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PROCEEDI NGS

MS. GREENE: We have so nmuch to cover that we're
going to start straight away, even though one of our
panelists is not with us. |'msure he's making his way
fromthe airport.

Good norning, and wel cone to today's panel on
patent quality and institutional issues. M nane is
Hillary Geene, and |'mjoined by Susan DeSanti and Bill
Cohen, and we are fromthe Federal Trade Comm ssion's
O fice of the General Counsel

I"'msitting here, and |I'm | ooking at Todd
Di ckinson, and I amthinking wasn't it just yesterday
that you were here giving the key note address?

MR. DICKINSON: It seens like it.

MS. GREENE: It does seemlike that. Even
though it seens |like that, it was in fact about nine
nmont hs ago, and from our perspective here, that was
actually 30 sessions ago and over 150 panelists ago, and
what we are here to do during these three days of
roundt abl e di scussions is to better understand and perhaps
synt hesi ze the business, econonic and | egal testinmony
that's taken place over the course of the hearings.

In terns of today's panelists, we're grateful
that you all are here, and you are all obviously far too

acconplished for me to begin to introduce you in any
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meani ngful way, so |I'mgoing to give two sentences on
each, and then | direct everybody in the audience to the
packets that we have out front, which contains their

bi os and gives lots of insight into what they've done,
and | also ask the panelists not to be bashful. Lots of
you have specific experience on these issues and just
bring to our attention what that specifically is.

Let me start now with Dr. Scott Chanbers, who's
an attorney with the D.C. office of Arnold and Porter.
Before joining Arnold and Porter, he was an Associ ate
Solicitor at the PTO where he handl ed general | egal
matters and appeals fromthe agency to the Court of
Appeal s for the Federal Circuit and district courts in
matters involving biotech, chem stry and
phar maceuti cal s.

We then have Q Todd Dickinson, who is a Partner
at Howey and Sinon, and prior to joining Howey, he was
the Under Secretary of Commerce for Intellectual
Property and the Director of the U S. PTO

Next we have Janes --

MR. DI CKINSON: Arnold gets very cranky if you
don't say Howrey, Sinmon, Arnold and Wite.

MS. GREENE: Did you get that? Janmes Ganbrel
who is a consultant on IP matters and al so teaches at

the University of Texas School of Law. He has over 40
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years of experience as an econonics instructor,
engi neer, trial |awer, professor, expert wtness,
governnment advi sor, and that includes a role as Speci al
Assi stant to the Conm ssioner of Patents and Director of
the Ofice of Legislative Planning in the PTO in the
early 60s.

To his right, we have Melvin Garner, who is the
Second Vi ce President of the AIPLA and a nenber of the
New York City firm of Darby and Dar by.

Next we have Dr. Jay Kesan who is an Associ ate
Prof essor of Law at the University of Illinois College of
Law. Processor Kesan teaches and wites extensively in
the areas of patent law, intellectual property, |aw and
regul ati on of cyberspace and | aw and economics. He is a
regi stered patent attorney and previously practiced |aw.

Next we have Jeff Kushan, who is a Partner at
Sidl ey, Austin, Brown and Wbod. He is a former Biotech
Pat ent Exam ner, and he devel oped the exam nation
standards for biotech and software inventions -- the
exam nati on gui delines, sorry.

Next we have Dr. Jonathan Levin. He is an
Assi stant Professor of Econom cs at Stanford University,
and he is currently a National Fellow at the Hoover
I nstitution.

Next we have Dr. Nancy Linck, Vice President and
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General Counsel and Secretary at CGuilford

Phar maceuticals in Baltinmre, Maryland. She, prior to
joining Guilford, was the Solicitor at the U S. PTO for
four years.

Next we have Dr. Stephen Merrill, and he is the
Executive Director of the National Acadeny's Board of
Sci ence Technol ogy and Economic Policy since its
formation in 1991, and the STEP Programis currently in
the m dst of a project, which I will defer to you to
explain as you see fit.

Next we have Bob Taylor, who is the Managi ng
Partner of the Silicon Valley of Howey, Sinon, Arnold
and White, LLP, and he is the former Chair of the
Antitrust Section of the ABA and a menber of the
Advi sory Comm ssion on Patent Law Reform

And we have just been joined by Dr. R Bhaskar,
who is a Senior Research Fellow at Harvard Business
School . Bhaskar is also an alum of our offices, and
before arriving at Harvard, he was on the | egal staff
here where he was concerned with issues at the
i ntersection between info technology and antitrust | aw.

So thank you all for joining us. W're
del i ghted you're here, and an additional point, the
Department of Justice will not be participating in

today's sessions of these joint hearings on Conpetition
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and Intellectual Property Law and Policy in the Know edge-
Based Econony. The Departnent will resume its
participation in these hearings at the Novenber 6 session.

Now, the agenda for today is pretty sinple, and
that is for us to ask a |l ot of tough questions. These
are the questions that have energed fromthe hearings,
so we're just reflecting back what you have all been
asking one another. And to give you all still nore work,
I need for you to ask one another questions as well as
attenpt to answer the ones we ask.

In terms of logistics, we will be addressing
four topics, two in the norning, two in the afternoon
with roughly, but not quite equal time devoted to each.
We' Il have a lunch break from 12:30 to 2: 00 and two
very, very short breaks at about 11:15 and one shortly
before three, and we will have two nore panelists
joining us for the afternoon session, and I'Il introduce
them at that tine.

Transcripts will be going up on the web from
today's hearing. As the panelists all know, today we
wi Il not be having any formal presentations, either
power poi nts, that type of thing, but the panelists and
everybody else are invited to submt coments to the
heari ngs through Novenber 6.

Today we want to address or further address, |
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10
shoul d say, four general topics, and those are patent
quality with a special focus on access to prior art,
re-exam nation/ post-grant review. Third one is
litigation, and the fourth is econom c and conpetition
policy considerations, what we're calling as shorthand
institutional issues.

These are self-evidently inportant in terns of
t he broader functioning of our patent systemand its
consequences for conpetition. They also inplicate many
of the broader issues underlining our inquiry. For
exanpl e, the issue of PTO access to prior art brings to
the floor that sonetinmes the best patent system nmay nean
accepting a certain anmount of error.

And with regard to re-exam ne/ post-grant review,
it goes further to the question of how, when, and at what
cost to address potentially invalid patents, and
with any procedure, it's sonmething that could be gamed
or msused in sonme way.

Litigation underscores, anong other things, the
way burdens and presunptions are established and the way
they sort of fall out between the institutions.

Obviously we'll focus in part on presunption of validity,
cl ear and convi nci ng evi dence.

Lastly, we have econonic and conpetition policy

consi derations. And these considerati ons are what
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animte all of what we are | ooking for in these topics,
t he econoni ¢ and conpetition policy concerns, but what
we want to do in this last section is sort of focus in
on the institutional conponents, sort of nmake it
somewhat nore concrete.

So let's start with both our first question and
the question that's going to run throughout the entire
day, and that is: what are the conpetitive concerns
rai sed by the issuance of invalid or potentially invalid
patents? There are a | ot of proposals on the table
about this, and there are probably advantages or
di sadvantages to themin how they'l| address the
conpetitive concerns.

We're going to raise lots of questions
t hroughout today's roundtable, but these are the two
things that will be the touchstone for the inquiry,
which is: what are the conpetitive concerns raised by
the invalid patents? And what are the advantages or
di sadvant ages and potential ways to address thenf?

One |l ast note to sort of put us in sync with our
next roundtable, on COctober 30 we'll be having a roundtable,
and at |least for this nmorning's sessions, what we
wanted to do was to assunme that the substantive
st andards, such as obvi ousness, can be taken as a given

and don't raise conpetitive concerns. And that woul d
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t hen enable us to focus nore on the inplications of the
procedures surroundi ng the grant of patents.

That constraint is going to be | oosened,
obvi ously, over the course of the day and entirely in the
aft ernoon, particularly when we address the
institutional issues. And then next Wednesday, we are
going to directly tackle some of the conpetitive issues
rai sed by substantive patentability standards.

So with no further adieu, let nme just repeat our
first question and underlying question. \What are sone
of the conpetitive concerns raised by the issuance or
potential issuance of invalid patents? Wen you want to
speak, just turn up your table tents so that we know to
call on you, and let nme turn it over to you all.

MR. DI CKI NSON: Maybe we should start out with a
| egal point, that the U.S. PTO doesn't issue invalid
patents. All patents which the U S. PTO issues are
presuned to be valid. Wether, again, they are later
found to be invalid or art is derived or provided to the
of fice during our say re-exam at which questions arise
to a previously issued patent, would affect that.

But again, taking the point that you nmade, | think
the big challenge obviously, the big conpetitive concern
is that invalid or patents which were later held to be

invalid during the period between their issuance and
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t hat hol ding, they may indeed affect conpetition in ways
that distort the conpetition or are anti-conpetitive.

So | presune the overall question here is to
say: what can we do to inprove the quality of patents
and the patent procedures inside the US. PTOto
m nimze the nunmber of patents which mght fall in that
cat egory?

MS. DESANTI: Yes, and I think, Todd, it would
be very hel pful if you would start us off. You
undert ook a nunber of initiatives when you were headi ng
up the PTO, and | think it would be good for all of us
to have that perspective starting off of the many
initiatives you've already taken.

So if you could give us sone description of
that, that would be hel pful.

MR. DICKINSON: | won't take conplete credit.
There are at |east three of ny former coll eagues from
the office here on this panel who had an enornous role
in that as well, so hopefully they'Il all chinme in.

The chal | enge of quality managenent inside the

of fice has several conponents, | think. One is neasuring,

and what the netrics are, that the office and others can
use to determne the level of quality that's being
achieved. There is a very elaborate quality control

mechani sminside the office that's been in place for
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sone tinme.

It has been reviewed nmany tines, |nspector
General of the Departnment of Comrerce has | ooked at it a
number of times. It cones in for its fair share of
criticism but there is a formal and traditional
mechani sm  But, because of concerns that were raised,
particularly in sonme very high profile evolving areas,
such as busi ness nmethod patents, we undert ook
initiatives to inprove the quality very specifically in
t hose areas.

I don't think it necessarily neans that sonme are
better than others, but the particular initiative which
has gotten a lot of visibility is the so-called second
review or the second set of eyes, where an additional
seni or | evel exam ner reviews the exam nation of
patents in class 705 where a nunber, if not nost of the
busi ness nethod patents reside. And it's been, | think,
enough of a success that ny successor, Under Secretary
Rogan, has indicated that he would Iike to expand that
program and | think that would be a particularly good
initiative.

It points out the other big challenge in quality
managenent, which is resource allocation. The office
has been traditionally strapped for resources. The fees

which it derives are ones which are calibrated to the
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cost of what the service is, and the Congress and
successive adm nistrations have chosen to divert sone of
t hat revenue away, and that can only have a negative

i npact on quality.

The office does a very good job, in nmy opinion,
with the resources that they have. This is not a
matter, | don't think, of moving fromreally terrible to
good. I think it's an issue of noving fromvery good to
even better.

MS. GREENE: Mel?

MR. GARNER: One of the things that I would |ike
to point out is that while invalid patents clearly have
a negative economc effect, some of it is secret, that
i's, conpanies behind closed doors | ook at a patent,
assune it's valid and will take action based on the
assunption that it's valid.

But, in many instances they have conpany counsel
review sonet hing, review a patent, and nmay deci de that
it's not valid and go ahead with their normal business
pl ans, assunmi ng that they can defeat it and they've
al ready got their plans in order if they do get a
chal | enge.

| think that by and | arge, the nunmber of invalid
patents that have a significant econom c inpact is

relatively small. There are tons of patents that are
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i ssued that never have any econom c inmpact whatsoever.
They merely add to the coll ection of know edge in the
worl d, and the few cases where a patent does have a
signi ficant econom c inpact, there's notivation for
people to find the prior art to defeat that patent, and
sonetimes it's not a full-blown litigation.

| have had a number of cases in which we've been
able to find prior art, we've shown it to the
plaintiff, and the plaintiff has stopped the case. So
while | think it's a goal of everyone to increase the
| evel of the validity of patents, it's not a crisis
situation that | think we're in.

MS. GREENE: AlIl right. Let nme turn to Nancy
and al so just throw out that | would | ove for additional
people to coment on how you' ve characterized the
cal cul us of a conpany facing patents out there and
whet her or not they're valid or invalid and how they
make their business decisions. Dr. Linck?

DR. LINCK: Thank you. | would like to
foll ow-up on what Todd said about quality and the
exam nation in the office. As |I've testified before, |
really think the exam nation that we get, the first
round, is nore than adequate, and since | have testified
to that point, the PTO has proposed its 21st Century

Strategic Plan, which puts a | ot of enphasis on
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i nproving quality, but at a very high price.

They have al so proposed a budget -- and |I'm not
agai nst increasing the fees to the office. | think that
needs to happen to sonme degree -- but the budget they're

proposing is huge, and I think it's going to put a huge
burden on conpani es who want to get meani ngful patents,
and of course in nmy industry, the drug industry, patent
protection is everything.

We woul d not have proprietary drug conpanies
w t hout strong patent protection. So, paying double or
triple the fees to get those patents that we need wll,
in fact, burden my conpany and will, in fact, probably
end up in us filing |less patents than we need to, to
adequately protect our inventions.

As |'ve also testified before, | think the
answer is a strong post-grant/re-exam nati on and perhaps
opposition system | won't go into that right now
because | know that's question nunmber two, but | would
really rather see the focus there, than on a great
enphasis on increasing the quality for every patent
that's exam ned.

I think as Mel said, nost of the patents that
issue are valid. They aren't challenged. It's a very,
very small nunmber that are invalid, and yes, they can

pl ay havoc with the system Wth respect to ny own
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18
conpany, | have had a nunber of patents put before ne
that | believe are invalid that we have to find some way
to deal wth.

If, in fact, the re-exam nation system and |
think we're close, was strong enough, | certainly would
use re-exam nation to challenge those patents, but it's
difficult to know what to do when you are being
chall enged with an invalid patent or patents.

Thank you.

MS. GREENE: JinP

MR. GAMBRELL: | think one of the first
probl ens, as Todd suggested, there are no invalid
patents issued. In fact, there are many invalid patents
i ssued, and |I'm sure M. Dickinson recognizes that as
well as | do. And the in terroremeffect of a patent that
shoul dn't have issued coul d be substantial, particularly
on smal |l businesses.

It doesn't bother a | arge conpany because they
handl e potential infringenents every day -- but we're
trenching into the fourth question of what the
obvi ousness standard is. But, the patent office issues
sone patents that they should be ashamed of issuing, and
in fact, how to swallow a pill, how to properly put, how
to properly swing a child in a swing and these kind of

patents have a presunption of validity.
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Unfortunately, the reason a lot of themare
i ssued i s because the CAFC insists that unless they find
an express reference, they are foreclosed from
refusing a patent, and indeed these should be subject to
t he common sense of nearly anybody in the industry that
they're silly, stupid patents and shoul d have never seen
the |ight of day.

I think the biggest problemthough, is one that
perhaps Dr. Linck refers to, |I'mnot sure we know that
you have to have patents in order for intellectua
property growth to happen and econom c growth. W take
that as a given, but I'mnot at all sure that drug
conpani es, for exanple, would not innovate and woul d not
research if they had less rights.

The fact is we haven't ever tested that. W have
an article of faith that patents are directly related to
econom c growth and progress, and if we don't have a
strong patent system our entire technol ogi cal
foundation is going to go down the drain

| think that's a serious assunption and one that
we have not yet really fully anticipated or eval uat ed.

MS. GREENE: Jon?

MR. LEVIN:. [I'Il chime in with an econom c view
on the first question.

So | think Mel makes a very good point, that
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there's relatively few patents that have econom c
significance that m ght be invalid relative to perhaps
the patents that Jimis tal king about, which don't
really have econonic significance. But in the cases
where there is a real question of validity that is
debat abl e anong the different sides, potenti al
infringers and the patent holder, it seens that there's
at least three potentially significant econom c costs.

The first of those is litigation, and as |I'm
sure all of you know, there are many studi es show ng
that litigation costs are very high for patenting firns.

The second is just the idea that a firmthat's
granted an invalid patent, if they are able to extract
i censing fees, because that's in sonme sense an unjust
enrichment, that's distorting the incentive systemthat
t he patent system has been established to provide in the
first place.

Then finally, it has a negative incentive effect
on followon research and devel opnment because firnmns,
if they're unsure if they will be infringing on that patent
or whether they' |l be able to get that patent invalidated,
ei ther they may be deterred by the prospect of having to
pay a | arge settlenent fee to license, or they may be deterred
by the prospect of litigation, and so that's going to have a

del eterious effect on R&D, and that seens |like a
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potentially serious econom c problem

MS. GREENE: Jeff?

MR. KUSHAN:. It's always good to hear a few
ot her views between the tinme you put up your sign and
the time you speak.

MS. GREENE: You could have been first.

MR. KUSHAN: No, no, no. | think I'm nuch
happi er where | am

MS. GREENE: We were waiting.

MR. KUSHAN: | think Todd and Nancy's points
about the resources PTO has to do the work they have is
ki nd of the synptomthat we need to focus on as a primary
issue in terns of quality.

You | ook at the | andscape in front of the PTO
it's got a very tough business to run. You have an
I nsane budget office, not us, not the patent office, but
the Congress and the OVB, who basically, in an
unpredi ct abl e way, take a |l arge chunk of their budget and
throw it away, so the ability to plan is just not
there. That inpact is huge.

The planning part is particularly inportant
because if you | ook at the patent office as a very |large
wi dget factory where you have a nunber of enployees, you
have a nunber of inputs of applications comng in, a

number of outputs, presumably valid patents, you have to
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design systens within the constraints that you' ve got as
far as exam ners, salary, all these other variabl es.

Nancy and | have spent many years | ooking at how
to, kind of, essentially design flows of work through the
PTO core to produce a high preponderance of success and
validity. So you have exam nation standards that |ook to
make certain decisions easier for the exam ner so they
can reach the right output, which is a valid patent.

At the end of the day, sonme of the thinking that
you see expressed in this big Strategic Plan is very
healthy for the systemto figure out how it can process
nore patents nore efficiently, essentially less tine per
case with the sanme threshold of confidence, of validity,
that they nmade the right decision. So that's a big area
of worKk.

Now, as far as the inpact, | nmean, it's not
little conpani es that have pain and suffering when you
get hit with an invalid patent. Big conpanies hate them
too, and it's a bigger risk for a bigger conpany because
you have a bigger financial exposure.

Threshol d many conpani es see, especially once
they get to a certain size, for harassnent by an invalid
patent is nmuch greater than with respect to the
threshold of pain that can be inflicted on a smnal

conpany because there's a |lot nore noney a big conpany
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has. So |I wouldn't dimnish the negative effect of
invalid patents on big conmpanies versus little
conpanies. | nean, it's felt everywhere.

I"'malso a realist. | mean, doing business in
today's world has a transactional cost. The
transactional cost that npst people face on legitimte
gquestions of validity is fair. You pay a patent
attorney a relatively nom nal anmount of nopbney to do an
assessnent of the validity of the patent. That is a
fair transactional cost for doing business in a
multimllion dollar market. It's part and parcel of
what you're going to do.

I think the thing that is frustrating is when
you see these patents which conme out, which are true
aberrations, they're not issues of gray areas of
obvi ousness, they're why did this patent issue 27
years after it was filed and why did it conme out with
claims that domi nate the industry now?

There's no exenplification. There's nothing
there to support the claims. Those aberrations are
probably the thing that cause the npost attention anpng
conpani es and probably catch the attention of the public
sector, and notw thstanding the stupid patents that Jim
mentioned -- |'mnot particularly concerned about stupid

patents being issued by the patent office.
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If you have 300,000 cases comng in and 175, 000

com ng out, the fact that you can issue a patent in 1992

on a paper cl

not, | think,

ip is probably a risk we can take. That's

t he proper focus of concern. The proper

focus of concern are those patents that cone out that

are outside the gray area for the patent validity

assessnents of obvi ousness, enablenent, a witten

descri pti on.

Li ke

Nancy, |I'mgravitating to what | think is

t he obvious solution, which is an outlet to fix those

invalid patents without the risk of massive liability

for patent infringement, which is re-examor sone kind of

post - grant chal |l enge.

If you |look at the two variables that could

probably have the biggest inpact on maki ng everybody

happi er, as far as the output, we need better systens

that |l et examners get to the right answer faster than

what they do
chal | enge or

clearly inval

now, and second, we need the re-exam
the post-grant challenge to take care of

id patents that you can fairly chall enge

through an adm ni strative proceeding.

The gray area of patents where it is a judgnment

call on whether it's obvious or not, those probably are

al ways goi ng

we shoul dn't

to go back to the courts. | don't see why

use the courts to do the tough calls on
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valid patents.

The easy calls should go back to the patent
of fice, and there should be a procedure which doesn't
puni sh and just totally tilt the scal es agai nst the
party chall enging the patent, which is what we have in
our systemnow -- so to get the ball rolling.

MS. GREENE: Jay.

MR. KESAN:. Just a couple additional points. |
think at the outset, we don't have good enpirical data
on the social costs of bad patents. It's not sonething
that we have a | ot of enpirical insight on.

Nevertheless, | think there are a nunber of
soci al costs of bad patents that have been nenti oned,
and they can be significant. Wen |I sort of |ook at bad
patents, to ne the concern is not so nmuch the ridicul ous
bad patents that you can sinply turn around and say, sue
me, |'mnot going to give you a dine.

The real issue is overbroad clains. To nme, the
issue is granting clainms comensurate with exactly what
was invented, and that's where the real anti-conpetitive
effect cones in.

If I invent a bucket with a handl e and a spout,

as long as | can get a claimon the bucket itself,

that's fine. |If there's no prior art, that's fine, there's

nothing wong with that. But if the bucket is
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known and the lid is known and the only thing that I've
cone up with is the spout added on to the bucket with a
handl e, then the claimshould reflect that.

If the clainms don't reflect that, and | instead
get a claimon a bucket, then there's a huge
anti-conpetitive concern because now anyone who wants to
i nprove on the bucket certainly has to come to you.

You' ve got all kinds of people designing around things
t hat you never hear about, that you never know about,
and you' ve got a whol e nmassive anmount of opportunistic
i censi ng behavior that's possible here.

There's a serious cost differential between
getting a patent and between taking a patent down. It
cost 25 to $50,000 to get a patent. That's being very
generous, and even to initiate the litigation, it takes
about $300,000. Let's set aside full blown trial.

Let's set aside all that. Just sinply to start talking
and have sone basic discovery of the prior art, very
soon you're tal king hundreds of thousands of doll ars.

So that kind of cost differential, | nean, any
econom st understands, and | think that was part of the
poi nt that Jon was trying to make, and that is, when you
have that kind of cost differential, then you have al
ki nds of opportunistic behavior that becomes possi bl e.

Even then if you do have a kind of transaction,
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27
third parties are absolutely not involved. In other
wor ds, when you' ve worked out sone kind of a |licensing
deal, third parties don't know. 1It's only this one
person who nay have good prior art.

As far as giving nore resources to the PTO goes,
| think what we're really dealing with here is
speci alized and | ocalized know edge, and |I'm not
necessarily convinced that sinmply giving 5 or 10 or 20
more hours for patent prosecution is necessarily going
todoit. | think there are other ways of bringing
people in the know, who are simlarly situated as the
patentee, and want to bring those people in.

As far as, should we even have a patent system
or not, it seens to ne that when you're dealing with
hi gh tech, you're dealing with a very basic economc
reality, and that is that you have very high fixed costs
and very |low variable costs. It costs a |ot of noney to
produce the first pill of sonmething. It costs a |ot of
noney to produce the very first CD of Wndows 2000 and
it costs two bucks to produce the next CD.

As | ong as you have that kind of econom cs,
soneone has got to pay for that first CD, and
don't think anybody is sort of arguing about that. W
can sort of say, well, there's other ways of paying for

it, we don't need a patent system There are other ways
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of paying for it, but perhaps this is a situation where
we have path dependence, where basically everyone is
driving on one side of the road, and it doesn't matter.
No one is going to change now at this point. It's very
costly to change.

"Il leave it at that.

MS. GREENE: Okay. A |ot of additional ideas
have been added to the table. This concept of sort of
| ocal i zed know edge and how you make sure the proper
knowl edge gets to the PTO Il think was underlying, in
part, what you're saying. So one of the things | want to
throw out is: do the current procedures secure adequate
access to the materi als necessary to exam ne patent
applications? One of the questions that's often raised is
prior art. There are lots of proposals currently
floating about addressing prior art issues. So let ne
add that to the mx and now turn to Scott.

MR. CHAMBERS: Well, | was going to nention just
for a nmoment sone of the things that Jay brought up, and
tal king about broad clainms, it's often true that when
you are facing a patent, you're going to say that the
clainms in that particular patent are far too broad, but
in fact the systemusually works out quite well in
l[imting those clains.

The way it works out is that the exam ner is
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generally charged with taking the broadest reasonable
interpretation of the clainms, and when they are an
experi enced exam ner, they can come up with sone pretty
broad interpretations that pull in art that clearly
forces the limtation of the claim and that limtation
t hen provides a prosecution history.

So |'mnot so sure that the system doesn't
permt, or doesn't have within it the ability to deal
with these broad clainms, provided you have an
experi enced exam ni ng core.

In terms of the | ocalized know edge, that does
seemto be a problemin certain areas, especially when
you' re expanding in an area that has not seen patents in
quite a long tinme, or never saw them such as when they
started to issue patents in the software area. There
was not very nmuch patent literature in that area, and
for a patent office that's used to dealing with patents,
it's very hard to go into periodicals sonetinmes and get
that kind of information.

When that issue originally came up, | think we
were actually faced with a nunber of problens. Sonme of
the institutions or sone of the conmpanies were willing
to provide us with databases or willing to provide us
with information, but we couldn't prom se to secure that

information from FO A, so that if they were going to
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provide it to the Patent and Trademark Office, they were
basically going to provide it to everyone, and that can
make sonme concern. |f you have | abored to create this
dat abase, you don't necessarily want to turn it all over
to your conpetitors.

In ternms of what Jim has said about patents,
that there are really no studies that show t he val ue,
could not disagree less. | think that just the
i ndi cation that the cost of research is so great and
that there is no way to stop the free rider policy,
suggests that you' ve got to have sonme way to protect the
i nvestment as increased costs for research -- or as
research increases in cost, you have to have additi onal
ways to deal with people who are going to try and take
that information or take the fruits of that.

| have told clients in the past in certain
situations not to bother pursuing certain areas or
certain products because they couldn't assure ne, or |
couldn't assure them that they were going to have a
cl ear ownership right.

So | think that the value of patents really
can't be disputed. There are a certain nunmber of
probl ens that come out froma |arge nunber of patents
getting issued that may seemto be too broad, but I

think the systemhas within it the ability to deal with
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that, if we allow that systemto work and have a pretty
experi enced patenting core.

Often people | ook historically at the patenting
core, and if you |l ook at the period say 1970 to 1985,
you find that you had a relatively snmall patenting core,
and that they stayed there a long tinme. | think in
1970, that there was about a thousand exam ners, and by
1980, there were about 860, that it had actually
decr eased.

As a result, these examners were quite famli ar
with the field, and they had an institutional know edge
for particular narrow areas that was just truly
amazing. They could actually tell you where to go, that
it would be the third patent on the shoe that woul d deal
with the particular problemthat you were having, and
that is all |ost when exam ners don't stay around.

MS. GREENE: Right. Are there any other changes
that you noticed in the exam nation approach?

MR. CHAMBERS: Actually, | think that there is a
difference in the way that the young exam ners | ook on
patents, that when | was starting out as a patent
exam ner there was a feeling that you were protecting
the public from bad patents, and so that one of the
t hings you wanted to do was make sure that the clains

were narrow, nmake sure that the clains were valid, and
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you paid special attention to that.

I don't know that the exam ners view their role
as protecting the public anynore. | think nore often
than not they view their role as protecting the
customer. And the custoner, according to the patent
office, is the individual filing for a patent. It seens
like a pretty classic instance of agency capture.

MS. GREENE: Steve?

MR. MERRILL: In many of these questions, it
seens to ne inportant to ask, with respect, for exanple,
to Jonathan's enuneration of possible costs, what's
changed? |Is there reason to be nore concerned? And
that's also in relationship to whether one believes the
quality of exam nation has inproved or deteriorated or
remai ned the sane.

What ' s changed, | nean by that what's changed in
the use of patents. And | would suggest that there's a
grow ng anmount of evidence that the extent of defensive
patenti ng and aggressive licensing suggests that the

potential social costs are of greater concern than they

were before, that assertion of patents is nuch nore frequent

t han was the case before, that a nunber of conpanies
have learned that it is lucrative, if not predictable,
to aggressively license patents, and therefore the

potential costs are probably greater than they have been
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in the past.

MS. GREENE: Bob?

MR. TAYLOR: One way of |ooking at the patent
system | ooking at patents as a whole, is that what they
really are is sinply the |Iegal recording of property
ri ghts based on investnents in technol ogy that have been
previ ously nade.

The patent isn't the property as nmuch as it is
just a recordation of the property. And when | hear
remarks |ike Steve just nmade, commenting on the fact that
t he agency in recent years has, in fact, beconme nore
user friendly for the patent owner, | think that's
probably true. But, | also think that that's a natural
outgrowt h of what has gone on for the |ast 25 years, and
that's that we came to a realization somewhere in the
md 70s and early 80s that the patent system m ght be
i mportant, that the fact that other countries were
achi eving technol ogical superiority in areas where the United
St ates had been domi nant for years and years and years, and
much of it being done using technol ogy devel oped in the
United States, we began to take a hard | ook at the inportance
of this whole system

| don't think it's a fair conparison to | ook at
the cost of getting a patent and conpare it to the cost

of litigation and say, therefore, the systemis out-of-whack.
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The cost to the patent owner, when a patent goes
into litigation, often are as much or nore than the cost
to the party being sued.
The reason there's a great deal nore resources
going into patent litigation today, to my mind, is a
reflection sinply of the fact that patents, as an

entity, have acquired a vastly greater anount of

econom ¢ significance. And ny guess is -- | don't have
any data on this -- but ny guess is the anobunt of noney
t hat changes hands as a result of |icensing, far exceeds

t he anobunt of noney that's spent on patent l|itigation.
Patent litigation is a very thin slice of what
goes on within this system and technol ogi cal property
has becone the nobst inportant econom c asset of the
United States econony. So you would expect there to be
some transaction costs in admnistering a property
system These are difficult property rights. They're
not |like real estate boundaries where you can send a
surveyor out to drive stakes in the ground and draw
straight lines and say, that's a property boundary.
These are very difficult property boundaries to
draw, and there is inherently a transaction cost that
goes with them But |I think that on bal ance, when you
| ook at the inmpact of this system you get a nuch nore

conplete picture by focusing on the total value of the
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i nformation and technol ogy that's changi ng hands as a
result.

MS. GREENE: Bhaskar?

MR. BHASKAR: Good norning. | want to begin by
t hanki ng Susan DeSanti and Hillary Greene and Bill Cohen
for inviting me --

MS. GREENE: On behalf of the court reporter,
speak into the mc. Thank you.

MR. BHASKAR: | want to begin by thanking you
for inviting nme, and as |'ve been listening to this
di scussion, it's just fascinating to see how many
different points of view there can be about the subject
of concern, and how little the points of view, however
valid or inportant they are, necessarily have to do with
one anot her.

The sort of thing I'mthinking about is I find
Bob's comment, just a nonment ago, about the nature of
technol ogi cal property extrenely persuasive. | think
that we have a patent systemthat's approximtely 200
years old and was designed to facilitate the transfer of
agricultural wealth to industrial wealth. And it seens
to me that what we are watching is, of necessity, the
col | apse of one kind of system and the devel opnent of a
new systemthat will facilitate the transfer or creation

of wealth in a new domain, the informational domai n.
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I will actually put alnost all new technol ogi es,
el ectronic, biological, genetic -- all of those things,
| would put themin the information category, and I
think one of the things we have to ask is, what is the
public purpose? | don't know what the public purpose is
in the patent office, and so | want to pose a question
as a way of understanding this and a question to any of
you.

What is a good patent?

MS. GREENE: Jeff?

MR. KUSHAN: Actually, kind of as you suffer
t hrough the process of trying to figure out what patent
quality is, | nmean, if you |ook at, just over the |ast
ten years, if the patent that was issued ten years ago
is neasured agai nst today's standards for witten
descri ption, enablenent and other criteria, it's very --
it may die. It was perfectly valid back then, and so
that area of quality is, | think, never going to be easy
to measure.

| take a nmuch nore sinplistic perspective, maybe
al nost a transactional perspective to quality which is,
I want to know what happened inside the patent office,
whi ch means that the file wapper that gets produced,
nine tinmes out of ten, is cryptic. W can pick up any

case you | ook at today, and you'll see vigorous
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rejections put out in the first office action, and then
a seem ngly incoherent response cones in, and then the
rejections go away.

You | ook at this patent and you say, what was in
the m nd of the patent exam ner when they issued this
patent? | nean, this is certainly kind of a somewhat
com cal perspective on it, but there are many patents
out there which don't tell the story: what happened? What
were the variables that were in the mnd of the
exam ner when they issued the patent?

If you | ook at what the core standards are
focused on, so nmuch now it is what the patent exam ner
had in his m nd when they granted the patent: what was
the representation of the office? And what was the
representation of the applicant to the office that
i nduced the patent grant?

Est oppel variables under Festo, witten
description, characterization of the invention by the
applicant, these standards that seemto be out there are
calling for a nore informative file wapper. So | guess
at the end of the day, quality in nmy mnd is going to be
a better docunented file wapper that can give a better
pi cture of what happened inside the PTO.

Maybe that's a fairly low threshold to set for

quality, but at least it would allow us, as a consuner
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of this product evaluating the patent, to get a better
i nsight of what the likelihood is that a broad claimis
going to survive or fall, and it's difficult because to
produce that nore informative file wapper, will require
nore examner tinme. So we have to figure out howto
reconcile that conflict.

MS. GREENE: So we have the conflict or the
confl uence of questions of quality and transaction
costs, and | just wanted to sort of throw out on the
table as an additional point for consideration: do the
current procedures provide the PTO adequate access to what
they need in order to recently exam ne the patent applications?

"1l further throw out sort of the specifics of
some of the things that we heard are questions of whether
there shoul d be some obligation of the patent applicant
to search docunents in their possession? Whether or not
t here shoul d be sone requirenment of discussion of
rel evance on the part of the patent applicant regarding
the prior art? So let nme just add that to the m x
and turn to Mel.

MR. GAMBRELL: Let ne comment on that. Let ne
clarify one point. |[|'m not against the patent system
It seens to nme the inportant point is to decide how nmuch
exclusivity you need to give to people by virtue of

intellectual property in order to increase technol ogical

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

39
growt h, recogni zing the expense of that, the other side
of that, is an injury to conpetition.

The antitrust principle for years was how little
or how nmuch do we have to give to an intellectual
property right in order to bring forth that invention
and that devel opnment. And | think the enphasis has
shifted now to believing intellectual property is a
desirable result inits own right, and we quit | ooking
at: what do you have to give in order to bring it out?

It's a hard choice, of course, because after the
fact, we're |ooking at existing inventions, and they're
not going to be affected by any policy we set out, but
we're trying to judge on that basis what to do for the
future.

Now, | personally think that the patent office,
in general, does a pretty good job if they have the best
art, and in fact one of the insanities of our patent
systemis we give deference to patents because they're
not ever invalid, even if the best art wasn't in front
of the patent office. And how an exam ner can make an
intelligent decision with one hand tied behind himis
hard to imagi ne.

Yet the courts continue to say there is a
presunption of a validity, clear and convincing

evi dence, and what that tells a jury is, man, this is
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inportant, this man or this woman has nmade a fantastic
i nvention, and unless we find sonmething devastating
effective against it, we're going to affirmit.

That makes sense. In the first place, it
belittles the patent office and the job it does. Wy
back in the 60s when |I was at NYU, one of ny students
did a Ph.D. thesis on whether there was a standard of
invention in the courts that was quite different than in
the patent office, and in fact Ms. Koenig found there
wasn't any difference when you're tal ki ng about prior
art. There was no statistically significant
di fference.

The court was absolutely sure it was, but, in
fact, there wasn't, and | think that's why we need
research on how much rights do we give patent owners and
patent creators in order to bring forth their
i nventions, and at the sanme tinme not unduly restrict
conpetition.

I think we've quit |ooking at that. W' ve sort
of considered now that all patents are good, and sone
are better. Now, obviously I think sonme incentive is
necessary to bring forth inventions and cover the cost
of devel oping them and bringing theminto conmerci al
exi stence. But the question of how much and how long is

a question that we deal with nore in enotion than we
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deal with in fact. And | sonetinmes think that neither side
really wants to do much research on it for fear that it
will come out sonme way differently than what they presupposed
it would be.

Nobody is quite as sure of the facts as a person
that's uninfornmed, and as the king in the King and |
said aptly, "what we need to do is to decide where that
line is." The Federal Circuit, for exanple, pretends to
| ook at patents fromthe standpoint of the scope of the
patent and ignores the inpact it has on the conpetitive
process, and | think that that's | ooking at the wong end of
t he gun.

I think we need to decide how nmuch we need to
give people in order to get the devel opnent and not give
them anynore than that, and | think we tend to quit
t hi nki ng about it, and I'm not worried about worthless
patents. | don't disagree with the point that they
don't create a great problem but let me tell you, I've
tried enough | awsuits and handl ed enough cases for
litigants on both sides of the fence to recognize that
the threat of a patent suit is a substantial threat,
whet her you're |arge or small

Il think it's inportant that we do give the
exam ners better access to art and do have an

opportunity to see that they raise the standard as to
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where they draw the |ine between an excl usive grant and
a rejection.

MS. GREENE: Thank you. Mel?

MR. GARNER: The first thing | want to say is
that those brilliant comrents were from Professor
Ganbrell and not fromme, just so the record is clear.

Actually so many interesting points have been
made that | sort of have a little short |laundry list of
comments | want to make. One of themis actually to
Jonat han because he said sonething that |'ve heard a | ot
of econom sts say, and | don't know that it's right or
wrong, but | want to provoke a thought about it.

That is, the point that an invalid patent
sonehow prevents the devel opnment in an industry. |
think that if you parse that concept, if that
were true, then any patent would prevent the devel opnent
of a particular area of comrerce. And | think that the
experience that we've had over the |last 200 years is

that that doesn't happen.

"Il give you an exanple fromny own life, | take

bl ood pressure nmedicine. Surely sonmebody was the first to

invent a bl ood pressure nedication. That didn't stop the

devel opnent of bl ood pressure nedications. MWhat it didis

provoke other people to find other ways of acconplishing

that function, and the end result is that there' s now
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probably dozens and dozens of bl ood pressure nedications
that work in dozens of different ways.

The first guy, or first person, to do that
essentially provoked this explosion of technol ogical
devel opnent. So the econom sts shoul d perhaps think that
maybe it really doesn't have that effect because that
assunption is that people have such a | ack of geni us,

t hat once sonebody does it, there's no way around it,

there's no better way to do it. |In fact, if there's a
| ot of noney to be nade, people will find another way to
do it. People will find inmprovenents. They will do

what ever they need to do to get into that marketpl ace.

The other point | want to nmake is just how
flexible the patent systemis. Many of the things that
were conpl ained of a few years ago are being addressed
in current |egislation, changes in patent office rules.
For exanple, if you went back ten years ago, exam ners
had only manual searches available to them

Now, every exam ner fromtheir desk can search
hundreds of databases for information to help themin an
exam nati on process. So, rather than having the exam ner
with a hand tied behind themin ternms of getting prior
art, the patent office, on its own, has nade facilities
avai l able to exami ners so that they can exam ne better.

They can get additional pieces of prior art.

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

43



© 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

44

Anot her maybe hopefully thought provoking
concept is that even the issuance of invalid patents
acts as a way of bringing out hidden prior art. If
soneone applies for a patent, they will disclose
what ever their invention is. Now, there could be in
sonebody's desk drawer prior art that would invalidate
that, but it's in their desk drawer, and it's not out in
t he public.

The i ssuance of this patent essentially brings
that information to the floor. |If that patent becones
econom cal ly avail able, people will find it in the desk
drawer and will invalidate the patent, but in the
meantinme, that patent itself has now discl osed
information that was previously hidden. So the patent
system essentially has this additional good benefit that
it can bring.

VWhen you conme to the issue of overly broad
claims, | think you're in the gray area that Jeff was
tal ki ng about. Your overly broad clains are ny too
narrow clainms. The patentee always thinks his clains
ought to be broader, the defendant al ways thinks they
shoul d be narrower. It's an issue.

Basically the patent office does not try to
grant the broadest patent. They try to grant a narrow

patent that's limted to what's been disclosed, as well
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as what the prior art shows. So the systemitself tends
to be limted to what can be denonstrated to be the true
scope that you should have. They will make m st akes,
this is work being done by human bei ngs, but
nevert hel ess, the systemis geared toward doi ng that.

Over the years the patent system has made sone
smal | changes, sone | arge changes, to acconmodate new
t hings. VWhenever there's a new kind of technol ogy
i ntroduced, there is always a lack of prior art that's
easy to find. And new patents that issue after, and the
first hundred patents that cone in, becone the prior art
agai nst what everything else is judged against. And so
t he patent system has a way, on its own, of making
subtle corrections to take care of those situations.

One final point is, | believe it's for next --
on the 30th, your discussion where you tal k about the
difference between the way the patent office treats DNA
code versus conputer code. They treat themdifferently,
whi ch shows how conpl ex the systemis. The system
itself has taken into consideration that these are
di fferent kind of technol ogies, that our know edge of
the effect of a conputer code versus the effect of a DNA
sequence is taken into consideration in the system

So | think that the 200 years of experience has

made this a very finely tuned system which it itself can
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adj ust to changing conditions.

MS. GREENE: Thank you. Todd.

MR. DI CKINSON: A couple points. First of all,
with regard to the issue of databases generally and the
avai lability of art, this is again a resource issue, but
| want to support what several fol ks have said, the
of fice has invested a rather extraordinary amount of its
resources, particularly in recent years, to build up
its database collection, particularly in the digitally
accessed dat abases.

So the office has access to nore data and nore
prior art than it's ever had before. That could be
probably a good thing and a bad thing because the tine
needed to sift through that is often a big issue, and
the conmplexity of the databases and the searching
mechani snms are difficult, but we have also specialized
libraries and a | ot of very specialized |ibrarians who
work in this area. So there is, | think, a healthy
ability to make sure that the best prior art that all of
us can get access to is there, but there are and need to
be ot her mechani sns.

Now, there are several challenges in this. One,
there are current proposals to out source -- in the 21st
Century Plan -- there are several proposals to out source

t he searching functions, and they' re being robustly
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debated within the IP community at the nonent, and
there's a fair anmount of skepticism but | think that
will be another interesting piece to see how it plays
out .

Anot her issue -- it kind of plays
of f of what Jay said, Professor Kesan said a little
awhile ago -- is the lack of enpirical studies, external
studies, of quality neasures. There is sort of a
presunption, | think, that patent quality is, | think
soneone used the word deteriorating earlier, that sort
of thing. | don't know whether that's the case or not.

On the one hand I"'mworried that it m ght be.
On the other hand, I"'mworried that we're infected by what
you m ght call the "good-ol d-day syndronme”, that everything
was al ways better in the good-ol d-days and things are not
so good today. And there's, at the nonent, not a |ot of
good studies to determne enpirically, whether there is
actually a fall off in quality or not. It's nostly
anecdotal. It doesn't mean that all that anecdotal art
can't collectively add up to sonething.

| want to address a few nore nechani snms which the
office has or is attenpting to deal with this quality
i ssue and putting it in place, but again the constraints
that effect it. W had, when | was there, a very el aborate

reengi neering project which was an attenpt to try to
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reengi neer how the process actually worked fromthe ground up.

Eventually the funding for it just dried up, and
much of what was devel oped there was not able to be
effectively utilized. One of the things also that we
did when | was there was centralize the quality control
function, to bring it all together in one place and have
one senior sort of quality control czar who reported
directly to the Conmm ssioner's office, independent of the
exam ni ng core.

| admre nuch in the 21st Century Plan. One of
the things that troubles nme the nost though, what appears
to be, the core seens to be getting its way again, and the
proposal is to decentralize that function. It may
have al ready occurred, and | think that's a bit of a
chal | enge.

Two nore points, one, the constant pressure
t hough on the office to issue patents is very strong.
had calls from nmenbers of Congress to issue particular
patents, for exanple, when | was there, which we resisted

very effectively | nust add. But there's a very strong

48

case that people nmake about why their patent and not ny patent.

About two weeks ago, the patent office issued what wl |
be this year's version of the other patents which Jimwas
goi ng through, which I think, with all due respect to

Prof essor Ganmbrell, you really shouldn't let the tail
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wag the dog in picking out individual so-called bad
patents and then deny, to be honest, the Comm ssioner the
opportunity to deal with those through re-exam The
congress did deny the Conm ssioner ability to re-exam on
grounds other than art grounds.

But they issued a patent on the treating of
angina | believe or sonme heart disease by drinking or
ingesting lime juice. Now, what was interesting about
t he debate was not only that that was thought to be an
odd patent and kind of off, but there was a robust
online debate from biotech practitioners conpl aining
that: how cone | can't get ny patents issued out of the
office where I have to provide a constant and vol um nous
record of information, in vitro studies, et cetera, and
suddenly we can get this |lime juice patent out the door?
And | think that's an interesting thing to consider as
wel | .

Finally, you nentioned a very inportant issue,
which | think we really need to talk about head on, and
it won't necessarily make nme popular with nmy col |l eagues
in the bar now, but that's the issue of the obligation
of the applicant and their attorneys to disclose art to
the office.

You touched on this a mnute ago, Hillary. W

have a rule. 1It's been in place a nunber of years.
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It's strengthened over vigorous opposition a little bit
over the years. It's called Rule 56. It requires that
anybody who's involved in the application process,
i ncluding the inventor and their attorneys or agents,
submt the best art or the nost material art they're
aware of to the office. | don't know if those
in the industry or not in the industry can appreciate
how t hat gets parsed, and the significant resistance to
that particular rule and any enhancenent of that rule.

"Il give you a good exanple. The 21st Century
Strategic Plan when it was announced, provided for
sonmet hi ng what was call ed euphem stically the Mandatory
IDs. It basically dealt with the issue you nentioned a
m nute ago of requiring searching and then requiring a
di scl osure of those search results.

I'"mhere to tell you today that that rule is
dead on arrival, any enhancenent of that rule. The bar
has successfully beaten that back. They beat it back
when | conducted a hearing on the sanme issue, and |
think we have to deal with sonme of the reality of that.

" mnot going to say the bar is doing it just
for the bar's sake. | think one of the real chall enges
the bar has in this regard is the concern about the
i npact on their practice, the very tangible, pragmatic

concern about the nmal practice issues that they wll
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draft.

They will submit art, describe what that art is
about today, and then in a decade from now, they'll be
called to account for that in ways that will have rea

significant inpact on their practice and their
livelihood. So I think that one other thing that should
be | ooked at is whether we can try to lay off sonme of
t hat exposure and incent greater disclosure by the
applicant and their attorneys to the office.
MS. GREENE: Thank you. Bob?
MR. TAYLOR: | had a couple of reactions to the
di scussi on about patent quality that | think are
inportant, and it actually is a follow on thought from
one that Nancy Linck put out when we first started this
sessi on.
There's a cost associated with achi eving patent
quality in the patent office. | think everyone woul d
like to sit in the office and make the best possible use
of the resources that it has to develop prior art, to
probe the applicant with respect to those enabl ement issues
that are often uniquely within the possession of the applicant.
| agree with the observation that where the
patent office has the nost relevant prior art, they do a
pretty good job with analyzing clains and limting the clains

to a proper scope, but because the vast nunber, the vast
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majority of patents really don't have a great deal of
econom ¢ significance, we can | ose sight of or we can
certainly get very distorted in our allocation of
resources if we go after patent quality at the patent
of fice too vigorously.

We have a narket-based system Because it's a
mar ket - based system the value of a patent that gets

into litigation or even patents that get into |licensing

negotiations will precipitate a market driven quality
anal ysis. The amount of noney, for exanple, that |, in
representing a defendant, will spend in trying to

develop prior art, is directly related to the damges and
the econom c inportance to ny client. And so the narket
mechani snms thensel ves right now are in place to achieve
quality at a | evel comensurate with value, and | think
that's the way the system shoul d work.

| think any other effort to pour nore resources
into patent quality that's not going to have any
econom c i nportance is probably going to be wasted
noney.

I would also |like to address this Rule 56
gquesti on because one of the questions | know that is on
t he agenda for today, and perhaps for |ater sessions, has
to do with this notion of inposing upon an applicant a

burden to go out and do additional searching beyond
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what's al ready done.

In my experience many, if not nobst, patent
applicants do a search right now, and they do it because
the inplications of Rule 56, as it's admnistered in the
courts, essentially requires it. Wen a patent |awer
writes a patent application, he or she has to inquire of
t he applicant, of the inventor, what prior art they have,
what other information that m ght be germane to the
patent or the application in the patent office because
they're required to make that avail able and because they
know that if they don't press the inventor for that
information and the patent gets into litigation and the
i nformation conmes out in discovery, it's going to create
an inference at least, if not a relatively hard set of
facts, on which the patent will be made unenforceabl e
for inequitable conduct.

So there is already in place a great deal of
searching that goes on by patent applicants for the
information that the patent office needs.

Now, it is in fact, it's a limted search, but
if you start trying to expand the concept of that search
beyond the inventor and the patent |awer and the other
people in a conpany involved in the patenting process, |
think you will just generate an enornous anount of

uncertainty that will add to the cost of litigation, and
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| don't think will further the disclosure of prior art.

MR. COHEN: Just to clarify the point, in a
| arge research establishment, does this requirenent to
ask the inventor go beyond the inventor hinmself to
everybody working for the firm or is it just limted?

MR. TAYLOR: No, it's normally limted to the
i nvent or.

MR. COHEN: Okay.

MR. TAYLOR: That's exactly the point that |I'm
maki ng. |If you expand it beyond the inventor, it
beconmes very difficult to define in any useful way for
the courts or anyone else to inquire into whether that
obligation is met. |In conpanies, the discovery process
in litigation reaches out to thousands of people within
an organi zati on.

MS. GREENE: Nancy?

DR. LINCK: Applicants want valid patents.
There may be exceptions, but for the nost part
applicants want a valid patent, and the way you get a
valid patent is to have the office review the nost
relevant prior art. The inventor oftentinmes wll have
t he best command of the prior art, but we're a snal
conpany. W always search beforehand. You have to
search to draft a good patent application.

I think Rule 56 gets in the way frankly. |1
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don't think it hel ps because we woul d be happy to do a
search. We woul d be happy to describe, to the best of
our ability, how those references relate to the clains.

The fear is Rule 56. Rule 56 al so ends up
havi ng applicants dunp huge piles of prior art on the
of fice because they're scarred of Rule 56, not because
they think all those references are relevant to the
claims. Rule 56 has worked havoc on our system |
believe we're the only country in the world that has a
Rule 56. We ought to get rid of it.

It also ups the cost of litigation. |[If you're
worried about this differential that drives people to
license, rather than |litigate against a patent, get rid
of Rule 56. Jeff talked about the file wappers,
prosecution histories. Frankly, | think we should get
rid of the prosecution histories.

It runs up the cost of litigation. [It's an
unfair system because exam ners vary in what they
record. The entire prosecution history is not
recorded. Applicants go in, they have interviews, the
interviews are not recorded.

Just take the patent |ike a contract, and
determ ne what a patent neans and what property the
patent covers. That will cut down the cost of

litigation. Qur systemreally is one that greatly
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increases the litigation burden, but I would strongly
recommend that we get rid of Rule 56.

It was, | believe, put in place to catch the few,
I think very few, applicants that know about a reference
and purposely withhold the reference fromthe office so
that they can get their clains allowed.

| don't know what they do with them | guess
then they go around and threaten people with their
invalid patents, but that's not 99 percent or nore,
probably nore, of your patent applicants. So why have we
burdened our system the way we have?

MS. GREENE: Great. Jay, and what | think I"]l
do is try to run through everybody who currently have
their table tent up, see if ny coll eagues have any
further questions, and then we'll take a very fast break
and then cone back. Jay?

MR. KESAN: | want to namke three points rel ated
to the comments that just preceded. First, when you're
t hi nki ng about how the market responds to a patent --

MR. DI CKINSON:  You need a mic, Jay.

MR. KESAN: -- and you're | ooking at market
based solutions and so on, there are two things that are
important. One is there are legitimte wealth transfers
that are contenplated by the patent system and there

are wealth transfers that are not contenpl ated by
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t he patent system |In other words, if you have a valid
patent, then certainly you should be able to license it,
enforce it and so on. But if you don't have a valid
patent, but you happen to take advantage of cost
differentials in the systemto say, well, it's okay,
"Il get a cheap license, that is not a wealth transfer
that's contenpl ated by the patent system and that's
opportuni stic |icensing.

Simlarly, we're tal king about when we have
a patent which then becones the basis for supra-conpetitive
pricing, which shouldn't be the case, then again we have
econom ¢ consequences. That should be a market for pens or
pencils. That should not be a market where you have
supra-conpetitive opportunities.

The basic assunption of our patent systemis,
and | think M. Garner's exactly right, there are costs
and benefits to every patent that is issued. Wen you
have a patent that is issued, you certainly have
opportunities: you create incentives to design around,
you certainly create disincentives also for downstream
i nnovati ons, and econom sts understand this.

Econom sts understand that when you have a
patent on sonething, you have reduced a cost of
produci ng whatever it is; people who are dying are now

living, and so on and so forth. So there is an increase
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i n consumer surplus when you have patented innovati on,
and you offset that against dead wei ght | osses, which is
the | oss due to the supra-conpetitive price.

In other words, if sonething should have
actual ly cost $5, because of a patent it's going to cost
$10, that nmeans the people that could pay 6, 7, 8 and 9
are not going to get that product, and that's fine. W
understand that. We say, well, that is the cost of the
system and then we've got R&D costs and we've got costs for
desi gni ng around, and that could be both a plus and a
m nus, and so we understand that every tine there is a
patent, you have this sort of trade-off.

However, when you have a bad patent, then you
have an entirely different situation where if sonething
t hat should not have been granted was granted, you don't
have those positive benefits, and you're only left with
a |lot of the negative things. And I think that is one of
t he key issues here.

| conpletely agree that market-based sol utions
are very sensible, except that we should be careful
about informational asymetries, and we shoul d be
careful about transaction costs.

The second point | wanted to nmake was with
respect to the prior art. | think -- sonething that

now sort of at |least there is a very good agreenent on,
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and that is, when you have well established
traditional technol ogies, the patent office does a very
good job. We don't hear of crazy autonobile patents or
we don't hear about crazy conpressor patents. These are
wel | established technol ogi es where there's a | ot of
patented prior art.

The real question really is in energing
technol ogi es where there is a | ot of non patent prior
art, but here | want to add one other point, and that is
that the structure of a lot of these energing industries
are such that, just because you have nmade patent
protection available to them does not nean they're
going to seek patent protection.

In other words, for any foreseeable future, |
don't see the software industry -- which, understand |'m
very famliar with fromnmy technical background -- |
don't see a huge clanor in the software industry to go
and get patents because they get appropriate returns
frominnovation by doing other things, |ike they depend
on externalities, they conplenentary bundl e sal es and
servi ces, they do, basically, innovate in a downstream
fashion with nmultiple versions of the same technol ogy,
and there's a lot of prior art in software handbooks.
They know that we can put it all out there.

It doesn't nean that | am not going to be able
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to reduce conpetition and create barriers to entry. |
don't need a patent for that. There are other ways that
| can do it. So there's a |ot of non patent prior art

out there. And so saying that it's going to be really

easy to -- now that we've sort of opened the doors for
software patents automatically -- the prior art is going
to get in there, I'mnot so sure.

The third point | want to make is there is a
real difference between information and knowl edge. To
put it facetiously, as | often tell nmy graduate research
assistants, there's a difference between hitting the
print button and thinking you' ve done research and
bet ween actually reading what is in there. And | think
that's one of the real problenms with a |lot of prior art
that is dunped on the patent office.

It neans you have a whol e bunch of references
that are thrown over the fence. |t doesn't mean that
you've actually net the issue, which is, how exactly is
this related to the clains at issue. [If, for exanple,
in the world of software, we have different
term nol ogi es used by different people for the sane
thing, they' re tal king about the same thing. But, if you
sinply ook at a piece of prior art, you won't know that
necessarily. People in the know and people who are

actually devel oping that kind of software know that.
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So to me, when we're tal king about: is the
patent office in the know? Does the patent office have
access to prior art and so on? To ne the real issue is,
does it have access to know edge? Just sinply saying | have
nore dat abases, et cetera, doesn't necessarily help. 1In
1982 the University of M chigan devel oped this huge
project to set up this software database, and it's just
| angui shing, and no one really uses a heck of a |ot of
t hat .

To me, when we're tal king about IDS and we're
tal ki ng about prior art disclosures, |I think we have to
ook at it in the context of two things that go on. One
is, there is solid enpirical informtion now avail able
t hat says that your patent is basically bulletproof
agai nst any piece of prior art that is listed in a PTO
form 1449.

Every patent attorney | know encourages the
i nventor to submt everything, turn everything over
Why? Because when you get that little signature on that
formdistrict court judges absolutely think, well the
patent office is considering this so there's nothing new
about this, why should I invalidate the patent based on
t his?

As a matter of fact, in the latest data that was

publ i shed by John Allison and Mark Lemnl ey, their nunbers
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were sonmething |ike close to 90 percent. 1In other
wor ds, disclosed prior art is never relied on by the
courts.

So to nme, that is the critical question, and so
if we're going to have that kind of deference, if we're
going to have that kind of treatnment to a bunch of
references that are listed, and indeed there's every
incentive to list 200 of them then are we going to ask
the question: what is in those references? Has that
really been inbibed by the examner? Aren't we better
off with a system where we say, listen, there's only six
prior art references here that are really on point with
respect to the clains at issue?

If we describe those six prior art references
properly, then it's perfectly okay to defer to that. So
tome | think we can go two ways, one is we can have
expanded di scl osure, and then we can have various ki nds
of deference to that, and that nmakes sense.

O herwi se, we just sinply stop this charade, where
we have a whol e bunch of references that are tossed over
the fence, and simply we're told that we have to defer
tothat in litigation. Let's agree that what is done is
just a list that's put out there, and so let's not have
any kind of presunptions or let's not have any kind of

deference to that.
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MS. GREENE: We're going to be getting into
presunptions and that type of thing later on. Let ne
turn to Scott.

MR. CHAMBERS: | would |like to address first
this disclosure aspect, and the idea that we would force
soneone to do a search thensel ves, neans that you're
going to be actually hurting |arger industries or |arger
conpani es nore than you're hurting the small inventor.

You're going to have to have situations where
you woul d have the ability in litigation then, to
di scover at all points in IBM-- if the suit was agai nst
| BM -- throughout that particular conpany. That creates a
tremendous burden if you're going to have the conpany
have to cone forward and to do the search

| think that there was a tinme in the PTO when
you had to give a rough synopsis of what the reference
was, and they got rid of that, and they got rid of it
for a very good reason. It is just too expensive to
have a patent attorney go through these things and, one,
under st and what they nmean, and al so make sure he has
characterized it properly.

As Jay said, it's fine to have sonet hing when
it's described properly. Well, what's proper when | am
qui ckly reading through a reference and trying to tell

the exam ner what it's all about? And what is proper
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when | have hired an expert, who has quite a bit of
experience, to go through that reference and find out
how this was a m scharacterization? Those are two

di fferent things.

I can find an expert that can show why what you
said was an incredi ble m scharacterization, and you have
just pulled the wool over the eyes of the exam ner, and
that's a problem

In terms of Rule 56, while it is true that the
United States is the only country that seens to have a
rule like this at this tinme, it's also true that we're
the only country that does ex parte prosecution and
doesn't have a real opposition system So that you can
have situations where people step up and they say
what ever they want because it's just you and the
exam ner, and then |ater on the exam ner, who may not be
l egally trained, in fact, it would be highly unusual to
find that he was legally trained, and may not be
currently up to date with the technol ogy, he could
easily be fooled by this.

That brings nme to the third point, which is the
prosecution history. And while |I've heard people talk
about getting rid of prosecution history, | certainly
don't agree with that. There are a nunber of reasons.

The first is the prosecution history freezes in tine
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what the people were tal king about perhaps
inefficiently, but it does give an idea about what was
sai d.

If you didn't have that frozen snapshot, you
m ght find, in an ex parte prosecution, that the
attorney was cutting it a little too close, maybe sayi ng
sonet hing that was slightly m sl eading, and there is no
way to show that that was done if you're not going to
| ook at the prosecution history.

In addition, keeping the prosecution history as
a val uable compdity, and saving it and referring to it,
forces the attorney to take nore tinme at | ooking at
certain things. An attorney is not going to step
forward and say, well, this reference neans X, Y and Z
when he hasn't read it. He'll actually get into it and
try to understand it. \Why should he bother wasting the
client's nmoney if it's not going to actually be on the
record?

And the final thing is that in those countries where
the prosecution history is not a major part of interpreting
the scope of the claim they al so have opposition systens.
So that, gee, | don't know what this term nmeans, |
wonder if the exam ner said anything about it. W can
go to the prosecution history. In an opposition system

you can say, well, let's see what another conpany did to
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that, and if no other conpany's had a problemwth it,
well, it gets put out.

Whi I e Nancy Linck was Solicitor at the patent
office, they tried or they cane up with the idea of
recording interviews, which is often a concern for
prosecution history. There seenmed to be very little
interest or very little support for that within the
Pat ent and Trademark Office, as well as very little
support with the Patent and Trademark Office's
cust oners.

| think part of the reason is there are two
types of attorneys in this patent business. There are
litigation attorneys, and there are prosecution
attorneys. Prosecution attorneys do their best work
when they get patents, and if you're going to record the
interview, you may well interrupt some of that give-and-take
that goes on for obtaining a patent.

That m ght be a good idea, at |east we woul d
know what was said. But for right now, there are costs
consi derations, especially with noney being diverted
fromthe PTO that would preclude any kind of recording
of the interviews, and there's an unwillingness on the
part of the agency, as well as those who prosecute, to
have what they are willing to say and communicate to

each ot her preserved forever
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MS. GREENE: Jin?

MR. GAMBRELL: | think this speaks well for
elimnating the recording of this operation today. It
seens to ne two or three things | would like to say. In

the first place, if an attorney has a number of
references and he doesn't have tine to analyze them and
tell the patent office what he thinks their main point
is, howin the world do we believe that a patent
examner is going to do so when he's limted to about 16
hours, on an average, for every patent application?
Nobody shoul d put the burden on the patent
office totally if, in fact, it's there. | think that
any time you submt prior art, and | routinely recomend
doing it, that you ought to indicate what are the nost
rel evant references. |'ve seen re-exam nations where
there are three and four pages of references cited,
i ncl udi ng menorandas involved in the litigation.
There's no way in the world that an exam ner
sitting on a re-examnation is going to go through 275
references which are on very arcane subjects and be able
to testify with a straight face that he knows that X, Y,
Zs were not relevant. It's a joke, and indeed, if he has to
tell the patent office exam ner which ones are nost rel evant
and what they generally show, it would be exceedingly

hel pful to the patent exam ner, | should think, and it
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seens to ne it ought to be required.

Now, one of the comments that has been nade is
that there are a huge nunbers of patents that have no
econom ¢ value. We know they issue, and nobody really
takes them seriously. That seens |ike an awful good
argument for having a registration system in part, so
that all of those patents can be diverted to automatic
registration after they apparently have passed the tests
in the patent office of the disclosure and the fee and
the drawi ngs and so forth. And then we coul d devote the
attention of the patent exam ners to those people who
have inventions that they think are nore than just
routi ne ego satisfaction processes and products.

So | woul d suggest that naybe that's one way to
i mprove the quality or to give the exam ner nore tinme to
deal with inportant patents and inventions, and less tine
to spend on the junk stuff that cones through. That nmay
help them on their disposal rates, but it doesn't
necessarily help the public anywhere el se.

I would like to spend a mnute to tal k about
Rule 56. | happen to be a person who thinks that when
it was revised, it wasn't strengthened. 1In fact, the
bar went to great lengths to try to put an objective "but
for"™ test on the theory that nobody would intentionally

m sl ead an exam ner as to what the art was or what was
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in the background.

I wish that were true. Gosh, | wish it were
true, but let me tell you, |'ve been involved in a |ot
of lawsuits, both as a litigator and as an expert
witness, and |'mafraid nmy coll eagues are not al ways
honest. And indeed, where they |l ack honesty, inventors and
corporate executives |lack even nore honesty.

The fact is that, sad to say, a | ot of people
wll msrepresent if they can get away with it. If we
elimnated Rule 56, that would be the nopst disastrous
thing to the patent systemthat | can imgine.

To bring it into disrepute, | think what Nancy
wants to do is give the inventor the blank check. |
don't believe that all inventors are honest, and | think
that a lot of the litigation that has occurred invol ving
i nportant inventions indicate that people that are
researchers at universities can be just as dishonest as
anybody else if there's noney on the other end of the
line, and unfortunately |lawers are no different.

We want to win for our clients, and there are a
| ot of |awyers that cut corners and will do di shonest
things if they think they can get away with it. W are
amazed now at the problens in the accounting industry.
" m not surprised. When big noney is involved it's very

difficult to expect everybody to be honest when they do
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MS. GREENE: Right.

MR. GAMBRELL: | think that it is inmportant that
we keep the rule, and indeed and in fact | think we
ought to strengthen it.

MS. GREENE: Thank you. Mel.

MR. GARNER: | also agree that Rule 56 shoul d
stay in place or at |east sonething of that type which
requi res an applicant to disclose relevant information
to the patent office. | nean, there's no reason not to
have a rule |ike that.

Sone of the difficulties come fromthe judicial
interpretations of that and the way it can be
mani pul ated in litigation, and that maybe there ought to
be some rules that would guard against that. But the
information that's disclosed by the applicant, | don't
bel i eve, should include a requirenment that the applicant
describe the rel evance of the reference.

Nunmber one, there is this huge danger that you'l
make a m stake in the characterization of the reference,
and as a result, it will be invalidated or held
unenforceable for that reason

The second thing is that you' ve heard statenents
that there are hundreds of references thrown over the

fence. That is extrenely rare. |In the garden variety
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case, you don't get hundreds of references, you get
five to ten references, and there's no reason why the
exam ner can't |look at those five to ten references and
make a decision as to whether they relate to the
information that's in the patent application.

If you require a comment on it by the applicant,
sonebody's going to have to pay for that. The attorney
is not going to do it for free. Nancy's in-house
counsel won't do it for free. Sonebody has to sit down
and wite sonething about each and every one of these
things, and that's a cost, a cost that has to be
duplicated by the exam ner because the exam ner's under
an obligation to make their own independent judgnent.

So why woul d you double the cost in order to have
sonebody | ook at a reasonabl e nunber of references?

The other point | want to make is that, with
respect to prosecution history, the one place that you
really never know what's going on is when there's a
personal interview with the exam ner. That one little
sheet does not make up for an hour and a half di scussion
that you had with the exam ner, and that's where nost of
the confusion is because the case is rejected, there's
an interview, it's allowed, and you don't know what
happened.

One of the things that is a possible thought is
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that you could require exam ners to give reasons for
al | owmance, that they can put in the final allowance
docunment a sentence or two saying, what is it that
convinced themto allow this case, and then you woul d
have sonething to shoot at.

The concept of registration, | think, is also
totally off based. No one files a patent application
assumng it's going to not have econom c value. The
only reason you file it is because you think it's going
to happen, but it's a bet on the future, and many of
t hose bets, probably the vast mpjority of those bets
prove usel ess.

When you go to a patent office, the reason you
want a patent is because you think it's going to have
econom ¢ value, and the only way you find out is that
when you get in the marketplace you find out it doesn't.
So | think our registration process is just not the way
to go.

Finally, there was comment about a post-grant
opposition. | think that the U.S. is noving very close
to that situation now.

MS. GREENE: We're going to be getting to that.

MR. GARNER: So | think that's sort of an
exampl e of the fact that within the patent community,

when difficulties are recognized, efforts are nmade to
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make corrections that will take care of that.

One final comment, and nmaybe it's provocative,
is that actually bad patents do serve sone good
purpose. As long as that bad patent doesn't have

econom c influence, it acts as a way of putting

knowm edge in a well-categorized database of infornmation.

So as long as it's not stopping sonebody from
doi ng sonet hing, you've actually taken information that
was maybe hi dden sonewhere and put it in a place where
people can find it, and that bad patent can be used as
prior art against a later attenpt to get a patent.

MS. GREENE: Quickly to Jeff, and then after
Jeff comments on this whole round of discussion, we'll
switch to re-exam ne and post-grant review.

MR. KUSHAN: | wanted to touch on this scenario

of too many references comng in and actually getting to

an efficient way of getting to the references that
shoul d be considered by the exam ner, in front of the
exam ner.

I think people have recognized that
there are sonme unintended consequences of Rule 56, but
overall it is providing the right kind of inpetus to
di sclose. We want a system where there's going to be a
forthcom ng approach to engagenent with the exan ner

about prosecution, during prosecution.
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We shoul d al so keep in mnd that what the courts
think inequitable conduct is, isn't limted to Rule 56.
So you nmay change the rule, and you may still get your
pat ent hel d unenforceabl e because the court is going to
| ook at your behavior with sone, but not total deference
to what the PTO says the standard should be. So it's not
a matter of just tweaking or twi sting Rule 56.

There's always going to be, | think, in our system
that potential for unenforceability findings by the
court, and that's a healthy inpetus for disclosure.
think the challenge is that we know for a fact that with the
standard in a conservative interpretation of standard,
patent applicants are going to put nore information in
than | ess.

We al so know, as people have clearly pointed
out, that when an attorney is asked to characterize
sonet hing on day one during the mddle of a prosecution,
that is going to be -- you know $20 mllion later -- is
going to be a very different story.

And given that cost, it doesn't really add that
much value to the examner's ability to find the one
reference that if he reads the reference, he'l
under st and why that should be read.

The third variable |I think we should appreciate

is that when we have rules that say to the applicant,
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not in a specific manner but in a general manner, give
t he patent office everything you have, versus having an
exam ner say, what does this nean? | nean, the
exam ner's statenment to an applicant is a very powerful
t ool because the response to the exam ner is very
specific to the facts that are laid on the table, and
that is a very powerful tool for inducing comrentary
back fromthe applicant, much nore so than this bl anket
statenent saying, show nme what you think is relevant. So
kind of distilling this down into, how do you bridge the gap?
O how do you shrink the time for the examner to get to
the right issues?

One of the things that 1've been trying to think
through is, if you were to invest a little bit of tinme
bef ore substantive exam nation begi ns where perhaps a
nore senior exam ner essentially franmes issues and
i nduces sonme kind of specific disclosure fromthe
applicant; you send in 75 references, could you tell nme
the page nunmber of those references that | should pay
attention to, you know? That doesn't require self shooting
in the head type of action by the applicant to point to one
versus the other. It's responsive to a demand, and that's
going to give you have a very accurate -- you'll spend a
little time to make sure you send it in. You don't make

t he applicant describe why, but just point to where |
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should I ook. That's an efficiency step which nay be

good.

It also is unfair to expect that applicants file

stuff voluntarily.

| nmean, you're in a quandary as an

applicant. You want to put everything in

conprehensi vely, and you know that every time you try to be

hel pful on your own,

it's going to be punished

because

it's going to be twisted into a different story.

So maybe the answer

st aged exam nation where there's a prelimnary

interview, prelimnary comrunication

is to get sonme kind of

whi ch franes the

issue that really needs to be focused on early in the

process. That may yield a | ot

of benefits downstream

You have to | ook at the big picture and say, can

we afford to invest

that initial step? And | certainly

want to conclude with one very brief comment.

havi ng this wonderf ul

patent application i

s the sanme. We're talking

appl es and oranges all over the place here.

We're

guestion assum ng every single

about

There are sone really conplicated cases. Maybe

you take sone specialized procedures for those

conplicated cases.
Nancy have all seen
every single patent

in ten m nutes he'll

An exam ner that Scott and

before is the exam ner that

| and

knows

in his art, and he gets a claim and

know whet her that's novel
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nonobvi ous. You don't need to have anything but that
exam ner get the case and exanm ne it.

You don't need to apply these el aborate
procedures to every single case. So we need to really
have the gradations and a little bit nore granularity
put into our system but sonme of the stuff should be
appreci ated on those tensions that you just can't
reconcil e.

MS. GREENE: | assune, Todd, you're saying
short --

MR. DI CKI NSON: One area for study, nmaybe
addi ti onal study, that you may wi sh to consider is the
effect of some new rules that get right to the point
Jeff was tal king about, two in particular.

One is the new Rule 99, which says that -- this
Is in the post-publication era. W publish patent
applications at 18 nonths, at |east the vast majority of
them now -- the opportunity exists for prior art to be
submtted to the office by third parties.

We're not tal king about the applicants and their
attorneys, we're tal king about third-parties. MW
understanding is that that rule is not being used nuch
at all, which is very interesting, given the fact that it
was very strongly opposed, and there's actually a

provi sion of the statute that says no opposition while
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the case is pending. But it provides a mechanismfor
sending art in. So studying why that may or may not be
being used | think is good.

We also put a rule in, over the very strong
obj ection of the bar, that allows just for what Jeff was
menti oni ng, nanely, that the exanm ner now has the
opportunity, an increased opportunity, to turn the
gquestion around on the applicant and inquire of the
applicant why they did sonething, is there nore art that
they're aware of, to make a nore advocative process. |
don't know whet her that's being used nore or not, and it
woul d be valuable I think for you to study whether --

MR. KUSHAN: No tinme credit.

MR. DI CKI NSON: That's a good point. The
exam ners don't get tinme credit, which will lead to ny
third and final point.

If you want to do one thing to enhance quality,
get exam ners additional time, that's 13 to 15
mllion dollars per hour. Sonmebody has to cone up with
t hat noney.

MS. GREENE: Okay. Geat. W're nomnally
falling behind schedule, but the information's too good
basically to speed it up, so let's proceed now into the
re- exam nati on/ post-grant review. Having spoken to a | ot

of you beforehand, | know there are |ots of folKks
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chonmping to get at these issues.

In ternms of background, many of the panelists
testified that delaying the resolution of patent
validity issues until resolution of court litigation
i npedes conpetition, and several of themurge that third
parties want to see an expanded opportunity to seek
re- exam nation/ post-grant review patents issued.

Woul d a greater availability of either of these
offer an earlier resolution of the patent validity
issues? And if so, how would the conpetition be
af fect ed? Nancy? Nancy, it was a race to see which one
got their table tent up first.

DR. LINCK: Actually I have a very short answer
to your question, but | thought I would kick it off
since it's a topic near and dear to ny heart.

MS. GREENE: Oh, absolutely.

DR. LINCK: O course the question was, greater
availability of re-exam nation or post-grant review
of fered. Cbviously, that's the whol e purpose of a
post-grant opposition or re-exam nation, to be able to
resolve validity issues.

| tend to favor the re-exam nation because |
think the nost significant issues with respect to
validity and the ones that the PTO handl es best are

those relating to prior art. Your second question, you
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had a second question, didn't you, Hillary?

MS. GREENE: How is conpetition going to be
af fected?

DR. LINCK: Well, we've been tal king about the
i npact of bad patents on conpetition, thus the ability
to elimnate bad patents earlier is going to have a
positive effect on conpetition. Conpetitors will, if we
have a neani ngful re-exam nation or post-grant
opposition, have the ability to chall enge patents and
move into that field and commercialize conpeting
pr oducts.

MS. GREENE: Right. M question also applies
nore broadly in the sense of, there are |ots of proposals
out on the table as to how these changes could be made
specifically. So I'm curious about whether there's sort
of a differential effect between themin terns of the
affect they would have on conpetition? And al so, one of
the points that's come up fromtinme to tinme, are
questions of how the systemcould in sonme way be ganed
or used to underm ne conpetition?

So you're welconme to either address those right
now, or address them as we di scuss various specific
ref orm proposal s.

DR. LINCK: However you prefer. | wll address

the gam ng issue. One of the concerns why re-exam nation
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was |imted in the first place and why the |egislation
that was introduced in the early 1990s passed with
severe limtation, nost of which have now been fi xed,
was because of the concern that conpetitors would
chal l enge valid patents and harass the patentee through
a | ong re-exam nation procedure.

There had been oppositions -- what was the
system that was in place?

MR. KUSHAN: Dan Anmendnents back in the 70s.

DR. LI NCK: Thanks, Jeff, where the system --

MS. GREENE: | didn't hear that.

DR. LI NCK: The Dan Anmendnents which provided a
rei ssue, an interpartes reissue system and that was
abused, and therefore those that were famliar with the
abuse of the reissue system were concerned that the
re-exam nation system to the extent it was interpartes,
woul d al so be abused.

I think then after eight or so years, it was
determ ned that, in fact, the system was not being abused
and had been too limted initially, and that's why the
| egi sl ation was introduced in the early 1990s, to give
third parties a better opportunity to participate.

Sone say re-exam nation doesn't go far enough,
and that may be the case. | think I've been

characterized as an opponent to an opposition system
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and |"'mreally not an opponent. | would |

ust like to

see a nmeani ngful interpartes re-exam be given a fair

try.

And now that we have the right to appeal to the

Federal Circuit and now t hat

Portol a Packagi ng, which was a

ni ghtmare for the system has been | egislatively

overr ul ed. If we

can fix the | ast piece,

estoppel provision that's in the present |

and that is the

egi sl ation,

where the mnute that you file a re-exam nation you are

estopped | ater on fromraising any issue you either

rai sed or could have raised.

first envisioned,

As the |l egislation was

est oppel woul d have kicked in at the

time that the third-party appealed to the Federal

Circuit.

The group

that worked on that felt

once a party had entered the Federal Court

est opped, but prior to that tine, as |long

it was fair,
system to be

as it was an

adm ni strative procedure, we didn't believe that

est oppel shoul d ki

be fi xed.

ck in. So at | east that

pi ece needs to

Then we need to give that system a chance to

wor k. My conpany

use it now with the appeal

certainly will use it, probably wll

overrul ed, but the renoval of the estoppel

woul d really hel p.
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The opposition system as proposed serves very
di fferent purposes. For one thing, it would be limted
to 12 nonths after a patent issues. Oftentines you
aren't even aware that a patent is a problemuntil nuch
| onger after the patent issues. So you need to keep the
re-exam nation system as well.

In fact, I'mvery concerned that the PTO has
proposed getting rid of a re-exam nation system that we
fought for ten years to put in place, when it serves a
very different purpose.

I"'malso a little concerned about how well the
PTO i s equi pped to handl e an opposition systemthat
woul d address many issues that the PTO, except for a
very small group of adm nistrative patent judges, don't
deal with very well, that require the taking of
testinony, depositions. It also would be very
burdensonme on the office, and I'm not sure how nuch
return you get just by adding issues such as 112 issues,
best node i ssues.

| don't believe they're proposing Rule 56, but

certainly I'"'m open m nded to adding that kind of system

if we feel we still need it after giving re-exam nation a
try. | frankly don't think it will be in place any tine
soon.

Thank you.
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MS. GREENE: Thank you. Jay?

MR. KESAN:. | think the whol e discussion of
re- exam nes and opposition does tie into the fundanental
i ssue which is how you get access to the prior art.

We admit the limtations of a system where we sinply
rely just on the exam ner and his ability to read the
prior art. W admt that that sinply doesn't work.
That's why we've gone down the path of first trying to
get prior art fromthe patentee.

We' ve got these disclosure rules. W' ve got al
these other rules because we admt that there is an
information asymmetry. The patentee does know nore than
t he exam ner, so the next question to ask is, if we
don't like the kind of disclosures we get fromthe
pat ent ee because we think it's too burdensone, because
we think attorneys are going to spend tinme having these
di scl osures, so on and so forth, then we need to sort of
t hi nk about who are the other people who are simlarly
situated |ike the patentee? And they are third parties,
who are probably working in the same field. So it makes
em nent sense to have sone kind of re-exam nation or
opposition system

And of course the 21st Century Strategic
Pl an focuses on that. To ne, there are really a couple

of other things going on here, and that is if you | ook
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at the 21st Century Plan Strategic Plan, it actually

reduces exani nation burdens by actually del ayi ng

exam nati on, by reducing the nunmber of exam ners that

are going to added on. There's a whole bunch of other

things that are being proposed there, which actually

makes it even nore inportant that we bring third-parties

into the picture or

parties who are interested in or who

are materially affected by the grant of a patent.

We really want to bring theminto the action

early on in the process. Even if they end up getting a

license for the patent, they ought to be enpowered to

chall enge certain clains. They ought to have a real tool

where they can say,

listen, maybe not everythi ng about

this patent is valid and we want to be able to

effectively chall enge whole or parts or all the clains.

| conpletely agree with what Dr. Linck said,

which is the estoppel provision is the reason why the

re-examis just totally useless, and I think that what

we' ve seen so far

proves that, and the enpirical data

that 1've got fromtalking to M. Kunin in the patent office

certainly suggests that what we have is basically

nonwor ki ng re-exam policy.

I do think that the time limtations that exist

i n oppositions can be problematic. | mean, having any

ki nd of one-year

or

two-year limt can be problemtic.
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There are a couple of other things that are probl ematic.
The second thing is that there should be sonme sort of
i sol ati on between the initial grant decision and between
t he people who are decision makers further down.

We recognize that there are serious issues often
referred to by behavioral econom sts as cognitive di ssonance,
which is once you' re committed to a particul ar outcone, then
you're going to want to justify the same outcone over
and over again. So you really need to have certain kinds
of barriers put in so that the person who was revi ew ng
it, whether it's an adm nistrative opposition judge or
sonme other kind of judge, is not in any way commtted to
t he previous deci sion.

The third point related to oppositions and
re-exams is that if we decide to foll ow what other
countries are doing or at least rely on what other
countries are doing in oppositions, we have to be really
careful because | amunconfortable with the current
status of European oppositions where there's very little
opportunity for judicial review of a lot of these
oppositions.

The appeal board is a very limted thing, as
everyone who sort of has done this knows, if you
participated in, and there's very little judicial review

of EPO oppositions. And | think I would like us to
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preserve a | ot of these opportunities to review these
options in court.

MS. GREENE: Well, you've both put lots nore on
the table, and to sort of flag things that are of
particular interest to us are: what are the conpetitive
consequences of the system both as they exist, as they
are proposed in terns of refornf

And you've all sort of introduced ideas of
br oadeni ng the topics that would be avail able for
consi deration. You've also nentioned questions of
changing time limtations and al so questions of who the
deci sion makers are, so with that, |let nme just
conti nue.

Todd?

MR. DICKINSON: Well, | think the answer to the
conpetitive question is that by the kinds of
enhancenents to the re-exam system and 1'l1l include
opposition in that too in the general topic, you wll
provi de the opportunity I think very nmuch nore
efficiently and effectively for conpetitors to interact
with that process than they can now.

So you will, | presume, if you inprove the
re- exam ne/ opposition system you'll inprove conpetition

because there will be a mechanism available to inprove

al so the quality of patents that issue, which is, | think
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al so by extension, obviously a very good thing.

A couple of points. Wat's the break on that
now? That seens |ike such a no brainer, and we'l]l
probably get a generalized agreenment around the table
here, |I'm al nost certain, that enhancing that system
i nproving that systemis a good thing.

There's actually a very strong political w nd
t hat bl ows against that. \When various of the
enhancenents and i nprovenents that Nancy was speaking to
were before Congress, several Congresses in a row
recently, it was a very strong novenment agai nst that,
particularly fromthe independent inventor community,

and | think it's inportant to understand why that was

there.

They are very concerned -- and |I'mvery close to
that community -- that that system whatever the systemis
wi Il be used by large entities to basically inpede their
ability to use their patents. They'll be tied up, there
will be abuses, and they won't be able to effectively
fight that.

| don't think we need to debate, though it would
be interesting, a |lot of the nuances of these various proposals
today, but | think whatever system for enhancenents proposed
needs to account for that particular issue, and sone of them

do.
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Also, with all due respect to nmy friends in that
community, there are anmpbng them those who would like to
be able to have that piece of paper in their hand and
say to that big conmpany, you want to prove this is
invalid, fine, spend $5 mllion and sue ne. | don't
want to have the ability for that big conmpany, or ny
smal |l conpetitor, to go into the office and spend $50, 000
on their party's re-exam They would |Iike a higher
barrier to entry, and that is perhaps a natural thing. But,
that doesn't nean it's a good thing. And | think the
opportunity for, again, inproving the re-exanf opposition
systemis very inportant to encouraging the quality of
patents and i nportant to encouraging conpetition.

Agai n anot her thing about re-examthat's
inportant to renmenber, sonme folks think the re-exam
systemis the nechani sm by which we can overturn bad
patents. The statistics, | think I've got themright,
on only a very small mnority of re-exans are all clains
cancelled. | think it's sonething in the order of 10
percent .

Mostly what the re-exam system provides for is
the ability to refine and narrow i ssued patents down,
whi ch i s probably sonething that needs to be
acknow edged.

There are al so sonme other options that should
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per haps be considered. One judge on the CAFC, Judge
Newman, has proposed that, as a counterweight to
litigation, we nove to sonmething simlar to the Japanese
system where, if validity is an issue, and in al nost
every case validity and infringement are issues, but the
validity piece of that litigation should cone back to
the patent office and that the validity should be
determ ned in the office first before the Federal Courts
deal with that issue.

Now, that's controversial | think in some ways
because people say, well, the office has not necessarily
proven itself capable of doing a |Iot of things, so why
shoul d we have such an inportant thing now be in the
of fice?

I think that can be addressed, again, through
resources, through trained judges. W have plenty of
exanpl es where adm nistrative judges take testinony,
hear evi dence and make those kind of decisions every day
in other agencies. | think they could do it in this
case too potentially.

We need to really start -- | would certainly
di sagree with Nancy -- we need to expand the grounds for
re-exam nation. That is its own political challenge. |
tried to get a rule in, a very sinple nodification of

the rule, that would allow a comm ssi oner to order
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re-exam director to order re-exam because they can order
themtoo, to be able to do it on 112 grounds, to clean
up the stick patent and this patent or that patent are
enbarrassi ng frankly.

One particul ar congressnman, very nice guy, said,
no way are we going to do that. So there's a political
will that runs against that kind of thing.

One ot her solution which is often proposed is
per haps having the presunption of validity not kick in
until sonme year in the future, simlar to the trademark
system where it doesn't becone incontestable until after
five years, that you mght start with no presunption and
then put in a presunption over tine.

Just some coments.

MS. GREENE: Jonat han?

MR. LEVIN:. First I'Il just say that | agree
very much with what Jay and Todd said about the positive
effects as it relates to disclosure, that having sone
ki nd of expanded opposition system or re-exam nation
seens to allow parties who really do have precisely the
ri ght notivation to bring forth prior art, to do so in

an expedited way. So that seens like a very good market -

based approach to the production of information or know edge

to enhance the patent office.

|'ve done sone research on patent oppositions over
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the | ast year, and one of the things that has cone out of
that research was that to capture significant economc
wel fare gains from an opposition system it's really
i nportant to keep the costs low. And it's quite intuitive
why that would be the case because, first of all, if the
costs are high, people won't use them and if the costs
are sort of | ow enough that people will use them but still
hi gh, you're just going to be creating a | ot of new
oppositions that are going to lead to a |l ot of new costs.

You shoul d think about the costs broadly in the
sort of broadest econom c sense of cost, not just the actual
financial costs of going through the process, but the
del ay costs and the sort of dragging out of hearings.

For exanpl e, the European system-- their current system
it takes quite a long tinme to get through the opposition
process, about three years on average. So we m ght be
weary of introducing that opposition systemin the U S.
that would introduce that kind of delay into the
application system

It strikes ne that a ot of the specific
proposal s that Todd was maybe tal ki ng about that are in
the Strategic Plan have to do with precisely this
trade-of f of keeping costs down versus providing a nore
t horough system So I'minterested to hear what a | ot of

you have to say who have had nore hands-on experience
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with this, some of the specific proposals, in particular
things like: what are the grounds for opposition? 1Is it
anything relating to validity, or just sonme of the validity
i ssue, things you can challenge validity on? How nmany
heari ngs should you have? Should there be appeal s? How
much di scovery should there be? And all these things seem
to cone down to this trade off between, do we want a very
t horough process or do we want one that's really expedited
and quite cheap?

The last thing, just to followup on Nancy and
Jay's point about putting a limt on the length of tine,
and I'll just nmention one reason why it m ght nake sense
to have a limted length of time, although I'm not sure
that | think this is a conpelling reason to limt the
l ength of tinme, which is that if you do have a deadli ne,
al though sonme firms mght mss the deadline to file an
opposition and then sort of mss their w ndow of
opportunity, you then do provide a strong notivation for
firms that are aware of the patent, and |I know t hey want
to launch an opposition, to do it soon.

Then you capture one of the main benefits,
econom ¢ benefits, of the opposition which is to resolve
uncertainties sooner and clarify energing areas of
t echnol ogy where standards of patentability and exactly

what's patentable or not is unclear. So that would be
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one potential argunent in favor of a tinme limt on an
opposition system

MS. GREENE: Steve?

MR. MERRILL: Well, first of all, a point of
information to anyone that's of interest. The acadeny
project that | direct has conm ssioned I think the first
serious conparison of re-examnation in the United States
and opposition in Europe with a great deal of enpirical
data, so it's available on our web site. It's not in
final form but it's close to final, so if anyone is
interested, | would be happy to give the reference to
it. It was done by a group at Berkeley and one in Minich.

It, anong other things, shows that the European
opposition system has not been subject to the fears or
concerns of the independent inventor community in the
United States. Now, | don't necessarily think that's
going to be convincing to them but it does show that
small entities have fared as well as large entities in
Eur opean oppositions.

However, one very significant problemwth
Eur opean oppositions has been the length of tine it
takes, and there appear to be no firmand hard tine
limts in any of the process of European opposition, and
if they're going to take as |ong as Jonathan inplied, if

they're going to take as long as litigation would, then
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the costs nount and the savings, in terns of early
resolution, is not achieved.

" mnot sure we can't solve that problemin
desi gni ng an Anerican system

| would like, however, to take Hillary's point
early in the day and say that we can ask each ot her
guestions because | would like to press Nancy, and
per haps others, a little bit on their preference for
enhanced re-exam nation versus opposition.

I can understand a political argunment, political
feasibility argunent. | can understand a practical
argunment of absorbing and testing nodifications before
junping to a nore anbitious system but | have a little
troubl e understanding the argunments on the nerits, and
particularly the argunment that nost of the problemwth
patents is in the prior art, and the suggestion that the
PTO i s nost capable of dealing with prior art questions
rat her than other el enments of exam nation.

And the third question | would like to press her
on is whether it's unthinkable to have an open-ended, in
terms of time limt, opposition systenf

DR. LINCK: That was a |lot of questions. Let's
see what | can do. You may have to pronpt nme fromtine
to time.

I think you asked first about enhanced re-exam
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versus opposition, and I don't have strong feelings one
way or the other. | want to see a procedure that's
going to be val uable soon. That troubles me about the
opposition. We first introduced re-exam nation
| egi slation nore than ten years ago, and we don't have
all of the pieces yet.

| want to see a systemthat's quite inexpensive
and is fast. And | didn't nean to say the office doesn't

handl e ot her issues, they do handle 112 issues quite

wel | . However, |'m concerned that issues |like 112,
i ssues |ike best mbde, Rule 56 -- what are the others
they're looking at? -- those typically are not issues that

patents are held unvalid over. There are the rare cases
where that happens, but it's primarily prior art, obviousness
and novelty are the main issues.

For ny purposes, | wouldn't care if you added
112 issues to re-exam nation. | would hate to see it go
any further because the nore issues you put in, the |ess

likely you're going to get the procedure taken care of

in a fast or tinely, economcally -- what's the word
I"m |l ooking for, help -- feasible, thank you, tine
span.

I don't see any problemw th having both the
re-exam nation systemthat we will have if we can get rid

of the estoppel piece, and also have an opposition system
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that is limted in tine. | don't see a problemwth
permtting an open-ended chal |l enge based on prior art.

There's a |l ot of resistance to an opposition
systemthat would be permitted indefinitely. | think I
woul d be very surprised to see that kind of a system be
put into place. | would be surprised to see an
opposition system be put into place very quickly. So
it's not really opposition to an opposition system

I don't think I've gotten all of your questions.

MR. MERRILL: No. On the length of tinme issue,
| understand it's not likely, but is it objectionable on
the nerits to think of an opposition systemthat's
open-ended for the |life of the patent?

MR. KUSHAN: |'m chonping at the bit.

DR. LINCK: Jeff is anxious to answer that
gquestion, so why don't we let himanswer that. | am
concerned a little bit about the burden on the office of
an opposition system \Vhile | know that the interference
ALJs feel they can turn the interference group into a
post-grant opposition group, we spend a | ot of noney on
interferences right now.

It's a very small piece of the action over in
the Patent and Trademark Office, and do we want to shift
t hat heavy burden on the systemto oppositions? Now,

perhaps we can make it pay for itself through fees
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i nposed on third parties, but again, if it gets too

expensive, then third parties are going to want to go

into court. So | think you have to bal ance those costs.
MR. DI CKINSON: Interpartes re-examright now

with bills and statute that put it into place required that

the fees be set to equate to the costs, and that's why

you have an 8,000 dollar initial filing fee for a
third-party interpartes re-exam | think you're exactly
ri ght about that. | think you have to watch that cost.

DR. LINCK: That nay deter people from using

MR. DI CKINSON: | think that's what they
cont enpl ated when they put that provision in the bill

DR. LINCK: Before |l turn it over to Jeff, let
me make one comment on a statistic that was raised, and
I'"ve heard it raised over and over again at these
meetings, and that is howlittle the interpartes
re-exam nati on system has been used, and | do think
there's problenms with it, a lot |ess today than there
was initially, but you' ve got to bear in mnd that the
only patents that could be put into interpartes
re-exam nation were patents that were filed after
Novenmber 1999.

If it takes three years to exam ne the

application in the first place, they would not have even
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i ssued until 2002, so all of the re-exans woul d have had
to have been roughly after 2002. So it's not surprising
that we see a very small nunber, and | think that
statistic has been relied on heavily.

MR. DI CKI NSON: Budgeted for 150 per year.

DR. LINCK: Starting in?

MR. DI CKINSON: Full speed when we get five
years out, three years out.

MS. GREENE: Jeff?

MR. KUSHAN: |'m going to answer one thing, and
if I can, I would like to kind of go back a bit. If you
| ook at the different issues that could be raised in a
post-grant chall enge, sone issues are going to be
granted upon a fairly stable challenge basis, i.e., prior
art. A piece of prior art ten years after the grant of
a patent is going to say pretty nuch the sanme thing it
said at the date of the grant of the patent.

So a system which says, conpare the clains to
this piece of objective art, is essentially a fair thing
to do at any point during the life of the patent when you
go to issues which are not so sinple like 112 issues,
like utility --

MS. GREENE: Lack of sinplicity is because it's
not docunmentary?

MR. KUSHAN:. Well, it's not docunentary, but the
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t hings that existed, the perception that people had as
to what was enabled in 1980 are vastly different from
what woul d be enabled in 2000. So 15 years after the
patent grant, everything' s changed as to the thing that
you're measuring, and so | think it's fundanentally
unfair to have an open-ended process for these variable
factors of patentability.

So it makes sense for those issues |ike 112,

ot her than, best node -- hopefully we'll get rid of best

node al t oget her -- but best node should not be part of any

type of post-grant challenge procedure. The 112 witten
description and enabl ement issues, fairly speaking,
shoul d be open for a few years after the patent grant
for review.

If they're going to be a basis for killing the
patent, then | think it's fairer to the patent owner, in
particul ar, to have those issues go into a litigation
envi ronnent where there's really a fair vetting of the
evi dence and the potential and chall enge option for
measuri ng wi tnesses and testinony and things of that
nature. So as far as over time, those issues are going
to becone | ess appropriate for the PTO to take up.

Now, ki nd of backing up, |'ve always envisi oned
a post-grant challenge to be a beneficial thing if it

taps what the PTO does well, or should | say does better
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than juries in courts could do. And in that sense, you
ki nd of look at the things that PTO exanm ners do very
well or the PTO knows how to do well, that's not the
entire scope of issues that are relevant in a patent
case. All these issues -- unenforceability, certainly
not, subjective inquires on best node, PTO doesn't check
best npbde unless it's so blatant that you can't mss it,
so best npbde shouldn't be in there, Rule 56, why would
you even -- | nean, these are things which the PTO --
are not mai nstream exam ner issues. Obviousness,
novelty, witten description, enablenent, that's what
you shoul d have post-grant.

I'"'mnot all together a fan of utility because
utility ultimtely is a yes/no question, and nost of the
utility issues that are going to be inpacting on the
cl ai m scope are going to be properly raised under 112.

MR. DI CKI NSON:  You have your bio hat on when
you say that.

MR. KUSHAN:. Yes, | do.

DR. LINCK: Besides if it's not useful, it
doesn't have any val ue anyway.

MR. KUSHAN: Right. Just in terms of hitting
the mainstream i ssues that are going to deliver sonme
benefit, | think you have to focus the chall enge

procedure on those four min issues.

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

101



© 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

102

Now, going into the opposition versus re-exam
canp, | think the experience we've had in getting
di version out of the PTO nakes ne very weary of setting
up a resource intensive procedure that would require a
| ot of resources to run fairly and to keep everybody's
interest protected in the PTO net, so | know that's not
a --

MR. LEVIN. Could you just clarify the
di stinction between opposition and re-exan? What exactly
are you di stinguishing between?

MR. KUSHAN: Let's kind of go to what's on the
table, which is the PTO s proposed establishing
essentially an opposition unit where you will have
procedures for challenging patents that have -- like an
interference judge running a litigation |ike procedure,
meani ng that they will take oral testinony, they wll
hear wi tnesses, they will allow discovery, they will do
this whole kind of full type of evidentiary inquiries that
you woul d have in a court, alnost full, but basically run
it like you would have in front of a judge.

MR. LEVIN:. So you nmean the distinction as in
the Strategic Plan?

MR. KUSHAN: Right, and the re-exam in contrast,
is where you don't have that full range of things. |It's

docunmentary. Basically, you don't have oral hearings, you
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don't get discovery; it's things you wite down on
paper.

MR. LEVIN:. Thanks for clarifying.

MR. KUSHAN:. In fairness, | think everybody
woul d love to have a real post-grant/opposition
chal | enge procedure where you could have a very vigorous
alternative to district courts. That's, | think,
ultimately going to be nake-believe. W' Il never get
the resources and all the other things worked out to
make it really work that way.

And | think the experience of any conpanies in the
Eur opean system you becone specialists in opposition
proceedings. |If you're a fanmous conpany, a nunber of
your patents that get challenged are out of proportion
to what the commercial inpact or the validity issues
are, and it just becones just a big drag on your ability
to take your patent portfolio and use it fairly.

That goes to two points |I'mgoing to close
with. One is, |I think we always have to maintain sone
ki nd of a speed bunp into the process, some sort of
threshold inquiry that is objective that the PTO nmakes
before you can start one of these proceedings.

O herwise, it is just fair gane for harassnment.
If I can just log anything into the PTO and t hat

starts a proceeding, that is not what we need. W don't
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need that kind of procedure. W need sonething where
there's going to be a threshold inquiry, and after
you've nmet that threshold for legitimacy for the
proceedi ng, then you have a very vi gorous proceedi ng.

MR. COHEN: Are you thinking of something like a
substantial issue of patentability or sonmething el se?

MR. KUSHAN:. | think you could take either that
standard or using sonething that the PTO m ght be able to
conprehend, like the prima facie standard for obvi ousness
or sone other standard |ike that, but that there would be,
before the proceeding starts, a fair inquiry, and an
objective inquiry by the offices to say you, all right,
you net the threshold, let's start the proceedi ng.

MR. DI CKI NSON: We do that 90 percent of the
time -- alittle over 90 percent of the tine the office
today finds a substantial new issue and grants
patentability.

MR. KUSHAN:. So that kind of thing should be
preserved, and it should be, because we need a little
bit of a break on virtually anything comng in. That's
a conpetitive issue too, because you can have people
harassi ng you constantly if you don't have that kind of
t hreshol d.

| think ultimately, |ike Nancy has said, and

it's absolutely true, the way that they set the thing
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up, the thing that came out of the |egislative process,

t hat becane interpartes re-exam and we still don't have
the bill signed, so any day now it will be signed by the
Presi dent, and then those two things will be fixed. But

t he estoppel thing, it's just toxic. Wiy risk it? |
think until that's fixed, you're just not going to see
any assessnment of the interpartes proceeding.

The 112 issues | think fairly should be put in
there. | think in a lot of the discussions |I've been
in, you need to put atinme limt on it, nmaybe two to
three years, and that would be a fair limt.

Finally, I think some of the criteria of
patentability that are going to be based on subjective
or oral testinony on sale bar issues, if you can't
docunent the basis of invalidity, it my not be
appropriate to throw that thing into the PTOif you're
not going to make a full blown setting where you can
cross-exam ne the witness who has given that testinony.

That goes to a trade-off we've got to make in the
system If you want to have a systemthat has a fairly
hi gh t hroughput and it's fairly sinple and fast, you're
goi ng to exclude the things that require eval uation of
Wit ness testinony and other types of discovery to happen
i nside the PTO

If you' re going to have procedures that have
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t hose options avail able, discovery and oral w tnesses,
you're going to start to lose the distinction between
litigation in a federal court and litigation before the
PTO. And so | get to the point where Nancy is, if you
| ook at all these conplex variables, the thing that
seens to be the best thing to do nowis to take the
re-exam system renove the estoppel effect, or make it a
nat ural estoppel -- what you get just by saying things to
an agency and then going into court and trying to say
sonething different -- but take that, fix it, give it 112
authority and get that thing through.

Then if we see the extra 180 mllion dollars
that we need to run an opposition unit com ng out of the
Congress, and this is where I'll put on nmy cynical hat,
if we get that out of the Justice Departnent, if we take
it away from enbassy security and we get that $180
mllion instead of them then we can think about funding
a real opposition group.

Let's be practical, we're stuck in Commerce,
State, Justice, Appropriations, we're stuck in their
canp. If we get the noney, they don't. So that's not
insignificant as far as a political burden.

MS. GREENE: Thank you. Jinf

MR. GAMBRELL: | have two or three comments.

They're fairly short. | think we're talking about
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oppositions and re-exam nations to the point where
they're going to be nore expensive than litigation, and
they're not going to solve half the problens that are
needed to be solved in ternms of ultimately deciding
whet her the patent is valid, infringed, not inequitably
obt ai ned and their damages awarded and so forth.

| think if we're going to be cosnetic, |'m
seriously of the view that re-exam nation is an expensive
t ool which does not work very well, and we m ght just as
well leave it to the courts.

What it does nobre than anything else is allows a
patentee to have two opportunities to refine the scope
of his clains, and as a result, he will not |lose themin
litigation since he has revived them He's had anot her
of fice action, as it were, another chance to anmend them
and strengthen them and all to the disadvantage of
requiring himto be careful the first tine, to be sure
t hey cover only what he has clai ned and what he can
support.

The bi ggest question, it seens to me a problem
here, is that we don't have disclosure as to what
happens in litigation. The tendency of all courts to
put secrecy orders on the results of litigation so that
t he public doesn't have the benefit of know ng what

happened really and what docunents were avail able and so
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forth, makes a re-exam nation or an opposition benefici al
in a way because it says at least it will then becone a
publ i c docunent, and the public can have the opportunity
to see what went on in the contest between the parties.

Now, when you get into litigation, there's a
secrecy order put on. The protective order continues
past the litigation, and persons who are potentially
interested in knowi ng what happened in that litigation
and what the limtations and so forth were, are faced
with a blank wall because they can't obtain the
docunents because all the parties want to put it under
seal .

Even if they settle the litigation, they all put
it under seal, and the court that has the tenmerity to
suggest that it ought to be a public record is pronptly
criticized, at least usually by both parties, and yet
the public needs to know what went on in those
litigations. And the burden ought to be on the litigant,
once he files a lawsuit, that he has to recogni ze that
what he is putting before the court is going to be put
before the public ultimately, and if he's not willing to
do that, then maybe he shouldn't bring the lawsuit in
the first place.

There's far too much secrecy in what goes on,

and it doesn't benefit the public, and one advantage of
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a re-exam nati on and opposition proceeding is that it
woul d be nore public, just like a reissue proceedi ng, so
t hat everybody has an opportunity to see what the
arguments were and what's presented and howit's
presented and what art is avail abl e.

| think the re-exam nation is going to be a
m stake. | think the biggest problem we have is to try
to bol ster disclosures of what happens in litigation,
and | think nost of these proposals are going to create
a lot of expense, and they're not going to cut down,
overall, on the expense of litigation.

What we need to do is -- the litigation is perhaps
inefficient, but it discloses all the facts, and it gets
to the ultimte question of validity, 112, best node and
everything else in the context of opposition, and by a
def endant who is trying to bring out the best evidence,
that's the best way to test a patent.

I think nost of these are superficial efforts to
make the public feel that we're doing sonething useful,
when it will turn out that that's really not very
hel pful .

MS. GREENE: Mel ?

MR. GARNER: One of the things |I can say that
will save a little bit of time is that | agree al nost

totally with Jeff as to the scope of what should go on
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in a re-exam nation

I just want to nmake a couple of points about
addi ti onal benefits. | think that if you have a
re-exam nation process which is essentially limted to
t hose subject matters, it will nore often be done by
typi cal prosecution counsel, both outside and in-house
counsel, and quite frankly they cost |ess than
sophi sticated trial counsel.

To the extent you mgrate the process into an
opposition that |ooks very nmuch like a litigation,
you're going to bring in litigators. You're going to
bring in the top gun litigators to do this, and it's
going to cost just as nmuch as a litigation. |1've seen
it simlarly in arbitrations, where arbitration is
supposed to save you noney, but when you bring the
litigators in, it costs just as much as regul ar
litigation.

The other thing is that the trier of fact wll
be better. If you have a re-exam being conducted by
exam ners in the patent office as the judges, they

al ready have a technical background. They already have

experience in exactly this field, and the issues will be

refined. You don't have to teach themthe technol ogy
the way you would a judge or a jury. You would sinply

get right to the issues, and it's likely that the
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process will be faster.

| had some experience with a European
opposition. In nmy case, I'mnot sure this is a rule,
nost of it was docunmentary. It was references that were
cited. Yes, there was an oral hearing, but it was not
sonet hing that required a sophisticated counsel.

Essentially you nade a short presentation, you
answered questions fromthe judges, and that was it. W
actually went up on appeal, and it was a sim /|l ar kind of
process. One thing that was amazing to ne was that the
deci sions were rendered fromthe bench. They would go
away for a half hour and come back and tell you what the
decision was. And in nmy case, they had decided that the
clainms were too broad, and they allowed us to sit there
and amend our clainms and present themto them and they
went back behind cl osed doors and canme back and said,
yeah, those are okay, and it got through. So it was
a very efficient process when we actually got there, but
the whol e process took three years.

One itemwhere | do disagree with Jeff and with
Nancy is the estoppel issue. | think that once you have
started this process, you have established that you have
aright to be there, and if you get a decision on the
nmerits, be it fromthe exam ner, that estoppel ought to

kick in. If you don't do that, you can ganme the system

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

111



© 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

112

MR. KUSHAN:. That's what we agree with. The
i ssues that are actually presented and addressed in the
proceedi ng obviously should create and will create an
estoppel. | think the concern has been raised or could
have raised as the standard, and there are a | ot of
i ssues that you will elect not to present to the PTO
because you know that they will require some explanation
beyond what's in the reference. And so that's the line
we were draw ng.

MR. GARNER: | think if the estoppel applies to
t he kind of subject maybe that Jeff has limted, then
that would be fine, and you should be able to w thdraw
your re-exam nation request up to the point where sonmeone
comes down with a decision. But, if it's limted to those
i ssues which are fairly being contested and you get a
deci sion, then either you appeal or you take the
estoppel. That's ny view.

MS. GREENE: Let's just run through the people
that are left very, very quickly because this will cut
into the lunch tine that you all have. | don't know.
Does that count or not?

Bhaskar ?

MR. BHASKAR: |'ve been hearing a | ot of
di scussi ons about patents processing in the patent

office, and it seens to ne that the question of what is
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a good patent is open. To my way of thinking a good
patent application is not necessarily a good patent.

Speedy resolution of a patent through the patent
office is not necessarily the public purpose. | do not
know whet her the public purpose is to nmaxim ze the
number of patents, mnim ze the nunber of patents or
sonet hing else all together

It seenms to nme that, in the rush to bring
econom cs into the patent office and to the
consi deration of patents, what | think we're mssing is
that it's a public purpose, and the public purpose is to
pronote innovation in a certain way and to perhaps get
involved with the transfer of wealth or the creation of
weal th of a new speci es.

Somehow or the other, |I'mjust conpletely
puzzled at the distinction between patents and patent
applications. | mean, | do not believe that sonebody
who applies for a patent is a custoner of the patent
office. | do not believe that a discussion about patent
policy can proceed atomi stically patent by patent.

I think we have to deci de what things are we
going to patent and what things are going to be part of
the patent board. | cannot inmagine any organization in
the world, public or private, that has the kind of

t hroughput that the patent office has, and then we say
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it's not doing its job, it's not possible. | do not know.
| nmean, the Indian trains | think have probably as nuch
t hroughput. That's the level we're tal king about, and I
think unless we deal with this at this managerial |evel
first by saying, |ook, we are going to exclude sone
t hi ngs out -- wheel barrow patents now are things that
we can safely leave to the private sector -- that sort of
thing it seens to ne unless we can think about that really
fundanmentally, it seenms to nme nmany other discussions may
be noot. | just don't see the point.

MS. GREENE: Bob?

MR. TAYLOR: Let ne address a couple of remarks
that Jim Ganbrell and Mel made a few m nutes ago. |It's
i nportant to recognize that the decision of a conpany to
start a re-exam nation proceeding, in the past under the
old Iaw, under the current |aw and going forward, wl
al ways be a strategic decision, and it will often have
its roots in how the |lawers for a potential defendant,
a challenger, view the |ikelihood of inproving their | ot
by going that route or inproving their [ot by staying
in court.

That decision gets nade all the time today.
Very rarely does a defendant start a | engthy patent
litigation or even enter into serious discussions about

i censing a key patent w thout asking the question: am!|
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better off by going to the patent office and starting a
re- exam nati on proceedi ng?

The reason the systemisn't used nore today than
it is | suspect is going to hold true, even if you nake
changes regardi ng the estoppel effect. There is an
est oppel effect when you start a re-exam nation
proceedi ng because you've taken a step to chall enge the
bona fides of a patent, and whatever the particul ar
legal rules are, it carries a factual inplication that
is unique to the defendant.

So defendants perceive there to be an estoppel
effect, and unless you actually enacted a | aw that said
that is inadm ssible into evidence, sonehow it's going
to get before the judge or before the trier of fact, so
that effect is there no matter what the statute m ght
say or no matter what the rules of the patent office
m ght say.

There's another aspect of this too. There are
factual tensions between the position that a patent
owner will take with respect to defending against a
cl ai m of obvi ousness and defendi ng agai nst a cl ai m of
enabl ement or best node. In both cases they're being
forced to take a position with respect to what others of
ordinary skill at the tine the patent application was

filed m ght have known or been able to do or would have
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construed to be inherent in a particular description.

Yet in one case it's the patent owner wants to
argue that people of ordinary skill didn't know
woul dn't have seen sonething, and in the other case the
patent owner will want to argue exactly the reverse, and
trial lawers know that.

So the decision to separate validity, and
particul arly obvi ousness, and hand that over to the
patent office and retain some of the other validity
i ssues, has inplications for the way in which you prepare
cases for trial, and those are very hard to get rid of.

In Section 112 issues, sonme of the Section 112
issues are easily dealt with on the objective facts that
woul d be in front of the patent office or can be found
in the file history. Whether, for exanple, there is a
written description, it's not likely to be one that
requires references to the files of the patent
appl i cant.

But, enabl enent, for exanple, there are many
situations, |I've been in several cases within the | ast
four or five years in which the patent applicant, after
filing the patent application, continued to experinent
with the technol ogy. Those are private experinents
conducted very secretly, yet they had enornmous rel evance to

t he question of whether that patent was enabling of the
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scope of the patent clains that the patent office
ultimately issued. And to get to that kind of informtion,
| just don't see that happening in the context of a patent
of fice proceeding. | may be conpletely wong about that,
but my perception is that that's not going to happen.

Jimtal ks about the confidentiality rules.
There is indeed a confidentiality fight that goes on
today at the begi nning of al nobst every piece of patent
litigation. The person who is relinquishing sensitive
technology to the litigation process wants in place a
vi gorous protective order that will prevent conpetitors
from having access to their nost sensitive and | atest
i nformation on research

You won't want the other side, frequently the
engi neers and even the in-house |awers for the other
side, having access to that. And litigants are going to
continue to fight about that, and if the patent office
intends to get into those kind of issues with respect to
either or both parties in an interpartes kind of
proceeding, | think it's going to have to take sone
steps to protect the confidentiality of the
i nformati on.

The ITC routinely -- on the day that an I TC case
is filed, a protective order is issued, and the

information disclosed to that agency is protected very
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careful ly.

MS. GREENE: Thank you.

MR. DICKINSON: Can | ask nmy partner a quick
question foll owing up?

MS. GREENE: | don't know what qui ck neans.

MR. DI CKINSON: The interpartes re-exam provi ded
for somet hing which has happened occasionally in
[itigation, nanely that the district court judge can
stay of the litigation and refer the patent back to the
of fice for re-exam nation.

How do you feel about being able to do that,
encouraging the district courts to doing that nore than
they're doing it now?

MR. TAYLOR: There are a nunber of nmechanisns
the district courts have used and can use to deal wth
some of the conplex, technical issues that conme up in
patent cases. That's one. There will certainly be
ci rcunst ances where that would be a useful thing for the
judge to do, as long as what's being referred to the
patent office is a fully franmed issue.

But, it often happens that this comes up in the
context of a case where there's ongoing discovery, where
new prior art is constantly being searched for and
occasional ly being devel oped, where there's continuing

di scovery into enabl ement issues.
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| think there are other probably nore effective
mechani sms than just stopping a piece of litigation cold
and asking the patent office to take a second | ook at
sonething, unless it's a very specific question.

MS. GREENE: Now, we're actually starting to
bl eed into the subjects for this afternoon which
includes litigation, so what |'mgoing to do is just
t ake down Steve and Jay, and then you all will get to
start off when we return at two o' clock. Fair enough?

(Wher eupon, a lunch recess was taken at 12:45

p.m)

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

120
AFTERNOON SESSI ON
(Resuned at 2:00 p.m)

MS. GREENE: Thank you all for joining us again,
and we have two additional participants in the
afternoon. We have Brian Kahin, who is the Director for
the Center for Information Policy at the University of
Maryl and and a Visiting Professor in the Coll ege of
I nformation Studies with appointnents also in the School
of Public Affairs, and the R H Smth School of
Busi ness, and he's currently conducting research on
econom ¢ and social inplications of information
technol ogy, and anong his prior posts, was as a Seni or
Policy Analyst at the Wiite House Ofice of Science and
Technol ogy Policy in the late 1990s.

We al so are being joined by Jay Thomas, and he
is a Professor at Georgetown Law Center, a patent
pr of essor who has published numerous articles on
intellectual property law, including in Boston Coll ege,
Illinois and UCLA | aw revi ews nost recently, and he al so
has his very own text case book, right? "The World
According to Jay," and he also served as a law clerk to
Chi ef Judge Helen Nies of the Federal Circuit.

We were discussing this norning the sort of
broad question of patent quality and then specifically

within the context of access to prior art and re-exam post-
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grant review. W had two nore folks that wanted to
make points, and they both swore to me they wote them
down and can meke them now.

Let's start off with Jay. | know we're picking
up sort of cold.

(Di scussion off the record.)

MR. KESAN:. This comrent was ani nated by several
poi nts that were made by various people. It's really
i nportant to decide, a priori, what is the purpose of a
revocation system and |'ve used the word revocation as an
unbrella termfor re-exam opposition, all those things.

If the purpose of a revocation systemis to
i nprove exam nation and to fix errors and to better
informthe patent office so that you end up with patents
that are commensurate with innovation, then that
automatically neans that you have one kind of revocation
system

If you're sort of on the other extrenme, if you're
| ooking for an alternative to district court litigation
or it's going to becone a sort of an ITC type of nodel,
I think, at least in nmy view, that doesn't nmake sense. It
doesn't make sense to have a whole | ot of discovery
heari ngs and so on, and you have to think about
institutional conpetency. And here it seens it makes sense

to me that you focus on 102, 103 issues, and even 112. |'m
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not sure the patent office is the right forumto deal with
112 type issues. |If you're just dealing with pure prior
art type issues it nmkes sense to do that in a
revocati on proceedi ng.

For sone of the reasons that Professor Levin had
comrented, it does make a | ot of sense to have a short
time period, but not so short as in six nonths or a
year, but perhaps a little bit |onger than that, and one
of the reasons for doing that is also to ensure that
certainty is brought into the system

In other words, you want to draw a clear line
bet ween acqui sition and enforcenent and you want to say,
wel |, acquisition of the patent ride is over and the train
has |l eft the station and there is certainty. And in one of
t he studies that was sponsored by M. Merrill in the Minich
group, one of the things they show is, one of the best
predictors of the value of a patent is that it has survived
t he opposition process.

So it makes a | ot of econom c sense to signal to
t he mar ket pl ace and say, listen, this is a good patent,
and so unnecessarily dragging on this process of opposition
for several years and so on doesn't make a | ot of sense.

I do want to just make one small clarification.
In Japan they started out -- they did have a process where

they sent the validity decisions to the PTO or the JPO
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rat her, but now they actually have validity
determ nations that can be made by the courts there now,
and actually the nunber of filings in the court have
i ncreased.

| spent sone tine this last sumer at the JPO
and they told nme that they are thinking of coll apsing
their process. Basically they had a process where they
had an invalidation trial, and they had an opposition,
and they were both a nullity proceeding and a
i nval i dation, and they want to coll apse both the
processes and have one opposition for a fixed period of
time and then have subsequent proceedings in the courts.

MS. GREENE: Thank you. Steve?

MR. MERRI LL: Just a footnote to the re-exant
opposition discussion. 40 percent of re-exans are owner
initiated, or patent holder initiated, which suggests
that, at the least, that we need to retain a re-exam
system but it would also be interesting to know nore
about both notivation and results in those cases.

My understanding is that very few are revoked, but
a |l arge nunmber are amended, and so that in itself may be
a significant or not trivial quality control mechanism

MS. GREENE: Brian?

MR. KAHIN: | would just like to say sonething

since | did sit through the norning.
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MS. GREENE: As penance. No, kidding. Thank
you, Brian.

MR. KAHIN: This is reward enough.

MS. GREENE: It is a reward, thank you. O
cour se.

MR. KAHIN: | want to say | was struck by how
process-focused the discussion was and that there was
really no suggestion that we try to calibrate how big a
probl em do we have here. And | want to pick up on
testinmony that the | PO presented back |last spring in
whi ch they suggested that it would be worthwhile to track
changes and the confidence | evel of specific industries
in the validity of patents granted as indicated by poles
conducted by the PTO or an independent organization.

That raises | think sonme very inportant issues.
It my result in sonme information that, in fact,
enpirical econom sts already believe, that patents
i mpact different industries very differently. And, of
course, this gets us into the problens of questions of
fine tuning, but nmy own feeling about the quality
problemis that it's a |ot worse in software and
busi ness methods and it's probably pretty good in
pharmaceuticals, and that's why Nancy Linck is pretty
happy wi th things.

Then | also wanted to add, | was very intrigued
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by Mel Garner's suggestion that the patent system has
adapted to treat conputer code and DNA code differently,
and | think that's quite remarkabl e that the system has
adapted to get ourselves out of our TRIPS obligations.

I"mall for that because | think the
nondi scrim nation provision in TRIPS which is, of course,
nondi scri m nati on agai nst technol ogy, not people, is
prof oundly m sgui ded because it discourages enpirical
under st andi ng of how the patent system actually works.

MS. GREENE: Anybody want to respond? Yes,

Mel ?

MR. GARNER: Thank you. The way that the system
adapted was not by ignoring TRIPS, but by |ooking at the
underlying science. Conputer code was created by human
beings to run in machines created by human bei ngs, so we
understand very well what a series of code is going to
do in a particular machine. That's why you don't have
to put the code in your patent application because the
patent office is smart enough to understand that.

VWhen it comes to DNA, we didn't create it, and
the thing it runs in we didn't create either, and the
| evel of certainty about what's going to happen is very
small, so in response the patent office makes you put in
details about that DNA sequence to nake up for the fact

t hat people don't understand it.
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So what |'msaying is that the fact that the PTO
under st ands the technol ogy and the law allows themto
make these kind of fine distinctions that is probably
best made at that |evel, as opposed to sonme external
source comng in and saying that we're going to treat
all things differently in sonme particul ar way.

MS. GREENE: Yes?

MR. DI CKI NSON: A brief follow up conmment on
what Brian said. | have thought a | ot about this and
have spoken about it because it is one of the bigger
tensions | think in the area, and | think a | ot of what
Brian said about the need to differentiate, or the
possi bl e need to differentiate anong technol ogies, is a
rati onal e di scussi on point.

The chall enge | think, at the end of the day, is
bal ancing that off with where you do draw those |ines.
What is a software patent as opposed to a manufacturing
process patent as opposed to sonething else? How do you
put themin the categories to get the differentiation?
And |'m not sure anyone has conme up with a particularly
conpelling way to do that yet necessarily. That doesn't
mean it can't be done.

How do you deal with the political issue in the
United States, for exanple, that say sonmeone becones

Chai rman of the Senate Judiciary Conmttee who happens
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to represent an area with a |lot of pharmaceutica
conpani es, and suddenly you have a strong push for

| onger protection for pharmaceutical patents than for
anything else or vice-versa in software?

So | think there are challenges to doing it.

That doesn't nean it should be off the table and free
from di scussi on.

MS. GREENE: Scott?

MR. CHAMBERS: | was going to say that, yeah, |
agree with Todd that it's al nost inpossible to draw |Iines
in that you don't really understand where a particul ar
invention is going to be devel oped until much later. So
drawing the lines has to be done at the time of filing,
and this decision as to what its scope, is going to wait
until it's actually been litigated.

I think that the reason there's a difference
bet ween the way the patent office treats software and
the way the patent office treats sequences is that
doesn't cone down to sonme conscious choice by the Patent
and Trademark O fice. Software is very difficult to
search. You can't search it very effectively, even if
you have that particul ar code, because there are a | ot
of different ways you can do it, whereas when the office
started to get into biotechnol ogy, searching nmethods

were avail able and they were pretty strai ghtforward.
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So that's really the reason they see a
difference there. Wen you | ook at how a software
patent is frequently claimed, what you find is it's
claimed in a very functional manner. You woul d have
difficulty getting away with that if you were in the
bi ot echnol ogy area because it's easy to search, or
straightforward to search for the sequence and you
woul dn't find the examner was willing to accept your
i deas as to what the function was.

As a matter of fact, there is certainly sone
Suprene Court case | aw suggesting that functionality, at
t he point of novelty, is going to raise issues of
written description. So I'mnot so sure that it was a
consci ous choi ce.

MS. GREENE: Mel ?

MR. GARNER: Actually | disagree with that a
little bit. It's very easy to search functionality.

You can do word searches through |lots of patents. A
maj or part of nmy practice is the prosecution of software
patents. | get very good rejections with patents based
on patents, sonetines based on non patent prior art,
because the exam ners can go into their databases and
search the terns which are reflected in my claimbecause
the clainms are witten functionally.

Just a little bit aside, | think the professor
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from Harvard said things such as wheel barrows shoul dn't
be patented, that they should essentially be left to
their own devices. O course that's not the |aw, but I
have a practical exanple. | bought a snow shovel this
past year, which you would say, well, shovels have been
around since the beginning of time, but this shovel has a
little curve in it, and it turns out because of that
[ittle curve, you don't get a pain in your back. So
don't see that we should automatically elimnate any
kind of technology, as sinple as it m ght seem because
sonmeone may just conme up with a new innovation. And what
we should really do is look to what the quality of the

i nnovation is, as opposed to what the subject matter is.

MR. DI CKINSON: | want to do one quick cute
story | suppose. | was accused once when | was in the
office -- sonmeone nade a big to do about the fact that the

patent office actually issued a patent on the wheel, and
we went back and | ooked at that, and it turns out that
about every week | think there are probably five to ten
patents on new wheels that issued fromthe Patent and
Trademark OfFfice.

MS. GREENE: Bhaskar, do you want to respond?
M crophone.

MR. BHASKAR: OF course. Not to defend, | think

| may be even famliar with the patent that you are
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describing, and if I"'mright, it actually may well
belong to a friend of mne, and it's a patent -- as it
happens the engi neering of snow shovels is sonething
that | have discussed in great |ength, and
you're right, there's a |lot of scope for a novelty,
i ncludi ng devices that would elimnate snow all
t oget her.

The thing is that what | do want to say is that
it's not that there shouldn't be innovation or it's not that
i nnovati ons about wheel barrows shoul dn't be protected or
anything like that. It is a question of what the public
purpose is. | want to suggest that it's state of the art
science, state of the art engineering that should be
nmost relevant to the public purpose, and sonething el se
can make it through, of course, but the burden ought to
be on science and technol ogy and what the governnment is
able to do, because the patent exam ner is sonebody who
is inmplementing public policy and serving the public
pur pose.

| just want to say, of course subject matter
determ nations are very, very difficult, and yet | think

we need to understand what portions of this we can

really afford. | nean, if an hour of patent exam ner
time costs $15 million, that's an interesting
difficulty. |It's a constraint, and we ought to ask: how
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best do we use it, wheel barrows or reconbi nant DNA?

MS. GREENE: Thank you. Very quickly to Jeff
and Brian, and then we're going to switch to our next
t opi c.

MR. KUSHAN:. | can be very quick. One of the
things that always is difficult is everybody has these
over generalized notions of what our patent systemis
supposed to do, and everybody | oosely connects the
patent system as a way of inducing innovation.

Well, if you kind of go through a bit nore of
this in a mechanistic way, what the patent system
requires is disclosure. Disclosure pushes information
flows out into the sector, and you have the bank shot
benefit of probably nore innovation happeni ng.

In the real world, people get patents so that
t hey can get exclusivity in the market for their
technol ogy, and it boils down to a very sinple thing:

can you exploit exclusivity to a commerci al advantage?

If you can't, you're not going to waste noney on
a patent, and if the patent, for exanple, in the software

area takes five years to get, and a | ot of things have a

cycle tinme of less than five years, you get a | ot of

frustrated i nventors who can't use the patent system for

t hat purpose.

But beautifully, in the systemitself, if the
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t echnol ogy has been superseded and the patent is
actually corresponding to the invention pretty well, if
no one is using your patented technol ogy, the fact that
you have a thousand year termisn't going to make any
di fference because it's not being rel evant.

That's where, at the end of the day, the desire
many have to sit there as this grand puppeteer to tune
every | ast aspect of the patent system and match sone
econom ¢ nodel is just pointless. You nmake sone bright
lines; 20 years, everything can be patented, three
basic tests, and let's hope that that basic set of rules
produces what we want, which is information flowing into
t he public sector instead of being held as trade secret.
Then, make sure that these rights that cone out, which are
the incidence of patents, are precise enough in terns of
their relationship to the innovation, that you don't have
di stortions caused by too broad rights being handed to
peopl e who don't naeke that kind of contribution.

| tend to be infuriating to everybody in the
patent econom ¢ business because |I'm way too practical,
but having lived through so many efforts to tweak little
things, it's just so frustrating to get anything done in
the grand scheme of business, that |I try to think of how
do we do the things that m ght have a better inpact.

MR. DI CKI NSON: That thousand year term by the
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way, is copyright, not patents.

MS. GREENE: Brian?

MR. KAHI N: Picking up on another itemfromthis
nor ni ng, but which sort of builds on what Jeff said as
well, | have a | ot of problems with this mythical notion
that patents are actually transferring know edge out
into the public and away fromtrade secrets, and again
think this is sonething that varies fromtechnology to
t echnol ogy.

I think it probably works fairly well in
pharmaceuti cals and probably works pretty mserably in
software. You heard Bradford Friedman testify the
information that cones out of the systemis so bad for
software that you can't even use it for conpetitive
intelligence, let alone infornmed technol ogy.

Then | ooking at this very interesting 13 to 15
mllion dollar an hour, | think that was your figure
Jeff or Todd, what do you get for that? |If you put in
an extra hour on average into the patents, how many bad
patents do you knock out? | would also suspect that
varies considerably fromindustry to industry.

The depth of determ nacy that you get in
sof t ware because of the prior art issues we tal ked about
is probably pretty great conpared to pharmaceuticals.

MR. DICKINSON.: I'mnot sure it's necessarily a
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matt er of knocking out bad patents. | think it's a
matter of making the patent better. | think you get a
nore conprehensive exami nation in the vast mpjority of
t hose cases and presunmably a narrow set of clains or a
nore artfully crafted set of clains at the end of the
day, which is to the better, but I don't think you're
really knocki ng out bad patents, but you' re getting
hi gher quality patents | think.

MR. KAHIN:. Well, you do both.

MR. DI CKINSON: That's true.

MS. GREENE: Jon.

MR. LEVIN. | want to follow up on what Jeff
said. Actually |I couldn't agree nore with what you
said. | think that you're exactly right to say that the
rol e where econom ¢ analysis cones into patent policy
shoul dn't necessarily be in trying to have an exact fine
tune nodel of the chem cal products industry and the
bi ot echnol ogy industry and then tailoring it to very
speci fic deci sions.

Econom cs doesn't do well, probably wouldn't do
well there. MWhere it does well is in thinking about the
broad principle of what are the big trade-offs in |ength
of patent termand the big trade-offs in how you set up
sone of these things, and | don't think we get any

argunment from nost econom sts, or at least not fromthis
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econom st, on your point.

MR. DI CKINSON: But you're not an enpirical
econom st.

MR. KAHIN: |'m sonmetines an enpirical
econom st, so.....

MS. GREENE: Wth regard to the role that
econom ¢ analysis can play in ternms of informng either
t he broader principles or specific applications,
we're going to turn to that towards the end of the
program but now let's quickly junp in to the next topic,
which is litigation.

In keeping with the approach that we've taken
previously, | just want to throw out three facts and
t hen have you all explain sort of what the practical
effect of themis. Also, there's |ots of proposed
changes to the system et cetera, swirling around, and
" mjust curious as to what you think about them
particularly in terms of what the conpetitive
implications of the different changes woul d be.

The first one is one we tal ked about a fair
anmount this nmorning, which is a presunption of validity.

The second one is the clear and convincing
evi dence standard, and the third one is the treble
damage award available for willful infringement.

Mel ?
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MR. GARNER: My view is that the standards are
proper the way they are and the way the courts have
enforced them Wth respect to the presunption of
validity, that presunption is that the patent will be
valid over those things that the patent office | ooked
at .

If you conme forward with prior art that was not
previ ously consi dered, generally the courts say that the
presunption all but disappears, so essentially the court
is now going to make a determ nati on because there's no
presunption that the exam ner would have all owed the
cl ai ms8 had he known about this prior art, which is newy
devel oped.

Al so, because the patent office itself is the
governnmental agency which is sort of neutral and has
determ ned that this patent should be allowed, for an
interested third-party, the defendant, to come forward
he should do nore than show a preponderance. He should
show by cl ear evidence that the decision that was nmade
by the patent office is incorrect.

The third thing which is the triple damges for
willful infringement, that's left to the sound
di scretion of the trial judge who has heard all the
evi dence. He doesn't have to automatically grant it, he

could nmake it zero. And there should be sone sort of
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deterrent for those who would infringe a patent
willfully without a good defense to keep them from doi ng
t hat or keeping themfromdoing that in a situation
where they don't have a good defense because ot herw se,
there's no reason for themto settle, because if they're

going to have the same result whether they got a good

def ense or not, they mght as well fight. You never know,

you coul d be lucky. The other side could have bad counsel

or sonething like that. So |I think all three of those
things are precisely where they should be.

MS. GREENE: Jay?

MR. THOVAS:. | believe the presunption of
validity is set too high based on what happens at the
patent office. The fact is the patent officer wl
resol ve i ssues based on a preponderance standard. Any
appl i cant who presents an application to the office is
presumed to be entitled to the application, and the
examner will attenpt to overcone that presunption
sinply by a preponderance of the evidence.

There are very few standards that are wei ghed by
an exam ner that are not acconplished through the
presunption, by again through a nmere preponderance.
There doesn't seemto be nuch reason to magically graft
a higher civil standard of clear and convi nci ng based on

what exam ners actually do. That's also sonething
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that's been done by the courts. The statute does not
speak to the appropriate burden of proof.

| guess I"'msort of torn on this because | think
effectively we have to ask whether this is nore than a
burden shifting mechanism |If we have a presunption of
validity, is it really doing just anything nore than shifting
the burden?

The burden is probably properly upon an accused
infringer to unseat the patent. The question is whether
it really matters to courts or juries whether it's a
mer e preponderance or clear and convincing.

To the extent we think it matters, plainly it's
set too high, because exam ners aren't wei ghing these
evidentiary matters on clear and convincing. They're
merely weighing it on preponderance.

As far as willful infringenment damages, treble
damages, ny belief is that this should not be part of
the patent law, and this is also m staken policy, and
the fact is, nost accused infringers are going to pay
nore than they' ve earned because usually the patentee
wi Il have higher -- usually the profits, for exanple, of
t he generic drug conpany will be smaller than that of
t he brand name pharmaceuti cal because they usually wll
charge a | ower price.

So the fact is that since they have to pay not
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what they earned -- patent damages are not a di scordant
nmeasure, they' re a |egal conpensation -- they have to pay
nore in straight damages than they possibly have

ear ned.

| think the in terroremeffect upon willfu
infringement and all the facts and circunstances,
judgments made by trial courts, lead to an incredible
amount of commercial uncertainty, and | believe the U S.
is isolated. We sinply stand alone on this. There are
no other major patent granting jurisdictions that award
on -- damges, and it's a poor policy.

MR. COHEN: Just to followup on that, in
focusing on the effects of the willful ness possibility,
do you find that it inpedes the efforts of firns in
their planning to avoid running into patent m nes? Do
you find that it inpedes the ability of firnms to profit
fromthe disclosures that patents are supposed to be
generating?

MR. THOVAS: | can only convey to you what |'ve
heard, but taking industry at its word, a |ot of
people, particularly in software, say that we sinply
don't consult patents because we're fearful of enhanced
liability, which would of course cut down the
i nformation disclosure functions.

O hers are scared off of |aunching products.
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For exanple, we have a Hatch-Waxman Act with a 30-nmonth FDA
exclusivity period, and of course that's been subject to
a | ot of debate right now about whether there should be
just one period of FDA 30-nmonth stay or whether there
ought to be nultiple ones.

| don't think it really matters. The fact is
few generics launch after the 30 nonths even though
they're entitled to do so because they're afraid of
wi |l ful infringenment of damages.

| think their fears are overstated quite
frankly. | think their |legal analysis is not always
that well put, but the extent that we believe them and
the extent that we think we're | osing the managenent
conpetition because of this effect, again | think it's a
poor policy.

MS. GREENE: Jeff junped the cue because you
were al ready going towards the question of the
di scl osure and the inpact. Go ahead.

MR. KUSHAN:. | ook at the justification for the
presunption of validity maybe a little bit differently.
In ny mnd the presunption is there on the prem se that
you have done an exami nation. It would make sense in
our system if we were nore of a registration system to
not attach that type of presunption.

I know in other reginmes you don't see this type
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of equations set forth. Many other countries have
exam nati on systens but don't have an explicit statutory
presunption, but at least in the US. reginme, | guess
the theory is that you' ve done a thorough exam nation,
and that the patent that comes out of that exam nati on,
how it generates its entitlenent to the presunption of
validity, is not measured by what standards the exam ners
use in judging the question of nonobvi ous or enabl enent
or witten description.

That inquiry is one which presumably | ends
itself to these objectively neasurable factors and then
sonme subjectivity, but the net effect is that you have
an exam nation that is conplete and thorough, and at the
end of that you have a patent.

Because we've invested $1.3 billion a year doing
that, then the things that conme out of that patent
of fice presumably should get sone standing to deter
people frominfringing patents.

The presunption is one deterrent to patent
i nfringenment, and obviously the willful ness theory has
al ways been out there and is traditionally justified as
being a deterring infringenment.

We want the public to not infringe patents while
they're in force; a valid patent, you don't want

infringements, so you have these neasures which scare
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peopl e away from i nfringenment.

| guess the question that ultimately conmes into
play is really, in those circunmstances where you don't
have a | ogical entitlenent to that presunption, for
example, if you don't have art that's been consi dered
during an exam nation, which is clearly relevant to a
claim how do we step down that presunption so that you
have nore of a PTO |ike evaluation in the first instance
of that clainf

At the end of the day, does that nean you anend
the statutory presunption of validity? | don't know.
I'"mtoo poisoned in ny view of trying to have | ogi cal
stances reflected in the patent law. W always cone up
with logical, well crafted | aws, and we give themto
Congress and we get the AlPA

So we coul d devise sonething which would be a
pretty well-tuned depression of the presunption of
validity in an instance of new prior art, and it would
be handed to Congress, and then the generic drug
i ndustry would cone in and say, let's nmake it easy,
let's just say no presunption, and that's nuch nore
under st andabl e and appealing so you get that standard.

So | guess we've got to bal ance sone of these
very legitimte |ack of entitlenent scenari os agai nst

what we can actually get through the Congress.
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MR. DI CKI NSON: What do you think of these

addi ti onal

you could parse it a little,

t hat you give the

questi ons here though, Jeff, about whether

presunption only when it's gone through re-exam there

are additional disclosures, a period of tinme has

passed?

MR.

MR.
IVS.

KUSHAN: Well, | guess we're stealing their

DI CKI NSON:  She told us to ask questi ons.

GREENE: No, thanks for hel ping.

So your

guestion, let me just back up. So, Todd, you were

basi cal | y aski ng about whether or not we should limt

the presunption if you' ve had sone sort

of hei ghtened

di scl osure requirenent or sone post-grant review or

sonmething |ike that?

MR. DI CKINSON: Certainly an incentive to use

t hose procedures even nore.

MR.
fair to the
exam nati on
goi ng to be

MR.
t he passage

MR.

see -- what

KUSHAN: But at the sane tine, that's not

patent that went through and had a thorough

and has no question of validity, which is

t he ot her 300, 000 patents.

DI CKI NSON: That's an answer. What about

of time question?

KUSHAN: Passage in tine, | nmean people can

was that, the in-line skate didn't
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commerci al significance until about ten years after the
patent expired. Does that nmean the patent was really
super valid and expired? | don't know.

There is a reliance concept that, | guess, you want
totry to draw into this, which is that after sone anmount of
time, you as a patent owner shouldn't fear easy
i nval i dati on of your patent especially in --

MR. DI CKI NSON:  You want to be nore heavily
i nvested at that point.

MR. KUSHAN: Especially like in the
pharmaceutical industry or things |ike that where you
have a | ot of nobney spent on the assunption that you
have a pretty clean patent picture in front of you.

MR. COHEN: Let ne throw one nore thing on the
table. It's all part of the same discussion. | was
struck this norning hearing that there were sonme aspects
of the patent inquiry that people felt maybe woul dn't
work so well, even in an opposition system because the PTO
doesn't do very well fromits nature in exam ning those
aspects of the patentability.

And yet, when you get to court, there is a
presunption, and there is a clear and convincing
evi dence standard as to all the aspects.

MR. KUSHAN:. That is a very valid point, like on

the issues of on sale activity. | mean, PTO exam ners
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typically won't discover that type of information, and
you're right, you still get a pretty steep hurdle in
front of the party who wants to chall enge on that rather
than validity.

MS. GREENE: Jay?

MR. KESAN. | just wanted to pick up on a couple
of things that were nmentioned. | think the real
underlying concern is, when you tal k about prior art that
was consi dered and you want a presunption of validity
with respect to what was considered, the question is, how
do you determ ne that? How do you determ ne what art was really
considered? It makes sense to ne that if a conplete and
t horough exam nation with respect to that prior art were
consi dered, then that was considered by the exam ner, it
makes sense to have a presunption of validity.

VWhat we have now, however, is an overbroad
presunption of validity. That's why |inking the
presunption of validity to sonething |like surviving
post-grant review or |inking presunption of validity to
sonme hei ghtened discl osure standard, where you say if
you, as an option, or if you choose to disclose the nost
relevant prior art, then | will grant you a presunption
with respect to that, sort of incentivising that kind of
a disclosure, it makes sense to sort of tie it and make

it specific.
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It makes absolutely no sense to have a
presunption of validity for a whole bunch of things that
are listed in a form It doesn't nake a | ot of sense to
have a presunption of validity against things that the
PTO by its own regul ati ons says we don't consi der.

So it seems to nme that what we're really talking
about here is we're tal king about the statute and the
reality. And the reality is that there are certain
practices that are foll owed, and there are certain
things that are done and having a presunption of
validity for that makes sense, and it al so nakes sense
to use the presunption of validity as a carrot, as a
carrot for enhanced disclosures, as a carrot for going
t hrough post-grant review and so on. It should not be
automati c.

MS. GREENE: Scott?

MR. CHAMBERS: | was going to say that it seens
as though the presunption of validity can be very
i mportant when you're trying to get a prelimnary
i njunction, that w thout that presunption of validity,
it's going to be an uphill battle. So I can't see it
woul d be a benefit to get rid of that presunption.

I wanted nostly to tal k about Jay's idea,

Jay Thomas' point about willfulness, and it's been ny

experience that, although a | ot of people ask for
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trebling of damages, it's not that often it really gets
trebled. It's really only inposing on the accused
infringer the requirenment that he's going to go out and
get a good opi nion of counsel show ng why his product

doesn't infringe or why that particular patent is

i nval id.

It's not sonething that it's really going to
stifle the industry. It's nore that he's going to have
to do his homework. It is sonmething that's necessary

t hough, because without the ability to treble danages or
w thout the ability to get enhanced damages, you're
going to have to have the patent hol der quantify his
damages, and sonetines that's not too easy to do,
especially if the market is developing or if he does not
have the sane capacity he woul d have had, had the
conpetitor not come on the market.

So it really assists the patent holder in the
sense of maki ng sonebody who's going to chall enge
t hrough infringenent his rights, go out and get a good
opi ni on of counsel, and also he's not the individual
who's going to have to be ultimately concerned with
show ng each and every penny that he's lost by this
i nfringenment.

MS. GREENE: Janes?

MR. GAMBRELL: There have been a nunber of

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

147



© 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

148
points made, and let me start with the |ast one. It
seens to ne the idea of a presunption of validity to
help a prelimnary injunction nmotion is an ill-forned
i dea and shoul d not have any particular relevance to the
guestion of prelimnary injunction.

| think Jon is quite correct about what an
exam ner does is he weights whether it's nore probable
one way or the other as to issue that patent. He's not
maki ng an i nformed judgnent. The courts have overall
said frequently he's not an expert in the field. He's
an informed person, but he's not an expert, and he's
trying to decide whether there's nore probable evidence
to justify himissuing the patent than not.

So it seens to ne the presunption of validity
shoul d be nmuch | ower, and certainly should be non
exi stent when the best art is not before the office.

I think on the treble damges, | tend to take a
m ddl e ground | suppose. | think there are two filters
on getting treble damages for willful infringenent.
Not only do you have to get the jury or the district
court to hold w llfulness, but then they exercise their
di scretion as to whether or not they' re going to award
trebl e damages.

And then you go to the next filter, which is the

Federal Circuit, and frequently they don't agree wth
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the district court who has awarded wi || ful

infringement. They virtually never wil

a wll

danmages are awarded,

ful infringement determ nation where no willful

couple of filters.

| send it

back on

so you really have a pretty good

| suggest though, better than treble damages for

willful infringement, would be to give the plaintiff his

act ual

t here'

fees for
who has viol ated basic prem se and reasonabl eness by
saying, |I'mgoing to defend agai nst this patent

though it's crystal clear or should have been crystal

cl ear

damages that he can establish an

d prove,

and if

s truly willful infringenment, award him attorney

to me that | had no busi ness doin

That way you award himthe actu

gone through the process, the patentee,

reward himw th three tinmes the damages,

correl

git.

even

havi ng persisted in this case against a defendant

al cost of having

but you don't

whi ch have no

ati on between what his i nconveni ence was and what

his reward is if he gets trebl e damges.

troubl

Now, on the standard, it seens to ne that

| " m not

ed by the standard generally, except for the fact

that the exami ners have no ability to exercise their

i ndependent judgnment in cases which were margina

best.

It's true that patents may not
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they're issued and never get infringed, but there's a

| ot of cases where patents of very great uninportance

are asserted against individuals, and real

| awyer is going to tell his client, |oo0Kk,

istically a

it's better to

pay 10 or 15 or $20,000, than to enmbark on the defense of

a |awsuit, even though you think you can win it hands

down, because your chances of getting attorneys fees are

very slight. It has to be a major, major infraction by
a patentee before a defendant will ever get attorney
f ees.

So it seens to ne that presunption of validity

ought to be certainly elimnated in nost cases, why the

judge should reach any different decision

t han give

consideration to the fact that the exam ners have

all owed this patent to issue, but let them make a

judgnment on a preponderance as to whet her

not .

or not it is or

Juries particularly don't understand it when you

tell themthere's a clear and convincing

evel of proof,

even though you add to that point, well, of course if

the material wasn't before the office, you can cone and

vitiate that requirenent a little nore easily.

That's a nuance that nost jurors don't

understand, and I've interviewed a |lot of juries after

t hey've cone to a decision, and uniformnmy,
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understand that. They see the seal on the patent, they
hear cl ear and convincing, and their |ikelihood of going
for the defendant is nuch slighter than it is for the

pat ent ee, even though, in fact, logic would tell you that
as frequently, they ought to go for the defendant as for
the plaintiff. | think the field should be a little
nore | evel particularly, at |east, where the best art
hasn't been presented in the patent office.

The best way to do that is to free the jury or
free the judge to nake an informed decision giving
consideration to the fact that examners canme to this
concl usi on, but not being denom nated or nom nated to
require clear and convincing evidence because that
sounds |i ke sonething very close to crim nal
responsibility when a jury hears it, and even to a
judge, they tend to defer to it nore.

MS. GREENE: Nancy?

DR. LINCK: I'mreally disturbed by what |I'm
hearing. | really think our systemis working very
well. Maybe it's because I'min the drug business, but
| don't think that's true. | was a partner in a |aw

firmbefore | went to the Patent and Trademark Offi ce.
I'"ve worked in the software area in the office.
The presunption, as Jay Thomas nentioned, is

really a burden shifting device to put the burden on the
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chal l enger. The clear and convi nci ng evi dence standard
i s higher than preponderance of the evidence, but it's not
i ke beyond a reasonabl e doubt.

| think juries are well capable of understandi ng
di fferent burdens, just as well as judges are, just as
well as we at this table are. Wiy do we want to give no
val ue essentially to having patent applications exam ned

in the Patent and Trademark Office?

I've heard a |l ot of discussion about, well, in
this situation we'll give a preponderance of the
evi dence standard. This one we'll give we say
presunption of validity, but I'll say clear and

convi nci ng evidence because | think that's really what
we' re tal king about.

And in this situation where the applicant has cone
forward with the best art, | guess we'll start with a
cl ear and convincing evidence standard, but if the
def endant conmes forward and establishes that this isn't
t he best art, however you establish that, then in fact
we're going to shift the burden and make it a
preponderance of the evidence standard.

As a user of the system again |I'mworried about
conplicating litigation to do this. 1t sounds to ne
like terribly conplicated. | could be wong, but I

don't see what's wong with the systemas it's working
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today. There are a few bad patents. W' ve talked
earlier about how to tackle bad patents in the office.

If you go for re-exam there is no presunption,
there is no clear and convincing evidence standard, so
you don't have to worry about it in that case, but once
you're in the courts with a patent that has, in fact,
been exam ned in the Patent and Trademark Office, what
is the problemw th having the burden than be a little
nmore than preponderance of evidence? | just don't get
it.

MS. GREENE: Let Jimrespond and then --

MR. GAMBRELL: Let nme nake one qui ck conment.
Most presunptions, the presunption of validity being an
exception, evaporate. Once evidence is presented on the
ot her side of that preponderance, it goes away, and it's
up to the question of the two parties to establish who's
entitled to relief.

This is a rather unusual situation where a
presunption has an everlasting life, and that just
doesn't make sense in our law, and it certainly is anti-
defendant in its effect.

MS. DESANTI: Excuse ne. Can you just explain
why it is that this has an everlasting life?

MR. GAMBRELL: Because when a judge hands a jury

an instruction and says that, it has to be established by
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cl ear and convincing evidence that this patent is invalid
for lack of witten description or best node or enabl enent
or prior art or inventorship or frequently nunmerous other
el ements under 35 USC, the jurors hear clear and
convi nci ng evidence, and | don't care how good the art
is before the office versus outside the office for the
court, | think they're inclined to believe that they
really have to | ean over backwards to hold that patent
i nvalid or unenforceable.

| think that's a burden that shouldn't be placed
on them because once the defendant offers credible
evi dence that would neutralize the validity or
enf orcenent of that patent, the patentee ought to be on
his own to have to establish that that patent is worth
bei ng continued, and | just think that overall it's an
unfair burden.

It's never disappeared because you al ways have
to explain in those instructions that the clear and
convincing burden is there, and it never disappears. It
may be reduced in its intensity, but |I think that's a
feeling that's hard to articulate to sonebody that's
listening to it and looking at it froma patentee's
st andpoi nt.

MS. GREENE: Jay?

MR. THOVAS: |If you think that patent |itigation
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is too conplicated or at least sinplicity is a goal,
then that's a nmpjor reason to get rid of wllful
infringement as a factor of patent |aw.

First, we've heard that it supposedly incents
opi nion of counsel to guide accused infringers, but in
fact, it's pretty commonly known in the patent bar that
nost of the opinions produced by counsel are commonly
known as non-infringenment and invalidity opinions
because that's inevitably the advice that they give.

So | don't think we're getting a lot of quality
advice fromcounsel. In fact, | think we're getting
sort of pats on the back that, you m ght as well
continue and here's your shield fromthe triple damges.

So it certainly incents our econonmy to the
extent that it encourages patent attorney opinions. Whether
it actually guides comercial behavior, | think it
remai ns to be shown.

WIlIlful infringenment also |leads to a | ot of
satellite litigation because it mkes us eval uate these
opinions, and it leads to conplexities in litigation
that are not worth the benefit of the opinions.

It also requires litigants to either waive
attorney/client privilege or to seek new counsel, and in
general | think it's basically not worth the | ow

benefits we get. As far as we don't want people to
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infringe, that's the purpose of willful infringenment, we
don't want people to infringe; that's sinply not the case.
In fact, patent statute is alone anong the tradenark,
copyright, the federal intellectual property statutes, in
not having a crimnmnal conmponent to infringenent. It's
distinct fromthe other intellectual property statutes

on that point.

Patent infringenment is sort of |ike a breach in
contract law. W don't penalize people for breaching
contracts. They're free to walk out of the deal, and in
fact we think that's nore efficient that sonetines they
do because they conpensate the other contracting party
and nove on to a deal that's better. That gets the good
to the individual in our society who values it the
best .

Simlarly we may not want people infringing
patents | suppose, but what we do want are conpetitors
who are incented to rid the public of the odious nature
of inprovidently granted proprietary rights. And in fact,
accused infringers are the only ones who are able to
bring chal |l enges before the courts.

So in fact, we don't want to disincent people
frominfringing, we want to encourage conpetition by
having a lot of interested parties who are able to

chal |l enge patents. So to the extent willful infringement
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detracts fromall of those conpetition policies, again I
think it's just not worth the m niml goals that we get
or benefits we get.

Thank you.

MR. COHEN: We just noticed that you said that
accused infringers are the only ones able to bring this
before the courts. That raises the issue of standing to
chal l enge patent validity. |Is there anybody who woul d
like to conment on that? | would like to throw that
i ssue out in general.

MR. DI CKINSON: There's one other winkle. W
said this norning the director has the opportunity to
order re-exams in the office.

MR. COHEN: Right.

DR. LINCK: Third-parties do as well.

MR. THOVAS: But they don't get access to the
judicial forum and they're not able to enploy the full
ganut of invalidity argunents before that forum

MR. KUSHAN: But again we're kind of treating
everything as a single thing, and we need to slice
things up a bit differently.

MR. DICKINSON: | certainly hope that you --

MS. GREENE: |1'mgoing to et a couple people
junp in here. Bob?

MR. DICKINSON: | want to make sure Professor
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Thomas' cynicism about the integrity of his coll eagues
of the bar doesn't rub off on his students.

MR. TAYLOR: Did you call on me? | understand
the argunments that are made in favor of differentiating
crimnal behavior in the patent systemfromthe
copyright system To sone extent, this has sonething to
do with the crimnal conponent of nens rea.

There certainly are many situati ons where people
i nnocently infringe patents. There are not quite so

many that people innocently infringe copyrights, and |

think the breach of contract analogy is not a particularly

apt one because there are certainly sonme contracts that
we certainly don't want peopl e breaching.

We don't want insurance conpanies breaching
their contracts, and at least in sonme states you get
punitive damages if you're the victimof an insurance
conpany breaching a contract. So once again you get a
wi de range of circunstances to which we are applying a
single set of legal rules.

The law cuts with a dull knife. Litigation is a

kind of a one size fits all process in many respects,

and above everything else we have to create a perception of

fairness or a perception of evenness and equality, not
even necessarily fairness.

I ook on the presunption of validity as a
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procedural device. Now, | recognize that you will see
an occasi onal decision, particularly fromthe Federal
Circuit, where the presunption gets extolled in terns
that make it sonething different and perhaps nore
conpelling than a procedural device, but as a practical
matter, in litigation, | can't think of any case that
|'"ve ever been in, and |I've been in dozens of these
cases, where the presunption of validity nade very nuch
difference in terns of the outconme, and particularly on
validity.

There is sonmething to be said for the reaction
that juries have to a United States patent and that red
ri bbon. For reasons that |'ve never understood -- and
|'ve talked to dozens and dozens of | awers about this
and we all have sonmewhat the sanme reaction -- for
mysterious reasons, United States juries assign a |evel
of credibility to the United States Patent O fice that
they don't accord to any other agency in the federal
government or any state government or any private
institution.

It's beyond nme, but he has a patent on his
invention. To sone extent | think it has to do with
the fact that inventors are part of the American folk
lore. To sone extent | think it just has to do with a

| ong- st andi ng perception by the public that the patent
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system serves a good purpose and that rewardi ng people
for inventions is a worthy public purpose, but it
certainly exists, and I don't think the presunption of
validity has much to do with it.

| share the concerns about the doctrine of
willful infringement. To some extent | share the
perceptions that Professor Thomas asserts. |'mnot sure
it's a great idea to have | awers in the business of
generating what they know at the tinme they're generating
it wwll ultimately turn out to be evidence.

That creates a spiral between the | awers who
wite the opinions and the trial |awers who go after
t hem on cross exam nation, and with each passing
generation, the sophistication of that spiral gets
greater. But there still is a fundanmental policy
gquestion as to whether that type of evidence ought to be
the thing primarily that we rely on.

The Federal Circuit has made it clear that in
its view, the issue of willful infringenment ought
primarily to turn on the question of the sanctity of the
| egal opinion that the conpany gets and whether it
legitimately relied on. That is a policy question that
general ly ought to be on the table for discussion.

| don't think though, that we need or we can

advi sedly elimnate some kind of sanction inposed upon
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t he conmpany that thunbs its nose at another conpany's
patents. | represent and amin the m ddle of right now
a lawsuit in which ny client is a small conpany that
i nvests 20 percent of its net revenues in research and
technol ogy, and that conpany lives for its patents. It
could not exist if its patents weren't protected.

It has had nore than one occasi on where one of
the Fortune 500s sinply decided, nade a consci ous
decision that it was cheaper to infringe even and pay
trebl e damages, than to take a |icense because we want
t hat property, it's convenient for us to have it and
it doesn't matter that it's yours.

I think we have to have sonme nechanisns in the
patent |aw to discourage that kind of conduct.

MS. GREENE: [|'mgoing to turn nowto Brian and
just sort of reenphasize our curiosity in finding out
what is the practical inplications of the fear of a
finding of willfulness on the ability of folks in the
econony to make use of these patents, to nmake full use
of themin ternms of the disclosure function. Brian?

MR. KAHIN: You want nme to answer that
specifically?

MS. GREENE: No, |'mjust putting it out on the
t abl e.

MR. KAHIN: | will anyway, but first I want to
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respond to Nancy's comment. |It's very easy for these
di scussions to generate into testinonials about the
systemis working or that it's not working, and the
reason this beconmes so fruitless is we really need sonme
ki nd of objective standard as to how well it's working,
and again | say it's working a |lot better in sonme areas
than it is working in others.

This goes then, to get back into the standard of
validity, this is again a quality issue. |t may be
justified in some areas, but it doesn't appear to be
justified in other areas.

And, Todd, to your point about the cynicism
about the integrity of the bar, | certainly see a | ot of
out in the field anong technologists in Silicon Vall ey,
so it is sonething that does need to be worried about.

Then finally on this, going to the question of
what is the effect on the disclosure function, | have

asked counsel or, in fact, developers in software

conpanies: as a matter of habit, do you | ook at software

patents? What's your policy? And | find alnost uniformy

there's an internal policy against |ooking at software
patents -- maybe this is to save out-house counsel fees
because you need to have out-of-house counsel to give a
validity opinion. And on the presunption of validity,

this too operates in ny experience as a barrier to the
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di scl osure functi on.

I was general counsel for the Interactive Milti
Medi a Associ ati on when we were dealing with the
Conpton's new nedi a patent, and the Commi ssioner
undertook to re-examthat hinmself. We were out in
front pushing for this, and he asked our help in getting
prior art fromthe industry. So we put out a notice, but I
had to clear this notice with patent counsel. And they told
us, and this was patent counsel fromdifferent nmenber conpanies,
you must be careful because you don't want to sinply ask
for prior art. You've got to make it clear to people that
that prior art nmay becone part of the file, and it wll
inhibit themfromusing that prior art in litigation.

So we had to put that in this request for prior
art, and as a result of that, we got al nobst nothing, and
t he Comm ssi oner conpl ained to us.

MS. GREENE: Right, Mel?

MR. GARNER: On the issue of the presunption of
validity, essentially what the argunent seens to be on
the other side is that sonehow a federal district judge
or a jury of laymen should nmake this decision and that
the exam ner, who is trained in the technol ogy, who
works at it five days a week, six or seven hours a day,
sonehow his judgnment in a close question should be

overthrown in favor of a preponderance standard by
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peopl e who don't understand the technol ogy and who don't
work in the field and who don't know the prior art.

| think that's ridiculous. | think the reason
the presunption is there is because a person, of all the
peopl e who are going to look at this, that is nost
qualified to do it is the exanmi ner in a patent office.

So why shouldn't there be a presunption that he did
the right thing and came to the right concl usion?

Just because a judge says a patent is invalid
doesn't nean that in an objective sense it is. |t neans
that that's the opinion this untrained person cane to,
given the evidence presented in a litigated situation in
which the quality of the counsel that put on the
argunment may be nore persuasive than in fact the basic
scientific evidence.

So | think that when you |look at it, there's a
good reason for the presunption, and that good reason is
that we have paid over a billion dollars a year to the
patent office to make these decisions. The people they
pi cked to nmake the decisions are nore qualified, at |east
on paper, than the people who would do it in the court
system

The ot her thing about the opinion of counsel -- a
maj or portion of nmy practice again is doing opinions -- |
woul d never write an opinion that | couldn't stand up
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behind. Why would | do that? |'m going to be deposed
on this opinion. People do not wite paper opinions
that they're not willing to stand up and stand behi nd.

| ' ve been deposed probably three or four tines
and testified at trial on opinions that |'ve witten.
What happens is, if | look at the situation and deterni ne
t hat you don't have a good defense, you don't get an
opi nion. You just don't wite those opinions. So if
you' ve got a witten opinion which will defend you from
w |l fulness, it's because there's a good faith belief
t hat you have a defense.

So |l think it's alnost to the point where any
conpany that goes into court and doesn't have a good
faith opinion of counsel ought to be willing to take the
risk of getting multiple damages because ot herw se, that
means you're there wi thout having figured out a good way
to defend yourself.

The third thing, which is actually something I
want to conpl enment Scott on, while we were having |unch
he came up with an idea, and | just added a little tweak
toit, and that is with respect to making sure prior art
gets before the exam ner, one of the problens exam ners
have is they don't have enough tine to | ook at it.

If you were to tweak the system such that an

exam ner woul d get an additional anpunt of tinme to
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review a case for every piece of prior art over a
certain amunt, that would give himnore time to do it,
but of course that would cost nore noney. Then what you
could do is you could charge the applicant extra noney,
so if you submt nore than ten references, you've got to
pay to submt those references, and you can then get
yoursel f a discount say of 50 percent if you not only
submt the references, but you tell nme why they're

rel evant and where in themthe relevance is. So that way
you coul d incentivise people to disclose prior art and
from an econom c perspective.

The final point | want to nmake, |I'msorry, is it
Brian at the end? | represent sone conputer software
people. Believe nme, it's a tough sell to conputer
software people to go in patenting a system They
basically don't believe in it as a matter of principle.
They don't believe in patents.

They believe that technology is noving so fast
that patents aren't really valuable, and it's only when
their conmpany gets sued by sonebody el se who owns a
patent that they wake up and see the |ight.

The story that you told is actually very
telling. You said you went out to the industry and
asked them for prior art that they could cite and they

were warned that that may | ose their ability to use that
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a later lawsuit.

Wel |, shouldn't they be willing to put that on
the line if they think this patent is invalid? Wy
should they be holding it in their back pocket for sone
litigation down the line? Wy not put it in -- if you
really are going to say in public that the Conpton
patent or any other patent is invalid, then why don't
you stand behind your words and put that prior art into
the patent office and get it chall enged?

MR. KAHI N: The sinple answer is they didn't
trust the patent office.

MR. GARNER: | think the real answer is that a
| ot of people are willing to say things in public about
how bad the systemis, how weak the patents are, and
when they're asked to put their noney where their nmouth
is, they back down.

MR. KAHIN: | think there may be sonme of that
true too, but | think the concern was it would go back
before the sanme exam ner and woul d cone out
strengt hened.

MS. GREENE: Yes?

MR. DI CKINSON: Which is a good reason why |
changed that rule while | was there too, and now in
re-examit does not go before the same exam ner any

| onger because the system does continue to need the kind
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of fine tuning and the office hopefully has an
opportunity to make those fine tunings.

Mel said nost everything | was going to say with
regard to -- and | was a little, nore than a little
harsh with Professor Thomas, and | apol ogi ze for that --
about how the reality of the system works in opinion
writing.

I f you have sought an opinion from outside
counsel, you wite it if you're going to support the
position you want, and if you can't support the
position, you tell themorally, and then they swall ow
hard and figure out what they're going to do about it,
and that | think |leads to --

MR. GAMBRELL: Then they find another | awer
froma perfectly good firmthat will wite themthe
opi ni on they want.

MR. DICKINSON: |1'mnot sure that's the case.
l"ve witten a | ot of opinions, and |I've given a | ot of
oral opinions.

MR. GAMBRELL: | have too, and |I've |ooked at a
| ot of others.

MR. DI CKINSON: | know you have. W could
debate this a real long tinme, but it's also a function
of the fact that that's the way the courts, the CAFC in

particul ar, sort of sets up the system It's alittle
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Kabuki |ike the way they set up the system and maybe
that could use a little nore review at that |evel, as
opposed to the level of the opinion witer.

MR. GAMBRELL: Consider the fact that in patent
litigation, inevitably both sides will have a technical
expert. We're not talking about patent experts now. And
each one of themw || have qualifications fromtheir
el bow cl ear up around their shoulder to their other arm
and in fact, they're taking dianmetrically opposed
positions, and frequently a judge will tell you later,
how do | deci de between these two experts which one's
telling it like it is?

The sanme thing is true of opinions. You can get
an opinion froma legitimte | awer on nearly anything
if you want to. Now, you may not agree and | my not
agree on a given opinion and I won't give it, but | can
assure you they will find someone who has all the
credentials and who will go through all the notions and
conme to the conclusion that there's no infringenment.

MR. DICKINSON: | wanted to finish one
addi ti onal point with regard to what Brian said, and
that's with regard to -- again, | find nyself very much
in agreement with Mel. [|'ve given plenty of speeches in
this regard.

The people who criticize the system need to put
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up or shut up. They need to overcone and resist their
litigators telling them don't give your best art to the
of fice because that's the way the system | think works
best and nost efficiently and cheapest is if we start to
use these mechanisns |ike post-grant review

If we don't get over this hurdle of getting art
to the office, we'll just never get there. One other
slight piece. | think we need to -- | would encourage
you to study whether we should encourage the director to
order nore director ordered re-exans.

| studied this question when | first came in as
director and was surprised that the office did not have
a set of protocols at that point. | devel oped a set of
protocols for director ordered re-exans, but the office
is institutionally biased against it. They just do not
want to do it.

| had to overcone that in a couple of instances
to try to get nore of those initiated, and I think the
director's office could do a |ot nore of those and help
out the integrity of the system

MS. GREENE: Right. Now, you nentioned the word
institutional bias, which is interesting because our
| ast topic is about institutional issues. However, we
do have four folks who want to make comrents on this

i ssue before we nove on. So if you can nmake them
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qui ckly, then we can put our fourth issue on the table,
get into that, and then we'll have time at the end for
people to make comments with regard to any of the issues
that they couldn't make.
Jeff?
MR. KUSHAN: Li ke Todd has said, Mel's coments

are | think true. | just add to the point that, first
of all, that coment fromJimis condemming litigation
generally. | mean, experts in litigation are not unique

to patent cases, and so you're not speaking of the
uni que problemto the U.S. litigation environment.

MR. GAMBRELL: Absolutely not. You're right.

MR. KUSHAN: So the second thing is I found,
like Mel, if I"'mnot willing to sit up and get grilled
for a couple days in front of people about what | would
say in an opinion, I'"mnot going to put it on paper.
"' mnot going to give that opinion. And the person who
will is going to look bad in court. A good patent |awyer
shoul d be able to steer that person because they're
having to have to twist their logic around to get the
answer they want.

Finally, the last point is, going back to Jay's
comment, this may be a theol ogical point, but if you
assunme that you're dealing with valid patents, the

theory that our nation is aimed at maki ng copiers
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i nstead of having a patent system which says, if you
want to play in the area of this technol ogy, you nmake
anot her invention to conpete with the invention, conpete
on technol ogy, conpete on innovation, that's how |'ve
al ways perceived the patent system to be pronoting that
end, not a system which says copiers, people who want to
make t he exact sane thing as the innovator, is what we
are all about, we want to nake sure we have as many
chall enges to patents and kill off as many valid patents
as possible so we can have copies of the thing that the
first innovator made.

The conceptual basis that justifies this
presunption validity is that if you have a valid patent,
and that's the "if" that we have to fight over, and that's
where we | ook at re-examto clear the invalid patents or
ot her mechanisns to clear the invalid patents. But for the
core that's left of valid patents that have been
exam ned, that presunption of validity says, if you want
to play in this area, you're going to nake another
i nvention, you' re not going to make the exact
invention. So maybe it's a theological point, but I think that
is a pretty powerful thing to keep in m nd given our
i nnovation cul ture.

MS. GREENE: Now, we have the litigation issue,

Kabuki theater and theology, and let nme turn to Jay,
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Jay Thonms.

DR. LINCK: This one is first.

MS. GREENE: Ckay.

DR. LINCK: | noved the m c because he was
speaki ng and he just finished.

MS. GREENE: | defer to you.

MR. KESAN: | want to nmake a couple real quick
points. First | want to sort of try and nake sure the
issue was really met. Brian's point was that conpanies
don't want to turn art over because that's going to prevent
them fromusing that in court, regardl ess of whether a
pat ent exam ner who is conpetent considers it or not.

That is the point. The point is in our current
rules -- M. Garner's point is exactly correct -- if you
have a conpetent person actually consider that piece of
prior art, then it's okay to have sone kind of
presunption of validity with respect to that. But, when
you sinmply have a bunch of art that's turned over,
regardl ess of whether it's considered or not and then
you have sonme sort of presunption attached to that, that
sort of doesn't make a | ot of sense because right now
all you have is you can turn over 10 references, 20
references, 50 references, but the nonment you' ve got a
signature, you're all set, and that's the point.

The second thing | wanted to say was as far as
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opi nion of counsel goes, | think one of the issues that
was not nmentioned is the negative inference issue, and
that is that nowadays the Federal Circuit requires that
if you have an opinion of counsel --

(Di scussion off the record.)

MR. KESAN: The real issue is the Federal
Circuit requires that when you have an opi nion of
counsel and you don't turn it over, it requires that the
jury be allowed to make a negative inference based on
that, and that is a real disincentive to sort of have an
honest opinion because that's why you have this sort of
papering over and this sort of dance going on because
you have this sort of spoliation inference which really
hurts you.

Anot her point | wanted to make was ny rea
concern is that the existence of willful damages

actually puts pressure on us focusing on the issue of

conpensatory damages to the fullest extent possible. In
ot her words, |I'm not tal king about reasonable royalty
now, |'mtal king about l[ost profits, and to the

extent that we don't properly focus on fully
conpensating the patentee for everything from-- in a
two seller market it's very sinple, and it's just a
patentee and the infringer.

We don't properly focus on price erosion, overall
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price erosion, not just market share, and we don't focus on
what is really going on, the fact that you have w || ful
danmages sort of prevents us fromlooking at a very
i nportant piece of the puzzle, which is nmaking sure the
patentee is really made whole, which is what is required by

t he statute.

The final point | wanted to make was that -- and Brian
has nmade this point a couple of tinmes, | just wanted to
pick up on it -- and that is that the reason why software

patents are not relied on by the industry is also in
part because they contain so little useful informtion.
The enabl ement requirenents are so poorly
policed for software patents that there is no rea
meani ngful di sclosure. Part of this is because of what
the Federal Circuit has done. We would like to think
patent law is not policy specific, but in reality it
is. We have utility guidelines separate for
bi ot echnol ogy patents. W have exam nati on gui delines separate
for computer inventions. W have biotechnol ogy and software
being very differently for obviousness and enabl ement by
the Federal Circuit. This is going on, and so it nakes
sense for us to police the enabl ement requirenments. It
makes sense for us to require and mandate the use of
things like representational |anguages, which is the way

sof tware programers speak to each other, and mandate
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t hat those things be disclosed in the specification.

MS. GREENE: Scott.

MR. CHAMBERS: | would like to address a couple
of issues. The first is sending art into the office,
and | woul d al nost al ways recomend to nmy client it not
get sent in. There's a couple reasons for that. The
first is, for alnost all patents out there, it's going to
be ex parte prosecution.

So that once | send it in, | my get to see what
t he other side says about it, but these things I|ike
exam ner interviews and statenents that spin that
particular art in a certain direction, I'"'mgoing to
have no input into that.

Now, with this interpartes re-exam nation, maybe
that will change, but still, I'"mnot going to be able to
have a deposition where | can hand this to the inventor
and parse through it and ask himcertain points about it.
So | would nuch rather have that piece of prior art in
my back pocket waiting for sonme district court
litigation than hand it over to the office.

In ternms of the question about going out and
getting an opinion of counsel, it's certainly true that
you can get a lot of different quality opinions of
counsel, but if you |look at sone of the cases |ike

Cel | pro, you see that, gee, if that opinion of counse
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doesn't neasure up, you're going to be in real trouble.

Finally, one of the things that Brian suggested
was that because individuals in the conputer arts don't
| ook at patents, that that sonehow suggests that the
di scl osure function of patents is not really working.
But, that suggests that the disclosure function
of patents is just for that single docunent.

The other way to |look at patents is that once |
have a patent on file, once | have filed sonething, |
can go out and tell the world about it. It's that
di scl osure function that the patent system pronotes, not
just four or five years after you file it there will be
a piece of paper that describes it, it's also that once
| got it on file, I can tell the world.

MS. GREENE: Jay?

MR. THOVAS: Thank you. | certainly, on the
opi ni on of counsel, didn't nean to state -- and if | did
state, | m sspoke and overstated ny case -- that the

patent bar is full of connivers that are going to

cynically dish out any kind of opinion. |If | said
that, I m sspoke and | should also forward an apol ogy.
But, | do believe the patent |aw has reached the stage

of uncertainty where issues |ike obviousness, witten
description, equivalency, lend thenselves to a variety

of interpretations under very difficult and conpl ex
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factual settings.

| do think, on the margins, there are sonme client
pressures that tend to push attorneys one way, again on the
margins. |'mnot saying that every opinion is not worth
havi ng, but again if every opinion is an opinion of
invalidity and not of infringement, what is the worth of
garnering opinions?

Again | think your comments are quite right,
except the assunption of validity is quite a big one.
If we assune the patents are all valid, yeah, we don't
want infringers. W can't assune that, and
experience suggests that in fact many patents are
i nprovidently granted.

Al so, just a very brief theology point, | think
we nmust renenber that certainly outside our circle of
patent-rel ated individuals, everyone else is going to

view the patent systemas a limted exception to the

178

privilege to conpete. W sinply can't inply that conpetitors,

in order to participate in our market, must innovate. The
patent systemis not drawn to make everyone an innovator
and that's not a ticket to entry into the market.

' manused by the Patent and Trademark Office's
Strategic Plan which says, we're | ooking at other
systenms to see what the best practices are and we're

goi ng to borrow those.
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Well, that's the privilege to conpete but to the
extent the patent systemintrudes upon that, it's a
limted one, and |I'm sure the patent office is pretty
happy that a lot of the techniques it seens are best
practices for patent exam nation have not been subject
to proprietary interests. Thank you.

MS. GREENE: |'mgoing to switch now to our
fourth topic, which is the assim/lation of econom c and
conpetition policy considerations, and we are curious,

t hroughout this entire session brought out by Jon Levin,
anong others, the role of econom c analysis and patent
I aw.

We want to focus on: should there be and are
there appropriate ways for patent law to take into
account econom c welfare and conpetition concerns? And,
novi ng along that path in terms of specifics, is there a
role for antitrust enforcenment agencies to play with
regard to am cus briefs? And also, would conferring
substantive rul emaking authority on the PTO potentially
give greater play to those considerations?

Okay. Bob?

MR. TAYLOR: There are many pl aces where the
patent system needs to draw on conpetition and
conpetition principles, and indeed | suggest to you that

it does and it has going clear back to the constitutional
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origins of the patent | aws.

You recall the patent clause and the copyright
clause got into the constitution |largely based on the
experience of the British in connection with the statute
of nmonopolies and prior behaviors of the kings of
Engl and in that respect, and we've always framed the
pat ent system agai nst the backdrop of conpetition.

It finds expression in all sorts of patent |aw
doctrines, particularly of late. The whole concept of the
Mar kman hearing was an effort by the Federal Circuit, a
very considered effort after several years of letting
juries construe patent clainms, in recognition that from
a standpoint of good conpetition policy, it makes sense
for the public to be able to discern objectively the
scope of the patent claimwthout having to wait until
the patent claimis handed over to a jury and w thout
having to be at risk of different juries construing the
same patent claimin different ways.

I may have tried the |ast case where the jury
got to construe the patent clains, and they got them
conpletely wong, leading to sonething that I was never
really able to correct on appeal because the econonics
of having been held to infringe kind of overran ny
client and they ended up having to settle the case. |

felt very poignantly the significance of that process
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where we didn't do it quite so objectively.

The Festo decision by the Federal Circuit, the
Federal Circuit has actually been nmore willing to draw
bright, clear lines around the patent property than has the
Supreme Court, both in Hilton Davis and again in Festo,
where you saw the Federal Circuit trying to limt the
Doctri ne of Equivalents and the Suprene Court sayi ng,
well, we understand of the policy reasons for confining
it, but we think you' ve over done it.

Wth respect to whether there's a role for the
antitrust enforcenment agencies in this area, | would urge
you to do it with sone considerable care, but there
certainly are issues where the government can and has
filed briefs.

Indeed | think the best of the briefs filed in
the Festo case was the one filed by the Solicitor
General in the Departnent of Justice, and it found I
thi nk as nmuch expression in the final opinion of the

Suprenme Court in Festo as did any of the briefs of the

parties.

So there is arole there to play. | think you
have to | ook and -- let nme say this a slightly different
way. | think you have to recognize that there are

already built into the rules of the patent system a good

deal of points at which the Federal Circuit and the | ower
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courts are already recogni zing conpetitive principles.

MS. GREENE: Bhaskar?

MR. BHASKAR: |'ve been realizing that ny focus
t hroughout today has been a bit different -- | |earned
within five times.

| realize that ny focus today and ny interest
has been a little bit different than many of the
panel i sts have chosen to pursue, and so for the purposes
of sinply making it, so to speak, on the record, | want
to say a couple things about nmy sense of where | think
we are headed.

First of all, | think that innovation in science
and technology is growing at sone enornous rate, and we
see no process anywhere within sight of its slow ng
down.

G ven that, | have to believe that the patent
of fice's business under the current schenme of property rights
will increase forever. Gven that, it seens to ne it's
the first principle of public managenent to say, how do
we reduce the throughput of the patent office or indeed
of the INS or anything el se? How do we reduce
t hroughput has to be part of responsible public
managenent .

Secondly, it seenms to nme that we've been

t hi nki ng about patents in a purely atom c sense. That
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is to say, each patent sort of hangs out by itself, and
we t hink about the nmerits of the patent, of that patent,
of the processes to which the patent has been subject to
and so on. But, |I wll suggest that the public purpose is
not to have a good patent system but the public purpose
is to identify what is a good patent and then create a
system however inperfect, that produces those kinds of
pat ents.

It seenms to nme that equating efficiency and
process with a good patenting system would be a
tremendous abdication of responsibility.

My introduction to patents, not counting a
chem cal gl ass maki ng experience in 1961, happened at
| BM research in the early 90s, and I cane to realize
that one of IBMs big reward from having so many patents

each year was the |licensing revenue, which is basically

gravy. |It's expense free revenue, and in those days
in a $60 billion conpany, it was about $6 billion a
year. It's a non-trivial amunt of noney.

The second thing is that we quickly cane to
realize that a patent was not, as many people thought, a
road to advancenent in the Watson Research Center, that
a patent was part of a portfolio, and to the extent that
it was val uable and as one of IBMs |awers put it at

the time, to the extent that they could intimdate the
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people from Hi tachi, he said at the |icensing
di scussions, that's what we want.

So it seenms to nme that discussions of portfolio
are exceedingly inmportant, and to say that there are
di scussions of portfolio then | eads ne to one ot her
t hi ng.

We' ve been thinking that the best patent is one
that is best drafted and one where the clains are the
most artful, where they're narrowmy drawn, and | think
that that sort of namkes sense. A good paper is one
where the thenes are narromy witten. A good
experinment is one where things are tight, but perhaps
that's not the right way to think about patents.

Oiginally -- patents were kind of broadly
construed, and we've had those kinds of experinents.

For exanple, the Korean Tel evision Industry, they didn't
call them patents, but they are the same thing. 1'Ill be
done in just a couple of m nutes.

The thing | want to say is that now we have
t hree purposes of the patent system unlike what we had
when this particular patent systemwas invented. First,
that we believe that there is a liberal right to a
patent, that is, | invent sonmething, |I'man American, |
need nmy patent, okay. Charleton Heston won't take it away

from ny bare hands.
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The second thing is that the patent system it
seens to ne, has a clear international conponent. W
t hi nk of our patent system and ot her conpany's patent
systems as very much part of our international
activities, and so that's conpletely our -- purpose
it seems to ne.

Finally there is this purpose which | suggest is
the nost inportant one of all which is sinmply not part
of our debate so far, which is to facilitate the
creation and growth of a new species of wealth,
information wealth on the web, biological wealth and so
on, so that's what | wanted to say.

MS. GREENE: Steve.

MR. MERRI LL: W thout answering your two
specific questions, | wanted to repeat the point | nade
earlier this nmorning that | think, in thinking about this
issue, it's inmportant to consider what's changed and
whet her that is positive or negative.

By that | nean is there good analysis out there
that is worth using, that is relevant, and that nmay not be
finding its way into the policy process or the
exam nati on process or the judicial process. And | think
the answer to that is, yeah, we're beginning to see a
good deal of policy and adm nistrative rel evant

research. It's very spotty. One would have to say overal
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it's meager, but conpared to the period in which Rick
Levin and Di ck Nel son were beginning to work on patent
use in different industries, it's blossoned one would
have to say.

It can only be encouraged by a receptivity of
the adm nistrative process and the judicial process to
using it. | think we've had a positive role in the
acadeny in encouraging it by making it relevant to
policy discussions in Washi ngton and providi ng an
audi ence for it.

Now, on the other hand, the question | think
i nportant to ask is whether the receptivity is the sane
or greater or less, and it's useful certainly to conpare
this to other areas of law, like antitrust. But, it's also
good to conpare over time, and | only have a couple of
data points, and others may have ot her inpressions, but
my inpression is that the environment for it has
det eri or at ed.

One reason is that the patent office, which once
had a very fairly robust in-house analytical capability,
has a very limted in-house anal ytical capability now.
And the other factor which we've been told repeatedly is
that the advent of the Federal Circuit has made the
judicial process |less receptive to exterior analysis,

whet her econom ¢ or even | egal schol arship.
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| don't know whether that's true, but that is a
frequent allegation conpared not only to the Suprenme
Court, but also to the regional circuit courts, that they
are sinply not interested except on an individual basis
in having ami cus briefs. They' re not interested in
havi ng econom ¢ research or |egal scholarships cited in
briefs.

MS. GREENE: Todd.

MR. DI CKI NSON: Let ne followup a little on
that, and al so naybe attenpt to address the specific
guestions that you've asked in this, relative to the
PTO.

First of all, Steve and the STEP Board shoul d be
congratul ated for the studies they are undertaking
because they are very val uabl e towards bol stering what
is a fairly nodest anmount of record in that area.

They yield interesting results. ©One that | was
particularly struck by was the fact that in the
pharmaceuti cal industry, there is a de facto research
tool exenption. There's a |ot of discussion about
whet her there should be one or not, and there's a paper
t hat says pharmaceutical conpanies, for the first tinme
on paper they say, they don't basically sue universities
and they don't sue nonprofit researchers, and that's an

interesting |I think point that cones out.
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MR. MERRILL: That was before the decision three
weeks ago.

MR. DI CKINSON: There's a point. He's also
correct in his understanding of the current staffing at
the PTOin terns of issues |ike analysis, and there's
one econom st on staff, for exanple, in the office, and
" mnot sure they ever had nore. |'m not sure whether there
was a deterioration, but the office doesn't necessarily see
it as a priority in the sense of budget allocation.

I think if you asked them and they had the
di scretionary dollars, they probably would think that
woul d be a very nice thing to have, but in tight
budgetary tinmes, that kind of econom c anal ysis policy
shop is just -- it's a luxury they probably can't or
don't feel they can afford. | don't know if that's the
ri ght answer, but | think that's the current state of
affairs.

You asked how we can provide for ongoi ng and
effective dial ogue between the antitrust agenci es and
the PTO. | think by doing it |I think principally. | had
one rather good, rather extended di scussion, neeting
with Assistant Attorney Mel amed when | was in office
and, it was an efficient one. | think they should be
done nore routinely, and | think it can provide a very

effective dialogue. It can head off problens.
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Part of that dial ogue was about the contentiousness
around the CSU versus Xerox case and sone other things,
but 1 think that dialogue is always, always beneficial.

You asked whet her conferring substantive
rul emaki ng authority would be a good thing or not.

That's an interesting question. | think in large part

t he PTO probably thinks they have substantive rul emaking
or at least in the way they exercise certain of their
activities, they have given a de facto rul enmaki ng sone
presence.

Solicitor Linck, Dr. Linck when she was there is
probably responsi ble as any for the guidelines,
processes which |I think were under Conm ssi oner Lehman
and Solicitor Linck's tenure used in ways that really I
t hi nk advanced t hat.

| used to get into debates on software patents
with several folks, one of whom Professor Lessig by nane,
continues to charge, |I'mputting it in his words, that we
take these steps of issuing software patents w thout any
public discussion whether that's a good thing or not.

I had to remind himthat | think the office had three

or four hearings during the '90s about software patents
and whet her they were a good thing or not and whether or
not the software guidelines, software exam nation

gui del i nes, were appropriate or not.
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So there is a certain level of rul emaking that
occurs which would be characterized |I think as
substance. Should it go beyond that? Should the
of fice, for exanple, craft rules around prosecution
| at ches or around other things? They have done sone of
that too, but it's at a much nore granular |evel in
certain of the art units, and some of it filters up to
gui delines and then on up to rulemaking, but it may not
be as cohesive or as conprehensive as you nean it to be,
and they could probably benefit by studying it nore if
t hey had a few nore doll ars.

MS. GREENE: Bri an.

MR. KAHIN: | think there are a couple of big
conceptual problens here, one of which is enbodied in
our discussion which has been, | said earlier, process-
focused and focused at the independent patents. So |
want to agree with your point, that the real action is
at the portfolio level, and in fact there's a | ot of
action at the international |evel which we haven't begun
to discuss.

A large part of the problemis the way that the PTO
has defined its own m ssion and defined its own corporate
obj ectives, which have been very nmuch this custoner-
orientation and explicitly expansionist policy. It's

cast itself as an advocacy agency, and this has been
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pul l ed back a little in the current adm nistration, but
then you still see things like -- let nme respond to your
concerns about Lessig because what | see going on in
W PO now in which the U S., presumably with a policy
devel oped by the patent office -- which isn't on the web
site, even the coments to the WPO hearing are only
privately posted on the web site. You can't find themwth
a search -- is taking a very strong unilaterali st
position that every country in the world should require
busi ness nmethod patents. Not only that, it's threatened
to wal k out of these negotiations on substantive patent
| aw for the Substantive Patent Law Treaty.

So this exenplifies what | think of as the worst
excesses of the patent office's policy devel opnent in the
past. They go off on their own, sort of out of public
site, and do this advocacy policy devel opnent thing that
has no enpirical groundi ng whatsoever. So we've got a
probl em t here.

We've got a problemin that in this area, the
| awyers and econom sts don't talk to each other, and
that's partly because much of the econom sts' work, this
is not all the lawers' fault, the econom sts do tend to
think in terms of abstract nodels that don't apply very
well to the realities of the patent system and in fact

few of them understand the practical and strategic
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di nensi ons of the patent system

The empirical work that has been done is very
val uabl e, but it doesn't get us very far, and it
certainly hasn't focused on the software and busi ness
nmet hod areas that are the nobst problematic, and |I've had
di scussions with Steve about the acadeny's work, which I
feel is overly focused on existing data.

There's this tendency to | ook at what the patent
office is doing and then | ooking at what the courts are
doi ng because that's where the data is. So there's no
under st andi ng of the inportant stuff, which is what goes
on out there in the real world in between

We don't have a grasp on licensing. W don't
know how much licensing is really transfer of know edge,
i n which one conpany sees what another conpany is doing,
like it is and wants to do the same thing or how nmuch of
it is settlement of the litigation.

We see an awful | ot of cross |icensing going
on. How do you treat that? Do you count that the way
you do advertising bartering on the web? |Is that the real
vol une of activity going on there?

We don't have a systematic perspective -- not
only do we not have a portfolio-Ilevel perspective,
al t hough you heard sonet hi ng about that in the hearing --

but we don't have a sort of an ecol ogi cal perspective
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of what really happens to the system when you get this
ubi qui t ous nutual infringement, when you get all these
patents colliding with each other.

The market has devel oped nechanisms to deal with
that by ignoring it and doing these cross-Ilicensing
deal s and patent pooling when it gets nore focused. But,
there's basically really fundanmental epistenological
probl ens. You see this in Mchel's speech to the
meeting in Berkeley in March when he basically says,
we're talking to ourselves all the tinme, we're not
getting any enpirical data to make decisions as in
Fest o.

Let me stop there. | could go on forever.

MS. GREENE: Well, you've brought to head a
bunch of really inportant issues including: what are the
ways in which we can heighten the transparency of the
policy making, which is then a way by which you can
gauge whet her or not these econom c and | egal issues are
being fully considered? |If not, are there additional
ways that you can sort of have access into the system or
are there sort of structural approaches, structural
di nensi ons of the systemthat do not allow those
argunents to be heard or heard in a meani ngful way?

Let's turn to Jay now to begin answering those

guesti ons.
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MR. KESAN: |'mnot so sure | can answer that
speci fic question, however.

MS. GREENE: Make your points. | was just
throwi ng that on the table.

MR. KESAN:. Although I will try at the end. |
think Brian is exactly correct, and there is not a |ot
of attention that has been paid to creating original
data sets, to looking at specific issues in different
industries and to try and understand what is really
goi ng on.

To ne the patent system has an aspirational goal,
and the aspirational goal is that we tolerate some ex post
devi ation from conpetition because we believe that has
sonme ex ante incentives, and we tolerate that because
we believe that that is overall going to be good for
society, and that's a very basic assunption.

That's a perfectly reasonable assunption to
make, except that the actual structures of all the
different industries are quite different. And how exactly
t hey appropriate reward frominnovation in that industry,
goi ng beyond patents, is quite different.

So in other words, for exanple, if you are in
the world of software, you may be appropriating benefits
fromyour innovation in different ways. 1It's not

entirely patent driven. Maybe it's patent driven in
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certain areas in pharmaceuticals, but then again, it's
not patent driven in certain areas |ike perhaps bio
informatics, and it's certainly not patent driven in
areas |like agriculture biotechnol ogy, where until now it
was | argely not considered to be within the purview of
patent protection. And then we had other |egal regines
like the Plant Variety Protection Act and so on.

So it seens to ne that it makes sense to | ook at
these things in an industry specific way, to try to
really understand what is the role of patents in these
various sectors and to try and see -- the corollary to
that is to try and then see if patent policy and
patent rul emaking can then be tweaked to make sure that
we have the right kind of econom c welfare being
pronoted and the right kind of conpetition policy in
each of those sectors, and it only makes sense that
we do that.

Let me throw this one thing out which is,
as far as institutional challenges go, it seens to ne
at | east based on anecdotal evidence, there are lots
of instances where people say there is just one
or two or three patents in these industries that are
sort of |ocking everything up and making life difficult
and so on, and they actually happen to be -- if they're

valid patents, it's perfectly fine, it's great.
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We, after all, have a patent systemto reward
that kind of progress, sort of decimal point progress.
But, the question is, if it is not a valid patent and
there is a real effect by this, it seens to ne that an
agency |ike the FTC ought to be in a position to sort of
solve this collective action problemor to solve this
coordi nation problem between all these parties that are
all affected. And | realize that this is seeking new
statutes and standing requirenents and so on, but it
seens to ne to make sense then to have sonebody step in and
essentially solve the collective action problem and
challenge the invalid patent. It seens to make sense to ne.
As far as the PTO s rul emaking ability goes,
think they're doing that. | don't care what the Kessler

case says and what the Federal Circuit has said about

only procedural rulemaking and so on and so forth. It's
happeni ng.
MS. GREENE: | was going to rem nd fol ks that

one of the issues we have on the table is the am cus
role for the agencies, and Jay obvi ously has expanded
t hat exponentially. W are going to run over by a
few m nutes, and obviously when people need to | eave,
they can just do so, but | wanted to make sure that
everybody has a chance to get their comments in and on

t he record. Ji nf?
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MR. GAMBRELL: | certainly synpathize with and
agree with the idea of a nore active role by the Federal
Trade Conmi ssion and Departnment of Justice. It seens to
me sonehow t hey have to have a standing to sue and
clarify the validity or invalidity for patents that do
stand in this substantially inmportant cross road which
has just been nmentioned. But, | cone back to the point
| made a long tine ago earlier today, it seenms to ne
that there are two ways of |looking at the interrelationship
bet ween patent protection and conpetition, and we seem
to have gotten far away fromthe idea that the rule of
law in this country is conpetition, and the exception
to the conpetition is patent protection where it's clearly
justified and where it doesn't unduly harmthe
conpetitive effort.

Pat ents have, through the patent office and
patent | awers and Al PLA and ABA section, have gotten to

the point where the glorification is of the patent protection,

wi th apol ogi zes to you, Mel. You're here only
officially, but since I"'ma nmenber of it, | suppose |
can speak at | east as one participant -- but it seens to

me we ought to be |ooking at this and saying, how nuch
protection do we need? For exanple, we've tal ked here over
and over, a nunber of speakers including Brian have pointed

out that in the software area, devel opnent bl ossons and
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expl odes wit hout patent protection, and for a |long tinme,
there was no patent protection in software, and somehow
it didn't interfere with the explosion and devel opnent
of new and increasingly creative ideas.

In the sane area, there are other places --
while | know Judge Rich has said we've always given
busi ness patents, the fact is until a few years ago,
until State Street was decided, a great many of us
t hought that probably we didn't really grant patents on
busi ness nethods. And the fact is it didn't harmthe
busi ness nethod industry to not be given specific patent
protection in these areas.

I think we ought to be exam ning, where do we
need to give patent protection in order to bring forth
the creations and the devel opnents and econom c growth
and technol ogi cal progress that we need, instead of just
saying that one size fits all, and therefore we're going
to give great protection and raise presunptions and
cl ear and convincing standards and this, that and the
ot her, when we're far out of proportion to what ought to
be the guiding principle, and that's conpetition.

MS. GREENE: Thank you. Jon? And anong the
things that Jimhad nentioned was this sort of potenti al
di vergence between the social and private incentives to

chal | enge patents, sort of potentially invalid patents,
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so can you address that as well.

MR. LEVIN:. | want to conme to one of his other
points first.

MS. GREENE: Absol utely.

MR. LEVIN. So it seenms to ne that several
peopl e now have raised the issue -- it's been
raised a couple tines -- of how different -- across
industries there are big differences in the conpetitive
conditions, and also in appropriability, and so, in
software, for exanple, it's not clear that patents play
a huge role in appropriating the returns for R&D, but in
phar maceuticals, clearly things are different. And there
are a nunber of extrenmely good enpirical academ c studies
on precisely this, not the | east of which by another
econom st Levin.

So you m ght think that this would actually be a
terrific role for the FTCto play in comng in and
trying to inform for exanple, how should the patent
office deal with a particular industry, biotechnology or
busi ness nmet hods.

I think the one thing that's difficult about
that is that the market power conditions in an industry
or the appropriability in the industry, these are not
i mmut abl e | aws of nature. These are things that change

over tinme, and in substance. Where econonm ¢ anal ysis does
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best, say in something like antitrust, is in |ooking at
how are things now, and typically enpirical studies can
do a great job in assessing that.

And, where it's harder is saying: where are things
going to go, and particularly where things are changi ng.
Anyt hing the patent office is dealing with is just, by
definition, an industry where there's trenmendous change
going on. There's a lot of R&D going on, and so that's
where it's hardest to use an enpirical snapshot of what's
goi ng on now and then project forward. So I
think while there's a role, | think that's the
[imtation.

If I can conme to your second point, where |
t hi nk econom ¢ anal ysis can be extrenely useful is in
t hi nki ng about the broader institutional questions of
how do we set up the rules of the patent office or,
for exanple, to take this issue of re-exam nation:
what are the strategic incentives caused by different
re-exam nation rules? Wat are the likely econom c
wel fare consequences? Who's going to have an incentive
to do what if we structure the rules one way or the other?

For exanple, Hillary just nmentioned this
gquestion of in the re-exam nation process, is there a
sufficient incentive for people to cone forward with

prior art? Do people internalize the social value of an
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invalid patent actual being invalidated, and perhaps
not? Econoni cs have a | ot to say about those kind of
concerns, so | think that's potentially one inportant
role for FTC, basically what you're doing now.

MS. GREENE: Mel .

MR. GARNER: Actually |I have two points. One is
to disagree to a certain extent with Brian and Ji m about
the effect of patents in the software industry. | know
that the patent office is currently awash in patent
applications that have been filed, so nmuch so that
they're not getting examned. So to say the software
i ndustry is not making use of them would seemto
cause nme to question why there are so many applications
on file.

Next is sort of a general coment which is that if
you are representing a software conpany, and they have a
pi ece of software that will fit in a web browser, you
better have a patent or someone is going to eat your
lunch. They're going to take it away fromyou in a
m nute, and |I think maybe that's where the antitrust
peopl e can best operate to nake the major web browser
conpani es behave thensel ves, but if you had a patent,
you can cause them to behave thensel ves anyway.

The other thing, turning it around, we're al nost

at the end of the day, and actually I would Ilike to ask
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maybe Hillary a question, and essentially it's this:
Item nunmber 6 here suggests that the PTO

MS. GREENE: |'m sorry?

MR. GARNER: |tem nunber 6 suggests that the
Conmi ssi oner be given sone substantive rul emaki ng power
to take into consideration econom c concerns. Those
of us who are sort of in the patent community when the
Federal Trade Conmm ssion and the Antitrust Departnent of
the Justice Departnent starts | ooking our way, our
tentacles go up and we start being a little concerned
about what it is you' re going to do.

So maybe you can give ne an exanple of what Kkind
of rule a Comm ssioner m ght nake that woul d take
econom c factors into consideration.

MS. GREENE: Actually let ne back up. Wat he's
referring tois we sort of discussed some genera
gquestions that we were using to shape today's dial ogue, and
it's not neant to suggest that that is necessarily
sonet hing that could be done.

What we have heard, though, throughout the
hearings are sort of two strands of thought. One of
which is sort of that there m ght be ways in which the
econom ¢ analysis could be taken into account. Then,

t he other strand of thought, which I think was pronoted

in part by the PTO or at |least thrown out on to the
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table, is the possibility of substantive rul emaking for
t he PTO.

So what you see here is us basically throw ng
out: to what extent would those two things dovetail?

MR. COHEN: | think you'll see in the prior
transcripts a nunber of references from PTO panelists to
t he subj ect of substantive rulemaking, and if you | ook
at them | think you'll get the best information that
anybody has on what's being thought of.

MR. GARNER: It's sort of curious that the
Comm ssi oner would nmake a rule perhaps that said, in
this particular industry |I've decided |I'm not going to
grant patents because that woul d have an
anti-conpetitive effect or sonething.

It sort of really strains your understanding to
figure out an agency whose primary job is to grant
patents to new, useful and unobvious ideas, then
turns around and says, but now I'mgoing to |ook at the
overall effect of the econony of that and sort of change
the rule going forward with that.

MS. DESANTI: Let nme speak to this issue from an
antitrust perspective. One of the things that has
happened in antitrust in the |last 20 years is the
i ncorporation of econonmi cs. Econonmics is really the

fundanental basis of antitrust law to a nmuch | arger
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extent now than it was say in 1974.

That has really given antitrust |aw an
appreciation for the free riding and appropriability
concerns that animate patent |aw as well. Those
concerns are now subsunmed within antitrust anal ysis.

Wthin the Rule of Reason in antitrust analysis,
when you're | ooking at what m ght be a legitimte
busi ness justification for a particular type of conduct,
you | ook at whether it m ght be designed to prevent free
riding and preserve appropriability in appropriate ways.

So that's just an exanple of how we see, in our
doctrine, an incorporation of various of the val ues that
are in the patent |aw, and the question is, since these
two doctrines do intersect in particular cases and as
sonme have articulated, the question is: are you going to
use the exclusive right to encourage the innovation? O,
are you going to assune the conpetitive process itself
is going to encourage the innovation and you're going to
have appropriability through other nmeans other than
pat ent s?

So there is this close relationship, so our
question is really: is there anyway to think about,
within the construct of patent |aw, sonme of the issues
t hat ani mate conpetition law and policy? | think Bob

Tayl or, who unfortunately doesn't seemto be here at the
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noment -- Bob Tayl or was speaking to that issue in terns
of saying, well, when you are thinking about naking sure
t hat the boundary line around the property is clear,
that's one of the ways in which you take into account
the fact that it's not |ike when you have a patent
there's no countervailing benefit that you | ose.

There is something that may be | ost, recogni zing
that not all patents create market power, et cetera, et
cetera. There is sonething that may be | ost on the
ot her side, and that's conpetition, and the forces of
conpetition may provide benefits to society, including
i nnovation. So that's a |long wi nded answer, but that's
what ani mates our question.

MS. GREENE: Scott?

MR. CHAMBERS: | was just going to point out
t hat what we already know is that the Patent and
Trademark Office doesn't have any substantive rul emaki ng
authority. So, at least in the real mof deciding what
addi tional stuff or what additional technol ogy are going
to be patented, what happens is that the technology in
the Federal Circuit drives it to start |ooking at these
i ssues.

In the instance of software, about the time that
the patent office started to | ook at software patenting,

there were two ways you could inplenment a | ot of
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different inventions. You could have a hardware circuit
or you could sinmply use software to reprogram your
comput er.

The idea that you would be granting patents for
t he hardware, which have been granted in electrical
engi neering areas for quite sone tine, and that you
couldn't protect it because sonebody could circunvent it
so easily with software, just didn't make any sense.

At the sanme tine, the Federal Circuit kept
striking down the Patent and Trademark O fice's position
when it was taking one of these cases up. The
consequence is not that the Patent and Trademark Office
expanded in this area, they were dragged kicking and
screamng in this area.

The Patent and Trademark Office has to defer to
the Federal Circuit and so when they say sonething is
pat ent abl e, they have to followit. |If there's going to
be econom c analysis done, it's not sonething that can
be done effectively at the Patent and Trademark Office
for substantive rul emaking.

That said, there is a certain anount of policy
that's done when the Patent and Trademark Office goes
into rul emaki ng. You can't nake prospective
determ nations very effectively as to what's going to be

pat ent abl e and what is not going to be patentable
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wi t hout having some form of policy decision.

From t he standpoi nt of the governnent agencies
having nore input into this, they are perfectly free to
comment when Federal Register Notices cone out. They're
perfectly free to give their input to Departnent of Justice
for amcus briefs, and they certainly have the ability to
| ook at these issues and put in their econonic thoughts.

Finally, fromthe standpoint of the economc
effect or the fact whether or not the patent office has
the ability to take economc effects into account, |
think that we see that they have in many cases. The
idea that you're going to use a second pair of eyes to
| ook at business net hod patents, that cane about because
peopl e were concerned with it. So, the Patent and
Trademark Office is doing actually a reasonably good job
of inplenmenting these and taking a | ook.

MS. GREENE: We'll have our last three
comrents. Jeff?

MR. KUSHAN: Not speaking as a fornmer exam ner
the idea of having things other than novelty,
nonobvi ousness, witten description and enabl enent
woul d be on ny list of things to neasure. | can't envision
how you would bring into a patent, by patent granting
system sone kind of externality of econom c conditions

t hat woul d i nfluence the process.
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Obvi ously, you would have to | ook at the
capacity to bring those factors into the PTO, is really
at a very macroscopic level, and at that |evel rules
aren't relevant. This isn't a rul emaking issue.

The rul emaking that the PTO cares about is
rul emaki ng that relate to exam nati on procedures. To
sone level | think some of the debates you' ve been
engi neering over the last year are show ng that
there are sone specific problenms that you pull out and
| ook at and try to solve.

One of themis the claimbreadth or
i nappropriate claimbreadth based on disclosures. These
types of things are very good things to tackle, and to
the extent that you conme up with systens that get
integrated into exam nation practices, great, | think
that's a healthy process.

Going in and trying to make the exam nation
process on a case-by-case basis nore conplicated is
terrifying to nme, and that actually will lead to ny | ast
comment, which was kind of pronpted by Brian's coment
over in the WPO process.

| was at this nmeeting where the PTO said, knock

it off or we're going to go hone. It wasn't business
nmet hod patents they are tal king about. It was in response
to about 65 devel oping countries saying, well, we want

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

209
to deny patents on transgenic plants, we want to deny
patents on drugs, we want to deny patents on a whol e
| aundry list of things, and let's redefine m croorgani sm
to exclude cell lines and all the things that the
bi otech industry currently makes.

So it was a very broad ranging attack sayi ng,
let's inject into this patent standards exercise a
deci sion that all the devel oping countries of the world
can essentially pick and choose which patents they want
to grant on a case-by-case basis.

As a trade policy matter, that's very
obj ecti onabl e because it's basically saying, this is
great, we can use Anerican innovation w thout having to
deal with the overhead of the patent system

I don't believe in that type of an approach. |
think it would be nice to get in very |arge devel opi ng
entry matters protection that |lets us conpete on
i nnovati on where we have an advantage, and | want to see
that type of standard devel oped.

But in all fairness to the PTO, they ran Federal
Regi ster Notices, they went out and they published al
these docunents six to ten weeks before the neetings
when they come out, they get all the coments in, and
that's what they base their opinions on.

So | think that comment unfairly casts the
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posture of the PTO in the international sector as being
one of shoving things down the throats of the world, and
fromwhat | can tell the world's not opening its nouth.

It isn't going to happen any tinme soon, so |
think you can sleep well for the next decade or so.

"Il leave it at that.

| value my opportunity to participate today.

MS. GREENE: Thank you. You've brought up an
i nportant point which we have sort of scattered
t hroughout the record as well, in terns of, when you have
a particular consideration: howis that this could
possi bly be inplenmented at a broad policy level? And,
what are the inplications, if anything, for sort of an
i ndi vi dual exam ner in teasing out the distinction that
t hat consideration plays dependi ng upon the |evel that
you're looking at? And let nme turn to Brian and then
Todd wi || have the |ast word.

MR. KAHIN: | just | ooked at the draft report of
that neeting that was published the other day, and |
read it differently than you do, and certainly what I
was hearing in Europe, conports nore with ny version than
yours.

The point | want to make specifically in
response to what you said is, yes, they did go through

this process, but the comments weren't publicly visible
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and there was no public analysis, and there's no public
position. So it's only the few that know about it,
namely the patent organi zations that were in Geneva or
wherever it was, and understand what position the U S.

i s taking.

To respond to your question specifically about
the FTC role, which | didn't get to before |I got carried
away last time, is that I don't think you should get
i nvolved in particular patent cases, and | think the
mechani sm for conmm ssi oner re-examnation -- | was very
intrigued with what Todd was suggesting and | can think
of ways that that could be formalized, so in fact if
there is a huge uprising of outrage fromthe industry,
that that's something that's best taken care of directly
within the PTO

But, it's nore this long-termcalibration, and in
response to Jonathan, | think the inportant thing here
is nmonitoring because without nmonitoring, we're getting sonme
of that here, we wouldn't be aware of these epi-phenonenon
that go on at the portfolio level, that go on
at the system | evel.

And t he European Commi ssion, as part of its
draft directive, proposed directive on software, is
undertaking to do a nonitoring process. They' ve built

that into the proposal. They should do a base line
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before they inmplenent the directive, but they at | east
do have it there.

MS. GREENE: Jimis going to sneak in and Todd,
and then that's really it.

MR. GAMBRELL: | want to repeat sonething very
simlar, and then I'll tell you why. | had a client in
West ern Geophysi cal years ago, the CEO of the case, of
t he conpany, every time he sat down to a negotiation
wi th other conpanies, he would walk into the conference
room and instead of sitting on one side of the table with
all of his fellow enpl oyees, he would go over and sit
right in the mddle of the other side and say, now let's
tal k about these issues.

| suggest this only to remark that one of the
things that m ght help the patent antitrust interface
nost is if, in fact, sonmeone |ike Professor Pitofsky,
for exanple, were made comm ssioner of patents so
sonebody was | ooking at it fromthe standpoint of how
they interact.

Now, that's putting himon the other side of the
table, but it would force a serious question of where
t he patent systemis going, and how it ought to get
t here.

MS. GREENE: Todd.

MR. DI CKI NSON: Thank you very nuch for the
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opportunity to go last. | really do appreciate it. |
think I would agree with you on that |ast point, that

if I got to be the chairman of the FTC, and ny partner
M. Miris.

MR. GAMBRELL: That m ght be very good, Todd.

MR. DICKINSON: Well, it mght be. |'mnot sure
| mabout to that talent. That's a good one. Let ne
give a couple clean ups and then maybe a general
coment .

I would support Brian and generally oppose Jim
on the issue of whether the FTC and the DQJ shoul d have
t he i ndependent right to sue to invalidate patents,
without a | ot nore study. | just know what all the
inplications are of that. It's very dramatic, and I
think it would be very difficult to inplenent
politically, but as a general rule | think it would
probably tip many bal ances in ways that give rise to
unf or eseen consequences.

As far as the amcus brief role, | think that's
a good one. It exists today because the governnent has
to have just one brief com ng out of the DQJ that al
has to conme together at one point. W do that.

Anot her good exanple of that would be the CSU
versus Xerox case where an am cus brief was filed

opposi ng the Suprene Court granting cert. and now with a
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| ot of tussling. W know all very well how nuch tussling
there was inside the adm nistration, but again we did
cone out with one point of view, and that's probably the
best way to deal with that.

Wth regard to Brian and the process in Geneva,
| think he's generally right that there should be nore
transparency in ternms of what did occur, and |'m curious
as to why that doesn't happen, and | sit in that process
as well on behalf of the ABA, and | may ask just that
guestion, because | thought it was.

One answer may be that, at |east as far as the
negoti ati on goes, having done this, the United States
takes its treaty negotiation responsibility very
seriously at the diplomatic |level. They don't al ways
make it as transparent as people would |ike or need
because it's a treaty function as opposed to the
substantive aspects of the issue at hand.

Finally, as far as the processes that the PTO
does have that may be de facto rul emaking, for exanple
t he gui delines process, | guess you have to be careful
what you ask for, but I've been miIdly critical of the
antitrust agencies and sort of m ght encourage themto
participate in that process.

Nl H, to take another governnental agency for

exanpl e, participated very aggressively in the

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

214



© 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

215
redrafting of the utility guidelines. And so the
opportunity, at |east assum ng your agency
woul d allow you to do that, exists, and that may
be an appropriate first place to start and see how
t hat plays out.

Finally let me thank you all, and thank both
agenci es, both FTC and Departnent of Justice, for
giving us all the opportunity to vet this and for
such a thorough really deliberate and ongoi ng process.

As Hillary said, it seens |like just yesterday,
but when you reflect on it, it has been a very long tine
with an enornmous body of information which will be
al nrost i nval uable going forward, so thank you all for
t hat .

MS. GREENE: Thank you all, and ny last little
point is | msspoke at the beginning. The period for
whi ch you can send in witten comments to the record is
Novenmber 15, not Novenber 6, so if any of you want to
write up anything that you've said today or want to
suppl ement what you said today, just be aware that that
time exists.

Thank you all so much for your time. W
greatly appreciate it.

(Wher eupon, at 4:40 p.m the workshop was

concl uded.)
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