sone
di scussion. And perhaps we can again start with the
general and then nove on with the nore specific.

Let's start with the principles that we heard
articulated first. | think I heard from both of you a
bit of a recognition of the significance of a "but for"
test here as an underlying principle. Mybe we can get
sonme comments from people whether this really ought to
be the yardstick agai nst which we're neasuring
obvi ousness determ nations, and if so, if it is, sone
comments on how Federal Circuit thinking has applied
this yardstick.

Anybody want to begin?

MR. SOBEL: | would like to make a comrent which
| think relates to the first thing you said.

Bot h Professor Lunney and Professor Duffy |
think said that we want patents, this certainly from
Prof essor Lunney, to induce inventions that woul dn't
ot herwi se be nade. And then that was expl ained further,
so if you have a | arge R&D expenditure in making the
i nvention, we need a patent in order to induce that
effort and that expenditure.

And the way Professor Duffy put it, if | heard
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it correctly, is that we had a high fixed cost -- in
maki ng his analogy to a natural nonopoly -- we had a high
fixed cost in the patented invention and a | ow cost for
use of the information, slight. And | wanted to observe
that if | heard those two comments, which are about the
sane, correctly, that it sometinmes happens that the cost
of di scovery is small, and what then often happens i s you
need a very |l arge expenditure to devel op
it into sonmething useful, sonething sal eable, a product.

So to take an exanple that was involved in
xerography, whichisacasethat | triedin SCMv. Xerox and
t hat exanple, also |I nentioned Mke's book before, for
what ever reason M ke chose to put that in his chapter on
patents: Chester Carlson invented dry printing or
xerography pretty much in his kitchen, between the New
York public library where he did his thinking and
reading and his kitchen. Very primtive. It didn't cost
much. Quite ingenious.

Yet to make that useful, there were a few years
when there wasn't a | ot of devel opnment activity, but he
did this work in 1936. There was some tine |ost in the
war. And it took until 1960 to devel op a sal eabl e
product. And there had to be a | ot of other inventions
made, and a | ot of technol ogi cal devel opnent that was

not patentable, but there was a ot of it that was
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patentable. So that you could think of the devel opment
process, using that as an exanple, and | used this at
the trial, as an inverted funnel.

So there may be great ingenuity at the bottom of
the funnel, but it didn't cost nuch. But as you progress
towards what was called the 914 copier, the first office
dry copier, plain paper copier, the expenses got greater
and greater. While this may not be inconsistent with
what was said, | think it supplenents what was said. |If
you didn't have patents, that investnent woul d not have
been made.

The Hal oi d Conpany, to choose that exanple
again -- and thi s was part of our def ense agai nst Section 2
claims -- the Hal oid Conpany woul dn't have made the
I nvest ment wi thout the patents. That exclusivity was
necessary to encourage that work, so | think that Kkind
of amplifies what was said.

MR. COHEN: Let's try M ke Scherer on this.

PROFESSOR SCHERER: Let nme cone directly to
Gerry's point. That's quite general. That kind of
phenonena happens very commonly. In the book a bunch of
us did in 1958, we give the case of nylon. And if ny
menmory is roughly correct, DuPont had the basic nylon
pol ymer after an expenditure of about $200, 000, but

before you actually had a product that could be used in
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garnments, in fabrics, it was about $10 mllion research
and devel opnent.

There's a further conplication along the sane
line which would lead ne to go to the bottomline and
say, you cannot decide these costs-of-devel opnent
questions in the context of a specific patent
application. You nust look at it in terns of a general
technol ogi cal field.

Phar maceuti cal s, about which I think Gerry
knows sonmething, a lot in fact, is an exanple of the
nmol ecul e.  When you get an interesting nolecule, you
patent it, and then about that tinme you start going into
clinical trials. And of the nolecules that go in the
clinical trials, 23 percent on average energe as
approved new drugs. 77 percent drop out for one reason
or anot her.

So then you've already had an attrition process
during the clinical trials, which are very, very
expensive. Then you get the product on the market, and
Henry Grabowski's work shows that only about 33 percent
of the products that go onto the market cover their
average R&D costs, including the prorated costs of
failures. And so here is nore attrition.

If you look at a particular drug, you m ght

concl ude, Hey, this particular drug costs very little.
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You put in 15 mllion for clinical tests, and, wow,
they're making a billion dollars of profits a year. But
you have to |look at the larger picture of the many
failures. And therefore you can only proceed general
t echnol ogi cal class by general technol ogical class,
if you were to try to devise sonme such standard of
i nventi veness and obvi ousness.

Let ne just make a very small second point. |
was shocked, shocked, shocked to |earn that the
appellate court for the Federal Circuit is drawing this
di stinction between property, which is innocuous, and
nonopoly, which has all these bad effects. | think they
shoul d be chained and drawn into a classroomto study
t he econom cs of conpany towns in the 19th Century, where
all the property was owned by a conpany. Transportation
was very expensive. The distance to the next general
store mght be a five mle walk, ten mle walk.

The conmpany owned the general store. It owned
all the other facilities, sinply owmed them that's all,
property. And yet they had trenmendous nonopoly power
over the lives of those who lived in the conpany town.

MR. COHEN: Let's try Dan and then Stephen.

PROFESSOR BURK: \What | really want to ask John
Duffy is whether he thinks there's a new |line of

busi ness for Arthur Andersen in intellectual property
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exam nations, but | won't ask that.

PROFESSOR DUFFY: You're right, that 1've chosen
the word "audit.” It's probably not the right word to
choose.

PROFESSOR BURK: Anyway, | nmay end up sort of
restating what Gerry Sobel said in different
term nology. But | guess the thing that's surprising
about both presentations, which | |iked very nmuch the
presentations, but typically the econom ¢ anal ysis of
obvi ousness, as done by Rob Merges and Karen Boyd and a
nunber of other people say nore or | ess what we've been
hearing, which is that it's about risk, and it's about
the risk of innovation rather than the risk of
I nvention, that invention happens anyway or may not need
much stinmulus. But the question then beconmes, Do we have
sonme very nmechanistic type of incentive to get people to
overconme the risk of developnent, of bringing the thing
to market. And the suggestion again being that, as
Prof essor Scherer just said, that may go by industry or
that may go by technol ogy, which neans that you nay have
differential approaches to obvi ousness by technol ogy or
by industrial sector.

Maybe | missed it, but I didn't really hear the
di scussion of innovation or risk or incentive to devel op

in the presentations. Maybe that's what was neant by
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technical conplexity versus econom c inportance, but |
didn't hear that, so | would be curious to hear whether
t hat was part of the presentation and | mssed it or if
it's a different approach.

MR. COHEN: Let's hold, Steve, and give dynn
and John an opportunity to answer briefly.

PROFESSOR LUNNEY: | won't speak for John, but
|'m pretty sure he probably had the sane perspective |
did. Whenever you give presentations, things you spell
out inalot noredetail inyour article get shortened. And
certainly I'm not considering the creative
I nvestment fraction when | tal ked about that invention
cost. | was focusing not just on the nonent of
I nvention, if you will, but the innovation costs
I nvol ved as wel | .

The question really is whether we should have an
obvi ousness standard that tries to limt patents to
those things that would not otherw se have been devised
or introduced.

| think certainly that type of standard, however
you may phrase it in particular cases, is going to want
to think about risk, is going to want to think about
i nnovation. But on the other hand if we don't want an
obvi ousness standard that serves to weed out and limt

patents to those things that would not have otherw se
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been created or induced, then we don't need to worry
about those things because we're going to give it as
long as it's essentially new anyhow.

So | guess nmy point was if we can all agree that
we need a standard that serves to weed out, then we can
get down to the details of working out what a standard
like that would [ ook like, but it doesn't seemto ne
that the Federal Circuit right nowis worrying too nuch
about weedi ng out patents that would have been created
I n any event.

MR. COHEN: John, did you respond to directly?

PROFESSOR DUFFY: | do have a small response
probably on the basis of all three comments, and | think
there's two i nportant caveats. One is the risk factor,
which is no doubt very inportant when you're trying to
figure out what the cost of an innovation is.

It's not the cost of the particular person who
invented it because after all, you could have soneone
li ke Chester Carlson who was out there, who actually was
| ooking for a better way to reproduce papers. And
actually he choose a very unprom sing technol ogy because
he actually knew, I'"m sure you're nore famliar with the
facts than | am but he actually said that he didn't
| ook into photographic mechani sms because he knew Kodak

was | ooking into that.
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So he went into an unprom sing field and put his
resources in that because it was very risky that
anyt hing woul d be uncovered of value. And indeed even on
the eve of the 914 copier, you can go back and you can
| ook at Fortune Magazine and say there is this new
conpany called Haloid in New York that's comng out with
this crazy thing, and it's incredibly risky and they
hope to be able to fit into this very conpetitive
mar ket, and it seens extrenmely risky that they'll
actually make noney. O course, within a couple years
profits were raining into the firm

So | think you do have to take i nto account ri sk.

And you also have to recognize that thousands of
I nvestigators m ght be | ookinginto a problem many of whom
w || be unsuccessful, and you have to i ncl ude t he cost of
reachi ng the one i nnovati on. You have toinclude all the
failures in figuring out that cost, and that is a very
I nmportant caveat in determ ni ng what you think the cost is,
whereas | don't think the cost of devel opi ng the car, of
actual ly putting the gasoline engineonthe carriagewth
t he runni ng gears, was subject tothe potential of failure
or subject to nuch risk

Everybody seened to know that if you got a new
engi ne of any kind, you would put on a carriage. That's

the first thing that people did with just about any kind

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



© 00 N o o b~ W N P

[ERN
o

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

133
of engine, put it on a carriage with some gears and see
how it works. So the first point is risk. | totally
agree that that should be included in the cal cul us.

The second point | think really goes to what
your theory of the patent systemis. \Whether you think
t he patent systemis to encourage investnment prior to
the granting of the patent or after the granting of the
patent. Prior to the investnent of the patent is
traditionally the reward or incentive theory. After the
granting of the patent is traditionally known as the
prospect theory and naned by Ednund Kitch of Chicago and
Virginia | aw school s.

| think that there's sonmething to be said for
that, but | don't think it's the standard theory of the
patent system that what we really want to do is grant
a patent and then encourage investnment afterwards, that
that's the main function of the patent system |If you
really did believe that, you would say the
nonobvi ousness doctrine doesn't nmake any sense because
that's what Kitch said.

Kitch said if you believe in ny theory, you
don't want an obvi ousness doctrine. And | think that
that's right, if you really believe it's to make
i nvestnents afterwards. You just want to basically give

a patent out to any new technol ogi cal prospect with no
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filter for obviousness. And then you could say, well,
maybe what's wrong with the Sel den patent is not that he
got the patent but naybe sonme ot her ganmes that he played
with the patent system rather than the fact that he got
a patent. And maybe he shoul d have been able to
nonopol i ze the car industry. He mght have led to
greater devel opment of cars.

So anyway, | think that's a very fundanent al
questi on about whether you think it's before or after
that we want to encourage the investnment. Specifically
with the Xerox case, a lot of the investnent was after
the initial patents, the pioneering patents, were
granted. And it's true that the pioneering patents
expi red about a year after the 914 copier was put on the
mar ket, so what really kept things off the market were
the foll owon patents. And that investnent, the
foll ow-on investnment, can be protected by the foll ow on
patents.

MR. COHEN: Steve, you've been patient. Let ne
turn to you, and I'll also throw out to you and to
anyone el se who wants to comment, the suggestion test.
Has thi s been a problem or isit an advance? Any reactions
on that as well?

MR. KUNIN: Good segue, Bill. | wanted to

provi de sonme observations on the presentations that were
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made. | think it's interesting, as it was already
nmentioned, that in alimted time in making a
presentation, you have to take your best shots,
and you |leave a ot on the sideline, but I think it's
i mportant since we're talking about standards of
nonobvi ousness to kind of take a little bit nore
of an historical perspective to show that over
the history of our patent system there's been a | ot of
experi nment ati on.

Way back in the early days of the patent system
we had the chicanery of the Flash of Genius Test. And of
course subsequent to that, we had, as was nenti oned,

Hot chki ss versus G eenwood, which was nore of a
stabilizing influence. And of course we had in 1952 a
codification of the case law to really include
specifically a Section 103.

So there was this history of having a novelty
standard, then sort of a common | aw standard of
nonobvi ousness, but in 1952 we had a codification of
nonobvi ousness as a condition of patentability. And,
yes, the Suprenme Court in Grahamv. John Deere |aid out
sonme tests, but | do agree that, in fact, the inportant
aspect of the glue of 103 was really m ssing from G aham
v. John Deere.

| think we saw a bit of the problemwi th that in
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goi ng back in ternms of the experinmentation with cases
| i ke Anderson's-Bl ack Rock, which reached back to the old
A&P/ Super mar ket case. And | think what that did during
the period of at |least the 1970s and before the Federal
Circuit occurred, and this I think in terms of sone of
t he graphs showing invalidity in circuit courts or
district courts, there was a lot of invalidity. Wy?
Because the test was synergism |If you couldn't show
synergism you couldn't neet the nonobvi ousness
st andard.

And of course |like Flash of Genius, that was
al so considered to be a form of chicanery and an
| nappropriate standard. And there was then sort of an
evolution, if you will, back to I think you would say
nore objectivity, and of course this kind of goes
through a line of cases.

One of ny favorite historical cases is In re.
W nslow. This, for those of you who don't renenber,
Wnslow is the inventor who has the patents on the walls
around him and then sees that there's two docunents
that provide an indication of what the way to solve a
particul ar problemthat exists in the prior art woul d
be. And it's the "Aha" test.

Then later | think we found, even in the early

genesis of the Federal Circuit, that in cases like In
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re Keller in the early '80s that once again did reach
back to cases like In re MLaughlin, there was this
suggestion, but it was, What would be the collective
suggesti ons based upon what woul d be presuned to be
fam liar to a person of ordinary skill in the art?

Once again, this would permt one to | ook at
docunents thenselves and | ook at the information from
t he perspective of one of ordinary skill in the art,
whet her the suggestions m ght be express, inplicit or
i nherent. But you would glean the level of skill in the
art, and you would glean the information principally
fromthe reference docunents, but also with sone |eve
of technical know edge and skill.

But I think what we find nowis that not only nmnust
there be a suggestion, it seens |ike there nust be an
express notivation. |It's alnost that if you don't have
the glue expressly |eading you all the way, there isn't
any basis to establish sonething would have been
obvi ous.

You have to connect the dots | think very, very
clearly fromwhat is in the prior art. O obviously from
a standpoint of when you're in |litigation, you have the
opportunity to have sonme expert testinony on the
science, which is | think helpful to district court

judges, but is not available in the ex parte types of
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proceedi ngs that are in front of the Ofice.
| woul d say that some of the suggestions in

terms of corrective nmechanisns are ones that | think
many aut hors have written about. One | think is, as
opposed to elimnating a presunption of validity, to
change the clear and convi nci ng evidence standard to,
l et's say, a preponderance of the evidence, perhaps being,
let's say, a little bit nore realistic fromthe
st andpoi nt of permtting the presunptionto be rebutted.
And then there al so have been sone authors who have
i ndicated that if there was a really effective patent
correction nmechanism whether it's inter partes reexam
or post grant, or the like, that maybe if your real effect
Is to provide a filter so that only the inportant
patents are the ones that need to be dealt with, then
you woul d essentially say no presunption of validity
until they went through sone kind of a reexam nation. So
t hat you woul d have sort of the gold seal or the gold
standard of approval since you went through two
gauntlets to get the patent confirmed and reconfirmed,
and then you would get a presunption of validity,
recogni zing that that second type of gauntlet, if it's
inter partes in nature, provides an opportunity to have
a greater richness in the consideration.

MR. COHEN: Her b?
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MR. WAMSLEY: | agree that the presentations by
Prof essor Lunney and Professor Duffy were excellent. |
think there was a great deal there that | would judge
everybody on the panel could agree on.

Now, these hearings are grappling with the
gquestions about how to inprove a systemthat's been
around for a long tinme. Sonmebody said this norning a
| ot of these questions are not new.

Pr of essor Duffy, the exanpl e of the Sel den pat ent
in 1895 is an interesting one. According to Ford Mot or
Conpany at | east, that patent was what inrecent tinmes has
been cal | ed a submari ne patent, which is anot her probl em
wi t h the patent systemthat's maybe beyond what we have ti ne
total k about today. But as | understandit, M. Sel den was
a very clever patent attorney, and he kept his invention
bottled up for sonething like ten years. Then after
manuf acturers had started investing, he sprung the
patent on them The litigation went on for years.

You know, | suspect everybody on this panel
agrees that we should have a reasonably hi gh obvi ousness
test, one that finds nonobvious only inventions that
woul dn't have been nmade otherw se or for which there's
sone incentive needed. | think we're grappling with
what a standard should be, and as a part of this

question is whether the Federal Circuit has really

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



© 00 N o o b~ W N P

[ERN
o

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

140
changed t hi ngs nuch.

Now, another thing that's not new, and | woul d
like to read a couple of sentences fromthe G ahamv.
Deere opinion of the Supreme Court in 1966. The Court
said: "While we have focused attention on the
appropriate standard to be applied by the courts, it
must be renmenbered that the primary responsibility for
sifting out unpatentable material lies in the Patent
Office. To await litigation is -- for all practical
purposes -- to debilitate the patent system"”

Now, Professor Duffy, | think you said sone of
us woul d hate a couple of the ideas you put up there,
and you're right. | for one hate the one about
di fferent kinds of exam nation by different authorities
some of which would be --

PROFESSOR DUFFY: That's just a free market
st at ement .

MR. WAMSLEY: It would be a very weak
system We have to renenber the interest of the
st akehol ders who are the conpetitors of the patent
owners and their interest in having certainty at an
early stage about what the patent rights are in their
i ndustry. And if you don't have a system where the Patent
and Trademark O fice is doing a full exam nation of

every case and applying an appropriate obvi ousness
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standard, you don't get the unpatentable material sifted
out, and you | eave uncertainty.

MR. COHEN: Rochelle?

PROFESSOR DREYFUSS: A couple things. | really
| i ke the discussion on technol ogi cal advances versus the
ri sk of devel opnment, and | |iked both of your
presentations too, but | was little bit surprised by
the last thing you said, John, where you said well, if
you really were worried about the risk of devel opnent,
then you would just get rid of the nonobvi ousness standard
entirely. And | wonder why that woul d be the case.

Why woul dn't we just have a different kind of
nmet hod of weeding out? Why woul dn't we perhaps use a
standard that doesn't |ook at the particul ar
t echnol ogi cal advance, which in actual fact is only a
proxy for this other question of what are the risks of
devel opnment, and why not | ook directly at the risk of
devel opnment ?

| think a | ot of the watering down on
nonobvi ousness has cone in the chemcal field. And the
reason it has cone in the chemcal field is because
chem stry, speaking as a chemst, is a very mature field,
theoretically. So that as a matter of fact, as a
t heoretical matter, there's nothing that's going to be

nonobvi ous because as a theoretical matter, you can kind
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of figure out what an awful | ot of npolecules are going to
do based upon their structure. And there's enough
synthetic chem stry out that that once you figure out
the structure, it's not all that hard to build the
nol ecul e.

So you see the court sort of creating these new
tests in order to keep chemni cal nol ecul es patentable. And
the reason that they're doing that is because of the
ri sk of devel opnment problemthat M ke brought up, that a
nol ecul e m ght be easy to create, but it's awfully hard
to get it to market, especially if it's subject to sone
ki nd of a clearance procedure.

So | wonder whether we shouldn't be thinking
bi gger and thi nki ng about whether or not we have the
right test for obviousness rather than sinply discarding
it, if you kind of believe as |I do, that Ed Kitch had a
| ot going for what he said in his article.

Then the second thing, to speak directly to
Bill's questions on suggestion tests and on secondary
considerations, and I hate to sound |ike a broken
record, there are institutional considerations in that
too. | think part of the reason the Federal Circuit
| i kes the secondary considerations is because they think
it's easier for the district court to apply, or they

think it will sort of stop the district court from

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



© 00 N o o b~ W N P

[ERN
o

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

143

automatically saying, "Hey, cool, | could have done that."

So the question is partly whether or not we put
expertise at the right level. W put expertise at the
appel late |l evel, but that means that you've got to have
all of these drivers to get questions up to the Court of
Appeal s. So you make things questions of |aw so that the
court can review them de novo. And things that you can't
make questions of |aw, you have to make into such sinple
fact questions that even a district judge who is very
technologically illiterate will be able to answer them

So to the extent you see problens on the
suggestion test or the secondary consideration test, it
m ght have a little bit of sonmething to do with
I nstitutional design and not nmerely a question of what
the court actually thinks is right.

MR. COHEN: | wonder about the secondary factors
test, in particular, the comercial success test, where
one el ement seens to be that there be a nexus between
the comercial success and what was invented, the
i nventiveness of that. That seens like a fairly difficult
thing to establish. How has the Federal Circuit, or the
District Courts to begin with, gone about trying to --
how successful have they been?

PROFESSOR DREYFUSS: That was actually ny | ast

question, which was to John again on his idea of
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putting a burden on the patentee to rul e out exogenous
devel opnents. |It's always hard to prove sonething that
is not true, so | think the nexus test is kind of a way
of having you prove a positive rather than having you
di sprove a negative.

PROFESSOR DUFFY: If | can just coment on that
| ast point.

MR. COHEN: Go ahead.

PROFESSOR DUFFY: |'mnot sure it's hard to
prove a negative in this case actually. One thing you
could prove is that the starting materials had been
avai l abl e for a decade.

PROFESSOR DREYFUSS: You're putting the burden
on the patentee. The patentee has to prove that certain
materials weren't available for a decade.

PROFESSOR DUFFY: No, | think the burden on
t he patentee, you would have to say, is the starting
materials were available and no one else did it. In
ot her words, actually a really good case, the case |
really like and actually is in the new case book | have,
is | put in the whole A&P case because | think it's a
wonderful case. And | think it is a case where the
Suprenme Court got it wong, because if you actually | ook
at the facts which were in the | ower court opinion, the

starting materials, the fact that this was an incredibly
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sinple invention actually cuts very nuch in favor of the
pat ent ee.

The Suprene Court seened to be inpressed that
this was a piece of wood that anybody could create, and
that in fact makes it | ook nore like it's nonobvious.
The | ower court detailed not only is this a very sinple
invention, it's basically the precursor to a nodern
conveyer belt at a supermarket. This was just a wooden
frame that the checker would pull down towards the
checkout spot. But the |ower court said that the
sel f-serve store had been in existence for two decades,
since the Piggly Wggly first was created, and that was
uncont ested, and that this had been a problem the sort
of bunching up of people at the checkout counter had
been a problem for those two decades, it had recently
i ntensified, but that it was a problemfor about two
decades.

There was this one inventor who came up with a
sol ution using absolutely common materials, pieces of
wood and nails, which are around for centuries, and
I nstant aneously that's copied by everybody else, and it
solves the problem It allows the substitution of this
device for nore checkers essentially.

So | think there are many cases where i n fact you

woul d be able to prove that in fact the materials were

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



© 00 N o o b~ W N P

[ERN
o

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

146
common materials. There wasn't an exogenous change.

In many cases | think you won't. Price Line's
patent on the reverse auction on the Internet. | think
you could say, Well, what has caused that to be patented
now? Well, nmaybe it's the Internet. Sane thing with
the One Click patent.

So |'m not sure that you can't prove this,
because it's not really proving a negative. It's
provi ng whet her the problemexisted for along tine and
whet her the materials to solve that problem were in
exi stence, but for the intellectual conmponent.

PROFESSOR DREYFUSS: | agree with you on the A&P
case. They also thought we didn't |ike gadgets, and in
fact we | ove gadgets.

PROFESSOR DUFFY: Right, right.

MR. COHEN: We have two signs up here. Let's
take Dan and then @ ynn and then a short break.

PROFESSOR BURK: | wanted to conme first back
around to the innovation versus invention question that
has been floating around. One of the things that John
Duffy said in response to ny earlier conment was that
one of the breaking points m ght be whether you think
it's inportant to calibrate your nonobvi ousness standard
before getting the patent versus after getting a patent,

which | agree is Ed Kitch's focus and one place you
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m ght | ook.

| think what | was really tal king about and I
think Gerry Sobel was tal king about was a different
breaki ng point, which is before invention versus after
i nvention. And again ny bias, like Rochelle's, m ght be
the fact that |I'm from bi otechnol ogy and fromthe
chem cal area where you can very easily generate new or
novel creations, but then figuring out what they do and
getting themin the market is the expensive point.

So at the point where you have the invention in
hand and the persons then say, nowis it worth getting a
patent on, let alone trying to take it to market, you may
want to | ower the bar or nodul ate the bar of
nonobvi ousness to make that anticipated value different
dependi ng on what industry you're in.

Now, that goes back to Professor Scherer's point
about creating blanket rules for different industries,
which is a version of what we call the rules versus
standards problem which my be what we're talking
about. In other words, there's a certain cost of
creating a different rule for every industry or every
different situation on a case-by-case basis, so we tend
to avoid that cost by creating broadly applicable
standards. But then the cost is that it's not going to

fit the various cases very well.
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So you have to bal ance off the cost of having a
standard that doesn't fit your situation very well and
generates sonme social disutility versus the cost of
continually going back to somewhere -- the court, the
Patent O fice, or Congress -- tocreateadifferent rule for
every new technol ogy that comes along. And part of the
probl em you're going to see in nonobviousness is trying
to figure out those two different standards or having a
broad standard versus a lot of individual little rules.

MR. COHEN:. We can develop that a little bit
further after we throwin description and enabl enent. Let's
have G ynn have the | ast word before the break.

PROFESSOR LUNNEY: The | ast word, | always | ook
forward to that. | want to say two things. One is on
this nexus between commercial success and
nonobvi ousness. The standard before the Federal Circuit
was sonmewhat tighter. You had to show causation, that the
causation was due to the technol ogi cal advance. Under
the nexus test that the Federal Circuit has applied, it's
much | ooser. As |long as the patented invention is
i ncorporated into a successful product, that seens to
be enough. Even historically for exanple, if you could
show a very heavy marketing effort, heavy advertising, a
| ar ge conpany wi th good di stri bution, youwuldmtigatethe

cl ai ned causati on, but under the Federal Circuit those
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factors are not enough to elim nate a nexus.

The second is this notion of risk, and | think
we need to be careful about cause and effect here. The
| evel of risk in the pharmaceutical industry, in any
i ndustry, the level of failure that is funded, that is
tolerated in the industry, is not determned in the
abstract. It is a function of the patent protection
provi ded.

If you provide nore protection, the successes
wi |l pay for a greater deal of research and a | arger

nunber of failures. So nore patent protection neans a

| ower success rate. So we need to be very careful how we

approach those issues because if you say, "Well, a | ow

success rates neans you need nore patent protection,” the

nore patent protection you get, the nore research you're
going to fund, and the nore the success rate is going to
fall because you' re going to have a |arger funding of
failures that you can afford.
PROFESSOR BURK: A success rate, you're saying
| ooki ng at the industry as a whol e.
PROFESSOR LUNNEY: At the industry as a whol e, yes.
MR. COHEN: Let's break until 3:10. That gives
us about eight or nine mnutes or so.
(Whereupon, a brief recess was

taken.)
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MR. COHEN:. We're going to Dan Burk who will be
t al ki ng about description and enabl enent.

PROFESSOR BURK: | was asked to say a word or
t hree about sonme of the Section 112 doctrines that we
have been nmaki ng reference to of f and on duri ng the day. So
this presentation is part tutorial, since those are
sonmetinmes | ess well known than the obvi ousness standard
t hat we've been tal king about. And |I'm going to use the
T word, the trend word, towards the end of the
presentation to try and point out what | think are sone
trends in Federal Circuit jurisprudence.

Hopefully 1've kept this short enough that we'll
have nostly tinme for discussion since that seens to be
t he nost productive part of what we' ve been doi ng today,
| think so far.

So first a few words about the enabl ement
doctrine. W typically think of this as being part of
t he bargain, the quid pro quo, between the inventor and
the public, the idea being that we'll give you an
exclusive right if you will disclose to the public how
to make and use your invention. And then after 20 years
or so, the patent will expire, and that information wl|
beconme part of the public domain for anyone who wants to
use.

So what we're tal ki ng about, when we tal k about

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



© 00 N o o b~ W N P

[ERN
o

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

151
the Section 112 doctrines, enablenment and then witten
description, which I'll get to in a nonment, is not so
much a characteristic of the invention such as we've
been tal king about with obviousness or we m ght talk
about with novelty or sone of the other patentability
requi rements that are actually part of the invention
characteristics, but has a ot to do with the docunent,
with the actual patent application and | ater published
patent that is filed by the inventor.

It needs to reveal in that document how to make
and use the invention. And the catch phrase that cones
up is that the person of ordinary skill in the art
shoul d be able to make and use the invention w thout
"undue experinentation," quote, unquote, by | ooking at this
document that the inventor has provided us wth.

And there's arel ati onshi p between this di scl osure
t hat takes pl ace and hownuch t he i nvent or can cl ai m Since
thisis part of the bargainwi th the public, the nore you
disclosetous, thenorew'Il| allowyouto clai munder your
exclusive right. The less you tell us, the less you
di sclosetous, thelesswe'regoingtoallowyoutoclaim
as part of your invention.
Now, there are sone areas where, in order to nmake
this disclosure, how to nmake and use the invention,

text just doesn't work well. We talked earlier today
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about the inadequacy of |anguage in sonme situations. And
the classic exanple here is when Congress decided to
create a new formof intellectual property back in the
"30s called the plant patent. It's awfully hard to
describe a new variety of a plant, of asexually
reproducing plant, well enough to neet the requirenents
of disclosure in the patent statute.

So Congress said, "Fine, you can put a picture of
the plant in the patent instead, and that will be your
di sclosure.” And so plant patents as a consequence are a
| ot of fun to | ook at because nost of them are
ornanental varieties of plants, and you get to see lots
of pictures of pretty flowers and so on.

We have a simlar problemthat devel oped after
t he Chakrabarty case, particularly when biotechnol ogy
entered the mai nstream of patent |aw subject matter,
t hat when dealing with biological materials and
m croorgani snms and even nulti-cellular organi sns, again,
it's awfully difficult in many cases to tell sonmeone how
to make and use those materials, which may be quite
uni que. And so the alternative was devel oped that you
could publicly deposit sanples of those materials in
order to enabl e t hose of ordi nary skill to make and use your
i nventi on.

Even if you couldn't tell them how to nmake it or
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how to get the materials, you could make it available to
t hem t hrough public repositories, and those are both
aspects of enablenment that I will cone back to in a
m nute as being inportant as part of the trends in the
Federal Circuit.

Now, enabl enent al so shows up in a nunber of
ot her odd places or unusual but inmportant places in the
patent | aw besides sinply the disclosure made by the
i nventor. We've tal ked about the inventor's obligation,
but enabl ement al so shows up in helping us to define
what is relevant prior art in cases.

So, for exanple, if a piece of prior art m ght
prevent you fromgetting a patent, part of the standard
iIs that the disclosure in that prior art has to be
enabling, so that the public already has the invention in
their possession, and what you're giving us is not
anything that the public didn't already have.

The Federal Circuit has increasingly used
enabl ement as an inportant part of the invention
standard, particularly conception. There are a nunber
of cases now tal king about the inmportance that if an
i nventor has fully conceived of the invention, that the
enabl enment standard is part of that, that you shoul d be abl e
to enabl e sonebody to make and use an invention that you

fully conceived of.
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So the standard has been exported into sone
ot her parts of patent law, and that also is inportant in
t hi nki ng about some of what has happened in recent
trends.
The enabl ement i s neasured, as | said a nonent ago,
with regard to this nmythical person, sonmetines called
t he PHOSI TA, a person having ordinary skill in the art,
who i s envisioned as a common user of the technol ogy,
sonmeone who i s not very i magi native. So the legal standard
thenis, have you enabled this inmaginary, legally fictional
person to make and use the technology, alittle bit |ike
fictional people we see in other parts of |aw, the
reasonabl y prudent person. And that standard has al so been
exported to other parts of patent | aw, and as we'll seein
a monent, it's inportant to sone trends in the Federal
Circuit.
Let me suggest one of the places where these
trends seemto cone together and which goes back a
little bit to a discussion we had a few m nutes ago
about certain industrial sectors or certain
t echnol ogi cal sectors and whether you create a rule
specific for that type of technology or whether you have
a wi der blanket standard that covers many areas of
t echnol ogy.

If we |ook at the conputer software cases the
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Federal Circuit has been dealing with in the past few
years, with regard to the enabl enent standard, the
Federal Circuit keeps telling us that very little
di scl osure is necessary for conputer software. And so
when we | ook at these patents, the Federal Circuit has
told us you don't need to give us the code that goes
with the software. You don't need to give us a fl ow
chart. You just need to tell us what the software does,
just give us a functional disclosure, tell us what it
does.

Then the Federal Circuit has said pretty nuch
anybody of ordinary skill couldthenwitethat program So
t he assunption seens to be in the area of conputer
software, that the PHOSI TA, the person having ordinary
skill, is a person of extraordinary skill or someone who
sinmpl e having been told what a piece of software is
supposed to do can very quickly go in and wite that
code, wi thout being told very nuch nore, that they would
be able to do that.

We can have a discussion about whether that's
really true. |If you' ve done any coding, there tend to
be bugs and ot her problens that maybe that the Federal
Circuit doesn't fully appreciate what goes on. But there
seens to be a | egal standard evolving here of what

constitutes ordinary skill and what would need to be
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di sclosed that is unique to conputer software and is a
relatively | ow standard for disclosure.

This is in contrast to another area that we've
nment i oned a coupl e ti nes t oday, the bi ot echnol ogy area. And
| think it was Stephen Kunin who nentioned sone
cases earlier today like Fiers v. Revel, where the
Federal Circuit is telling us, No, we need to see code.
We need to see the sequence of a DNA nol ecule or the
structure of another nol ecule.

Apparently the presunption here is that the
PHOSI TA, the person having ordinary skill in the art, is
extraordinarily dense, that they cannot cone up wth
this on their own having been told only the function of
the particular nolecule, and so you really need to
literally spell it out for themin the patent, which is
quite a contrast to the software area. And so we may be
seei ng evolving standards in different areas of
technology with regard to enabl ement.

How about witten description? Related to
enabl ement but distinctly different, especially in
recent years, it's actually sort of a historical
artifact. There was a tine before we cane up with the
i dea of having clainms in patents when the description
provi ded by the inventor in disclosing the invention

told you what was being clainmed. And so rather than
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havi ng separate clainms, the witten description served
functions that we woul d today say are served in the
claims portion of a patent, putting the public on notice
as to what they should avoid so as not to step on one of
these | and m nes that we tal ked about.

At one tine the witten description told the
public what was off limts, what they should avoid in
order not to infringe, and what the nmetes and bounds of
the patent rights were, the invention that the inventor
was going to have rights in.

These things we would tend to think now are
covered in the function of the clains in the patent
docunent, so there's sone question as to what the
written description requirenment really does anynore. And
we' ve been given a nunber of justifications by the
Federal Circuit and by its predecessor court.

One thing that clearly is done by the witten
description requirenent is that it curtails so-called
new matter problens, that if you're relying on a
previously filed application and a continuation
situation or a continuation in part situation, that we
know what it was you were tal king about in that earlier
application by the description that's there. And if you
want to rely on that for a filing date or rely on that

di sclosure later on, if you vary fromthat, we assune
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you're now tal ki ng about a new i nvention, and you need
to start over.

So it prevents sort of the changing or
nmet anor phosi s of the discussion of the invention
happeni ng as these docunents are filed with the patent
of fice.

It's al so been suggested that the witten
description requirenent sort of keeps the inventor
honest, that we know that the inventor really did invent
this because they're able to give us this detailed
description. And the underlying assunption here seens to
be that if you hadn't actually invented this, you
woul dn't be able to describe it in enough detail to neet
this requirenent.

Now, note that | say "has the invention in hand"
I n quotation marks because you don't have to actually
build the invention in order to get a patent on it. |If
you sufficiently envision the invention so that you can
give us an enabling and working witten description, you
can file a so-called "paper patent” w thout having to ever
build it.

Again, the conception of the invention has to be
sufficiently detailed to neet this requirenment, so we
know that you really did invent it, whether it's a paper

patent or whether it's a patent that you actually reduce
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to practice in the physical manner.

VWhat a nunber of commentators have noted is that
by retaining this witten description requirenment, it
may do these things. It may curtail new matter. It may
keep the inventor honest. It may nmake sure the inventor
really has invented what she says that she has. But it
really acts as a sort of super-enabl enent requirenent
that not only do you have to enabl e sonmebody of ordinary
skill to nmake and use the invention, but you have to
give us this detailed description on top of that, so
that we're doing sonething a little bit beyond
enabl ement in putting this into the hands of the public
In this docunment.

Now, for a long time or for various periods of
time, no one paid all that much attention to the witten
description requirenent after we devel oped the idea of
having clains. It was sort of thereinthe statute andin
a | ot of cases was not paid nuch attention to.

But it becane very popul ar inthe chem cal arts.
Agai n goi ng back to sonmething Rochelle Dreyfuss said
earlier, it's had this nmuch nore vigorous history
in chem stry of being inportant than el sewhere and seens
to have been reinvigorated recently by the Federal
Circuit, certainly in the chem cal and bi otechnol ogi cal

arts, and maybe outside of that as well.
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One thing, one trend, using the T word, that the
Federal Circuit seenms to be using this for, is as a tool
tolimt claimscope. And we have sone cases where the
Federal Circuit says, "Well, you have clainmed sone
enbodi mrents of the invention that you didn't descri be,
and so we're going to limt your clainms or even
i nval i date your clainms in sone situations because you
didn't give us a description. Even though you enabl ed
them you're claimng too broadly to be comensurate
with your witten description requirenent, so we can use
that to kind of check your ability to claimbroadly."

I n biotechnol ogy, again, this seens to have been
taken to an extrene. There was sonme nention of this
this norning where the Federal Circuit seenms to be
saying, "Well, you need to give us a very detail ed
description of the structure of the nolecule, and in the
case of genom c types of patents, DNA, that neans the
nucl eoti de sequence, not only to enable one of ordinary
skill, but even when one of ordinary skill would be
enabl ed, you haven't properly described the nol ecule
unl ess you've given us this detail ed sequence.”

This shows up especially in cases where people
have found and have characteri zed DNA sequences t hat
m ght be fairly comon, perhaps with slight variations,

i n other species, and are trying to claimnot only the
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particul ar nolecule that they found but al so other
sim |l ar nolecul es, a genus of nolecules. And the
Federal Circuit has said, "Well, we're not going to all ow
you to do that because you haven't described all of
t hese nol ecul es. You have one of themor a few of
them You' ve told us how to get nore of them and you
told us that the others would be very simlar to the one
t hat you have, but you haven't given us a description of
them "

The sort of pinnacle of this trend was al so
menti oned by Stephen Kunin this norning, the Enzo case,
goi ng back to the practice that | nentioned before of
depositing biological materials, which has been the
practice for some tine now in order to enable people to
have the starting materials to practice certain
I nventi ons.

We now have a case where, following this trend
in witten description, the Federal Circuit has said,
"Well, it's fine to deposit materials for purposes of
enabl ement, you m ght be enabling people to practice the
i nvention by making the materials available. But you
haven't described them and so deposit will not suffice
for witten description.”

| think that was a rude shock to people hol ding

quite a number of biotechnol ogy patents who thought that
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by depositing materials, they were okay under Section
112, and now we |l earn that, no, they failed the witten
description requirenent.

So that's ny round-up of where | think the
Federal Circuit has been going with witten description,
with enablement, and | | ook forward to sonme questions
and di scussi on about the policy and the econoni cs behind
it.

MR. COHEN:. Before we proceed with that
di scussi on and questioning, let's take our final
presentation of the day, which cones from Gerry Sobel

MR. SOBEL: Thank you, a lot of wonderfu
presentations. |'mdelighted to be here. | have to say
that my comments do not represent the views of ny | aw
firmor any clients. And | have to nention that | wote
a paper that touches on the subject of ny remarks today,
and it's in the University of Virginia Journal of Law
and Technol ogy spring '02 issue.

My topic is the devel opnent of the doctrine of
equi val ents at the Federal Circuit, and a subject that
canme up this norning, its relationship to econon c
policy and, nore precisely here, conpetition policy. So
a word about where we came from on the doctrine of
equi val ents and the trend, a word that was nentioned a

few times, and what the bias is or the way the Federal
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Circuit thinks about this issue is.

So the doctrine of equivalents started in the
19th Century. And just to be absolutely clear what we're
tal ki ng about, | can give you the sinple facts of the
W nans case. It was a coal railroad car, and the claim
tal ked about a conical shape. And the accused railroad
car was an octagonal shape. And the Suprene Court said,
"Well, yeah, it isn't conical but it infringes because
we're going to | ook through the formto the substance.”

We can junp forward to the Graver Tank case in
1950, where the Suprene Court toldus alittle nore about
the doctrine of equivalents. It said you | ook for
substantially the same way, function and result in
t he accused thing, same that is, of course, as the
claim And there were sone strong statenments of policy
I n Graver Tank, where the Suprenme Court said that we're
going to favor the patentee over the interest of accused
infringers in clear notice of what's covered by the
pat ent .

In fact, the Suprenme Court tal ked about
unscrupul ous copyists, fraud on the patent. They used
strong | anguage. And that's the setting in which the
Federal Circuit is created in 1982. And what did the
Federal Circuit do? Very quickly, it started out in

sync with Graver Tank, and even nore so. It said, "W're
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going to look at the clains a whole. W're going to
| ook at the accused device and consider whether it's
enough like the claimas a whole to infringe by
equi val ency, even though, of course, there is no literal
i nfringement."

That view prevailed for a few years in the first
hal f of the ' 80s. And thenin 1987, i n PennWal t and Per ki n-
El mer, the Federal Circuit got on the track that
it's been on since then. It said, "We're going to narrow
this doctrine." It didn't use those words, but that's
what it did. And it did that by saying, "W need an
equi val ent for every elenent of the claim so we're not
going to look at it as a whole anynmore. That's gone.
We have to find an equivalent for every elenment. W
have to start, of course, by figuring out what the
el ements are, but it's every limtation essentially in
the claim"™

There was anot her notion expressed that recurred
in Perkin-Elmer in "87. W' re concerned about erasing
claimlimtations, reaching people who would infringe by
the doctrine of equivalents but ignoring sonme claim
limtation. That all-elenments test was mtigated in a
coupl e of deci sions.

It said, "Well, you can have two features of an

accused device doing the job of one claimelenent or you
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coul d have one for two or you coul d change the | ocation.”
And the element didn't have to be in exactly the same
pl ace in the claimand the accused devi ce.

The next nmmjor step was an effort to |argely do
away with the doctrine of equivalents. And the vehicle
was what the Federal Circuit said in a couple of cases
was the specific exclusion doctrine. |If it's sonehow
necessary to the claimand it isn't in the accused
device, it is specifically excluded by the claim and
there can't be infringenent under the doctrine of
equi val ent s.

This proved to be a dead end, actually in a case
| argued, and the Federal Circuit abandoned it in an
Et hi con Endo- Surgery case, where they said, "Well, we
can't distinguish something that's specifically excluded
fromeverything that's omtted by the literal |anguage
of the claim"™

In other words, they couldn't tell which was
which, and if you treated everything that wasn't
literally clainmed as specifically excluded, obviously
there would be no doctrine of equivalents. And that was
I nconsi stent with the court's own precedent, not to
mention the Suprenme Court.

War ner - Jenki nson canme al ong, another effort to

chop down the doctrine of equivalents. This tine it was
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the en banc questions that said, Well, maybe this should
be a judge issue, not a jury issue. Maybe this should
be equitable. Maybe it should be limted to intentional
copyi ng, another avenue for limting the doctrine.

The Federal Circuit majority kept the same rules
as before; in other words, the novers for the change in
t he doctrine of equivalents couldn't nuster a mpjority,
and Graver Tank was pretty nuch affirmed. They said,
"We're not going to take it away fromthe jury. 1It's not
limted to intentional copying." And I'll say a word
about prosecution estoppel separately in that case and
ot herw se.

The Supreme Court got the case, and it pretty
much started out by saying that we decline the
Invitation to speak the death of the doctrine of
equi val ents. And they said we recogni ze that the
doctrine conflicts with the notice function of being
preci se about what is clainmed so that the conpetitors
and the public can know what's covered and what's not
covered. But they said we're going to follow in
subst ance Graver Tank.

The Federal Circuit had said, in struggling with
the test, you |l ook for substantial or insubstanti al
differences to find equivalents infringenent. And the

Supreme Court said pretty much the sanme thing, but
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that's not the only test. And it didn't say what other
test mght exist. It endorsed the all-elenents rule,
which, as | said, the Federal Circuit had been applying by
t hen for nmany years.

There's another notion in the Federal Circuit
cases that just becane inportant in Festo. And that is
this notion of foreseeability. |[If the applicant for
patent could foresee the enbodi nent that |ater turns out
to be the accused device, he should have clained it, she
shoul d have clainmed it. They didn't claimit, tough
l uck.

That's what foreseeability is. And the Federal
Circuit in 1995, the Pall case, said that is not the
rule, that's not the law, it's not controlling. And then
I nthe Sage case in 1997, it appears as di ctum Shoul dn't
the doctrine of equivalents be limted to
things that are not foreseeable at the tine of the
prosecution? And | should note that that woul d have
conflicted -- it was dictumbut it would have conflicted
with Graver Tank, where the accused equival ent was
actually nmentioned in the patent specification, so
obviously it was foreseeable. Yet it wasn't clained,
and in fact that was a plus in finding infringement in
equi val ents according to the Supreme Court. But there's

that dictumin Sage.
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Now to turn to prosecution history estoppel,
foreseeability has beconme very inportant in the |ast few
nonths in the Festo case. Prosecution estoppel is an
i ntegral part of the equival ency doctrine and of course
says, and l'mgoing to try to explain these terns, that
when an applicant for patent has narrowed his clainms in
t he course of prosecution, he or she nmay have abandoned
what was surrendered.

| should nention that that interestingly cones
fromSupreme Court |aw also in the sane year as W nans.
There's a Shepard case that says you can't capture in
arguing an infringenent case what you gave up in
prosecution. And then it was applied to the doctrine of
equi val ents by the Supreme Court in 1942 in Exhibit
Suppl y.

To get to the Federal Circuit, one issue that
was presented to it was, |Is estoppel limted to
overcom ng prior art rejections or does it apply to the
subjects of the talk, the excellent talk we just heard
about Section 112 enablement and witten description
I ssues al so?

The Federal Circuit at first held, "No, there's
no estoppel if you make a change in your claimfor 112
reasons,"” and that persisted for some tinme. The Federal

Circuit did narrow equival ents by broadeni ng estoppe
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when it said that there isn't estoppel, prior art
rejection or no, if there's an unni stakabl e assertion
of a position, whatever that is, and they found it
soneti nme.

Then there was a debate of the Federal Circuit
beginning in the '80s that continued for a long tinme on
whet her, as the court called it in the Hughes case, you
applied estoppel in a wooden application, as it said,
and just said, "Well, if the claimwas narrowed, whatever
ground was surrendered is gone," or, |later on, and the
debate continued right into the Festo case, is there a
fl exible bar? Do you do acl ose exanm nationto see -- even
I f the applicant gave up nore ground than was absol utely
required or if it gave up nore ground than was
absolutely required to overconme the prior art, perhaps
It could recapture sonme of that ground in equival ents.

And the formul ations of the Federal Circuit, for
exanmple, inthe Littoncaseinthelate'90s, said, andthis
was a remand, "Go back and see what was covered by the
prior art, and we're going to find an estoppel for that

plus trivial variations and not nore, even though it was

technically given up" -- | don't want to use the word
abandoned -- "given up and not clained after the claimwas
narrowed. "

In the Supreme Court in WArner-Jenkinson in
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1995 -- well, why don't | start with the Federal
Circuit. The Federal Circuit is applying a flexible
bar, and when that gets to the Supreme Court, the
Suprenme Court doesn't dispute that, and in fact renmands
to see what the reasons were for amending the claimand
whet her they give rise to estoppel.

The Suprene Court was not clear on whether these
estoppels were limted to prior art or indeed extended
to Section 112. And the new thing the Supreme Court did
was to create a rebuttable presunption that if there is
an amendnent, a narrowi ng anendnent, it's for reasons
relating to patentability and that i nvokes an estoppel. And
It's up to the applicant, according to the Warner-

Jenki nson presunption, to overcone that.

Then conmes the very interesting Festo case.
Again the Federal Circuit is struggling with equival ency
and, | submt, how to narrow it. This tinme the avenue is
estoppel, and they hold if a claimhas been narrowed for
any reason relating to patentability, it's a conplete
bar to equivalents for the elenment that was narrowed,
and renmenber we're doing an el enent by el enent anal ysis
still, but you don't do a close exam nation at what had
to be surrendered to overcone the rejections. You
don't | ook at reasons.

The di scussion is over if there has been a

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



© 00 N o o b~ W N P

[ERN
o

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

171
narrowi ng for that elenent. And you m ght say that what
was done was to adopt what the Federal Circuit had
call ed a wooden rule in 1985 or so in the Hughes case.

What effect did this have? Pretty dramatic
because, as some of the opinions pointed out, there are
conparatively few clainms that are not narrowed in
prosecution, so one or nore elenments in each of those
patent clainms was disqualified as a candidate for
coverage including in equival ents.

So the Supreme Court gets this and di sagrees
with the Federal Circuit. And I'll conme back to this
norni ng' s question about the extent of econom c anal ysis
and conpetition in a nonment, but the Suprenme Court said,
"No, there is a flexible bar, it's not a conplete bar
We don't agree with the Federal Circuit.”

The Suprenme Court did | ook at the interest of
conpetitors in the clearly defined claimscope and the
fact that they |like to design around and said, however,
| ooki ng at W nans and | ooki ng at G aver Tank and
| ooki ng at Warner-Jenki nson, each tinme the Court
considered the doctrine, it said, "We're going to keep
it. We're not going to abolish it because of the notice
function."

That's what it did here. And the Suprene Court

quoted and rejected Justice Black's dissent in G aver
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Tank, where he expressed his unhappiness with the
doctrine of equivalents, so we're not going to follow
t hat .

The Suprene Court did circunscribe equival ents
inits owm way, and | think Rochelle Dreyfuss nmentioned
that it adopted anot her branch of sociology. It |ooked
at the difficulty | anguage has in expressing new
technol ogy, the difficulty in describing in clains what
the invention actually is, and it said, "We're going to
give the patent applicant a break for that, and if the
equi val ents are unforeseeable at the tinme of the
application, you can cover them"

If a person of ordinary skill, and you heard a
| ot about himor her in the last talk, could not be
expected to include that in the claim then it's
covered. You can cover it with equivalents. And then
t hey had a couple of nore categories that would be
okay: if it bears no nore than a tangenti al
relationship to the equivalent in question, it's hard to
know exactly what that neans, or if there's sone other
reason suggesting that the patentee could not reasonably
be expected to describe the substantial substitute.

So there's a few opportunities to avoid an
est oppel where there has been a narrowi ng and the ground

was actually surrendered, but if you don't fit these,
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t he Suprene Court says, you are estopped. And that of
course circunscri bes when you can get infringenent
coverage by equival ent.

The Suprene Court said again there's a
rebuttabl e presunption that the patentee is estopped,
and it's up to the patentee to overcone that.

Why don't | say sonething about a hypothesis |
have, and I'll close with that. Before | do that, |
want to answer Hillary Greene's comment about the extent
of Federal Circuit consideration of econom cs. And I
covered it this nmorning a little bit, but the nost
di scussion of conpetition and a little bit of econom cs
that the Federal Circuit has done is in the Festo
opinions. And there are two views, to oversinplify a
little bit.

One, the majority's view in the Federal Circuit,
no | onger the majority after the Supreme Court or no
| onger the prevailing view after the Supreme Court.
"Il just read you a few words here and there:
" .technol ogi cal advances that would have lain in the
unknown, undefined zone around the literal terns of a
narrowed claim . . will not go wast ed and undevel oped due
to fear of litigation."

So that's the Federal Circuit's point of view

They're | ooking at conpetitors, and this is good for
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conpetitors because there's less of a deterrent to
operate at the edge of the literal patent claim

Judge M chel said in dissent, well, there was a
comment about biotechnol ogy, if you change one
nucl eotide and there's been a narrowing, it's very easy
to nake a therapeutically equival ent DNA sequence
sonetimes, and easily avoid the claim And the sane
thing could be said about am no acid sequences and was
said by Judge M chel.

He was critical, calling that and other such
changes trivial changes to attenpt to get outside the
literal nmeaning. The idea is you |ook at the
prosecution. You | ook at what el enent was changed in
t he prosecution, and you make a snmall change in that,
and then you, according to the now reversed Federal
Circuit decision, can't cover that with equival ents.

Judge Rader in dissent tal ked about his concern
for free riding and di scouragi ng breakt hrough advances
and said equivalents should at | east cover after-arising
t echni que, nmeani ng new devel opnents, the transistors
conpared to the vacuum tube.

Finally, Judge Newman in dissent, as | said
earlier, was nore anbitious in talking about this and
tal ked about the difference in risk-taking between the

i nnovator and the imtator, her words, the risk of
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comerci al success in the case of the innovator, the

risk of failure, unfulfilled expectations, obsol escence,
regul ation, technological failure -- those are the words
in the decision -- and the imtator bears none of these
ri sks.

There was a nmention, just to use Chester Carlson
because it's such a good illustration, Professor Duffy
t al ked about Carl son avoi di ng phot ography, really silver
hal i de phot ography. Because Carlson was a smart
guy -- infact, hewas a patent attorney -- he didn't want
to runinto Kodak's presumabl y dom nant patent position. |
think that's what Professor Duffy neant.

So what Judge Newman sai d, not about that
particul ar thing, but she tal ked about encouraging
| eapfroggi ng advances. In other words, if you can't
operate at the edge of the patent claim you have to
nove to a nore unknown field, and you're likely to do
sonmething, either fail or do sonething dramatically
different. So you're encouraging that kind of invention
and innovation instead of close imtation and what
someone woul d call and sonme of the dissenters in Festo
called free riding. And that's what Carl son
acconpl i shed.

To push the netaphor, even after Hal oid had

devel oped the machine, the 914, it was so concerned about
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its ability to market it that it offered it to IBM And
IBM turned it down because it m sread the market
opportunity. It wasn't thought that people woul d want
to make copies. But as soon as they introduced the
machi ne, everybody | earned that people |oved to nmake
copies, and it was a fantastic success. But narket
success is one of the things that Judge Newman
i dentified.

What the Federal Circuit is concerned with, the
maj ority anyway, in Festo, and it cones up in Markman and
the cases after that, Vitronics, it's concerned about
the accused infringer. |It's concerned about inproving
the situation of those who would closely, why don't |
say, design around the patent by giving themnotice. And
It doesn't ever nention, except in these dissents, but
before that it didn't mention, say in Markman and
Vitronics, the function that patents have to pronote
conpetition. When you have an innovation |ike, to use
xer ography again, the plain paper copier, to take this
phrase, it sweeps away everything el se, carbon paper,
wet copying, thernofax. It's all gone.

| mean, it's the nost dramatic kind of
conpetition. And sonebody said, Professor Lunney said,
there's no deadwei ght loss fromthings that are new, so

the argunent is that social welfare is greatly inproved
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when you have a whol e new copier industry that didn't
exi st before.

MR. COHEN: Gerry, to give us a chance to have
sone discussion, I'll ask you to wap up in the next
coupl e m nutes.

MR. SOBEL: Thank you. [|'Il wrap up now. The
short of the matter is that this view of conpetition is
sonething |ike the Bl ack/Douglas view that was applied
in antitrust and also in patent matters. Patents are a
speci al exception to a general scheme of conpetition.
You have to Ilimt them Black and Dougl as were the
origins of the Flash of Creative Genius test. Black and
Dougl as dissented in Graver Tank.

Wel |, Bl ack and Dougl as had the sane view of
conpetition. They didn't |look at the incentive to
create new i nnovations. And antitrust has gone way
beyond that. The Antitrust Divisionrejectedthat viewin
the '80s. It reversed its position that the so-called
no- nos wer e not perm ssible. Those were ways of restricting
licenses typically. GIE was decided, which was critical
of free riding and allowed vertical restrictions where
t hey had been barred before in the Schw nn case.

The Federal Circuit has liberalized patent
m suse and sone of the antitrust rules. And that is an

anal ogy, | submt, for the Federal Circuit to change its
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cal culus and give sonme thought at least for the majority
to the pro-conpetitive function of innovation.

Thanks.

MR. COHEN: Thank you. We've tied together two
presentati ons here, one involving description and
enabl ement, and one invol ving equivalents. They're
really not as disparate as that may seem from one
perspective at least. And what | would |like to do is, |
woul d like to start the discussion with a very general
poi nt drawn from one of our earlier sessions.

Suzanne Scotchnmer, when she was here, tal ked
about two types of issues, one being the patentability
step, which she saw as arising out of the obviousness
i nquiry -- how far you have to go ahead to get your own
new patent -- and on the other hand, the issue of breadth,
| eadi ng breadth, which both could cone from description
and enabl ement, be affected by that; it could be
affected by clainms interpretation; it could be
affected by equivalents -- everything that goes into how
broad the initial patent is and its ability to excl ude
ot hers, where you fall within infringenment.

VWhat we heard from her was the view that as a
conpetition agency, we perhaps may be nore interested in
t he breadth issues, which could lead directly to market

power, as opposed to the obvi ousness issues, which would
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tend to lead to a proliferation of patents if done

i ncorrectly.

" mwondering if any of you would like to

comment on this. You're not all antitrust |awers, but

sone of you may have sone thoughts on conpeti

tion. And

see M ke Scherer's sign is up, and he obvi ously has nuch

to say on conpetition issues.

PROFESSOR SCHERER: Well, | think breadth is

nore than a question of a single patent. Breadth can

actually be a portfolio of patents, each narrow but

t oget her enconpassing a field. And that raises the

conpetition policy issues of the Xerox case,

come up tw ce now.

whi ch has

The FTC s Xerox case, not the SCM versus Xerox,

but the FTC s case, which was a case for cur

ous

hi stori cal reasons that basically | had to decide

whet her to recommend the settlenent that we had

negotiated with Xerox to the Comm ssion or not. And |

must say it was the scariest decision |I've ever nmade in

nmy life, including the decision to get married.

go on one hand versus on the other hand.

On one hand, especially as an academ

c, |

consi dered xerography one of the greatest inventions of

the 20th Century. It ranks right next to spell check,

on which IBM by the way had a very successf ul
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really great invention. And Chester Carlson did all the
ki nds of things for which the patent system was
desi gned. Just did not want to interfere with this
rewar di ng process. So that was one aspect of it.

On the other hand, the 914 copi er had cone out
in 1959, and we are nowinto, as | recall, that case was
settled in 1975, 16 years later. |In one nore year, the
statutory life of a patent expires. And here is Xerox
with a portfolio of one or two thousand patents on every
I magi nabl e vari ant of pl ai n paper xerographi c copyi ng. And
It just appeared fromthe situation that by amassing
this continuing portfolioof i nprovenent patents, Xerox was
goi ng to nonopolize the industry, not for 17 years, but
forever.

That was, it seenmed to ne, the reason why the FTC
had to or should act. It didn't have to act, but it
shoul d act and approve the conpul sory |icensing
settlement that Xerox agreed to. As | say, that
trade-of f decision, and it was a trade-off type
deci sion, was the hardest |'ve ever had to meke.

| frequently think about it in hindsight and
ask, "Was it the right decision?" And the nore evidence I
see, the nore convinced | amthat this was the right
deci sion. Because while the best evidence is a book by

t he subsequent CEO of Xerox, his name was Kerns, K E R N
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S -- the book was entitled Prophets in the Dark, P R O P
HETS, not | TS And what Kerns says essentially is
that, "Wow, with our nonopoly position we had grown fat
and happy and conplacent. And it was only when those
Japanese entered the market with all their newfangled,
| i ght wei ght copiers that we | earned (A) that it was
possi ble greatly to increase the reliability of our
copiers, which is a source of considerable concern to
consuners, and (B) that we could inmprove our production
processes greatly and reduce the cost of making copiers.”

So it seens to ne that opening this up to new
I deas, fresh ideas was the right thing to do. The tough
trade-of f question is when. And at least in ny view,
gi ven that we have had a 17 year statutory patent life,
It seenmed to be around 17 years was the tinme to open up
the wi ndows, not Mcrosoft's W ndows.

MR. COHEN: d ynn.

MR. LUNNEY: Dan, it struck ne when you were
doi ng your presentation when you put historical
artifact up next to description, I was thinking to
nmysel f, that may have been true up to about three years
ago, but with the provisional patent application, the
description in a sense can serve as the clains at | east
for some |imted purposes. So | was curious if you would

address that.
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Then in terms of the doctrine of equivalents, |
guess my question here is: Are we tal king about the
substantive scope of the patent? That is, are we trying
to use the doctrine of equivalents to make the patent
broader or make it narrower in a substantive sense? O
are we using the doctrine of equivalents sinply as a
procedural tool, that is, that there is a given scope to
the patent that you would be entitled to and if you knew
or had a perfect handle on the | anguage that you could
use to describe that scope, we would have given you that
patent to beginwith, soit's sinply aprocedural deviceto
gi ve you t he scope of the patent to which you were entitled
I f your | anguage had been perfect? | think historically
t he doctrine of equivalents has been broadened or
narrowed as a substantive device designed to govern the
breadth of the patent statute. | fear, or my concern is,
It's increasingly becone sinply a procedural question of
what are the limts of patent prosecution

To that extent, | would share M ke Scherer's
worry that what's going to happen is instead of just
havi ng patents that are valid but narrow -- that's good on
an individual patent basis, but once you get hundreds or
t housands of patents put together, you end up with the
sane breadth again, but nowthey' re all going to be

presunptively valid in a very strong way rather than the

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



© 00 N o o b~ W N P

[ERN
o

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

183
ol der approach in that sense.

| guess in that light, Gerry, ny recollection of
Graver Tank is a little different than yours. M
recoll ection was that the patent did originally have a
claimthat covered the earth nmetal silicate wel ding
flux, but that the earth nmetal silicate welding fl ux
cl ai m got knocked out at the district court because it
fail ed the enabl enment doctrine.

Some earth metal silicates would work as a
wel di ng flux, sonme would not, and so that claimwas
struck out. They were left with the alkaline earth
metal silicate claim and, | forget which one it was, the
manganese silicate or the magnesium silicate, which was
not an al kaline earth metal, was therefore outside its
literal scope.

So you had a claimthat went through the Patent
Office. They got a claimthat would have covered the
infringing device literally, and then that claimis
struck for |ack of enablenment, even though the specific
-- | think it was the manganese earth netal, the
manganese silicate was in the description. And so it was
a curious case in that way, sort of taking it away wth
one hand, and the claimwas struck down, but then giving
it back at | east by making the equival ent al kaline.

MR. SOBEL: | don't renmnenber the basis of the
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rejection. O herwi se you're right.

MR. COHEN: Let's get John's comments.

PROFESSOR DUFFY: Well, one thing | think is
i nteresting about the afternoon presentations is these
are areas that the Court of Appeals for the Federal
Circuit has actually not been favorable to patentees.
Both the witten description requirenment, as Dan said,
was the reinvigoration, that was a surprise to many
pat ent ees and not a wel cone surprise, and the narrow ng
of the doctrine of equivalents for the last few years
has al so not been sonething that patentees as a whole
have enbraced warmy.

So | think it does show that the Federal
Circuit, while it may have sone institutional biases,
Its institutional biases are much nore conpl ex than
sinply saying they're pro-inventor or pro-patentee
bi ases.

One possible thing to unify this, unify
nonobvi ousness and later this afternoon's presentations,
Is it really does come down to a vision of what the
patent system should be about. If you really believe
the patent systemis mainly about broad pioneering
i nventions |ike Al exandria Graham Bell's patent or the
Wi ght brothers' patent on the stabilization system for

aircraft, then you probably don't think that you shoul d
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worry about written description requirenents very nuch
as long as the inventors have enabled it. And you
probably do believe in a broad doctrine of equivalents
and a relatively stringent nonobvi ousness standard, a
relatively high standard for actually getting these
patents. When you get them they'|ll be generously
interpreted, but it's hard to get them

The path that the court seens to be pursuing is
coherent if you think of patents as being rather small.
If you think of the nonobviousness requirement as very
nodest, patents can issue, but when they do issue, we
try and hold themto fairly technical rules. W enforce
the witten description requirenent quite vigorously,
and we al so enforce the literal claimlanguage. So I
think in that sense there's a coherence to the case | aw
that we're seeing.

| actually inthe earlier presentation said that
don't think that thelimtations on patent scope are enough.
I thinkit's inmportant to think about thelimtations on
pat ent scope, but | wanted to el aborate onthis. The | egal
tools for limting patents through the nonobvi ousness
doctrine |l think are better devel oped, andthat that is a
nore fruitful way for an agency concerned wi t h conpetition
policy to evaluate the patent system or at least it's a

first cut. It's sonethingthat shoul d be done because, this
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isthe main problem withthe cl ai mscope doctrines, you
still have to evaluate the technical nmerit.

That's part of Scotchnmer's proposals too. You
still have to try to evaluate how nmeritorious is
the relevant invention in order to adjust clains,
in order to adjust patent scope to fit the rel evant
contribution. And that is the hardest problemin the
nonobvi ousness doctrine, to figure out whether it
meets sonme sort of substantial nonobviousness in order
to grant a patent.

So | think that the claimscope, patent scope
doctrines are useful to think about, but in nmany cases,
I think you first have to think about nonobvi ousness
doctri ne.

And al so many of the doctrines -- if you take
t he Sel den patent for exanple, many of the doctrines
that mght limt patent scope don't really seemto be
able to limt that. You could try doctrine of
equi valents. It wouldn't work. Youcouldtry interpreting
t he | anguage fairly narromy. That doesn't really work
because the |anguage is drafted so broadly and so
capaci ously. You could try the witten description
requi rement. Maybe you coul d argue t hat woul d wor k, but |
t hi nk even t hat, given current precedent, woul d be quite

har d.
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MR. COHEN: Let's give Dan a chance to respond. And
perhaps let me throw on the table the further issue
of the inter-industry or inter-technology differences --
to what extent these are inevitable as the patent |aw
evol ves, to what extent they're desirable, and to what
extent we ought actively to be thinking about themin
one way or in one direction or another in order to try
to get an optimal result.

PROFESSOR BURK: | think that's actually a part
of what concerned nme about John's comments, which is
that | don't think that, particularly froma
t echnol ogi cal sector standpoint, that cases are nearly as
coherent as he's suggesti ng.

He gave a description of one sector, which was
really biotechnology. But if you |look at software, as |
mentioned very briefly before, the situation was exactly
t he opposite. There's no enforcenent of witten
description. There's no enforcenent of enablenent. And
al t hough we don't have any very good nonobvi ousness
cases, the Federal Circuit has hinted several tines that
the flipside of not requiring nuch enabl ement or witten
description is that nost of these things are going to be
consi dered obvi ous.

One of ordinary skill can easily wite this

program just being having been told what the functions
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should be. The flipside of that is, the person of
ordinary skill doesn't need very much to comnbi ne the
prior art references in order to come up with the sanme
t hi ng.

(Wher eupon, a brief recess was
t aken.)

(Pause in the proceedings.)

MR. COHEN: We can conti nue.

PROFESSOR BURK: So at |least in certain areas
t he description that John is giving us doesn't match
what the Federal Circuit has been doi ng.

What concerned ne about that is sonething
Rochel l e mentioned, which is maybe that hard cases are
bringi ng bad patent |aw or that the outlying or unusual
technol ogies are driving the devel opnent of certain
doctrines. And | agree with her that that's clearly been
the case in nonobvi ousness.

Il think it's becom ng the case in the Section
112 area. |It's not clear to what extent the Federal
Circuit is going to take its witten description
jurisprudence from biotechnology and try to apply it to
ot her technol ogies, but certainly they haven't done that
yet to software so far

So we' re seeing evolving, | think sort of sector-

specific application of these doctrines. And the
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question then is whether they've got the right cocktail
of approaches in those particular sections, which brings
me to your question.

I think 1"mgoing to both agree and di sagree
with Suzanne Scotchmer. | do think that the FTC ought
to be concerned with questions of scope, patent scope,
but I'm not sure that you can cabin it as neatly as
Suzanne did. And John again has pointed to that.

If you look at a very traditional patent issue
that the FTC woul d be interested in, which we nentioned a
couple tines today, m suse, that has traditionally been
a constraint on licensing and in particular the
contributory infringenment doctrine, which is a question
of patent scope. We add these additional rights in
unpatented itens, related itens, onto the patent grant and
effectively expand the rights of the patent holder. To
avoi d expanding themtoo far we created doctrines |ike
m suse to hold that in.

Well, Gerry Sobel has described sonething very
simlar going on when we're tal king about the doctrine
of equivalents. W' ve added on sone additional rights
to the patent hol der by equival ents beyond what woul d be
supported by the literal |anguage of the patent. |Is
t here anything that sort of holds that in check?

Wel |, prosecution history estoppel is one thing
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that holds it in check. W' ve also been told by the
Federal Circuit in WIlson Sporting Goods and sone ot her
cases that the nonobvi ousness doctrine is something that
hel ps to hold doctrine of equivalents in check

We can | ook at some other areas of patent |aw
where we woul d nodul ate the scope of the patent holder's
rights either by sort of a positive grant of new rights
outside of the primary rights that the patent hol der is
gi ven, but there are other doctrines that try to contain
that within some sort of reasonabl e bounds.

So when you' re thinking about questions of
scope, you can't limt yourself sinply to things that
are obviously questions of scope, |like Section 112.
Nonobvi ousness hel ps to define the scope of patents.
Doctrine of equivalents, as you pointed out, helps
defi ne scope of patents. But there are a nunber of other
things that are involved in scope that you m ght not
initially think are. And sol don't think youcanignore
t hose ot her doctrines.

MR. COHEN: Steve?

MR. KUNIN: | too take issue with the notion
t hat patents should be easy to obtain but difficult to
enforce. | think it's the appropriate role of the
Patent and Trademark Office to be a gate keeper and that

in fact as part of being a gate keeper, it's inportant
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for us to be able to have a very strong role in the norm
setting process.

| also take, | guess, sonme issue with the notion
that it's good for our systemto have different
standards in different industry sectors. | think it's
really nore desirable to have one patent law that's
applicable to all technol ogies, including witten
descri ption.

In fact, we have been very careful in fashioning
our exam nation guidelines on utility and witten
description and even providing training exanples to
recogni ze the fact that there isn't anything
specifically witten into the statutes that says, "For
this area of technology, 103 is to be applied this way;
for this area of technol ogy, 112, first paragraph, is to
be applied in a different way."

| do feel that there is, however, certainly a
di fference when you | ook at the way software patents are
handl ed in the court, as against biotechnology. As it
was nentioned, there are many cases -- the Fonar case,
Hayes M croconmputer, Robotic Vision, are all good
exanpl es -- where nere functional description was adequat e,
not only for enabl ement but also to neet best node
requi rements, which indicates that there's even a

suggestion that providing programlistings for software
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cases really is not desirable when, in fact, in the past
t here was a concern before Fonar that you had to do it
to neet best npbde requirenents.

So we have a situation now where we have things
| i ke genomic material is being deposited, and then we've
got cases |like Enzo that throw into some question, but
on the other hand, in the software area, there's not a
requi rement to submt programlistings. And these both
are coding types of inventions.

So | think this at sone point will probably sort
itself out as the | aw develops. But | think we'll find
Interestingly that there has been sort of this
hi storical aspect in the law fromthe standpoint of
predi ctabl e versus unpredictable technol ogi es, and based
upon that, the way in which the standards are applied
are applied with that bias in m nd.

| mean, when we | ook, for exanple, in terns of
enabl ement and we | ook at the In re Wands factors, you
| ook at things |like whether it would require undue
experinmentation because of the unpredictability of the
technology. And | think we find, as software inventions
become nore conplicated, that it's not so ready a
situation where just because you know the function you
necessarily know howto wite the code and how to nake

the code interoperate in a way that you actually can
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produce the requisite functionality.

So | think we'll see to sonme degree the fact
t hat maybe there will be nore of a convergence as the
| aw continues to evolve. But it seenms as though that
each time this comes out, it seenms to cone out to sone
degree in enforcenment proceedi ngs which then sends sone
signals in terns of whether these issues actually should
be handl ed on a nore ant ecedent basi s inthe patent-granting
process.

It's our view that it should be done that way,
and that it is really our gate-keeping function to deal
with all those conditions of patentability before
patents are granted.

MR. COHEN: [|I'mgoing to take Herb next. But as
we do so, | think maybe the rest of you m ght think
about a follow up question, which is how do the courts, or
how does the PTOin its initial assessnent, go about
determ ni ng what's undue with regard to experinmentation,
and how could this perhaps be shaped in ways that m ght
lead to a nore optimal result in enabl enent?

Why don't we get Herb's comments on what's cone
to this point first, though?

MR. WAMSLEY: | was just going to comment on a
few coments made around the table and sort of sumup a

few things said today. | have to think about your | ast
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question. | don't know if | can answer that one now.
| wanted to highlight what John Duffy said
a while ago, that the Federal Circuit has not been the
patent owner's court, at least in recent years. | think

if we stand back and | ook at what the Federal Circuit

has been doing as a whole in recent years, it has not been

particularly favorable to patent owners.

Now, that doesn't nean that they have things
right exactly. | don't particularly think there's a
problemwi th the court being a specialist court. The
maj ority of the 12 judges don't conme fromthe patent
field. lronically, perhaps, sone of the judges who have
been trying to narrow the doctrine of equivalents, for
exanpl e, have been ones who did come fromthe patent
field. So it's not the patent court.

Now, | think what the Federal Trade Conmm ssion
and the Departnent of Justice obviously are going to do,
when you wite your report, you're going to try to
recommend t he proper balance of a lot of things. O, as
Dan said, you have to get the cocktail right, and
there's a mx of things here.

Personally | think the things | would enphasize
as being inmportant in that m x, a whole bunch of things
that were nentioned here, is maybe a little tightening

up of the obviousness test. The Federal Circuit nmay not
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have that quite right, but |I think it's a question of
clarification or nodification, particularly of the
suggestion test.

| think that in this cocktail mx, |egal
certainty, certainty for the conpetitors, is sonething
that's always got to be kept in mnd. |f you have a
cocktail that has nore legal certainty to it, you're
going to have less litigation, and less litigation is
consistent with conpetition policy and innovation
pol i cy.

The way | look at it, patents should be fairly
hard to get. But | think it does make sense to | ook at
the patent rights as property rights and excl usive
rights, and I don't like the conpul sory |icensing
phi | osophy.

That's how | would sum up the cocktail

MR. COHEN: We're at 4:30. What | would like to
do is if anybody has reactions to the undue
experinmentation question, go ahead and give them or if
anybody has any closing thoughts that they would like to
be sure to get in before we're done for the day.

St eve?

MR. KUNIN: 1'Il be very quick on the undue

experinmentation. Basically within the Ofice, typically

findi ng non-patent literature or patents that, say non-
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patent literatures typically, that don't qualify as prior
art because they relate to things that occurred sonetinme
after the date of theinvention, you get indications of what
peopletriedtodoandfailedtodo. Andthereforethere's
actual | y docunent ary evi dence t hat can be found that i s used
i nthe process of determ ni ng whet her sone t hi ngs are undue
experimentati on.

MR. COHEN: Rochell e?

PROFESSOR DREYFUSS: Yeah. | think as you're
t hi nki ng about recommendations to nake, it's also
I nportant to keep in mnd the dynam c nature of the
patent system So, for exanple, on Suzanne's suggestion
t hat you think about scope, it's not going to do any
good to just narrow scope because patent people w il
just get nore patents, and you'll just have a |ot of
patents that are going to cover the same area, which was,
I think, Mke's point about sort of a thicket of patents
or a portfolio of patents.

So the question then is would you rather see one
patent or would you rather have people | ooking through a
bunch of patents to deci de whether or not they have
freedom of operation? | think probably |ooking at one is
better than | ooking at many.

So the obviousness question and the scope

question are just totally, intimately related. | think
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they're related in the way that John said, what's the
system for, but | also think they're related to the
question of what is an econom cally viable, useful
property right to owmn. And | think the econom cally
useful right to own is a sonewhat broader patent, but on
a bi gger advance, rather than lots of tiny little patents
on not very nmuch advances.

| think that's better both for conpetitors and
for the patentee, and | think it's exactly the opposite
fromthe direction which the Federal Circuit has been
noving. So sort of making that case |I think would be a
really inportant case to make.

On undue experinentation, | don't know how nuch
that has to do with conpetition questions frankly, so I
don't know whet her you need to worry about that.

The other thing is also the trade-off between
patents and trade secrets, which we haven't tal ked about
at all. If you make it really hard to get a patent,

t hen people are going to go to the trade secrecy system

and the effect is, what's the effect of that going to

be?

MR. COHEN: Dan?

PROFESSOR BURK: Rochell e tal ked about the
dynam c nature of the patent system | want to put in a

word for the dynam c nature of technol ogy, because
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soneone said a nonment ago that undue experinmentation is
in the cases intimately linked to the idea of inherently
unpredi ctable arts, that there's certain areas of
technol ogy that are sort of so nysterious and
unpredi ctable that we're going to treat them
differently.

The thing that concerns nme here is enshrining
certain findings of fact fromone period of tine as a
| egal standard, so that it carries forward even after the
t echnol ogy has changed.

| suspect, for exanple, that that's sonething
that's happened in biotechnol ogy and nmaybe in certain
chem cal areas, that at one time when those industries
were immture, the courts | ooked at them and they said,
"Oh, well, it's very hard to predict what's going to
happen with this sort of wet stuff, and so there m ght
be a | ot of experinentation required if you don't give
us a lot of information."

That then turns into a | egal standard, that
we're going to treat these as inherently unpredictable.
Meanwhi | e the technol ogy matures. People who practice
in that art know very well how to find a nol ecule, an
anti body, or how to extract a DNA nol ecul e or whatever,
and yet the courts continue to treat this as sonething

that we have to be careful about for undue
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experimentation purposes because of a finding that was
made when the technol ogy was i mmature.

MR. COHEN:. Okay. | see one nore sign up
We'll give John Duffy the last word for the afternoon
and for the whol e day.

PROFESSOR DUFFY: Well, | don't know if |
deserve that, but | just wanted to say that | said
earlier that the Federal Circuit, if we're thinking
about institutional bias, which | think is an inportant
question because the Federal Crcuit is anexperinent. It's
only been around for two decades. It's useful to
keep eval uating the experinment.

Dan said that the technology is dynamc. The
| egal technology is also very dynamc here. Clains are
only a hundred years old or a hundred and a half years
old. These are things that we are devel oping.

If there is a bias here, that m ght be
worrisonme. | don't knowif it really exists, but if
Prof essor Scherer is right, that there is an
institutional bias of a specialty court, it may be
sonething to worry about that m ght |ine up sone of
these things. |It's not so much pro-patentee, but really
a bias that's the bias of |awyers.

What would a | awyer want, a patent |awer want?

A patent |awyer would want a | ot of patents and a |ot of
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techni cal rules because that generates litigation, and
t hat generates attorneys' fees, and every patent, every
i ndustry, even where there's very little technical
advance, has to pay tribute to the patent bar.

"' mnot sure that exists. |'mnot convinced of
that. But if you wanted to line up sone of these things,
| ow nonobvi ousness doctrine, reinvigoration at |least in
sone fields of these fairly technical rules, literal
clainms, right?

The whol e point of the doctrine of equivalents
I's and what the Federal Circuit is saying is you need to
draft your clainms better. You need to pay your patent
attorneys nore, so if you get rid of the doctrine of
equi val ents, what do you need? You need to be very
careful about literal drafting of your clainms. You
better hire a very, very good patent attorney.

So that's sonething to worry about in this
overarching dinmension in terns of what exactly is
possi bl e bi ases of a specialized institution.

MR. COHEN: Okay. | want to thank all of you
for just a very fruitful session. And we have a speci al
way of ending the day today, and we're going to have a
short gathering here in the roomto honor Mke Scherer's
presence and wel come himback to the FTC

You're all invited to join us. And once again
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t hank you all so much for your time and your

t oday.

(Time noted: 4:37 p.m)
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