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PROCEEDI NGS

MR. COHEN: Good norning. |I'mWIIliam Cohen. |'m
an Assistant General Counsel here at the Federal Trade
Comm ssion, and |I want to wel conme you to today's session
of the FTC/DQOJ hearings on conpetition and intell ectual
property law and policy in the know edge- based econony.

This norning we're fortunate to have an
i ntroductory speaker who will talk to us before we nove
into the first session of our day-I|ong panel.

Qur speaker is Kenneth Frankel who will be
addressing us on behalf of the American Intellectual
Property Law Associ ation, the Al PLA.

M. Frankel is a partner at Finnegan, Henderson
Farabow, Garrett & Dunner in Washington, D.C. His
practice focuses on patent litigation, client counseling,
and intellectual property antitrust nmatters.

He canme to private practice following 16 years as
atrial attorney in the Antitrust Division of the U S
Departnent of Justice. M. Frankel is the Chairman of
the AIPLA's Antitrust Law Conmttee. So I'll start us
off by letting M. Frankel give his introductory remarks.

MR. FRANKEL: Thank you very much, Bill. Good
morning. On behalf of the Anmerican Intell ectual Property

Law Associ ation we wel come this opportunity to provide
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our association's views on antitrust and intellectual
property protection, pronoting innovation and
conpetition.

We offer our views on several specific topics
that pertain to the interface between these two sets of
| aws: the roles of antitrust |aw and intellectual
property in fostering innovation, unilateral refusals to
license intellectual property, settlenent of intellectual
property disputes, the role of the Federal Circuit in
devel oping antitrust lawin the intellectual property
area, the scope of patents, the |lack of nmarket power of
intellectual property, and the use of different types of
i censi ng.

VWil e we have submtted our witten views on al
t hese topics which should be printed for everyone to see,
today I'Il focus on really the fundanental one, the roles
of antitrust law and intellectual property in fostering
i nnovati on, and also the very inportant topic of not
di verting funds fromthe PTO

Initially, let nme give you a little bit of
background about our organi zation so that you can better
under stand the basis for our comrents.

The AIPLA is a national bar association
representing a cross-section of the intell ectual property

bar in the United States.
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Our nmenbership includes attorneys who are
i n-house, private, governnent, academ c, and who
represent a wide range of clients in all aspects of
intellectual property licensing and protection.

OQur nmenbers, who nunber over 13,000, regularly
work with diverse issues involving patents, copyrights,
trade secrets, trademarks, unfair conpetition |aw, the
full range of intellectual property, as well as other
fields of law affecting intellectual property.

They advi se | arge corporations and small
corporations, individuals, institutions, governnent
agenci es.

Qur nenbers represent intellectual property
owners seeking to enforce their intellectual property
rights as well as those sued for infringing intellectual
property rights. And they represent parties that allege
antitrust violations and m suse of intellectual property
as well as those who defend agai nst such charges.

Qur nmenbers' clients are anong the nost
i nnovative conpanies in the world. They are vitally
interested in continuing to pronote innovation in the
United States and increasing the number of United States
j obs based on technol ogi es wi thout violating our
antitrust | aws.

As a result, we believe that we have a bal anced
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5
view of the role of intellectual property protection and
t he conpetition processes. W also believe that this
bal anced view extends to the respective roles of
antitrust enforcement and intellectual property.

First, 1'd like to talk about the rol es of
intellectual property and antitrust laws in fostering
i nnovation. Qur nenbers have | earned that business
conpetition spurs innovation, and they seek to preserve
it. But they do not want to stifle innovation by nmaking
it harder or less rewarding to innovate or to conpete in
the United States.

We believe that intellectual property protection
is essential in pronoting innovation and investnent in
new technol ogi es, and that licensing this property is
pro-conpetitive.

The core elenment of intellectual property rights
is the limted right to exclude others fromcarefully
circunscri bed areas. Patents and copyrights protect
i nvestnents in innovations and expressions respectively
for only limted, specific periods of tine.

Trademark rights simlarly protect marks from
identical and confusingly simlar uses by others, and
state common | aw trade secret rights protect proprietary
i nformati on such as know how only until the information

is no | onger secret.
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All are limted in scope to specific inventions,
expressions or information and only in the exceedingly
rare case do they enconpass an entire antitrust relevant
mar ket, and all protect against only limted types of
infringing activities.

Intell ectual property rights give the owner no
right to make, use, sell or copy the technol ogy or
expression that is protected by the rights. For exanple,
inventions very often are inprovenents on earlier basic
i nventions made by others. [|If the owner of the
intellectual property rights to the basic invention wants
to exercise its exclusivity, that owner can stop the
owner of rights to the inprovenment from making, using or
selling the inproved invention. Likew se, the owner of
the rights to the i nprovenent can stop the owner of the
rights to the basic invention from maki ng, using or
selling the inproved invention.

The intell ectual property rights thus give only
the right to exclude not the right to use. That
exclusivity is the powerful driving force behind the
incentives to innovate, to license, to conpete.

I ntell ectual property protection encourages
i nvestnment in devel opnent and use of innovations.
Mor eover, patents encourage di sclosure of inventions so

that others can learn fromthem and expand upon them
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By affording exclusivity and protection
intellectual property |aws spur conpetitors to innovate
around the protected invention and to make advances in
alternative and often superior technologies. Further
pronmoting conpetition, intellectual property rights very
often are licensed to others.

We view the antitrust |aws as providing
conpl ementary protection of conpetition and fostering
i nnovation at the sane tine. The antitrust |laws in our
view serve their proper role by stepping in to curb
excesses in the marketplace only when the restraints on
conpetition exceed their reasonable bounds. |In so doing
they all ow existing and woul d be conpetitors the freedom
to develop and to market innovations to better conpete.

Consequently, we view the two sets of |aws as
fully sharing comon, not conflicting, goals and acting
t oget her in bal ance.

Now, we have sonme views also on the unilatera
refusals to |license intellectual property which has taken
a forefront in the debate in recent years. W recognize
that the antitrust laws provide limts on what people can
do with their property when restraints on conpetition in
t he mar ket pl ace exceed reasonabl e bounds.

As | pointed out, however, the essence of the

intell ectual property right is the right to exclude
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8
others from using or copying the intellectual property.
Wt hout that exclusivity the intellectual property right
is essentially nmeaningl ess.

Consequently, the AlIPLA does not believe that the
uni lateral act of refusing to license intellectual
property should be the basis for inposing antitrust
liability as long as the conpetitive effect of the
refusal is not extended beyond the scope of the statutory
grant and the refusal is not acconpanied by fraud or sham
[itigation.

We al so have views on the settlenent of property,
intellectual property disputes. Obviously, settlenents
are a formof an agreenent. Depending upon the terns of
the settlenment and the relationship of the parties in the
mar ket pl ace, they could raise antitrust issues simlar to
those raised by any other form of agreenent.

At the sanme time, settlenments are an efficient
means of resolving litigation and elimnating risk for
owners of intellectual property and their potenti al
conpetitors.

Moreover, litigation settlenents serve other
public policies including conservation of judicial
resources. We believe that the antitrust rules relating
to settlenents need to accommpdate all of these policy

consi der ati ons.
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A few courts have recently held settl enment
agreenents illegal under a per se rule. W believe that
applying a per se rule to litigation settlenents is
unwi se and i nappropriate absent fraud or shamlitigation
on settlenents.

Per se liability should be reserved instead for
practices that |ack any redeem ng value. The potenti al
benefits to efficiency and to innovation fromlitigation
settl ements suggest that bona fide settlenents should not
be subject to a per se rule. Indeed, it would seemto be
particularly inappropriate to apply a per se rule to
conduct that the courts explicitly encourage.

We al so have views on the role of the Federal
Circuit in the intellectual property antitrust area. In
reviewing antitrust issues in patent infringenent cases
the Federal Circuit normally applies the antitrust
precedent of the regional circuit court of appeals for
the circuit in which the district court rendering the
judgnment is |ocated. However, for issues that the
Federal Circuit believes clearly involve its exclusive
jurisdiction, it applies its own precedent rather than
that of the regional circuit.

In the latter category the Federal Circuit
i ncl udes conduct in procuring or enforcing a patent and

determ nes the antitrust liability of such conduct under
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its own precedent. And this has raised questions anongst
the antitrust and patent bar.

The AI PLA believes however that the Federal
Circuit's approach is correct. This approach can provide
uniformty in application of the antitrust [aw for
patents that have nati onw de scope and conduct that's not
limted to one region of the country. By applying a
uni form standard in infringenent cases, uncertainty is
reduced for patent owners, and that fosters innovation.
Mor eover, applying its own precedent does not insulate
the Federal Circuit from devel opments in antitrust |aw
fromother regional circuits.

The FTC has al so been focusing on the scope of
patents and the procurenent procedures. In our view, the
scope of patents raises conpetition issues, for it can
af fect the degree to which patents spur innovation. But
we believe that the scope should be left to the courts to
devel op as a matter of patent | aw

Patents that are valid have a scope that covers
only new, useful, and nonobvious inventions. The scope
should not be artificially altered to nmeet concerns of
ot her bodies of |aw such as antitrust |aw.

Working within the scope of valid patents we
believe that the courts can balance the two conpl enentary

goal s when they interface in the particul ar cases.
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We do not view the procurenent procedures for
patents as having antitrust significance or needing
correction for antitrust reasons, but we do have
substanti al concerns about the diversion of funds from
the Patent and Trademark Office, which affects its
ability to conduct a rigorous review of all patent
applications.

The PTO shoul ders a trenendous burden and
responsibility in annually review ng huge nunbers of
patent applications and decidi ng which deserve the patent
award. Over the years, the PTO has denobnstrated its
responsi veness to the changi ng needs of exani ning
different types of subject matter.

Unfortunately, recent executive and |egislative
actions have severely underm ned the ability of the PTO
to neet the growing challenges it faces. Since 1992 the
Presi dent and Congress have conbined to divert over $700
mllion of PTO fee revenues to other federal prograns.

This diversion of revenue fromthe PTO has
increasingly inhibited the PTO fromroutinely and
promptly perform ng high-quality search and exam nati on
of patent applications and establishing electronic filing
and processing of patent applications as demanded by U. S.
i ndustry.

Ensuri ng adequate support for the PTOto carry
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out its constitutional m ssion could be one | audable
outconme of these hearings. If it obtains proper funding,
we believe it would have the ability to conduct a
rigorous review of all patent applications.

And the last topic | just want to point to is the
| ack of market power of intellectual property. The AIPLA
bel i eves that no presunption of market power shoul d exi st
for intellectual property, in accordance with the
position that the federal agencies have taken.

A bl anket presunption of market power for
intell ectual property bears no valid relationship to the
real world. In all but the rarest cases in our econony,
products and nmet hods conpete with other products and
met hods that affect their market price.

I n conclusion, the AlIPLA appreciates the
opportunity to contribute to the FTC s and the Antitrust
Di vi sion's understandi ng of the dynam cs of intell ectual
property and its benefits for pronoting conpetition.
Thank you.

MR. COHEN: Thank you very nuch. Your statenent
and the witten statenment that underlies it provides sone
conprehensive insights into many of the issues that we're
di scussing not only today but throughout the rest of the
heari ngs.

For the rest of today we will be engaged in a
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13
panel discussion covering substantive standards of
patenting this norning and patenting procedures,
presunptions and uncertainties this afternoon.

Thi s builds upon a session that we held early in
t hese hearings where we heard three excellent
presentati ons which were designed to depict, in entirely
obj ective terns, the current state of the substantive and
procedural |aw of patenting.

Today, we're going to free the panelists to
present their opinions in offering normative assessnents
of these subjects. While we expect to hear opinions,
we're going to be particularly interested in the analysis
that underlies their thinking because we hope to draw
fromtoday's session a better understanding of the |egal
and econom c principles that underlie today's patent
practices and the various changes that have been
suggest ed.

We have an outstandi ng set of panelists who have
offered their time to help us with these issues. First
t hough, | want to be sure to introduce the other
participants fromthe governnent who will be joining ne.

To ny left is Hillary Greene who is our project
director for intellectual property in connection wth
t hese hearings, in the Policy Studies section of the

General Counsel's office here at the FTC.
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Down toward the end of the table is Bill
Stallings who will be joining us fromthe Departnment of
Justice. And right next to himis Magdal en G eenlief who
is going to be helping us fromthe Patent and Tradenmark
O fice.

Now, as to the panelists who have joined us,
think what 1'lIl do is give very brief introductions to
each of them W can just nove around the table.

At the far end of the table we have Suzanne
Scotchmer who is a professor of economi cs and public
policy at the University of California, Berkeley. She
has published extensively on the econom cs of
intellectual property and other topics, and she has
appeared before several commttees of the National
Research Council, nostly regarding intellectual property.

| medi ately next to her is Jay Kesan, who is an
Assi stant Professor of Law at the University of Illinois,
Col | ege of Law and al so holds positions in the Institute
of Government and Public Affairs and the Departnent of
El ectrical and Conputer Engineering. He holds a Ph.D. in
el ectrical and conputer engineering, which hel ps explain
the latter appointnment. He is a registered patent
attorney and teaches and wites extensively in the areas
of patent |law, intellectual property | aw and regul ation

of cyberspace, and | aw and econom cs. Professor Kesan
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serves as the faculty editor in chief of the University
of Illinois Journal of Law, Technol ogy and Policy.

Next to himis Sal em Katsh, the head of the
Intell ectual Property G oup at Shearman & Sterling. He
is a partner in that firmand an experienced trial |awer
with a practice focused on patent, trade secret,
trademark, unfair conpetition, and antitrust l|itigation.
M. Katsh has witten extensively on intellectual
property and antitrust matters as well as rel ated
litigation topics.

Now, noving just two seats to my right we have F.
Scott Kieff. |If you have noticed a pattern here, we have
a great many panelists whose nanes begin with K. He is
the John M O in Senior Research Fellow in Law, Econom cs
and Busi ness at Harvard Law School and an Associ ate
Prof essor of Law at WAashington University School of Law.
Before taking up his teaching posts he practiced as an
associate with the firm of Pennie & Ednonds in New York
and as an associate and counsel with the firmof Jenner &
Bl ock in Chicago. He has witten nunmerous articles about
obtai ning and enforcing intellectual property rights and
he is a co-author of the treatise and casebook,
Princi ples of Patent Law.

Now, noving two seats to ny |left, we have Mark

Janis, a Professor of Law at the University of | owa,
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Col l ege of Law. He teaches and wites in the field of
patents, trademarks, unfair conpetition, and intell ectual
property/antitrust. He has published several articles on
donmestic and international patent law and is a co-author
of a treatise, Intellectual Property and Antitrust, as
well as a forthcom ng casebook on trademarks and unfair
conpetition. Professor Janis is a registered patent
attorney and practiced law with Barnes & Thornburg in
| ndi anapolis prior to his appointnent at the University
of | owa.

Ski pping M. Frankel we nove to Arti Rai who is
an Assistant Professor of Law at the University of
Pennsyl vani a Law School. She has taught at the
Uni versity of San Di ego Law School and the University of
Chi cago Law School and was a faculty fell ow at Harvard
University. Professor Rai has written nunmerous articles
on patent |aw and bi otechnol ogy and health-care
regul ati on. Before teaching she practiced law with
Jenner & Block in Washington, D.C. and in the federal
prograns branch of the Departnent of Justice.

Next to Professor Rai is Professor Jay Thomms, an
Associ ate Professor of Law at the George WAshi ngt on
Uni versity. He also serves as visiting researcher in
entrepreneurship and econom c growth at the Congressional

Research Service and instructor at the U S. Patent and
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Trademark Office Patent Academy. He is the author of
numerous articles on intellectual property |law and al so
aut hored a patent | aw casebook and intellectual property
treatise.

And at the far end of the table on ny left we
have Stephen Kunin, a Deputy Comm ssioner for Patent
Exam nation Policy at the U. S. Patent and Trademark
O fice. |In that capacity he participates in establishing
patent policy including changes in patent practice,
revision of rules of practice and procedure,
establi shment of examning priorities, and classification
of technological arts. Previously he has served as a
patent exam ner, a supervisory patent exam ner, Director
of the Manufacturing G oup, Director of the Electrica
Communi cati ons G oup, Deputy Assistant Comm ssioner for
patents, and Acting Assistant Conmm ssioner. |In 2001 he
was nanmed by Intellectual Property Today magazi ne as one
of the nost influential people in intellectual property
| aw.

That's just an outstandi ng panel, and we | ook
forward to hearing fromthem

And | skipped right over, and |I'm being pointed
out here -- I'"'msorry. M apologies. Roger Parkhurst,
presi dent of the American Intellectual Property Law

Association. He is a nanme partner at the law firm
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Par khurst & Wendel in Alexandria, Virginia. He cones to
us with extensive experience as an author, speaker and
expert w tness on aspects of patent law. And we're very
glad to have you even though | skipped you.

Let's begin now. W have three presentations
this norning fromour panelists. And | understand that
Professor Rai will talk to us for a few mnutes to | ead
us off. Professor Rai.

PROF. RAI: My comments this nmorning will be
directed to issues of patent scope in the context of
cunul ative innovation. And | will note the interaction
of patent scope with the nonobvi ousness and possibly the
utility standard.

Now, when one is speaking about cunul ative
i nnovati on, determ ning the scope of the initial or
pi oneer patent is obviously a very difficult problem
And many schol ars have written about this problem one of
t he nost prom nent bei ng Suzanne Scotchmer, who is here
with us today.

We have to calibrate scope in a manner that
provi des adequate incentives for both the initial
i nnovat or and for follow on innovators.

Now, an initial patent of broad scope will no
doubt provide useful incentives for the first innovator.

However, there may be difficulties associated with
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licensing this patent of broad scope to subsequent
foll ow-on innovators.

It's particularly true ex post, again as Suzanne
Scot chner has pointed out, when the foll ow on innovator
has already invested and the first patent can be used as
hol d- up.

But it can also be true ex ante because the
parties may have divergent valuations of their respective
contributions or potential contributions in the case of a
foll ow-on i nnovator and other transaction cost
difficulties.

The Merges and Nelson article in the 1990
Col unbi a Law Revi ew cat al ogues a variety of historica
contexts in which a pioneer patent of broad scope coul d
not usefully be licensed and therefore at |east arguably
hi nder ed subsequent innovati on.

More recently, | just want to call your attention
to a case that involved a sonewhat simlar set of issues
in the biomedical arena, and this is the Johns Hopkins
versus Cel |l pro case.

In that case, Johns Hopkins had a broad patent on
a class of antibodies that could be used for purposes of
produci ng stem cell separation. Hopkins received this
broad patent even though it had actually identified only

one of these anti bodi es. However, nonetheless it
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received a patent on a class of antibodies.

It licensed its patent exclusively to a conpany
call ed Baxter. It turned out, however, that Baxter was
not nearly as creative or efficient in figuring out how
to use this technology to produce a nmarketable stem cel
separation device as was a conpetitor called Cellpro.

And even though Cell pro used an anti body that was
actually different fromthe Hopkins antibody, Cellpro's
work fell within the scope of the very broad Hopkins
pat ent .

In any event, the purpose of bringing that story
to our attention today is that Cellpro and Baxter in that
case could not satisfactorily conclude a |icensing deal
on the Hopkins patent. And so when Cellpro marketed its
devi ce, Hopkins and Baxter, as the exclusive |icensee,
sued for an injunction.

And there mght, in fact, have been a quite
serious delay in the introduction of a potentially
life-saving stemcell separation technol ogy had the
District Court in that case not required, as part of its
determ nati on of what the relief should be, that
Cellpro's infringing device actually be continued to be
sold until Baxter eventually came up with a product.

So the court designed sone relief that was

peculiar to the characteristics of the case, and had the
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court not done that we would have seen a substanti al
delay in the introduction of potentially |ife-saving
t echnol ogy.

Now, granted, unlike the patents studied by
Merges and Nel son, the Hopkins patent didn't necessarily
cover research we m ght consider truly foundational. But
presumably the effect on innovation m ght have been even
wor se had the patented research been truly foundati onal
In this regard | think that one patent to watch,
again in the bionedical arena, which happens to be ny
area of focus, is the very broad patent that has been
granted to the University of Wsconsin on stem cel
i nes, which the University of Wsconsin has |icensed the
nost i nportant uses of that patent exclusively as well.
So that's a problem a possible problem wth
broad patents in ternms of cunulative innovation. Of
course, by the same token, we want to provide incentives
to the initial innovator particularly if the initial
i nnovat or i s producing an invention of sone significance.
In addition there are contexts, particularly in
bi o- phar maceuticals, where patents serve not only the
traditional incentive function but also serve the
function of incentivizing further commercialization and
devel opnent.

At the margin, however, though, |I would argue

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

22
t hat we probably want patents of relatively narrow scope
on upstreaminvention. And | just want to spend a couple
of m nutes thinking about how we go about achi eving
relatively narrow scope on upstreaminvention while not

necessarily having such narrow scope for nore downstream

i nventi on.
And by the way, | just want to note that when |
say narrow scope for upstream patents, | don't

necessarily nmean going as far as the Federal Circuit has
gone in some of its cases involving the use of the
written description requirenent, in particular such cases
as Eli Lilly and a case that was just decided a few days
ago called Enzo Bi ochem

| think the PTO s approach to witten description
is nmore suitable for creating relatively narrow scope,
and it's nore noderate than the Federal Circuit's. It
has tried to noderate the Federal Circuit's approach in
such cases as Eli Lilly.

Now, how woul d we go about achi eving narrow scope
on upstream patents while not necessarily having such
narrow scope for nore downstream patents? Well, this is
wher e the nonobvi ousness doctrine m ght cone in.

As research nmoves further downstreamit may
becone nore predictable and certain. G ven that

possibility at least, as a doctrinal matter, patent scope
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can becone broader as research noves downstream because
patent scope is dependent on how predictable the research
is. In other words, the nore predictable the research,
the wi der the claimscope all owed.

So t he nonobvi ousness doctrine m ght provide a
sinmpl e doctrinal mechanismfor the PTO and the courts to
allow only relatively narrow scope upstream and broader
scope downstream

Of course, that presunes that research will get
nore predictable as one noves downstream and that won't
al ways be true. So are there any other |evers by which
we can restrict upstream scope w thout adversely
af fecti ng downstream scope?

Well, one rather definitive way to do it would be
to have a high utility standard. That way it woul d be
difficult to patent upstreaminvention at all. And no
patent at all obviously neans not just narrow scope but
actually zero scope.

So using the lever of utility to elimnate
patenting in certain areas mght be a way to go. It is,
however, a fairly dramatic lever. W don't necessarily
want zero scope for upstream patents. Probably a nore
cauti ous approach woul d be narrow scope rather than zero
scope. So we should be careful about raising the utility

standard too high. And once again, it seens to ne that
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what the PTO has done in its recent utility guidelines is
an appropriately cautious approach.

Now, we don't know what the Federal Circuit is
going to think of these utility guidelines, and if the
Federal Circuit's interpretation of the PTOs witten
description guidelines and the recent Enzo case is any
i ndication, the Federal Circuit may not be payi ng nmuch
attention to what the PTO does in this arena.

But nonethel ess I do applaud the PTO for setting
up a utility standard that m ght be useful for
elimnating patent scope in certain narrow areas but
al l owi ng patent scope, a narrow scope, for upstream
patents in other areas. Thanks very nuch.

MR. COHEN: Thank you. Qur second presentation is
going to conme from Sal em Kat sh

MR. KATSH. While they're getting that going |et
me just comment on Professor Rai's discussion because |
think it points out one of the major questions that
confront this Conmm ssion, the Department of Justice, the
Patent Office. And that is the question of whether and
how t he patent system can be fine-tuned.

The ability to fine-tune the patent systeml
think is seriously in doubt, and it either operates as a
| arge bl underbuss one way or the other. But | think that

t he econom c i npact of patents which can be brought out
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by studies |like you have done and the others here have
done are extrenely inportant to know which way to tilt
t he system

| am not here as a representative of Shearman &

Sterling. | amhere solely in ny individual capacity as
someone who has practiced for -- this is ny 30th year --
| know | don't look that -- in antitrust and the |ast 15

years in the I P area.

"' mnot going to go through all these slides but
| think that I would not agree that the patent |aws and
antitrust laws do not conflict.

I think the nmeans that are used to pronote
conpetition by the antitrust |aws, which is to intervene
in the marketplace, and the neans used by the patent
| aws, which is to grant exclusivity, can and will and
perhaps inevitably will conflict fromtine to tinme.

Now, the notion that the patent |aw, or patents,
shoul d not be considered as conferring market power, is
one that | have heard many tines. And it has al ways
struck nme as rather curious because one of the
foundati ons of the patent systemis to encourage people
to innovate by hol ding out the prospect of being able to
charge a superconpetitive price when they have obtained a
patent. That is as the heart of the patent system

And | find it curious that so many people are
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def ensi ve about that. There should be no defensiveness
about the fact that the patent is granted to give an
above conpetitive return as a reward for innovation

Now, people don't like to use the word nonopoly
and | certainly agree there should be no presunption that
any given patent will confer market power.

But that then again raises the question of why so
many patents are granted that don't confer market power.
Why are we flooding the systemto the extent that, as M.
Frankel said, you never know? And maybe it's only the
rarest cases where patents can confer the reward that the
systemis intended to confer generally.

There is a trenmendous phil osophical divide -- and
|'"'m here, in a sense, as a protagoni st or a provocateur,
if you will -- 1 think there is a trenmendous
phi | osophi cal divide between the patent approach to
antitrust and the traditional approach that the courts
have taken.

This is one exanple where the Federal Circuit in
1997 basically took the position that a patent is
inherently what it is and it should be allowed the full
exerci se of whatever value can be extracted to it
regardl ess of who would hold it.

Now, we don't have that rule with respect to

private property. IBMis not allowed to buy the next
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bi ggest computer conpany. But it appears that the
Federal Circuit is suggesting that patents sonmehow shoul d
be considered as i nmmune from exam nati on under the | aws
regul ating acquisition of patents, the |aws regul ating
acqui sition of market power.

Now, in that case, obviously, the patent did
confer market power and that's very good. The fact that
it was acquired by a conpany that could increnentally add
to its current position is what the court was
confronting.

And | think it reached a conceptual result, a

conceptual framework, that is not shared, certainly, by

ot her courts or by the FTC/DQOJ guidelines. [|'m not
commenti ng whether the result was right or wwong. |I'm
sinply comrenting on the concept. |1'll skip these.

| want to nention one point here which | think
it's appropriate for the econom sts in particular, and
know t hey have studied it, to balance what seens to be a
very basic notion of rewarding invention, to bal ance that
agai nst some of the contraindications, if you will, as to
t he question of whether the patent systemis the panacea
that we rely upon for innovation. 1Is it the driver that
people say it should be?

| sponsored a National Institute's programin

1984 when | was active in the antitrust | aw section of
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the ABA on the interface, and | was amazed that there was
no consensus that society was better off having had a
patent systemthan it was if it didn't. But there was no
enpirical way to tell because there was no control. |
mean, we've had it. And it is supported.

But the reason that the Suprenme Court upheld
state law on trade secrets froma constitutiona
chal l enge as being in conflict with the patent clause was
because there were so many areas that patents could not
cover.

We're told that patents are necessary to prevent
free-riding. |It's certainly true that that is a concern.
But that's also a concern in a host of other areas such
as industrial design, mail order houses that take free
ri des on manufacturers that invest and nake new products,
and the fact that trade secret protection is not
absol ut e.

So free-riding per se is a factor, but | don't
think it's the only factor that can be said to justify
the patent system | think the reason that the patent
systemis under question these days is because of a
number of factors.

As | read the Grahamv. Deere decision it assumes
a relatively high bar to patentability. The whole tenor

of its discussion of the views of Thomas Jefferson as
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t hey evolved from being anti-patent to being pro-patent
to witing the first patent code, to uphol ding talking
about the Hotchkiss case, all went to the fact that this
was an exclusive right to be granted to a true invention.
And they were grappling, of course, with what invention
or nonobvi ousness neant.

Let me go back for one second here. There are
guestions that have not been answered about the fact that
the PTO is conpletely underfunded. How can people cone
and say that the patent systemis working properly or
adequately if it's working mnus $700 mllion that it
said it needs to operate properly? You can't have it
bot h ways.

The systemis suffering dramatically because the
exam ners don't have enough resources. There aren't
enough exam ners. There's not enough expertise brought
to the system

Il live in the real world of counseling clients
and litigating for clients with clains that are drafted
on the cheap and then get asserted in litigations, with
patents, as the Supreme Court said in Gaham-- | don't
think it's on this slide -- they said, quote, we are at a
| oss to understand what the Patent Office did. How many
of us day-to-day ask ourselves that sanme question? So

t he underfundi ng, you can't make the argunent that you're
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under funded but everything's fine. Everything is not
fine.

The Federal Circuit's inability to define the
scope of a Doctrine of Equivalents, the inpact of the
long tine | ag between filings and final actions, the fact
that all patents have the sanme term the fact that
busi ness net hod patents can be introduced in 1998, the
fact that Festo can w pe out billions and billions of
dollars of prior investnments that were based on the fact
t hat conpanies were willing to pay for certainty agai nst
the uncertainty of the Doctrine of Equival ents.

That case wi ped out billions of dollars of
i nvestnents that people made. And | know because |'m
i nvol ved in counseling on big nergers.

And if there's a patent out there that has to be
considered in due diligence, you can quickly tell if
there is a literal problem But then you have to
consider is there an equival ents probl em

Prior to Festo there was an equival ents problem
if there was an equival ents problem After Festo, if
t here was an anendnent, there's no equival ents problem

Now, prior to Festo, people paid a |lot of npney
when | would tell them that you've got an equival ents
issue and therefore it could go to a jury. And if it

goes to a jury, you can't predict the outcone. People
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paid a fortune to be free of that uncertainty.

| think the Federal Circuit frankly has not been
the success that it was intended. | don't think the
venue, the forum shopping argunent, had any nerit.
Frankly, | have great respect for the judges as judges,
but that is not an expert court. There are only a
handful of judges on the Federal Circuit that have any
patent experience. There are |less than that that have
any prior judicial experience.

We're not dealing with a court, in ny view, of
the same caliber as the Second Circuit, the D.C. Circuit,
and yet we're vesting in this court with the issuance of
patents which we want to confer nonopoly power, |ega
nmonopoly power.

Now, | agree that the real issue is one of
obvi ousness. What is obvious? Did G aham erect a high
bar? Has the Federal Circuit |lowered the bar? In any
event, what should it be and who is qualified to judge?
And how can the Patent O fice make a real determ nation
wi t hout help from outside experts?

You can't take an engineering student and put him
into a position where he is eval uati ng whet her sonebody
shoul d be granted a patent. That doesn't namke sense.

And | want to just point out the second quote

from Edi son intrigues nme because the patent disclosure
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tells you how to make a product or how to use the
di scl osed process. It doesn't tell you everything that
went into the successful result.

And it's that 10,000 ways that didn't work that
the conpany will know about but that the public won't
know about that represents the true technol ogy of that
conpany that will stay there as trade secret, as its
infrastructure, and that will allow it to continue to
i mprove and i nnovate.

So the patent does not represent all of the
technol ogy by any stretch that went into the final result
unless it were to tell you the 10,000 trial-and-error
experiments that were done, which it doesn't have to.

From ny point of view as a practitioner | can
tell you that the underfunding of the PTO, the changing
of standards by the Federal Circuit has created a crisis
of uncertainty. And it's a crisis for investors. |It's a
crisis for attorneys. It's a crisis for nmanagers and
sonething really ought to be done about it.

Bill's looking at me and I'Il stop, all right,
but | just want to read one thing -- well, |I'"msorry.
VWhat | wanted to read to you was fromthe presidenti al
proclamation in 1965 or 1966 foll owing Gahamor prior to
Graham t hat established the presidential conm ssion to

study the patent system
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And if you read that executive order it has
findi ngs signed by President Johnson to the effect that,
and | may find them and point them out |ater, that
technol ogy is exploding. The nunber of applications is
expl oding. The PTO is underfunded. It wites about the
t echnol ogi cal explosion of innovation in a way that one
writes about it today.

And it wites about the problens in the system
the same way that we're tal king about them today, whether
one thinks they're nore or | ess severe. And it |ooked
for inmprovenent.

The Comm ssion canme back with 35 recommendati ons.
Sone of them over the years, have been adopted but in
general that effort never seened to take root. So |
woul d hope, as sonmebody that practices in this area and
confronts these issues day to day, that this Conm ssion
and the Departnent will seriously consider the need for
strategic reformand not nere tinkering. Thank you.

MR. COHEN: | think our panelists have been
gnawi ng at the bit to get into the discussion. And
probably what | think we ought to do is to begin with
sone of our general discussion, nmove on, take our break
and conme back for the second half, start off the second
half with Suzanne, if that's all right with you, and then

we'll nmove into sone of the nore detailed itens item by
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item

What |1'd like to do is give you all an
opportunity to join in. Wen you have points that you
woul d |ike to make, what | suggest you do is that you
just turn your tents up on their sides, and I'l]|
recogni ze you in turn.

Per haps a good place to begin would be by trying
to think generally about what principles econom cs can
hel p provide for assessing the patent system

And what | woul d suggest is that maybe we can try
to lay out a framework. I'Ill start with a framework that
was suggested by Kenneth Damin one of his articles,
tinker with it alittle bit, and put it before you.

And | think what he suggested was that on one
hand with the patent system you have a nethod for
creating incentives to innovate by enhanci ng
appropriability while sinultaneously disclosing what has
been i nvent ed.

And I'Il add in here on this side of the equation
that the system can al so serve as the basis for raising
capital in sone instances.

On the other hand though you have potenti al
probl ens. One potential problemis the possibility of
mar ket power. Another is the possibility of

inefficiencies fromrent-seeking activity. And anot her
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woul d be the possible inmpedinments to follow-on
i nnovati on.

['ll add still another which we'll probably spend
sone tinme on this afternoon which is the potential for
generating uncertainty as to the existence or reach of
patent rights.

['"d want to throw out to the panel just generally
whet her you think this provides an adequate framework for
di scussion of the issues, should anything be added,
subtracted or nodified as our framework that we can
return to as we go itemby itemlater. | see Suzanne has
-- is your tent up?

MS. SCOTCHMER: Yeah.

MR. COHEN: Yeah.

MS. SCOTCHMER: Actually, 1 had a narrower
guestion so maybe this isn't the right tine to ask it but
| had the narrower question for M. Katsh, | think, with
respect to uncertainties that have been generated or are
generated by changes in law in judicial decisionmaking,
rul emaki ng al ways has retroactive effects on previous
ri ght holders and so on. And that can be extrenely
harmful fromthe point of view of equities and so on.

Econom sts usually think about rul emaki ng t hough
fromthe point of view of the prospective view, which is

to say, what effect does it have on incentives for
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i nnovation which is being contenplated rather than
t hi nki ng about the equity effects and harnms it may have
on i nnovators who have already conpleted their task,
which | don't want to m nim ze.

But | would like you to address the question, for
exanple, with respect to Festo, not fromthe point of
view of harnms rendered to previous innovators for whom
the rul es changed but rather with respect to the
prospective question of its effect on the incentive
inplications of the patent system

MR. KATSH. Well, | think to briefly respond, I
woul d note a case | didn't have time to discuss which is
the recent en banc decision in Johnson and Johnston,
| eave the trademark issue aside for a mnute, where the
court held that sonething disclosed in the specification
but not clained in the patent could not then be clainmed
under the Doctrine of Equivalents, even though it was
clearly within the scope of what woul d ot herw se be
consi dered an equi val ent .

Now, the reasoning of the court was harkening
back to a case in 1881 where the Suprene Court had held
that things that are disclosed or that are apparent on
the face of a patent but not clained are dedicated to the
public.

Wel |, tal k about uncertainty. Here's an en banc
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decision with all sorts of opinions, a strong dissent by
Judge Newman, resurrecting now a doctrine of public
dedi cation as a new argunent that injects further
uncertainty into the ability to counsel and will create
much nore litigation as now people will argue that
what ever was di scl osed cannot be considered equival ent,
and even if it wasn't disclosed if it was obvious at the
time of the invention, it can't be equival ent.

So it's going to be a mad house because people
wi Il now argue that only things that were not obvious
should be within the scope of a claimthat was granted at
the tinme when this alleged equival ent was not obvi ous.

So Festo is a manifestation, if you will, of the
fact that it's not one case or one decision. It is being
confronted with a court that seenms internally paral yzed
to create and nmaintain a cohesive and consi stent body of
case | aw.

And it's nore than sinply w ping out past
investnents. |It's what do you tell clients about the
future patentability of an invention, whether to keep it
a trade secret or not. That's ny response.

MR. COHEN: | see Scott.

MR. KI EFF: Thank you. | guess a couple of the
usual disclainmers. Unlike Suzanne Scotchmer |'m not an

econom st so | need to be careful what | say since that's
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not my -- I'mnot a doctor and I don't play one on TV.

And, Salem you tal ked about your 30th year. |'m
now just past nmy 30th year. By the way, that's in life.
So | defer to your great experience.

Wth those two disclainers and deferences on the
table, the J and J case you nentioned, Johnson and
Johnston case you nentioned, raised an issue that | think
is nicely connected to the point Suzanne rai sed.

It seenms to ne it goes like this. W could have
a clear rule that says what's disclosed is an equival ent.
We could have a clear rule that says what's disclosed is
not an equival ent.

The deci sion between those two rules wl|
all ocate wealth between plaintiff and defendant. But it
is not clear to me that it has for society any greater or
| ess social cost or social benefit.

| ndeed, maybe the uncertainty generally
associ ated with what we do with the Doctrine of
Equi val ents has some cost. Those could be in different
types.

There coul d be general uncertainty cost. There
can be specific rent-seeking or social choice costs where
parties in any one case try to articulate a rule that
sounds crisp in their case but turns out to be quite soft

in application downstream
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Those woul d be social costs. Maybe a solution
then is to say no Doctrine of Equivalents. That m ght
indeed elimnate a | ot of those social costs.

| ndeed, | thought the point you were going to
make when you di scussed the billions of dollars
sacrificed by narrow ng the scope of the Doctrine of
Equi val ents | thought you were going to say, gee, |ook at
all these rational folks choosing to spend that much
noney to get certainty.

That's what | thought, and that's at |east one
way to look at it, which is to say, sure by decreasing
scope in that sense you are sacrificing some wealth for
sone folk who got it at that tine.

Prospectively, that m ght do a great deal for the
system downstream Patentees and those who need to
negotiate with and around patentees -- around is a big
part of it -- they will all know where the fences |ie and
you don't have the uncertainty of the hidden fence or the
shifting fence. Just sone thoughts to blend those two
sets of coments if that's hel pful.

MR. COHEN: Roger.

MR. PARKHURST: Thanks, Bill. | was going to
comment also with respect to sone of Salenm s ideas. Sone
of us started litigating patents before the Federal

Circuit existed. And ny question would be are we better
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of f today than we were before 1982 in terns of a patent
syst enf?

Sal em nentioned that in work |like due diligence
work that today the scope or the effect of patents on
such consi derations my be huge, and no doubt | would
suggest to you, and maybe | should ask a question not
suggest it, was that the case before 19807

| suggest that today patents are a nuch nore
materi al asset on the bal ance sheets of patent owners
than they were in 1980.

Ski ppi ng backward to the outset of your
presentation, you focused upon what is the reward that
the patent systemoffers the patentee and you focused
primarily upon the super-market-price possibility.

I"d I'i ke to harken back to what Ken Frankel was
saying this norning in tal king about the sinple right to
excl ude which, in effect, while not affirmatively giving
the right to practice, does provide some exclusivity for
sone period of time dependi ng upon how t he patent owner
may or may not choose to exercise his right to excl ude.

So the patent owner may not need to be seeking
the super-market price if he sinply has a market. Just
sonme t houghts on sone of the things you brought up.

MR. COHEN: All right. W're going to be devoting

most of this norning to taking a | ook at the substantive
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criteria for issuing patents and determ ni ng
i nfringement.

What |1'd like to do with you is to explore sone
of these basic patentability criteria as applied and
conpare them agai nst what m ght be the ideal

And we're going to get into asking ourselves have
we been asking the right questions in fashioning the
various requirenments and in applying the various
statutory requirenents.

| guess perhaps a starting place would be to get
some views as to the degree of discretion that is |ikely
to reside in the PTO. Does the PTO have neani ngfu
di scretion in applying these standards, in applying
nonobvi ousness and applying utility, witten description,
enabl ement, et cetera? O are we necessarily speaking
this morning to the courts and to Congress? Arti.

PROF. RAlI: | think Scott was first.

PROF. KIEFF: 1've already gone. |'m happy to
wai t .

PROF. RAl: As sonebody who has spent sonme tine
recently, and who doesn't pretend to be a schol ar of
adm ni strative |law, but has spent sone tine recently
studying it because |'ve been very disturbed by what |
perceive as the apparent |ack of power of the PTO from an

adm ni strative |law standpoint, it seens to ne that given
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the current Supreme Court jurisprudence on when courts
have to defer to the PTO in particular a case called
Mead which came down | ast year, it's probable that the
Federal Circuit's position of not deferring to the PTO is
the correct position as an adm nistrative |aw matter
because the PTO does not have adversarial proceedings.

And Mead suggested strongly that adversari al
proceedi ngs of sone sort would be necessary as a
prerequisite to deference to an agency determ nation

Now, that strikes nme as a real problem because it
strikes nme that an adm nistrative agency is the
appropriate place to place the sort of power of
determ ni ng how these particul ar substantive criteria
shoul d be applied because they, in theory at |east,
shoul d have the resources and expertise to engage in the
sophi sticated econom ¢ anal ysis necessary. The courts
si nply cannot do that.

Whet her Congress can do that is another matter
but it seenms to nme that the courts clearly cannot and the
courts, and the Federal Circuit in particular, seens to
be the place where this is supposed to be happening. |'m
not sure they're doing it, and I'm not sure they could do
it if they wanted to.

MR. COHEN: Scott.

MR. KIEFF: If it's okay maybe to back up to a
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slightly nore general |evel on these standards. |s that
all right?

MR. COHEN: Yes.

MR. KIEFF: | do think the point Arti is raising
here is a really inportant point. | suspect you guys are
going to want to explore that nore this afternoon, kind
of where we fight these battles. Do we do it in the
Patent Office? Do we do it in the courts?

But by no neans by tal king about this other thing
do I, or could I, devalue the inportance of that point.
It's a very good point. But if | may talk a bit nore
general ly about sone of the substantive standards.

And we hear a lot. We heard it today that tines
are changing. Technology is changing. Maybe the |aw
needs to change too. W heard it in the '60s during the
President's comm ssion. W hear it again today.

Agai n, you're absolutely right. The |anguage,

the rhetoric are remarkably simlar. The notion that |aw

needs to change to catch up with technol ogy, | guess,
coul d make sone sense. It has, | think, great initial
appeal .

| don't know how it maps onto a | aw designed to
deal with new technology. And, in fact, as the Suprene
Court said in the Chakrabarty case, the role that

unanti ci pated inventions are w thout protection would
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conflict with the core concept of patent |aw, that
antici pation underm nes patentability.

So, in fact, patent |aw has got to be the best
candidate. If we had to pick a |law that doesn't need to
change to address new technologies it's probably going to
be patent | aw because that is a law that was witten to
encourage new technologies. |It's the |aw that has new
technology on its mnd. That's its raison d etre. It
probably doesn't need to change.

So that's an inmportant thing to keep in the back
of our m nds as we think about what types of shifts we
woul d want to make, whether the systemis so
fundanental ly broken that it needs to be really anended
in inmportant ways.

Again, this is the system designed to encourage
new stuff. In fact, the nore unanticipated, the nore
unobvi ous, the nore patentable under the patent system
not the nmore strange under the patent system

So let's, | think, at |east keep those standards
in the back on our mnd as we think about obviousness and
as we harken back to the G aham case.

And renmenmber Graham and Section 103 were an
effort to give predictability to patent law, 103 was
witten to create an objective standard to repl ace the

vague concept of invention with an objective standard for
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nonobvi ousness.

And let's think about whether that type of
approach can work. Maybe it doesn't. | don't know  But
at least that's the fantasy. That's the goal.

MR. COHEN: Stephen.

MR. KUNIN: Well, standards of patentability is
probably ny favorite subject. There are a couple of
points I'd like to make. First of all, I'd like to maybe
build on a point that Arti was making with respect to the
gquestion of deference.

Certainly, one of the debates | think that has
been going on for sonme tinme is the debate over what is a
matter of fact versus what is a matter of |aw.

And particularly what happens in many of these
cases is that the Federal Circuit will essentially cal
sonething a matter of |law which in essence neans that
they get to | ook at everything de novo.

And even when the Suprene Court dealt with the
Di cki nson v. Zurko case, deference in that respect had to
do with fact finding. And of course no good deed shal
go unpuni shed.

And if you | ook at what has happened post-

Di ckinson v. Zurko with cases In re Gartside and others,
you will see that in essence all that does is it raises

the level with respect to getting deference on
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fact-finding because now you've got to do substantially
express fact-finding, nmuch like a district court judge
does, in order to get that |evel of deference.

It's interesting on the issue of Mead deference,
and before that Chevron deference, certainly | agree with
Arti that the Fed Circuit in Merck v. Kessler said that
we don't have substantive rul e-making authority only
interpretative rule maki ng and therefore we could not get
the kind of deference that perhaps sone of us would |ike
to see happen.

And, of course, interesting for those of you who
had the opportunity to be at the Cal Berkeley conference
that many of the panelists here were able to be on a
nunber of the panels. The keynote speaker was Judge
M chel .

And it was quite fascinating to ne to sit there
in the audience, and this was later reported in an
interview that Judge M chel gave, that he said, well
maybe we're doing the wong thing in terns of having all
of these hearings and the |ike.

" mnot sure that that necessarily is going to
lead to the right outcone, and if |I were asked one of
many things to do, | think that Congress ought to
consider giving the Patent and Trademark Office

substantive rul e-maki ng authority.
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I kind of alnopst fell out of my chair because
Hillary and | had tal ked about that maybe an hour or two
earlier. And | was shocked to hear the Judge say that.
But that leads me to ny next point. | think there is an
interesting issue with respect to PTO i nfluence.

First of all, the long history of, certainly I
woul d call the common | aw on patents in the states, has
been in many instances a graveyard of In re cases where
the | aw has changed because first CCPA then maybe the Fed
Circuit has essentially overturned decisions of the Board
and changed the | aw.

And in recent tines in the area of official
notice in Section 103, |I'msure that some of the
panelists will talk about cases like In re Kotzab, In re
Sang Lee and so forth which, in essence, nakes it
extrenely difficult to satisfy a 103 standard.

| recall even in ny own progression, as Bill
Cohen was nmentioning in ny introduction, is | remenber
exam ni ng cases at the tinme when we used a standard where
you could say you had the collective suggestions of the
references, entering the block with In re Keller-type of
standard, and now with cases |i ke Denbi czak and Kotzab is
like it never existed in the | aw

But what we have done, and of course | was

pl eased to hear in sone of Arti's presentation the aspect
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of what attenpts we have nade in terns of the exam nation
gui del i nes approach, where we do public notice and
comment and we try to fill in the gaps.

Certainly, the Federal Circuit, or even any
District Court, has only a nmultitude of cases on a case
or controversy, and as was nentioned, we have to deal
wi th hundreds of thousands of cases every year.

So there are a lot of ways that we can deal with,
"Il call it, hopefully advancing the | aw because we have
to fill in the gaps. And | think we do that through
exam nati on gui deli nes.

Sonmetimes the court finds favor with our
guidelines. | can give you a nunmber of cases where they
have been quoted favorably by the court. And | have seen
cases where the court has said, well, in the majority we
agree. And here's the section fromthe guidelines. On
the dissent we used the guidelines. And you can use the
gui delines for any position you want to reach.

| think Enzo was a very recent exanple of where
bot h Judge Lourie and Judge Dyk were quoting from our
guidelines in ternms of once again not saying they were
gi ven deference but just to bolster their own
per spectives.

So | think this is an interesting issue in terns

of how we deal with many of these things, both froma
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j udge- made | aw perspective as well as adm nistrative rule
maki ng.

MR. COHEN: | see a couple of other signs up.

VWhat | would like to do is sort of enrich the discussion
by throw ng out another issue which you can deal with

ei ther now or in conbination with what's al ready out

t here.

And that's the issue of the degree to which
there's likely to be any ability to tailor substantive
patenting criteria to take account of differences of
various types, differences between industries,

di fferences between the stages in the research process as
Arti alluded to, differences between different types of
conpetitive settings.

We have had sone who have suggested that perhaps
you mi ght have a different optimal result in a network
context than in other contexts.

One of our speakers has suggested that there
already is sone tailoring of this type going on, although
not directly acknow edged. | think Professor Burk
suggested there may be a higher standard for
nonobvi ousness in software than in biotech but a nore
stringent standard for disclosure in biotech than in
sof t war e.

How nmuch roomis there for flexibility within the
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systen? How nuch is necessarily one size fits all? Wth
that set of issues out there |I think Professor Scotchner
had her sign up first.

PROF. SCOTCHMER: | have two questions. | would
like to ask Professor Rai at sonme point to revisit the
guestion of why she thinks that upstream patents shoul d
be narrower than downstream patents, just to articul ate
very clearly for the record why you think so.

But nmy second question, as well, which is
unrelated: inplicitly if not explicitly, coments that
we have had at this table this norning have gone to the
fundanment al question of why intellectual property, of
what is the objective of giving intellectual property?

And | think M. Frankel raised the issue, for
exanpl e, that sonetinmes conmes up about whether we should
give intellectual property or strengthen it or tailor it,
to use M. Cohen's | anguage, to cost or sweat of the
brow, the old sweat-of-the-brow standard, how should we
t hi nk about that, as opposed to rewards for creativity,
rewards not for the cost invented or conpensation for the
cost invented but rather rewards for the val ue
contributed, socially?

Those are two distinct and different fundanmenta
vi ews of what should be rewarded. And the issue of

anticipation, it seens to ne, as represented by M.
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Kieff, enbodies the idea that to the extent that
anticipation means you knew you could get it if you
i nvested sweat of the brow and a | ot of npbney but that
bars patentability, argues on behalf of rewarding val ue
created regardl ess of cost as opposed to rewarding
creativity only, in fact, when you needed to reward it in
order to reinmburse the cost. All of which goes to the
question of should we think about intellectual property
as sinply a reward for value contributed or should we
t hi nk about it nore as an economi st would |like to think
about it, which is we want to reward creativity and val ue
contri buted, but we don't want to reward it nore than is
necessary to get it, but to nake the latter cal culation
one has to consider sweat of the brow and costs.

So how do those two views of what fundanmentally
we're trying to acconplish fit together? And | believe
we have heard, at least inplicitly, two views of that in
t he panel this norning.

MR. COHEN: Anybody have a response to those
guestions? | see lots of signs up.

PROF. RAlI: | don't know if | should go out of
turn.

MR. COHEN: Arti, you have the first part of it.

PROF. RAl: Yeah, just briefly. The reasons that

| think that upstream patents are better left narrow than
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downstream patents is basically based upon ny position
t hat when you have broad upstream patents for the reasons
articulated by Merges and Nelson in their piece, it's
often difficult to get the downstream devel opnent t hat
you would |ike to get.

In addition, one point that was not articul ated
by Merges and Nelson which | think is interesting is that
with upstream patents there's always an incentive for
further devel opnent because there's the possibility of
downstream patents down the |ine whereas with downstream
patents, and |let ne give you a concrete exanple, a patent
on a drug, for exanple.

At that point that patent has to serve in and of
itself as the incentive for further devel opnment,
commerci al i zation, specifically going through the FDA
approval process. There is unlikely to be another patent
down the line that will serve as that incentive.

So | guess in brief it would be reasons
articul ated by Merges and Nel son basically that it's the
transaction cost difficulties of l|icensing upstream broad
patents can be serious.

And two, that by definition, upstream patenting
means that there is downstream patenting to be had to
provide an incentive to nove further down the devel opnent

pat h.
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MR. COHEN: MarKk.

PROF. JANIS: A variety of coments here and they
start off fromthe thenme that you raised just a mnute
ago about whether tailoring in substantive patent
standards is possible, whether it's a good thing.

You asked whether there was roomto do it. |
woul d say it certainly is going on and | think probably
it's always been going on in the patent system every tine
a judge had to decide a case in a particular technica
ar ea.

So | think when we tal k about this issue of one
size fits all, what's enbedded in that question is really
t he question of the process by which this tailoring is
goi ng to proceed.

And to that point | wonder about the efficacy of
trying to i npose large-scale, legislative reformto
accomplish this tailoring, for exanple, passing
particul ar statutory standards for business nethod
patents or particul ar standards for biotech patents, or
what ever you m ght i nmagi ne because | wonder if that |eads
us to a kind of Bal kani zati on of the patent statute. And
so | throw that out for coment. | just think that's a
matter of concern. | think you can see that happening in
t he copyright statute, for exanple.

Anot her point, | think this relates to Scott
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Kieff's earlier point about how the patent |aw changes
wi th changi ng technol ogy or whether it's necessary for
that to occur.

Agai n, | suppose | have a simlar observation.

t hi nk we ought to be cautious about getting too caught up
i n concerns about exploding technol ogy and a view that
what's happening today is unique, that technology is
novi ng so quickly and this has never occurred before.

Sal em Kat sh nentioned that there was simlar
rhetoric in 1966, and he could have said that there was
simlar rhetoric in 1866, literally. 1In 1866, many of
t hese sane objections were raised. Many of these sane
sol uti ons were proposed.

So that really leads nme again to say maybe when
we | ook at this choice between strategic reform and
tinkering, which is how Sal em Katsh put it, maybe we
ought to speak in favor of a little tinkering and in
favor of going a bit slow. Well, maybe 1'll |eave it
t here.

MR. COHEN: | see two nore up and then we'll take
those two and then go to a break. Jay.

PROF. KESAN: One quick point before | address the
i ssue of disclosures and divergence in different
technol ogies and so on. To the extent that the J and J

case that Salem Katsh referred to suggests that you have
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to be careful about policing the |ine between what you
claimand what is publicly dedicated, | think whenever
you sort of have this kind of realignnment by the courts
it could be really beneficial.

For exanple, it could really invigorate, reissue
and continuation and all these other practices, so that
sone of the sanme uncertainty that M. Katsh is concerned
about m ght actually go away.

And so you may actually have a reduction in
overall social costs of patents because now you' ve got a
much cl earer property right. |In other words, police that
boundary nore carefully. Be careful. And you' ve got
some chance within the statute to fix it even after your
patent issues. And that may not be a bad thing. But
t hat was just one m nor point.

The issue of applicability of these standards in
different contexts and they're not being done unifornmy
doesn't bother me as nmuch as the fact that it's not being
done properly in the individual technol ogies thensel ves.

In other words, to the extent that there is good
policing of enablenent, if you will, at least if we |ook
at the case law in biotechnol ogy and no policing is what
| would say in software patents, that sort of divergence
does not bother nme as nuch as the fact that there is no

policing in software patents per se.
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And | want to spend just a mnute or two on
sof tware patents because |I think this is a very inportant
issue, and it's an issue that | follow fairly closely.

| do agree that there is sone heavy policing on
obvi ousness in software patents. This is in keeping with
what Dan Burk had nmentioned. And the problemin this
area is that very high-level functional descriptions have
been found to satisfy enabl enent in software cases.

In other words, if you |l ook at MPEP Section 2106,
they are perfectly happy with what they call reasonably
detailed flowharts. And what does that anmount to? That
just ampunts to a function and nothing el se.

The Federal Circuit in the Fonar v. GE case and
the Northern Tel ecom v. Datapoint cases has basically
said that anything beyond very broad functi onal
descriptions is just nmere clerical function and so a | ot
of software, the innovation lies in how you execute that
function.

So what ends up happening is that it really
ampunts to essentially giving patents to ideas is what it
cones down to. It's sort of |ike saying | have an idea
for a washer and a dryer in one machine. You don't get a
patent for that. You get a patent for exactly how you're
goi ng to nake that washer and dryer.

And this is a serious problemin software because
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what ends up happening is that you have patents that use
di fferent term nol ogi es because conpani es use different
term nol ogies they're patenting the sanme thing, nunerous
exanpl es of that.

There is no prior art being built up and that's
why -- because once again the know edge, the disclosure
is not there. That's why we end up with patents on
things like option pricing that's been known for decades,
because you say things slightly differently.

And, finally, the sane problemis the reason why
we don't have a good perception of the so-called business
met hod patent, which is really a disservice to the
software community, | think, because nost of the
so-cal l ed busi ness nethod patents are commercial, are
software i nplenmentations of comercial transactions.

Not all of them but a | ot of them are your
engi neering and software, a commercial transaction, and a
patent should be given for the innovation in the
software. And to turn around and call it a business
met hod is sort of not doing justice to the underlying
t echnol ogy and the underlying innovation. [|'Il stop
ri ght there.

MR. COHEN: Sal em

MR. KATSH: Just a few quick points. |1'mnot sure

of the fact that reforns have been advocated since -- |

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

58
appreciate the correction -- 1866 along the sane |ines
necessarily is evidence that the reforns should not have
been i npl enmented. One could argue that we wouldn't be
here.

The second point is that | think that the '52 Act
was neant to change the law. | think the G aham Court
was very clear in '"65 or '66 that there was no change in
the law. \What there was was in the Court's words a,
guote, unquote, notorious difference between the
st andards applied by the courts and the standards applied
by the PTO

And that continued subsequent to Gaham It was
true before Gaham And you had an enornous percentage
of patents invalidated in those tine periods. So from
the certainty point of view, if I'"ma businessman and |'m
| ooking at a patent problemin an acquisition, although I
didn't do that kind of work in pre-Federal Circuit, |I'm
sure that patents -- people did not pay as much for
certainty in those years because there's a greater chance
t he patent woul d be invalidated.

Finally, in nmy mind |I think the rul e-nmaking
proposal is sonmething that should be seriously |ooked at.
To nme obviousness is a quintessential value judgnent. |
don't know how you can get around that.

And it's |ike Section 7 of the Clayton Act. It
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was never changed, but the Justice Departnent and FTC
decided to change how it would be enforced. That was a
val ue judgnent. The words of the statute didn't change
but it was a value judgnent that there wouldn't be Von's
Groceri es.

That can be done from a policy point of view by
an agency that is well funded, brings to bear the right
ki nd of scientific and expert expertise, and goes through
what ever you want to call that.

Now, the DQJ is not, you did by guidelines. It
coul d be done by guidelines. It could be done by rule
maki ng. But | would have to say that fleshing out
specifics on what is expected when you apply for a
busi ness net hod patent and what is expected when you
apply for a biotech patent and go through it in a way
that is nmeaningful in the sense that the Merger
Gui delines were would have to have a beneficial effect.
"Il just leave it there.

MR. COHEN: Okay. Let's take a ten-m nute break.
Try to get back and restart at 11:25. We will pick up
with Suzanne Scotchmer's presentation, and then we'l]l
start going element by el ement through the various
criteria.

(Wher eupon, a short recess was

t aken.)
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MR. COHEN: We're going to begin with a
presentation from Professor Scotchmer, and I'Il turn it
over to her and take a seat out of the light.

PROF. SCOTCHVER: Well, | want to return to Arti
Rai's subject for this norning, which is cunulative
i nnovati on and how the two nost controversial aspects of
intellectual property operate in that context.

And I'm doing that with a view toward trying to
sort out how should we think about patent scope or patent
breadth and how shoul d we think about standards of
patentability or the bar for patentability standards for
getting protection, in this context, if we' re thinking
about kind of the consequentialist view of what
i nplications does it have for progress, the rate of
t echnol ogi cal transformati on and so on.

In this context there have been at |east two
views articulated as to the policy objective. One view
t hat has been articulated is that in this context of
cunul ati veness where innovators build on prior art, they
build on prior inventions that often have been protected
by patents or other intellectual property, one viewis
the focus on the question of how does intell ectual
property operate to divide the profit so that every
generation is protected?

So that in this context where you have bl ocking
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patents, where it may well be that an inprover to a
t echnol ogy both has his own protection but infringes
prior patents so that there are bl ocking protections that
have to be resol ved through |license or other kinds of
agreenents anmong firms, all of those have inplications
for the division of profit. And of course, the division
of profit anong the sequence of innovators has enornous
inmplications for the incentive to create that sequence of
i nnovati ons.

So that's one view. And that's the view that's
nost closely represented in the economcs literature on
this topic, addressing that question of the division of
profit and how these two inportant features of
protection, the standards for protection and breadth of
protecti on operate there.

The ot her view which I discussed in sone detail
at the Berkeley hearings in February, and I won't revisit
very nmuch here, is the view articulated by Kitch in the
1970s, who was not so much concerned about the division
of profit and how the division of profit sets the
incentives for each sequential innovator but rather
t hi nki ng about intellectual property in this context as
giving a platform for the organi zation of research
downstream

So |"mputting that up to remi nd you of that. |If
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anybody wants to see ny views on it, you can find ny
views in the testinony | gave in February in the Berkel ey
heari ngs.

So here | want to discuss how standards of
patentability and scope of protection operate to
determ ne the division of profit, hence to determ ne the
incentives to make continui ng progress.

As an exanple for this, | want to return to an
ol d technol ogi cal subject which we resolved in one way
and then resolved in another way and that's sem conduct or
chi ps.

Sem conductor chips, conputer chips, are a poster
child for this context of cunulative innovation. M
under st andi ng of how progress happens in chips is that
it's precisely through reverse engi neering, understanding
circuitry on previous chips, trying to make i nprovenents
to those chips going forward fromthe prior art. So it's
a poster exanple of cumnul ati veness.

In the 1970s and 1980s the chip manufacturers
became very concerned about the erosion of their
incentives to make progress in this art because there
evol ved technol ogi es for reverse engi neering chips. And
so it cane to be the case.

If you want to find a source for the information

| have given here on the chip industry and other matters,
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| have a paper com ng out this nonth actually in the Yale
Law Journal on reverse engineering. And this information
and sources for it are cited there.

But sonme information on this matter was that
chi ps, of course, are expensive to develop fromthe
ground up, and the information |I found was on the order
of $40- to $50 mlIlion, and very cheap to clone, on the
order of $50,000 to $100,000. And that's because it
became nechani zed, the unmasking of the circuitry of
chi ps.

And so, of course, this created an enornous
conflict within the industry, where the chip
manuf acturers were afraid that their incentives were
bei ng eroded and that the whole chip industry would die
because the inventors, the market power, their ability to

recoup costs was being eroded.

VWhat this illustrates for the context, and |I'm
using this as a nodel, as an exanple, | don't really want
to tal k about chips. | want to talk about it as a nodel
for a broader context. MWhat it illustrates is

conflicting econom c goals.

On the one hand what cunul ativeness is about is
t hat subsequent innovators use the know edge created by
prior innovators to create further progress. And that's

a good thing. 1It's the foundation of progress. And all
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academ cs know that that's how academ c progress proceeds
and it's also how industrial progress proceeds.

The problem of course, is that those who | earn
fromyou can be your nenesis, can cause your dem se, soO
t hat when subsequent innovators replace you, build on
your work, make a newer, bigger, better inproved chip,
you're dead as the prior innovator, which sets up a
conflict.

On the one hand is the prior innovators who
create the foundation for progress. On the other hand
your successors, using your foundation for progress, can
W pe you out in the market. That creates conflicting
econom c goals and it's the role of the intellectual
property systemto nediate that conflict. And so it's
how does the intell ectual property system nedi ate that
conflict that I want to discuss with you.

The Sem conductor Chip Protection Act of 1984,
which, as | understand it, is no |longer very inportant in
protecting chi ps because chi ps are now patented, is
interesting not because it's an inportant form of
intellectual property protection at the noment but rather
because it's a stylization of patent law. And that's how
| want to use it.

So |'m not using chips or the Chip Protection Act

as an object of interest but rather as a nodel. The Chip

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

65
Protection Act allows reverse engineering of chips in
this mechani zed way that was developed in the '70s and
"80s. So it doesn't restrict the reverse engineering.

| ndeed, patent |aw would not require reverse
engi neeri ng because there's a disclosure requirenent, but
t he Sem conductor Chip Protection Act provided an
explicit forward engi neering requirenent in order to
avoid infringenment.

So what's interesting about that is it prevented
entry with a cloned chip, an identical chip, but allowed
entry with an inmproved chip.

And what that suggests is sonething that's al so
present in patent law. It's patent-like in the sense
that it prevents entry to the market with the identical
thing that would be, if it were patented, covered by the
patent, but it permts entry with a substitute or rival
product that manages to escape infringenent by escaping
sone scoped out set of simlar products, in this case
chips, as set forth here explicitly as a forward
engi neering requirenent but in patent |aw set out usually
in case law as a breadth requirenment. And so the
guestion is how does that operate?

Anot her interesting thing about the Chip Act is
that there's no explicit distinction between what it

takes to escape infringenment and what it takes to get
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your own protection. The standard, if this were a patent
act rather than a sui generis chip act, the standard for
patentability and the standard for breadth woul d be
coincident. That's not true typically in patented
subj ect matter.

So | want to use this as a nodel now to come to
t he question of how those two features operate nore
generally in the context of cumnulative innovation,
t hi nking of this exanple, even though it's not a patent
exanpl e.

So, as you know, econom sts have a | anentabl e

tendency to wite nodels. This is as nodel-like as it
will get but it's a stylization of the context which I
think is useful. |If you |ook at the diagramat the

bottom of the overhead what |'ve drawn is a quality
| adder and the way to think about that is the sequence of
chi ps.

So QL is the quality of sonme initial chip. @ is
the quality of some subsequent chip and so on. And each
chip proceeds by a leap of quality that | call delta
there at the bottom of the diagram

And the thing to notice about this context which
makes the cumul ative context for intellectual property
protection fundanentally different than other contexts is

that there is an extrenely evident reason that there's a
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di screpancy between how nuch of the value created can be
appropriated by the inventor. There's a discrepancy
bet ween what he can appropriate and what he creates.

So the benefit of each inprovenent |'ve witten
there is the size of his incremental inprovenent, say
delta, divided by r, and what that represents is the fact
that if you make sone incremental inprovenment in
technol ogy the value of that inprovenent goes on forever.
Wiy is that? It's because it creates a foundation for
all future progress.

So even if you get w ped out of the market in the
next period by an inproved chip, the value you created
remai ns there because it's a foundation for your
i nproving successor and it's a foundation for every
successor after that.

However, you as the inprover may well get w ped
out of the market after the next increnmental innovation,
whi ch means that you nmay collect profit on your
i nprovenent for two years whereas in fact you have
created a val ue which can go on forever. Enornous
di screpancy between the value created, the social val ue
created, and the anpunt of that value you can
appropriate. How does intellectual property |aw nediate
t hat problen? That's what | want to address.

There are two tools, as | said at the outset, two
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i nportant tools that bear on this problem One is
breadth and the other is the standard for patentability.
So what |'ve drawn now on the bottom diagram|'ve shown a
consol i dati on.

The inplicit idea in ny previous diagram was that
each sequential innovator cones along with his ql1 plus
delta, his inmprovenent, and then becones a conpetitor to
t he previous patent hol der.

Suppose, however, that the subsequent
i nprovenent, inmproved product, infringes the prior
patent? That is a question of patent breadth, whether or
not the subsequent inventor infringes the prior inventor.

And if he does, then that gives a |egal
foundation for consolidating the patent rights in the
ownership of one firm under the market control of one
firm because to resolve the bl ocking patents they have
to |license.

So what does that do? It increases -- instead of
havi ng conpetition between the sequential innovators what
it does is give an opportunity, a |egal opportunity under
antitrust law to consolidate the market control of those
two i nnovations and collect twice as nuch profit -- 1've
witten here 2 delta -- twice as nuch profit in every
period for the duration of those intellectual properties.

So that's what breadth does, and in particular
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| eadi ng breadth, giving sone claimto each i nnovator on
what conmes after. And | call it |eading breadth because
it's giving a claimto things he hasn't invented. |It's
| eadi ng, the | eading edge of what he's invented, you're
still giving a claimthose inventors may infringe.

Now t hat, of course, is a bit tricky in patent
law. But if you don't have that, then the ability to
protect each inventor is seriously restrained.

Okay. So that's what | view as the main tool for
medi ating this conflict between sequential innovators is
the fact that subsequent innovators may infringe in the
sense of bl ocking patents.

How do we think in this context about the bar to
patentability or the standard for patentability. How do
we t hink about the m niml patentable step? Well, in
this context if you think about the incentive for an
i nprover to actually make the inprovenent, if it's a
third-party firmnot the original patentee, not the
previ ous patent holder, then clearly he's going to be
reluctant or at |east think hard before making an
i nprovenent that's not patentable, that doesn't neet the
standard for patentability.

Why? Because after he makes it if in sonme way
it's revealed -- and of course, this all depends on

whet her it can be held as a trade secret and so on -- it

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

70
can be appropriated, for exanple, by the previous patent
hol der. So the standard for patentability will operate
in this environment to constrain what kinds of
i nprovenents the inprover is willing to make.

| view that as a secondary issue to the question
of protecting the sequence of innovators by creating
enough patent breadth, but it's not irrel evant because
the standard for patentability can give an incentive for
i nnovators to be nore anbitious than they otherw se would
be instead of just trying to find a market niche by
finding sone patentable invention.

So let ne cone now to the question of these two
very controversial aspects of intellectual property which
occupy so nuch of our attention both as econoni sts and
| awers in this era, that is, patent breadth and
standards for patentability, bars to patentability.

And | want to ask the question, if we get it
wrong, what is the downside risk? And by asking that
guestion what I'mtrying to get to is the question of
what should we really be worried about here.

So we are worried about both things. W have
judicial decisions that change notions of breadth all the
time. We have Patent O fice grants that change notions
of breadth all the tine.

And i ndeed both of those things al so bear on
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questions of patentability. And we argue about all of
them \Vhich are the inportant ones? The downside risk
of getting the |eading breadth wong -- so what would I
mean by that?

How much of scope for inprovenent is staked out
as an infringement to the prior patent? That's what |
mean by | eading breadth. |If we get it too narrow, that
is, we haven't scoped out enough territory of inproved
products that infringe the prior patent, if we get it too
narrow, then we suffer the danger that the conpetition
will stifle innovation entirely.

Every innovator in this sequence will fear that
even though he enters the market and can have maybe two
years of market incunbency he too will be suppl anted
because his breadth also will be too narrow to stake out
a | onger period of time in the market or nore territory
or nore ability to create profit in the narket.

The problemwith getting a | eading breadth that's
too broad is that you could be enabling nore market power
consolidation than is necessary to create the sequence of
i nnovati ons and hence conpoundi ng nmarket power beyond
that which is necessary. That's an old story. It's a
very old story about the basic trade-offs in patent |aw.

Let's come to what is the downside risk of

getting the patentability standard wong. Well, there,
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you see, | think that the downside risk is |ess severe.
So et nme cone to an exanple that Professor John Barton
at Stanford often gives when tal king about these issues
because it's a very good exanple for illustrating why I
think that we don't have to worry very nuch about the
patentability standard but we have to worry a | ot about

br eadt h.

Prof essor Barton often is at academ ¢ conferences
as aml, and at academ c conferences we often have coffee

and cake which the FTC can't afford. So everybody at the

conference has a paper cup.
And so John Barton holds a paper cup, and he

points to the bottom He says, |ook at this; patent

pending. It's a paper cup. And then he picks up another

paper cup at the conference and he holds it up and he

| ooks at the bottomand it says patent pending. 1Isn't
that interesting. |It's a different paper cup.
And he uses this to illustrate the idea that

standards for patentability may have becone so m ni nal
t hat both of these paper cups could be patented.

And we see, of course, the same argunents wth
respect to one click or two click or business nethod
patents. People argue that trivial things are being
patented. And the question is how dangerous is that?

And | |ook at those paper cups and | say, okay,
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so these two paper cups will have patents. So what? The
real question is do those paper cups infringe each other?
| f those two paper cups both have patents, they both neet
the bar for patentability, the standard for patentability
but neither infringes the other, then there is alnobst no
harmto conpetition

So it's ny view that as between the controversies
regardi ng breadth and the controversies regarding the
standards for patentability it seenms to ne that the one
we really need to get right is the standard for breadth
nore than the standard for patentability.

So follow ng that exanple let nme cone back to ny
coments about what the downside risk for getting the
standard for patentability wong, assum ng that we have
gotten the standard of breadth right.

If we have the standard too high it could stifle
foll ow-ons because third party inventors won't want to
enter the market because their innovations m ght be
appropriated in that they won't get patent coverage.

However, there's a solution to that. Prior
patent holders in the same line of research don't suffer
t hat problem Because they have patents on the prior
i nnovation, they're still covered, so that downside risk
is mtigated by an incentive of prior patent holders to

do their own inprovenents.

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

74

What if we get the patentability standard too
| ow? The problemwth that, and this is the one that's
usually raised in regard to business nethod patents or
i ndeed, Professor Barton's paper cups, is it mght result
i n unnecessary patents.

The solution to that is it doesn't matter as |ong
as the patents are narrow, so that despite the
proliferation of patents in the market neverthel ess the
mar ket admts conpetition.

It's the breadth that admts conpetition not the
standards for patentability. So my conclusion is it
m ght be nore inportant to get the | eading breadth right
than to get the standards of patentability right.

And in this regard as sort of a preview of things
that will conme later in these hearings | invite you to
conpare for a nonment or think for a nonment about the
conpari son of copyright and patent.

The standard for protection in copyright is
extrenmely low, at least for traditional subject matters
| i ke pictures and books. W have never worried about
t hat .

Why is it we have never worried about the fact
that the standard for protection in copyright is so | ow?
| believe the reason we have never worried about that is

preci sely because the protection is so narrow.
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Everything is copyrighted, but everything is
noni nfringing, so despite the fact that everything is
protected there's a lot of conpetition in the market.
Thank you.

MR. COHEN: Thank you very much, Suzanne. | think
what we would |like to do nowis to turn to sonme of the
el ements of the patent standards and go through them one
by one.

And where | thought we could start would be with
what Suzanne has ternmed the patentable step, the
nonobvi ousness standard. We'll get to the | eading
breadth discussion a little bit |later as we go through
this.

Wth regard to nonobvi ousness we have heard
t hrough the hearings and even this norning sone talk
about one possibility mght be if you' re trying to design
things optimally you m ght want something that wl|
approximate a "but for" rule. Gve a patent if and only
if it would be needed to call forth an invention. Often,
this may be a higher standard than what we're used to
dealing with.

Ot hers have suggested that a | ower standard n ght
suffice. Perhaps a "substantial novelty" standard woul d
work if our goal is primarily one of efficient

devel opnent of a prospect.
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Il think 1'd I'ike to throw out the various
possibilities and get your reactions. Let's start with a
"but for" approach. Wuld a "but for" rule, when
designed to issue patents if and only if they're needed,
provide a nmeasuring stick that would accurately refl ect
econom c goals? Scott.

PROF. KIEFF: | think that's actually an amazingly
difficult question. And this gets back to kind of the
di sagreenment Salem and | had about how to read Graham and
103.

And t he di sagreenment kind of goes with a history.
Buried, actually, in a jury instruction of all places in
a very, very old case is the notion that we want to | ook
at what the ordinary nechanic in the field would think to
do. And then during the bulk of the 1900s all the way
up, in fact, even past the 1952 Patent Act, and | agree
with you, past Graham a | ot of people had the notion
t hat we ought to look for things like flash of genius or
synergi sm

But | do think it's interesting, and you're
ri ght, absolutely you're right, the Supreme Court in
Graham expressly discusses the no-change | anguage.

But the sentence continues with a cite to
Hot chkiss. And the story has been told by the author of

t hat opinion, Justice Clark and his law clerk at the
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time, Charlie Reed, and it's catal ogued very richly in a
coupl e of places.

So there's a book call ed, Nonobviousness, the
Utimte Condition of Patentability by Wtherspoon and a
book called, Principles of Patent Law, by a group of
peopl e including ne, that tal ks about this story, and
then actually a law review article by George Sirill a.

So there's a |l ot of sources for the history. And
the view seens to be that the no-change | anguage was
consensus gai ned, but the cite to Hotchkiss was key. And
the cite to Hotchkiss was key because the rule was, no,
we want to go with an objective standard. And the
standards flash of genius, synergism things |like that,
were viewed as too subjective.

So the no-change is harkening back to Hotchkiss
not harkening back to A& or Cuno or the other subjective
st andard cases which are absolutely right. The no-change
| anguage is in there. It turns out to have this
interesting kind of story associated with it.

But the sentence doesn't end with no-change. It
goes on; it cites to Hotchkiss. Hotchkiss becones the
key. And that's where the ordinary mechanic -- today we
call this PHOSITA, person having ordinary skill in the
art, PHOS I TA

So we asked Madam PHOSI TA or M. PHOSI TA what
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woul d be obvious to you? And maybe we could try to do
some kind of "but for" analysis. Maybe an answer to that
gquestion is to say the followng -- and | think this gets
at sone of the underlying points you were raising -- what
standards do we want for patentability?

One of themthat we don't want probably, we don't
want patents to issue on stuff that other folks are
ot herwi se doi ng because we |i ke protecting investnent-
backed expectations. So we could have a standard that
says, listen, if soneone's already doing it, don't patent
it.

Now, we can tell the story that the novelty
requi renment exists to do just that, and we coul d argue
about whet her we should tweak the novelty requirenment to
capture things that, as a matter of fact, folks have
al ready been doing but sonehow we weren't catching them
under 102.

And | think if you |l ook at the history of the
case law on 102 you'll find that we have done that. So,
for exanple, under 102(a) there was this view that there
was a publicity requirenent.

A |l ot of people |ooked at that and they said,
well, that doesn't quite nmake sense because people could
be investing in a neani ngful way w thout nmaking it

public. W mght want to capture that as an investnent-
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backed expectation. W mght want to protect it and, lo
and behold, the court has evolved, in fact, the Federal
Circuit has evolved, a view of 102(g) to say as long as
peopl e have not abandoned, suppressed or concealed it, it
counts as prior art.

So we're doing a ot of work, in fact, in making
sure that we prevent patents fromissuing on stuff that
fol ks are otherwi se not doing. |If they are otherw se
doing it, we don't let a patent on it.

And if they' re otherw se doing it and keeping it
secret, well, then we do |let a patent on it because we
have sone feelings about trade secrecy and especially
sone feelings about whether people could go for trade
secrecy plus patents. We don't like it when they do that
because they get two bites of the apple. So that's what
anticipation could do for us.

So we coul d view nonobvi ousness as the effort to
make sure patents don't issue on what fol ks are just
about to do. So we could have this view that says, if
folks are doing it, we don't want to patent it. |If folks
are just about to do it, if they have invested in
investing, if they are starting to ranp up, that could be
sone i nvestnent-backed expectation we want to protect,
and we could try to conceptualize the nonobvi ousness

requirement as a proxy.
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Li ke all proxies it will be sloppy, but then the
question is going to be what objective criteria -- and we
woul d want to decrease social cost on this, so we would
want to have a | egal standard that could be testable with
obj ective, factual criteria.

And | agree with, | guess, M. Kunin, who had
made the point that we need to be careful about what we
call legal and what we call factual because of deference
i ssues.

But presumably and, in fact, the Federal Circuit
Lee case which you cited, this is the nost recent. |
think it's February or January of this year, recent Lee
case is a fact-type case and it's a case that says,

i sten, when we're doing our obviousness analysis we need
to hinge it on the facts.

And the factual analysis needs to go |ike this:
we ook in the prior art. W generate a checklist. The
checklist is everything in the claim Everything in the
cl ai m pl us enough teaching to enable sonmeone to actually
make the claim

If we can find all of that in any single
reference, objectively, we actually find it there as a
matter of fact, that's anticipation and we' re done.

If we can find it all there, but instead of

finding it in a single reference we find that checkli st
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spread anong two colums, two or nore, two, three, four
references, and, as a matter of fact, as in the Lee case,
we' ve got sone objective teaching, suggestion, or
motivation to conbi ne those references, then we've got
obvi ousness, then we've got no patent.

But that is a view of obviousness that is
relatively crisp and objective and relatively easy to
apply.

Now, | conpletely agree that it doesn't have the
ki nd of valuative stuff that you suggested. And |I think
it would be great if we could figure out a way to have
soneone do that evaluation. And | think this gets at
Arti's comment about whether maybe what we ought to do is
have an expert econom st in the Patent Ofice decide is
it, quote, worth it, to issue this patent.

But those are going to be very -- and | guess
t hey use your analysis, | think, because they struck ne
as a very good analysis, but then the question is can
soneone sitting in Arti's type of office applying
Suzanne's type of analysis, bolstered by Salenlis type of
ki nd of valuative approach, do it cheaply?

O do we want to have a crisp -- you add up the
facts; they're there or they're not. |It's obvious or
it's not. You've got the teaching of every el enent.

You' ve got a suggestion notivation to conbine. It's
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obvi ous.

If you don't have all that stuff in the text of
t he docunents you're |looking at, the journal article in
Cell or the journal article in the one-click patent case,
it's going to be going to sone business school class and
| ooki ng at the notes. W have a | ot of case |aw about
what facts you get to look at for prior art. But that's
where you | ook. And then we need to nmake this
conparison. But that's I think the conparison we'd be
maki ng.

MR. COHEN: Let's make a conparison with sone
ot her people's comments. Mark.

PROF. JANIS: A small point here. W' re talking
about -- beginning to tal k about these patentability
doctrine seriatimbut we need to renenmber that they do
interact. So it's convenient, of course, we have to talk
about them seriatimbut | think they interact in very
i nportant ways.

So, for exanple, I mght be very happy with an
easy eligibility standard if | know that it's backed up
by a rigorous standard on enabl ement, scope, breadth or a
ri gorous obvi ousness standard.

Li kewi se, | m ght have Jay Kesan's problemif |I'm
in the software problem and | have an easy eligibility

standard and perhaps an easy enabl ement standard. Those
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two together nmay create a probl em where one or the other
i ndividually m ght not, but those two together surely do.

And anot her related point you hear people talking
in the biotech area about an easy dual standard for
obvi ousness in counterpoise with a heightened witten
description standard as a way to justify those twd. So
just a small point about renenbering that these doctrines
interact with one another.

MR. COHEN:. Arti.

PROF. RAI: Just to follow up, | think that
Suzanne is exactly right, that it probably doesn't matter
as nmuch what the standard for nonobviousness is as |ong
as we get the scope right, but the difficulty is that if
you have a very | ow standard for nonobvi ousness the way
the patent lawis at |east currently set up that neans
you're tied to a narrow scope, which nay or may not be
good dependi ng upon your anal ysis.

And so if you want to decoupl e nonobvi ousness and
scope you have to do so by using explicitly econom c
analysis that is different fromthe doctrinal analysis
that the court would apply.

So, | mean, | think that raises the |arger
question of, it seens to ne, that the patents' doctrines
are meant to get, at the end of the day, the only

questions they're intended to get at are questions of
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i nnovati on policy.

So then, and Scott nentioned that it may be too
difficult to have an econom st sort of analyzing each
patent to determ ne what the optimal scope and so forth
woul d be, but | do think we could -- and this is back to
the point I nmade in the earlier session -- | do think
that one of the things that a PTO with substantive rul e-
maki ng authority could do is come up with guidelines that
m ght apply across a variety of cases that explicitly
i ncorporate econon c policy considerations and therefore
allowus, if we want, to decoupl e nonobvi ousness from
scope, if that is the economcally sound thing to do.

And that doesn't have to be done on a case by
case basis. | think it can be done on perhaps an
i ndustry by industry basis, which | eads to the question
of -- 1 don't think the patent |aws should be technol ogy
specific in the sense that it should always be grounded
in the facts to sone extent, but it may be that there are
di fferent econom c considerations at play in different
i ndustries that would affect how you would want to think
about scope.

MR. COHEN: Steve.

MR. KUNIN: 1'd like to take a little bit of a
di fferent approach. | think it's inmportant for us to

| ook at a couple of different elenments. The first
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element is the role of the Patent and Trademark Office as
t he gat ekeeper, and basically the way the law is
currently set up the burden of proof is on the exam ner.
So you're entitled to a patent unless....

And essentially the exam ner has to establish a
prima facie case of unpatentability on any of the
patentability criteria. And of course applicants have an
opportunity to submt rebuttal argunents, evidence,
affidavits, but of course at the end of the day still the
O fice has the burden of proof.

It's interesting then if you then take this to
the next |level, which is now once the Ofice has done its
gat ekeeper role the patent has a statutory presunption of
validity. The Ofice or the government has been presuned
to have perforned its function correctly, and
consequently the current standard is that any accused
infringer in trying to show invalidity has to do so by a
cl ear and convi nci ng evidence standard, not a
preponder ance of evidence standard which is the standard
within the Patent and Trademark Office, even for re-
exam nation or reissue, but this clear and convincing
evi dence standard.

And, of course, | think this makes it difficult
fromthe standpoint of making that determ nation of

whet her the standard in the final analysis is really
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different in ternms of the proceedings within the O fice
versus proceedings in |litigation.

And, of course, | think sort of the m ddle ground
here is the aspect of the fact that sone ways that people
have historically approached it, and I'll go back to sone
of the things that were discussed in early President
comm ssion |lists of recommendations, led to, for exanple,
in the 1980-81 tine franme, re-exam nation.

And re-exam nation was intended to be on patents
and printed publications, substantial new question of
patentability, fairly | ow standard, and that this was
supposed to be a patent correction nechani sm

And, of course, under the Anmerican Inventor's
Protection Act, an inter partes re-exani nation |aw was
passed. O course, | think there were enough show
stoppers in there that, to date -- while that went into
ef fect roughly Novenber 29 of 1999 for patents that were
filed thereafter and then ultinmately grant those patents,
and it takes a while -- we've only had three. So that
shows you that maybe that wasn't the perfect solution and
maybe that needs to be fixed somehow.

MR. COHEN: We'Il try to focus on that this
af t ernoon.

MR. KUNIN: But in essence | think the point |

want to make in conclusion is that when you | ook at these
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standards, | think you need to |look at themall along the
process, not nerely in front of the patent exam ner but
obviously in front of a district court judge or the
Federal Circuit judge and whet her those standards
actually are different kinds of standards.

And of course one critical aspect, at sonme point
we really need to talk about, is claiminterpretation
because to a |l arge degree how clains are interpreted for
exam nation, how clains are interpreted for enforcenent,
you find also, | think, that there's potentially a
di fferent approach that's taken.

And, of course, you can't nmake judgnents on
antici pati on and nonobvi ousness wi t hout know ng what the
claimcovers. And | think to a | arge degree once again
under Markman that's a question of |law for the judge to
determ ne what the claimreally neans, yet a | ot of these
determ nations, as Scott was nentioning, begin with fact
findi ng.

You have got to do fact finding for anticipation.
You' ve got to do fact finding even for nonobviousness in
terns of what is in the prior art before you ever get to
the notivation issue. And of course you have this aspect
of this whole real mof fact finding relative to the
evidence. And on the other hand what the claimreally

covers and ultimte concl usi ons on nonobvi ousness are
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matters of | aw.

MR. COHEN. On this side of the table. Jay.

PROF. KESAN:. Yeah. Just a couple of points to
follow up on sone of the comments that were nentioned. |
t hi nk the obvi ousness or nonobvi ousness standard, if you
will, is really at the heart of the patent system

And it's our way of defining what it neans to
have an invention. And you essentially create sort of a
zone of patent-free world around the prior art, and
obvi ous variations of the prior art are deenmed not to be
wort hy of the extravagance of a patent.

But the key link there though is now that we
understand the standard as articulated in Graham and in
Section 103, the key thing is to what appears to be a
val ue judgnent to every one of us in one technol ogy
versus anot her, reenphasizes the inportance of going back
to this person who is skilled in that field and in that
art. And it's only with respect to that person that the
st andard makes any sense at all.

So while we're tal ki ng about sort of this view
from 10,000 feet the real action in the obviousness
standard is in knowi ng what the prior art is. That's the
first thing, know ng what the prior art is. And
secondly, what is a person in that field, what do they

think of that prior art.
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And | think that's where the concerns on
obvi ousness cone in, and the standard itself is pretty
good, but whether all the relevant prior art is avail able
to the PTO, that's the first question.

The second question is did they really have an
accurate understanding of what a person who is skilled in
the subfield, not necessarily just in the broad field, is
i nportant.

The second thing that I wanted to nmention, and
this goes back to Professor Scotchmer's talk, and that is
to nme the breadth problem enphasi zes the inportance of
the disclosure requirenents. So, in other words, you can
cl ai m what ever you want and your clains can be --

MR. COHEN:. Let's be brief here. W're going to
get to disclosure separately. So with that caution, go
ahead.

PROF. KESAN: To the extent that your clains are
overbroad, if you police the witten description,
enabl ement and best node requirenments well you can knock
of f the overbroad cl ains.

Where a patentee is trying to anticipate what is
com ng down the road and tries to act as though all those
devel opnents were contenplated by himall along, which is
where he's trying to overreach, that's where policing the

di sclosure requirenents as part of the patentability
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st andard becones i nportant.

One other thing I wanted to nmention with respect
to this 2 delta problemis I'd |ike to hear your response
on how that jibes with the product life cycle hypothesis
in the sense that every patentee is aware that they're
not going to get nmuch profits early, then later on
they're probably going to get 1.5 delta, the
di stribution, and then they're going to end up with about
half a delta as obsol escence and preenptive innovation
ki cks in.

So in other words, between two people the
distribution is really inportant. And |I know that at
sone point | may get a big chunk but then as I go down
the road I'mgoing to get a small er piece because this
ot her guy conmes along and puts a spout to ny bucket wth
a handle or puts a lid to ny bucket.

MR. COHEN: Sal em

MR. KATSH: | think it's inportant to recognize
that we're probably focusing on the gray area of patents,
those that are neither clearly neriting a patent and
those that are clearly not neriting.

And froma lot of work with juries and jury
consultants it's becone -- |'ve been taught and | find it
reflected in the experience -- that when you cone to

cl ose questions people don't or can't foll ow what sone
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peopl e woul d say are objective criteria, the jury
i nstructions.

And it may be that one kind of study that ought
to be done in this field is a social studies type study
of the process by which decisions are made by exam ners.

Now, sonme exam ner felt that one click was
patentable. A district court judge, another reasonable
person | assume, felt it was worthy of an injunction.
The Federal Circuit -- reasonable people -- they
di sagr eed.

Now, when you have that kind of result, you can't
say there's an objective standard. Sonething else is
going on, and it's |ike asking what is insubstantial on
t he question of Doctrine of Equival ents.

If you read the hearing of the Warner Jenki nson
case in the Suprenme Court, it's very interesting. You
had one justice after another saying well, what do you
mean by insubstantial? And the law is full of these
i ssues.

Well, what is the reasonable person in tort
cases? What is foreseeable? | don't mean by val ue an
econom ¢ value. | nean the value that the individua
says to hinself, is this worthy of a patent? Because
that's what the social scientists, psychol ogists are

telling us is the way a person reaches a deci sion.
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And so if we don't recognize that and attenpt to
provi de nore gui dance, then | think we're not going to be
able to arrive at a nore predictable system IVS.
GREENE: You nentioned that many standards that pervade
all areas of |aw have this tough bal ancing test where
you really have decision calls to make, is what you're
t al ki ng about .

To what extent, if at all, is the technical
nature of patent |aw sonething that is going to enhance
or undermne the ability to engage in the type of refined
criteria that you think are needed?

MR. KATSH: | don't think that unless you put it
into a conputer program put the art into the conputer
program and programthe conputer with sone set of
instructions and you want to live with that, fine.

But as long as you' re going to have peopl e doing
it, I just don't think it can be as sinplistic a notion
of you've got notivation, you' ve got the elenents, you've
got novelty, the patent issues.

Because an exam ner and a judge and a jury and
soci ety are going to reach their own conclusions. And at
sone point the ultimte question is is this worthy of a
patent? That's going to be -- and | don't know.

| ve never been an exam ner but |'ve certainly

argued jury instructions which are supposed to be
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quantitative and objective, and you end up with decisions
that are influenced by the individual.

How many exam ners, if you took a gray area
patent and did a test and gave them the sane facts, and
it's in the gray area, would conme up -- and these people
are in the art -- would come up with the sanme result?
That woul d be an interesting exercise.

MR. COHEN: Let's try Roger and then Steve on this
and then nove on.

MR. PARKHURST: | was just going to say | think
it's interesting. Salem has just suggested maybe a study
of the sort of philosophical or social question of does a
certain subject matter rise to the level of -- should
soci ety grant a patent for this.

| was going to ask Arti just exactly what sort of
econom c criteria she had in mnd mght fit into the
eval uati on of patentability. But it seens to ne that the
scheme that we have now by statute says let's try to make
this decision based on the standard that is set forth in
Section 103, now Section 103(a) and |let the market sort
out those other things after the fact.

Har keni ng back to Suzanne's talk, | think that
t he market does sone of these things when we have a broad
patent and inprovenent patent. You do have the bl ocking

patents. The market says we're not going to accept the
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subj ect matter of the broader, basic patent w thout the
i nprovenent. So sonehow the owners of those patents have
to work it out to market any product.

Anot her sol ution of that problemwhich | think
fits into one of the categories you had on your board was
|"ve seen the market solve the problemfor a patent owner
by saying, ook, I'mgoing to have a second source of
supplier. I'mnot buying anything from you

And so | know I was involved in a rather mgjor
event for one of nmy clients where we were confronted with
an entire portfolio of patents, and the solution
ultimately was that the custoners of the patent owner
wer e demandi ng that they were going to have a second
source of supply.

So the two parties who were the eligible
suppliers really had to work it out to achieve that, or
t hey were both going to | ose.

It seems to nme in today's world, in today's
statute, a decision was nade by Congress |ong ago that we
weren't going to go into this kind of detail to nake the
eval uation, but we were going to try to get sonething
that we could deal with objectively, recognizing that the
| ast step is subjective, and then let the market and the
real world sort it out fromthere.

MR. COHEN: Steve.
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MR. KUNIN: I'Il try to be brief here, but | felt
t hat maybe we ought to just briefly nmention, if not go
into any depth, the fact that as Roger was tal king about
what the literal words of the statutes say and others
have tal ked about the Graham v. John Deere anal ysis but
of course, in the Gahamv. John Deere analysis in
addition to the principal case there is a consideration
of, as the court said, the secondary consi derations,
whi ch now have been known as the objective indicia of
nonobvi ousness, things such as failures of others, |ong-
felt need that has gone unsol ved, unexpected results,
comrerci al success, and so forth and so on.

And of course, nmaybe what happens is the detail,
if you will, becones nore conplex as you get beyond just,
| would call, a superficial look at the prior art and
throw the facts in the conputer and see whether the
conputer says, well, everything is there and there's sone
i ndi cation of notivation, it would have been obvi ous
because that's only the prinma facie case.

Then when you start piling on these other
secondary considerations in making the ultimte
determnation | think that you find that it becones
sonmet hing which is not very easy to deal with and does
involve a | ot of professional expertise and judgnment.

MR. COHEN: Let nme build on that. l'"d like to
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shift for a few mnutes -- we only have a few m nutes
bef ore our lunch break -- into sonme of the | egal issues
surroundi ng nonobvi ousness.

And we can start with the objective indicators
because that's where you have left us. |'mwondering if
t he panelists have any thoughts as to whether there are
particul ar settings where reliance on sone of these
factors perhaps ought to be tenpered or where our
know edge of how conpetition works m ght suggest that
there's not an adequate nexus between the various factors
and the nonobvi ousness of the invention.

For exanple, with the commercial success factor,
if we're dealing with settings where there are potenti al
| ock-ins to existing technol ogi es and subsequent patents
cone along and are comrercially successful, should we
| ook at this in the sane way as we would look at it if
the patentee had no | ock-in already? Does this work its
way into the law? Any thoughts on this?

MR. PARKHURST: Well, | think it's already in the
law. | think the requirement for nexus is already there.
| mean, you've got to have a nexus with what's cl ai nmed,
and then we | ook at why was there success. And if
there's not a nexus between success and what was cl ai ned,
then the | aw says, in theory, you're not entitled to the

extra credit, if you will, for so-called comerci al
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SUCCeSS.

MR. COHEN: I'mtrying to go a little bit beyond

the theory into the actual practice. |Is it working?
MR. PARKHURST: Well, | think it's on a case-by-
case basis. And it always will be because it's going to

be a matter of how well parties and their counsel and
experts devel op the evidence and how, finally, the

evi dence can denonstrate whether or not the nexus exists
or does not exist.

MR. COHEN: Let's try our other litigator. Salem

MR. KATSH: | was going to say that froma
litigator's point of view, the secondary considerations
are extrenely attractive. There's no better jury
argument than woul d have, could have, shoul d have.

On the other hand, there is a danger, it seens to
me, that those standards, and | think this point has been
made i n other sessions of these hearings, those standards
are attractive, whether to an exam ner or certainly to
judges and juries, because they want to answer the
guestion should a patent be issued here, they want to
answer it well. Those are very attractive nuisances, if
you will, that will lead themto rely on those el enents
per haps nore than woul d be warranted.

So | think it's a double -- | nean, there's

certainly obvious commpn sense in saying that people have
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been trying for 200 years to invent sonething and
sonebody cones along and all the pieces are out there but
nobody's done it, you're never going to convince a jury
t hat that was obvious. But, at the sane tinme, there has
to be a control over the extent to which those are taken
into account.

MR. COHEN: | see Kenneth has his sign out.

MR. FRANKEL: It seens to me that Salemis
approachi ng the right question as to whether sonebody
really is entitled to the patent and that is what is the
gut feeling that you end up with at the end of a case.

| don't think that there's the situation that
Sal em was tal ki ng about where you're clearly entitled,
you're clearly not entitled to a patent. | think that
that's a very rare situation.

MR. KATSH. Those don't go to court.

MR. FRANKEL: They may not go to court, but
skillful litigators are going to point to various
different factors and nmake everything into the gray area.

| think that when the juries are | ooking to nake
that ultimate gut decision they need to have at | east
some criteria to look to. And I think that these
objective criteria -- the nonobjective criteria -- at
| east give sone guideposts, so that the juries can at

|l east link thenselves to these areas and then make up
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t hi s deci sion.

If you don't have these criteria, and you're just
leaving it to the gut, |I think that we would have great
uncertainty. You' d have no idea where you're going to be
maki ng your investnents for the future.

And maybe | read something into your question,
but | don't think that these criteria should be different
for different industries. | think that they can be
tenpered for general guideposts and that for any specific
case, as Roger was saying, you can make your argunents
that some factors are nore inportant than others. So
think it's absolutely critical to have these general
factors in there.

MR. COHEN: Just a coupl e other questions of a
| egal nature, stepping away fromthe objective indicators
back into the nore basic test. W heard a little bit
this morni ng about a conbi nati on of references and need
for nmotivation.

" mwondering if anyone has reactions to the
extent to which practice has kept up with practi cal
devel opnents. The ability to run conputer searches that
may cross-reference different fields and make it easier
to draw on anal ogous -- non-anal ogous sources. How is
this factored into the conbinati on-of-references

t hi nki ng? Anyone have a reaction on that? | see Jay's
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sign up. | don't knowif it's for this or for a prior.

PROF. KESAN: My only reaction to that is that
this is a common problem nost comonly in the area of
i nformation technol ogy and conputer software.

And the reason for that is primarily because the
nonpatented prior art, which is very significant in that
field because software was not thought to be protected by
patents for a long time, has nmade it hard, and nost
progranmmers know that a lot of the relevant prior art is
found actually in handbooks.

Every conmpany puts out its handbooks on vari ous
ki nds of software that they used to use. And that's the
sort of information that | think is problemtic. And
it's widely considered to be a problem for the Patent
Office because they sinply don't -- the searching costs
are first of all too high, and the anmount of tine that
you have assigned -- 8 to 18 hours for a patent
application throughout the whol e process according to
enpirical study -- just doesn't allow for that kind of
prior art searching.

MR. COHEN: We've reached our 12:30 breaking
point. | think we will take our lunch break now. W
unsurprisingly haven't gone through all the el enents,
substantive elenments this norning. | think we'll pick up

with that when we start the afternoon and then npve on
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into the procedures.
So | felt though that the nmorning mght run a
little long and it did. And we'll pick up where we're
| eaving off at 2 o'clock this afternoon. W'Ill try to
start promptly so we can keep noving forward. Thank you.
(Wher eupon, a lunch recess was

t aken.)
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AFTERNOON SESSI ON
(2:04 p.m)

MR. COHEN: | think we can get started. W're
going to resune where we left off this norning. W have
the sanme set of panelists joining us but we have a couple
of new people joining us fromthe side of the governnent.

| medi ately to nmy left is Susan DeSanti who is
Deputy General Counsel here for Policy Studies at the
FTC, and our representative fromthe Departnent of
Justice this afternoon will be Douglas Rat hbun. And
we'll welcome both of themto our group.

VWhere we ended up this norning was we di scussed
t he nonobvi ousness requirenent, the patentability step
that was identified this norning. | think maybe the next
pl ace to go would be to follow in the order that
Prof essor Scotchner's presentation suggests and take a
little bit of a | ook at the standards that deal wth
| eadi ng breadth, the degree to which an inprovenment
infringes or escapes from coverage of infringenment.

And what 1'd like to do is we have had the topic
i ntroduced by Suzanne. |'d like to throw out to the
panel the question as to whether you regard current
practice as giving optimal results for |eading breadth?
Is it where it should be? Are we drawing the line at

what infringes properly? Any thoughts?
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MR. PARKHURST: 1'Ill start. | think literal
infringement is pretty straightforward. | think as Steve
Kuni n mentioned this norning claimconstruction is a
| arge area of question. Particularly, we have seen sone
Federal Circuit cases that have gotten into the business
of permtting reading limtations from specifications
into clains de facto. | think that's a poor practice and
it's a poor precedent for the district courts.

I think if you | ook at the various aspects of the
exi sting patent |aw when properly applied they result in
claims being the focus, as the court said many tinmes in
t he Johnson and Johnston decision that Sal em nentioned
earlier this norning.

And when the clainms are the focus and the other
aspects of the |law are properly applied, you have a
situation where the claimis either of proper breadth or
invalid breadth. And that issue should be mnimzed, but
with some of the things that are going on today | think
it is an issue. So | just sort of offer those coments
to kick it off.

MR. COHEN: Sal em

MR. KATSH: | would offer also the observation
fromwhat |'ve been told that sonething approaching 50
percent of Markman deci si ons have been reversed or

modi fied by the Federal Circuit.
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And again fromthe perspective | bring to the
practice of nmy clients wanting as nuch certainty as
possi ble, the fact that even the literal scope of the
claimis subject to so nuch question, and it's com ng
back again | guess to the quality that's experienced
within the prosecution process and the question of
resour ces.

As far as the separation of the claim
construction function, there's another case that was just
deci ded, Tate -- | renenber the first name is Tate
sonething. And in that case the court did not and had
before it a prelimnary injunction entered by a district
court on a finding of literal infringenent. And
apparently it was conceded that the defendant was
practicing the prior art.

But the Federal Circuit did not feel it had
before it or that it was the right context for it to
reconstrue the claimsince that issue apparently was not,
strictly speaking, before it.

And that was kind of a shocking opinion to ne
because if you take the Johnson and Johnston case they're
saying you can't take matter out of the public domain,
and here they're refusing to address a conceded fact that
t he accused device was in the prior art on the ground

that this is the way we do things.
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This is the way we approach claimconstruction.
You either invalidate the claim or it's valid and then
you infringe -- | guess even if your device is in the
prior art.

Now, they did say that that would be a rare
situation, where you have a valid claimthat could cover
a device practicing the prior art. But it just struck nme
as the kind of situation that called for a court to do
justice. And, again, it's the kind of decision that
brings nore uncertainty into the field.

MR. COHEN:. Arti.

PROF. RAI: | think the figure is nore |like the 30
and 40 percent dependi ng on which of the various studies
you believe. So maybe that's why 50 percent -- it also
depends on what tine period you studied. But in any
event that's neither here nor there.

It seenms to nme that one of the problens with
breadth that one sees in the two areas which | foll owed,
conpl ai nts about breadth in biopharnmaceuticals, the
conplaint is witten description is being used to nmake
scope too narrow. And then in software, which | know
| ess about, but | know the conventional w sdom seens to
be that the scope of clains is too broad.

In sonme ways the response to both of those

problens is pretty sinple, and that is that the Federal
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Circuit should understand the technol ogy better than it
does because the reason that it's keeping clains so
narrow in the biopharmarea is because it seens to think
that everything in biopharm particularly in biotech, is
i ncredi bly unpredictable, and therefore clains nust be
narr ow.

By contrast, | think, as Jay suggested earlier,
in software it seens to think you can have incredibly
broad clainms wthout any disclosure whatsoever. So it's
a sort of a m sunderstanding of the technology to sone
extent.

Having said that, at least in the biotech area if
we're going to have upstream patents as the Federal
Circuit is letting us do or is inclined to |l et us have,
particularly if it keeps the utility standard as | ow as
it has in sonme of its cases, it seens to nme that narrow
scope is probably a good idea if we're going to have
t hose patents at all.

The problem arises if that narrow scope, those
princi pl es of narrow scope, are used all the way down the
line even to nore downstream patents, because that
strikes ne as a real problem

And in any event, the Federal Circuit is
certainly not doing it because | think it's kind of cone

up with sonme sort of sophisticated econom ¢ anal ysis of
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upstream patenting versus downstream patenting. | think
it just m sunderstands the technology in the biopharm
area. And ny understanding is, ny sense is that it's
m sunder st andi ng the technology in software as well.

MR. COHEN: One thing we sonetinmes hear in this
area i s that when you nove over into the realmof the
Doctrine of Equivalents, a greater range is allowed for
pi oneer patents. Have you found this to be the case and
if sois it justified? Does that mke sense? |Is that
what we woul d want? Mark.

PROF. JANI'S: Yeah. | had some comments before
t he questi on.

MR. COHEN: |'m sorry.

PROF. JANIS: Let ne just conment on a variety of

things and maybe 1'I|l end up at the pioneer comment. The
Tate Access case, like Salem 1 thought that was a
jarring case to read. | think though it may boil down to

sonet hing pretty sinple about the burden of proof.

| need to read it again to renmenber correctly,
but I think the Federal Circuit was sinply saying you
can't escape -- you the defendant in an infringenment case
can't escape your burden of proving invalidity by
converting that into a noninfringenent defense of
practicing the prior art.

And if that's the extent of it, then that's a
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pretty innocuous opinion. But the way it's witten is
jarring. | really agree with that.

| was just going to throw out a variety of issues
that | think are inportant issues that conme under the
headi ng of breadth. Sonme of them we have touched on, and
| don't intend to develop these unless you want to, but
"Il just throw them out and see what you think.

One woul d be the tendency at the Federal Circuit
to attenpt to create apparent per se rules relating to
equi val ents. And of course I'mtal king there about the
Festo case and the Johnson and Johnston case.

And | have questions there about whether you
really get nore certainty or whether you just get a shift
in the area of uncertainty. | really want to inply
strongly that it's the latter. So that's one thing I
see.

Anot her thing is functional clains. | think the
si xth paragraph of Section 112, as it's currently
witten, and certainly with all the gloss that the
Federal Circuit has added to it, is, I"'mtenpted to say,
a di saster but highly problematic, perhaps, | should say.

And that's just another area where the costs are
much hi gher than they need to be, particularly when you
get down to the level of 112, sixth paragraph,

equi val encies. So that would be just another thing.
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Anot her area is the use of extrinsic evidence for
claiminterpretation. | think that that nmay foll ow al ong
with the comment about attenpting to create per se rules
or a nore rigid regine for an area that just seens to
resist.

And then finally, and this goes back to what Arti
was saying, we shouldn't forget that an inportant aspect
of this whole issue of breadth derives fromacquisition
doctrines that control breadth. It's not just all about
i nfringement doctrines and equival ents and whatnot. |It's
al so all about enabl enent and other 112 doctrines. And |
think those tend to get too little attention in these
debat es.

| think the enabl ement doctrine could be nmade to
do nmuch, much greater work than it has done so far
really fine tuning claimbreadth. So we shouldn't forget
about that doctrine when we're having this discussion
broadl y speaki ng about breadth, broadly speaking.

MR. COHEN: Jay.

PROF. KESAN: | just wanted to foll ow up and when
| have this -- Mark nade a couple of points | was going
to make. That's fine. At least in the case of claim
interpretation and 112, paragraph six, it's really
i nportant to understand once again how that dovetails

with the disclosure requirenents.
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So, in other words, if, for exanple, in a
software patent one of the elenents of the claimrecites
sonmething |like sorting these vectors or sonething |like
that, the term"sorting" has meaning when there is a
proper enabling disclosure of that step in the
speci fication.

And if the Patent O fice does not police that
carefully, then when a second patent conmes al ong you
basically are not able to say, well, that word sorting
referred to this kind of step. |'mtalking about
sonething different now And |I'mtal king about a
different kind of sort.

So when you properly interpret the previous
patent, you will find that it's actually narrower than if
you sinmply read the words of the clains. After all, the
Federal Circuit in Markman told us that you have to
interpret the |anguage of the clains, the litera
| anguage of the claimitself but also the specification.
And that's where the disclosure requirement is so
i nportant.

The same thing is true in 112, paragraph six,
when you have a step plus function or neans plus
function. If you don't properly police the disclosure
requi renents, particularly in software patents, and you

don't mandate, for exanple, as | have suggested in sone

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

111
of my work, you don't mandate the use of representational
| anguages, which is the way conmputer programers talk to
each other, there is no problemhere in the sense that
the patentee is someone who is skilled in conputer
science. The exam ner is another person skilled in
conputer science. Let themtalk the same | anguage to
each ot her.

And the English | anguage is a very bl unt
instrument to police the disclosure requirenment so
mandati ng the use of things |ike representational
| anguages, which we do in other areas, in other
technol ogi es, for exanple, nucleotide sequences and al
t hese chem cal fornulae and all these other things that
are automatically required in biotechnology. But there's
no such correspondi ng requirenment in software.

MR. COHEN: Scott.

PROF. Kl EFF: Your question began tal king about
the Doctrine of Equivalents, and we tied in a couple of
di scussions on disclosure. And | think that nmakes a | ot
of sense. Let me try, if |I could, to bang them off
qui ckly, see if we can take them apart.

On the Doctrine of Equivalents we talked a little
bit about this earlier, so |I'll say it briefly and we can
go back and |l ook later in the text if we want, but at

| east a group of judges at the Federal Circuit in the
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Hilton Davis case and dissent, including Judge Rich, who
was not known to be unfamliar with patents, had the view
t hat maybe the doctrine is not so good, period, full
st op.

So rather than have a discussion about what
[imts or what ranges or what -- how about zero, or zero
except in exceptional cases, and throw that out as an
option to at |east think about.

On the disclosure front, and Mark and Jay have
tied, I think, simlar issues here, make a | ot of sense
about the inportance of the Section 112, paragraph one,
and also, in fact, paragraph two, disclosure requirenents
and the need to give notice.

Because the inportant thing, the real nuscle, the
real reason we've got those, | take it, is that we want
folks to know what's going to infringe and what won't.

This is not so much a kind of teaching to enrich
the art, although that's often the rhetoric. At |east a
real inportant mssion, if not the mssion, is notice.

If we focus then on notice, there are some things
we can take fromthe discussions. One, it's actually not
clear that Angen, Fiers and Lilly and their
interpretation of the disclosure requirenents, those
three different cases, are biotech-specific because, in

fact, Lockwood, a computer case, applies exactly the sane
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reasoni ng.

And just in case we thought that was high tech
specific, I'"'mpretty sure that couches are | ow tech and
Gentry is a couch case. And it applies exactly the sane
reasoni ng.

So, yeah, we all need to pay nore attention to
it, but the court hasn't been technol ogy specific on that
one. It's trans-technol ogy.

A really neat suggestion m ght be to go even
further than what Jay suggested. |In the biotech area we
require sequence listings. You have got to actually send
in the detailed info. And these biotech patents as the
Patent O fice knows, you send in a conputer disk, or you
can e-mail it now. But this is a big chunk of data.

Jay, you asked about beefing up disclosure in
sof tware cases. Why not just dash an e-mail and send in
your code. And it could be either object code or source
code.

And | suspect what you want, based on what you're
tal ki ng about, and | think Mark would agree with this
too, is you woul d want source code because you want it to
be human readabl e.

And again, that's not a |legal change. Sone of
this stuff just comes down to why haven't |awers nade

this argunent in court? And it may just be they haven't
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had a chance yet, and they will because they're smart
| awyers and they'll litigate this issue.

So it may not be a problemthat is fundanentally
kind of the system s broken. It may just be that case
hasn't percol ated up yet.

MR. COHEN:. Before we |leave the -- | see Stephen
has his up.

MR. KUNIN: | think there were sone interesting
poi nts that were reasonably raised by Jay and Scott.

And, of course, if you listen to what they both said and
the | egal basis for what they both said, |I think you find
that we're in a conundrum because the truth of the
matter is if you listen to what Jay said, the Fed Circuit
for the nost part has dealt with the 112(1) issue for
software. He read off a litany of cases. There's
Roboti c Vision, Hayes M croconputer, Fonar, the Northern
Tel ecom case. You can go on and on.

And basically, whether you're tal king about the
best node requirenent or the enabl enent requirenment, the
requi renment for source code is just not there. And have
smart litigators raised that? Yes. And they have al so
lost it in front of the Fed Circuit.

But | would then point out that we have tal ked a
little bit about Enzo, and the interesting thing is what

does Enzo nean with respect to witten description?
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If Enzo were the law -- let's assune there is no
request for a hearing en banc and the court changing its
m nd -- you could have a situation where, nuch |ike Scott
and Jay were nentioning, that if possession does not neet
the witten description requirenment you nust descri be
t hat which you possess, oh, | guess you better describe
sof tware, because you may be in possession through the
functional narrative that you can put in a witten
description. You can provide it in high-level flow
di agrans and the |iKke.

But the interesting thing is if indeed we've got
one patent law for all technol ogies, the inplications of
Enzo could cross over technol ogi es.

My final coment is | think you were doing really
wel |, Jay, until you nentioned Gentry Gallery because,
yes, Gentry Gallery is a couch case with recliners, but I
think unfortunately with cases after Gentry Gallery,
Zebco in particular and a few others, | think the court
kind of is putting Gentry Gallery in its omtted el ement
test, kind of in the corner and saying, "You just stay
over there until we need you again.” So | think, in
essence, | do agree that Lockwood is a good case for
crossover to other technol ogi es.

MR. COHEN: Before we |eave the area of breadth

didn't hear many takers on the pioneer invention. Let ne
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try the reverse of that. Wat we often see in scholarly
articles is a ot of stress on the benefits that could
flow from greater use of the Reverse Doctrine of
Equi val ent s.

What we heard at our session in February, when we
were given an objective reading as to where the state of
the | aw was, was that this just doesn't -- it's a
doctrine that just isn't used. Wuld anybody like to
jump in and opine on the doctrine? Let's try Arti.

PROF. RAI: | think as a doctrinal matter it just
isn't used, but I think that it's partly for the reason
that it would serve -- | nean, | think Rob Merges has
been a big advocate of this idea, that it could deal with
a difficult transaction cost in blocking patent
si tuations.

| think it serves an explicitly econom ¢ function
or could serve an explicitly econonm c function. One of
the reasons it isn't used is because | don't think the
Federal Circuit sort of thinks in econom c ways. So
there's no reason for it to be used at |east as our
current Federal Circuit is constituted.

MR. COHEN: Sal em

MR. KATSH:. |If there was any doubt how the Federal
Circuit regards the Reverse Doctrine of Equivalents, it

made itself nmore than clear in Tate Access, where | think
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it said sonmething to the effect that it has never based a
case on it, and it never wll.

The last part is paraphrased but they were saying
that they're not going to attenpt to do justice on the
basis of arguing that there's a screwy result.

MR. COHEN: |1'd like to nove on to enablenment. |
did note that Jay Thomas had to be away during nost of
t he di scussi on of obviousness this norning. |Is there
anything in particular that you want to get into on that,
or should we just go forward?

PROF. THOMAS: |I'mreluctant to speak with the
prelim nary discussion that m ght have al ready occurred,
but I think M. Kunin has already raised reality, which
is the Federal Circuit is making it extrenmely difficult
for the US. PTOto reject applications where there is
not a fully anticipatory reference at their disposal.

Ef fectively, they need a Section 102 reference to
provi de the notivation for conbining the 103 references.
| think that's a very difficult position for the U. S. PTO
to be in. And as well the U S. PTO needs to wite a
ful some tome to be able to reject an application under
cases that were previously nmentioned.

So I think we have to think about the obvious
behavi ors that are going to come fromthis set of

incentives, which is the PTO makes nore noney if they
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al l ow applications to issue.

And anyone with a small child at hone, | know
it's many of us, knows that allowance is easier to do and
is nore satisfactory than rejection, if you' ve ever
deni ed a piece of chocolate to a little one. So | think
these truths put the U S. PTOin a very bad position.

MR. COHEN: Enablement. We'll treat it very
closely with description. | think we've been into both
subj ects already to sonme extent, and |I'd | ook for any
coments you m ght have on whether you regard current
practice in the enabl ement area as optimal.

And what | want to stress here is that we heard
during our sessions in Berkeley from Rob Merges. And he
tried to describe enabl ement as a doctrine that
det erm nes how many next-generation products a given
pat ent covers.

And | think we heard from Mark just a little
whil e ago you tal ked about how fine tuning of this
doctrine could have a |l ot of inportance.

Woul d anybody like to give their views on where
it stands and where it, perhaps, should be going? Any
further thoughts on enabl enent? Mark.

PROF. JANI'S: | guess | can el aborate. | nmean, we
t al ked about how there seemto be problens in the

software patent area with a really |iberal enabl enent
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standard. | would agree with that. | think the court
could make that nmuch nore rigorous with good effect.

The ot her coment | have relates not so much
directly to the enabl enment requirement, but to the
description requirenent. And that is, | guess, maybe in
distinction to what Scott Kieff said, | do take seriously
the teaching function of the specification, and I think
the enabl ement requirenment is well focused on that.

The clainms provide notice in nmy view, and | think
that the recent history of the witten description
requirenent is a little startling, | think, culmnating
in this very recent Enzo Bi ochem case.

| think the witten description requirenment has
been very, very difficult for the Federal Circuit to
characterize in any way that's very neaningful. |
t hought that the possession standard was the governing
standard until |ast week, when | was told in the Enzo
Bi ochem case that that wasn't a conprehensive answer
ei t her.

And when | | ook at that area of jurisprudence, it
just nmakes ne suspicious, and so some of my work suggests
that perhaps this effort to elucidate the witten
description requirenent is not worthwhile, that it
detracts attention away fromthe enabl enment requirenment

where nore good work could be done.
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So | don't go quite so far as the one article to
say that we ought to get rid of the witten description
requi renent altogether, but I'msort of teetering on the
brink of that proposition. But nostly to draw attention
to the fact, again, as | said just a mnute ago, that I
think that the enabl enent requirenment has a | ot of
potential and could be nuch better utilized than it has
been so far.

MR. COHEN: Jay.

PROF. KESAN: | wanted to follow up on Steve's
points. The Federal Circuit jurisprudence in this area
goes back to this old CCPA 1980 case, In re Sherwood,
where you have this | anguage where basically the court
said the conversion of a conplete thought into a | anguage
a machi ne can understand is necessarily a nerely clerical
function, which is sort of all of software is just that.

And they just repeatedly, Fonar and ot her cases,
they sinply cite to that, and I think in 1980 software
was considerably less conplex than it is today. And so |
think we really have a problemthere. And | agree with
you that the PTO is stuck because the Federal Circuit is
not policing this requirement. | agree with that.

But what | wanted to nention relatedly was
enabl enent really has two parts. |It's both how to make

and how to use. And in the software area you never see a
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proper analysis of both these parts because a very
i nportant part of enabling software is not only just how
the algorithmis witten but how the algorithmis being
tailored for use in this application.

And that's where in the pharmaceutical area and
in the biotech area there's lots of cases that descri be,
that police, the issue of how this particular drug is
adm ni stered and so on. And yet you don't find any such
analogies in the software area. So it's actually a
pretty serious problemand a pretty big oversight in ny
Vi ew.

MR. COHEN: Steve.

MR. KUNIN: | want to nmake a brief coment on what
Mark Janis was saying in terns of the state of the
written description requirenment. | would submt to you,
based upon nmy own personal experience in dealing with the
substantive patent |aw treaty negotiations, that when the
United States del egation discusses the substantive
written description requirenment in terns of Regents of
California v. Eli Lilly or Fiers v. Revel, the rest of
the world | ooks at us |ike we don't know what we're
tal ki ng about, because they just cannot conprehend how
you could have different requirenents for witten
description and enabl enent.

So if we're ever going to nove in harnonization
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we're going to have to deal with this witten description
issue. Either bring the rest of the world in our
direction or just give up on this.

The other point that | would like to mke is we
have tal ked about enabl enent but of course we haven't
t al ked enabl enent .

| agree with Jay fromthe standpoi nt of, yes,
there's a howto-make-it and a how-to-use requirenent.
But renenber, the |aw of enablement is based upon the
eval uation, the In re Wands factors, and you have to go
t hrough that anal ytical anal ysis.

And what are you trying to prove? To determ ne
whet her the invention for its full scope would be enabl ed
for that particular purpose or use w thout undue
experimentation. And that | think is a decisive line
dr awer between the debate over things |ike unpredictable
t echnol ogi es versus predictable technol ogi es.

And while |I understand Jay's frustrations,
especially as a Ph.D. in the software field, | believe
that the current feeling with respect to software
inventions is that they are in predictable arts and that
when you do apply the In re Wands factors you get to a
substantially different conclusion than you do with
t echnol ogi es that have | ong been categorized as

unpredi ctable. And then you say there are a | ot of
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factors under Wands, the extent of experinmentation
required and the I|ike.

But | think that really at the heart of the
matter here that we haven't really gotten to is the
aspect of the relationship between the utility
requi rement and the enabl ement requirement in particular
when you | ook at enabl ement for the invention as clained.

Now, where the claimitself has a particul ar
utility, a particular use, it's nost readily exenplified
in, for exanple, nethod-of-use type of clains, as opposed
to product clains.

It's clearly the case that those things fall out
for in a straightforward manner where, as you know, al
you need is to have either one asserted utility or one
that is well established for your invention if, for
exanple, the invention is a product invention.

So if you have a utility that can be enabl ed for
that particular product, when you flip it over to the
enf orcenent side you get enforcenent against all uses.

And so as far as | understand in ny reading of a
| ot of the debate, really the debate has to do with the
fact that you get this degree of protection based upon
perhaps a single utility when, in fact, the claimwl|
protect against all uses and subsequent uses regardl ess

of whether they're patentable, unpatentable.
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And | think to a | arge degree this aspect of al
you need is one and you're in the door, is maybe sone
aspect of perhaps where the academ c¢ di scussion could
t ake place. Because that's where | see is the hardest
deal for us to deal with in an exam nation issue.

MR. COHEN: Well, we could go in a couple of
different directions here. Let nme just follow up on
where you took us because this is a question | had wanted
to address in the utility context, the issuing of patents
based on a single utility.

"' mwondering if anybody has any comments on
whet her this allows for adequate incentives for follow on
i nnovation in settings where a |later innovator discovers
a new use for a patented process.

The utility that had originally been discovered
is quite different than what the new i nnovator would cone
up with, and yet the patent is there. How does this fit
in? Scott, let's start with you.

PROF. Kl EFF: COkay. Let nme just spend two seconds
on just a couple of the prelinmnary issues that were
tal ked about. One is the notion that the Federal Circuit
is not technologically grasping what it's doing. And I
think that it's inportant to keep in mnd a coupl e of
t hi ngs.

Nurmber one, we've got a nunber of judges on that
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court with Ph.D."s in hard sciences. | think it's a hard
case to make that they don't understand the technol ogy.

Nunmber two, it's a court that has a specific
budget line itemfor a staff of senior technical
advisors. | think it's probably hard to make the case
that they are not devoting sone resources to that issue.

And at least it's nmy understanding that in fact
the law cl erks on that court have their pay scale
adjusted if they have a technical background to reflect,
yet an added concern that the court is -- now, maybe it's
not doi ng a good enough job but at least it's focusing
some effort on that issue.

On the witten description/enabl enment problem
that Steve Kunin pointed out, interesting problem
separating out witten description, enablenment and, in
fact, utility. Brief answer there.

It seenms to nme that exactly in a fast-noving
field is where you're going to see easy-to-enable and
hard-to-descri be. Because | have no idea what |'m doing
but everyone can do it, so once | provide ny disclosure
everyone i s enabl ed.

In fact, I'mnot sure how hard that is to enable,
but I do think |I really haven't yet gotten ny m nd around
what |'ve invented. And that's a conception and witten

description problem And conception and witten
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description are tied expressly in Fiers.

On utility I guess the sinple answer there is no
one infringes a useless patent. And if it's too useful
that seenms to answer Suzanne's search about what patents
do we care about? Well, the ones that are useful.

So the utility requirement, | guess, in ny mnd
has never made any sense except to the extent that you
read Section 101 as an introductory section, which the
court has told us expressly it does.

The novelty requirenment in 101 does not get a
special treatnent. The court has told us that we ook to
102 and 103 to understand what novelty neans in 101.
Utility appears in 101, and maybe what we need to do is
we need to look to 112 to see what utility neans, just
li ke we ook to 102 and 103 to see what new neans.

But other than | ooking there, it's not clear that
we need a separate utility requirenment that neans
anything nmore than that.

MR. COHEN:. Let's try Arti.

PROF. RAI: A couple of points. The fact that a
few judges on the Federal Circuit, | believe it's either
three or four, have Ph.D.'s in hard sciences doesn't nean
that they are adept in any particul ar science.

Having a Ph.D. in chem stry doesn't give you

expertise in nolecul ar biology, for exanple. And this is

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

127
where | think Jay Kesan has made sonme very interesting
points in his work on how |l ocalized know edge is in these
ar eas.

If you talk to people who actually practice in
the area of nol ecul ar biol ogy about cases like Eli Lilly,
they' Il just shake their heads in despair, basically, and
so |l find the idea that the nmere fact that sonmebody has a
Ph.D. shouldn't insulate them against the collective
wei ght of the people who practice in an area.

The utility point is a very interesting one
because | think it shows the way in which enabl ement
isn't really -- | nean, it's in part about making and
using the invention but because tying to a single utility
on a product gives you a product patent with respect to
all utilities, it also shows the extent to which
enabl ement is really, and | keep on reiterating this, a
guestion of econom c policy, which neans we basically
deci ded as a matter of econom c policy that if you
isolate a particular product and you cone up with one
use, that should give you claimover all uses, even if
you have no idea how to enable people with respect to the
ot her uses.

And whether that is a good policy judgnent or not
| don't know, but it seens to ne that it gives a pretty

broad claimto the initial inventor that has really
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nothing to do with making and using the invention at all.
It has everything to do with economc policy. And so |
think we're kidding ourselves if we really think it's
about maki ng and using the invention.

MR. COHEN:. Jay.

PROF. THOMAS: | just have a handful of scattered
remarks. |If you're concerned about a conposition of
matter covering all subsequent utilities, a proposal
that's been made is sinply to disallow clains on
conposition of matter and only allow clains toward their
uses. That certainly solves that kind of problem

And that's kind of old to the literature though
"' mnot sure how we're able to do that given our
i nternational obligations.

It's interesting to see if the utility
requi rement would be wholly elimnated because Secti on
101 certainly would cease to do any work. Certainly
there's a statutory subject matter that's been coll apsed
into the utility requirenment, which would then be
col | apsed into not hing.

So that steadily elim nates gatekeeping through
the patent system and makes nore things patentable. And
| think those have sonme very serious repercussions.

| would join Mark Janis and perhaps state it even

more strongly that | just think the witten description
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requirenent really just doesn't make any sense for the
reasons that were given and as well would ask can we
really train 3300 examners in the witten description
requi renment ?

I think you'll find no better articulation of the
written description requirenent in the witten
description guidelines. But the fact is can we really
comruni cate that to the entire corps of exam ners? Well
my guess is if we tried to figure out what it was anong
us right here we probably wouldn't come up with a very
good definition.

I think obviously some hard things are worth
doing and conplexity shouldn't scare us off, but it's
another factor that | think is hard to adm nister.

I would also agree that | think background in two
people with Ph.D.s in chem stry and a couple of others
with B.S.'s here and there doesn't necessarily
acknow edge or nmean expertise in all fields.

| certainly agree with that, and | think that's
precisely the problemin cases like Eli Lilly is that
peopl e come froma chenistry perspective and believe that
t hat chem stry background works within biotech, ignoring
t he redundancy of the genetic code and relying upon
typi cal manners of researching chem cal conpounds, which

don't necessarily occur in biotech. And I would al so,
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goi ng back to witten description, I would wonder if it's
really about one technol ogy or one judge. Thank you.

PROF. RAIl: Exactly.

MR. COHEN: We'll take Jay and then Salem and then
|"ve got a couple of wrap-up questions on the substance.
Jay.

PROF. KESAN: Yes. | just wanted to follow up on
a couple of points on witten description and enabl enent.
Actually, in the software area regarding the actual
enabl ement standard about whether it's trivial
experi mentation, reasonabl e experinentation, undue
experinmentation or it takes another invention, that's the
sort of sliding scale that you see in the Federal Circuit
case law. There is a |lot of enablenment cases where it is
not undue experinmentation. It's well beyond undue
experimentation. The disclosures are so scant that
you're really tal king about basically taking another
invention to actually enable what is disclosed. So
you're sort of way over the edge there. And that's what
| meant when | said the witten description is not
pol i ced.

As far as the witten description and enabl enent,
actually the software cases are a good area where it
actually shows that the witten description does work in

a way that is not covered by enablenment. And in part it
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goes to what Scott had nentioned, and that is that the
written description requirenent, the way | understand it,
is that it's really designed to serve the notice
function. |It's designed to describe the netes and bounds
of the invention, so that when you have subsequent
i nnovati on and you have cunul ative i nnovation, you can go
back and say that was what that invention was about. And
my invention is different.

And so it's just going beyond saying | have
enabl ed the invention for sonebody else to realize this
or how to make and how to use the invention. It goes
beyond that. |It's the notice issue and it's the issue of
descri bing the invention and the metes and bounds of the
i nvention, which is sonmething that's not covered
traditionally in enabl ement.

And that, | think, has consequences to what
Suzanne Scotchmer was sayi ng, where you have cunul ative
i nnovation and you're trying to go back and interpret
what those terns nean.

MR. COHEN: Sal em

MR. KATSH. | want to comrent on a few points.
don't believe -- | remenber when | first started patent
| aw groups in the context of a general practice firm and
| started | ooking at the kinds of opinion letters that

they would wite.

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

132

And | immediately saw that they were witing as a
techni cal expert nore so or at |east equally as a | awer.
And | cut that practice out. Lawers are not technical
experts. Lawyers should not be giving opinions on how
t hey eval uate technol ogy, nor should judges.

Judges are not supposed to bring to a case their
i ndi vi dual expertise fromtheir high school science or
Ph.D. course. They're supposed to be judges of the | aw
and based upon a record. So it really troubles nme on the
one hand there's the notion that we have an expert court.
| don't know what that neans. Expert in what?

As | noted earlier very few have sophisticated
sci ence backgrounds but nore troubling is that very few
have judicial backgrounds. That's what | would | ook for
in a court are people with basic judicial tenperanent.

In the antitrust area, where | also practice,
there was the case of United Shoe, a big trial in the
early '50s, where Judge Wzanski fromthe First Circuit
had Carl Kaysen, a fampus econom st from Harvard, |
think, serve as his private law clerk to advise him on
the econonmic issues raised in this nonopoly case.

And | believe that it was either Kaysen or
Wyzanski or both that subsequently felt that that was an
I nproper -- not inproper but that it was not consi stent

with the proper judicial node to take basically ex parte
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expertise in deciding a case.

And | don't know the inner workings of the
Federal Circuit. I'msure there are roles to be played
for conpetent help in understandi ng things, but that's
not their job. Their job is not to decide whether sone
DNA sequence is obvious. Their job is to decide the |aw
on the basis of the record.

Now, going to the enablenment issue I'mtrying to
understand if | heard what you -- the answer to your
guestion about what a pioneer patent is. Because | think
| did. And that is a patent that has a very broad claim
that is enabled for a single utility.

Now, a pioneer patent is a conclusion. |It's not
a reason. And the problemw th those patents is the
guestion of whether they are in fact enabled for
addi ti onal species, as they say.

The entire area of genus-species is one that |
must say is very confusing. |It's talked about a | ot just
as pioneer patent is tal ked about a lot. And as far as |
can tell, there are very, very few cases on it.

So the person who goes for the broad claimwith a
smal | enabl ement runs a risk of being shot down, either
because his claimis going to sweep in prior art or
because he's going to be deenmed to have not enabl ed the

mllions of species that his broad claimmay literally
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cover.

So | think that's an area where there is, and I'm
not blamng the courts in this case, | just think that --
maybe 1'11 blame the PTO -- but the narrow claim if you

go to Suzanne's point, and |'ve tal ked about this with
sonme of ny coll eagues, you're going basically to that
metering function, which | think sonmebody has witten an
article about, that you basically issue the patent with a
very narrow claim There's no equivalents. That's it,
and the market pl ace deci des the val ue.

That may be one answer to a |ot of these
gquestions, realizing that there's no perfect answer.
Literal, narrow -- but then you have to have neani ngfu
claims. And you can't have 30 or 40 percent of claim

construction reversed.

MR. COHEN: Roger, | don't think you've been in on
this round, so I'lIl give you a chance.
MR. PARKHURST: Well, | was just going to renmark

that | think to its credit the Federal Circuit has really
gotten away from conclusory | abeling of patents and
claims as pioneer and has tried to pay attention to the
statutory criteria rather than such | abels.

The ol d school, of course, was that, quote,
pi oneer patents were entitled to sone extraordinary

scope. And | think they have really gotten away from
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that, and | think that's good.

In terms of utilities beyond those contenpl at ed
by a particular patent disclosure, | think the lawis
clear that if there is a new use of a disclosed
i nvention, whatever it would be, that it is possible to
claimthat at |east as a new nethod, if you wll.

And so it cones back to the standard of
patentability. So |I think there is a place for that in
the existing matri x.

MR. COHEN: Just a final question on the

substance. W have heard at sone of our earlier sessions

about the use of continuations and the possibilities that
this can open up to nodify clains in ways that permt
covering subsequent devel opnments in the market by
conpetitors.

" mwondering if any of you have thoughts as to
whet her the conbi nati on of the description and the
enabl ement requirenents adequately deals with this?
Arti?

PROF. RAlI: This relates to what | was going to
say about written description as well. Witten
description, it seens to ne, does have a function, and
Janice Mieller has a good article about this in the
context of continuation patent applications, in general,

in the context of later-filed clains, because those
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claims may be filed just precisely to deal with stuff
that's enmerging in the marketpl ace that the patentee
didn't originally claimbut now wants to claim

So that's the purpose of the witten description
requi rement and prior to Judge Lourie's beginning to use
this in biotech cases for originally filed clains, that's
how it was used.

And, in fact, Gentry Gallery, which is the
nonbi otech case that's always cited, was a case involving
a later-filed claim It wasn't a continuation patent.

| think they amended their original patent, but
once again, as far as | can tell, that's the only
| egitimate use of witten description, because otherw se
the originally-filed claimshould provide the requisite
notice of what the patentee -- what, sort of, the netes
and bounds as it were of the patentee's patent.

And so it seens to ne that continuation
applications can be a problem but that is the precise
problemthat WD is supposed to address.

MR. COHEN: Steve.

MR. KUNIN: | think continuation practice can be a
way to create submarine patents in essence, but | think
t here have been sonme cases where even fromthe standpoint
of appeals fromthe Board, like In re Hyatt, where in

essence the so-called reinventing aspect of essentially
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trying to wite a claimthat will literally infringe the
| ater devel oped technol ogy in essence, to a | arge degree,
goes back to, | think, sone of the aspects of what is
proper claiminterpretati on and how you read that in
i ght of and consistent with the supporting witten
description of that application and anything in its
parentage in order to go back to earlier dates.

| think we find that even in practice what w |l
happen, especially with that type of evolution and | ong
chain of applications, that it usually cones down with us
to a fight over which application in the | ong chain of
continuations actually has support under 112 for that
particul ar claim

And in fact, by not giving benefit under Section
120 to sonme of the earlier applications in the chain,
intervening prior art, and I'll use that term | oosely
here, because many times it turns into actually a |ack of
novelty or nonobvi ousness because the art which then is
applicable to those clains is available to attack those
claims in addition to the aspect of the witten
descri pti on/ enabl enent .

But in practice to a | arge degree what we find is
the written description/enabl enent conmponent of that
analysis has to do with finding the point in tinme where

Section 120 benefit is no | onger avail able and then
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hammeri ng the applicant on those clains with prior art,
saying you can't use these earlier disclosures and this
art is useful against you. We will apply it, and we wl
show your clainms are not novel and not nonobvi ous.

MR. COHEN:. Jay.

PROF. THOMAS: This comment m ght nove nore to the
procedure --

MR. COHEN: That's where we're heading.

PROF. THOMAS: But | just want to stress nore how
i nportant continuation practice is fromthe
practitioner's perspective because it effectively is a
way to get around the broadening reissue requirenent.

You sinply maintain continuations for the entire |life of
the patent and sinply add what you can | ater.

And another trick beyond continuations is sinply
filing multiple applications with either identical or
very simlar inventions. And the PTO often has trouble -
- Rule 105 gives them a nechani sm and their conputer
system gi ves them a nechanism if it's done and if al
records are kept, but by sinply having nultiple
applications sonmetines that are identical, its persistent
accounts speak to that.

And you can often -- although you can't pick an
exam ner you can try different exam ners, and sonetinmes

results will differ. So that's yet another technique
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that can be used to enable strategic behavior.

MR. COHEN: Sal em

MR. KATSH: Well, | think that the extent to which
the system encourages tricks and techni ques is sonething
t hat should be dealt with. And | think part of the
President's conmm ssion, back in the '60s, one of their
nore specific points was that the subject matter that's
put forth in the original application ought to get wound
up with the divisionals and continuations within a
certain period of time, so that it doesn't go for the
life of the patent, that there should be an endpoint.

You don't want to make -- the inventor may
legitimately find that he needs to add or change and
there should be a tine period for that. But to have it
go on forever, | mean, the systeminvited M. Lenelson to
do what he did. Had the conm ssion's recomrendati on been
accepted then, his |awer wouldn't have that house in
Aspen or whatever.

Anot her point on continuations, | find it
paradoxi cal to | ook at the Johnson and Johnston case, and
the majority concludes by saying, having limted the
claims to a sheet of alum numthen they can't clai m what
t he specification describes, which is alumnumis
currently the preferred material. O her metals such as

st ai nl ess steel can be used.
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Now, of course, the infringer was using stainless
steel. The court says you dedicated stainless steel to
t he public domain in your specification. You didn't
claimit. You re out of luck. And then the final
sentence of the court's opinion says, oh, by the way, you
can get around this problemeither by a reissue
proceedi ng or, as Johnson and Johnston did in this case,
file continuations that literally claimstainless steel
and these other all oys.

So | don't know if those are issued applications.
You have an opinion here that's basically telling people
you can rely on the specifications as far as what's been
dedi cated, but you can't because you don't know whet her
t hey have got continuations properly being pursued. |
think that's a dilenma. You noticed that, right?

MR. COHEN: Now, turning nmore fully into the
procedural side of things. | think probably another way
to connect up to what we've been tal ki ng about woul d be
to take a look -- to start with the elenents of a prinm
facie case before the PTO

One of our speakers early on told us that there's
a presunption of enablenent and that evidence that
sonet hi ng doesn't work may be hard to find because the
patent office doesn't have testing facilities and

failures don't necessarily get published.
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We also heard early on that in the context of
written description the guidelines say that there's a
strong presunption that witten descriptions are
adequat e.

G ven considerations like this, I"mwondering if
peopl e have views on whether the prim facie case holds
up properly. Is it an adequate test for a patent, for
validity issues? Jay.

PROF. THOMAS: | would just comrent that patent
applicants are in a really great position because by
filing an application they' re presunptively entitled to
receive the grant. And the PTOis not in a position to
test many of their clainms and, in fact, will often accept
basically naked statements w thout supporting evidence.

For exanple, date of invention, to antedate a
reference. It is presently the practice of the office to
accept a Rule 131 affidavit stating that | invented prior
to the date of the reference.

Now, the MPEP tells us that you're supposed to
have at | east sonme supporting evidence, for exanple a
not ebook page, but you're allowed to redact the date of
the note. So you can just basically have a letter and a
stripped page.

And it's ny understandi ng that sone additional

groups have just dispensed with the page because it
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doesn't offer any additional insight, so they sinmply
accept a statenent, | invented before the date of the
reference, and that's it.

As well, once you get the patent you have a very
strong presunption of validity. So there's a |ot of
presunptions, et cetera, hel ping out.

Now the prima facie isn't inevitable. |If you
read cases |ike Oetiker and Judge Plager's concurrence it
says things that well, how can we do it any other way?
Are applicants supposed to shoot at the dark wondering
what objections the exam ner m ght harbor in the future.

It doesn't really have to work out that way. One
thing that could happen is that the applicant could go to
an approved authority to do a search, or the PTO coul d
sinply present the applicant with a search. And then it
woul d be up to the applicant to classify the art and
present a statement of patentability over the art.

You could shift these burdens of persuasion and
production to sonme degree. So | think that's something
t hat bears sone ret hinking.

MR. COHEN: Anyone el se on this point? Ckay.

We've gone a little bit nore than an hour. | think what
we'll do is take a short break. Let's say ten m nutes at
most. We'll start again ten mnutes fromnow at 3:15 and

by taking the break, we've got a lot to cover. W may
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run ten to 15 m nutes over, but we'll try to get done
within that tinme franme. So we'll begin again at 3:15.

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

MR. COHEN: We're going to begin the rest of our
session by having a couple of presentations. The first
will come from Professor Kesan.

PROF. KESAN: | will try and stick to nmy all ocated
ten mnutes. The purpose of this talk here is to foll ow
up on a couple of things that have already been nmentioned
by a nunber of people, and it relates to this issue of
who has the best information and how t hat can be brought
to the attention of the PTO in the exam nation process.

There are a nunber of people who have made
conmment s about how the PTO does not have good know edge
of the prior art. | have seen at your FTC site there's a
nunber of comments made by ot her people.

The nost recent one | saw | ast week was comrents
by Josh Lerner, who has made the sanme sorts of comments
that the PTO has issued patents on various sorts of
t hi ngs that have been known for decades. And so there is
a comon belief that there's a need to enhance the
quality of the issued patents.

And the key question in my mnd is how? And what

| would like to suggest is that the answer lies in
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getting better information. O course, resources and
nmore examnation time is helpful, but it's not nearly as
hel pful as getting good information fromthe people who
know it best.

In order to really talk about this in a
meani ngful way it's inmportant to understand what is
rel evant prior art when you're exam ning a patent.

Most of us truly cannot tell if there has been an
advance in any subfield in patent law until we have
really pored over what has been witten in that area.

I f sonebody were to sinply ask me what is the

| atest writings on patent m suse, | may be a patent
person, | may teach patent law, | nmay wite patent
articles but I have no way of know ng what is new and

what is old in patent m suse right off the top of ny head
unl ess that really happens to be an area where | have
actually done sonme writing.

This sort of localization of know edge is
actually a very well-recogni zed concept. [It's very well
recogni zed in informati on econom cs and i nformation
sciences. It's also very well recognized in people in
the library and information science community, so-called
knowl edge managenent peopl e.

And all of them basically talk about how

information is organized in these concentric circles, and
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techni cal and specialized know edge is in the innernost
circles in the sense that it's known to the |east nunber
of peopl e.

And so, in short, we sinply cannot assune that
the PTOis well informed about the relevant prior art.
And it's not sinply a matter of saying, okay, here is
five or ten nore hours for you to go and search the prior
art. In order to truly understand the terns that are
bei ng enpl oyed you really have to be imersed in that
field.

So the related point to this, of course, is well
so what? | mean, we have a system where we, after all
have a two-stage bargain. 1In the first stage you go to
the Patent Office, you get your patent right, but it's a
contingent right.

It's a contingent right because in the second
stage, in the litigation stage, you can fix it. You can
go change the clains. You can invalidate clains. You
can narrow the scope and so on and so forth. So what's
the big deal and why does it matter?

And the big deal here is really that as we have
just begun tal king about, we have all kinds of
presunptions. W have all kinds of deferences. All the
art that gets cited in PTO Form 1449, there are strong

enpirical studies that show that it's rarely ever used by
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a court to invalidate the patent, and your patent is --
the best thing you can you do if you want to have a good
patent is to list everything in the informtion
di scl osure statenent and get it signed by the exam ner.
And you know your patent is bulletproof with respect to
t hat .

At the same time, if patents are overbroad or
they're inprovidently granted, there is a whole | ot of
serious things and a whole [ ot of social costs that are
i nposed by these sorts of things. There is a typical
probl em of opportunistic licensing by a | ot of individual
inventors at tinmes, who can easily create hold up and so
on and so forth. And we can think of a whole bunch of
t hem

So the basic theoretical solution to this problem
of social cost is to sinply say that | am going to set
the marginal investnment in information gathering to be
equal to the marginal reduction in the social cost that
you get from having better patents. | nean, that's sort
of fromthe social welfare standpoint, that's what nakes
sense.

So a way of inproving the efficiency of
information gathering is to sinply say I'mgoing to get
better information fromthe folks who know it nost. And

the fol ks who know it nobst are the patentee and the
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conpetitors. So we've got to think seriously about ways
that the patentee and the conpetitors can weigh in. And
that's what is the critical point.

"1l mention a few things about the patentee and
"Il mention a few things about nechanisns for third
parties, and then I'll talk a little bit about litigation
reformwth respect to this precise issue of relevant
prior art.

My suggestion is that we do one of two things,
that we try and go back to a reginme where we had better
prior art disclosures. W have had better prior art
di sclosures in the past, and there was a concern that al
that this does is it enpowers the defendants to nmake
i nequi t abl e conduct charges.

Wel |, inequitable conduct is not that much of an
i ssue any nore. The standards for inequitable conduct,
especially the intent requirenent, have been set very
high. And I think we want to be in a situation where the
prior art that is disclosed neets the issue of
patentability of the claims as fil ed.

In other words, there has to be a discussion for
how every rel evant piece of prior art is patentable over
the claims as submtted. And we can either mandate it --
after all, the regulatory state and adm nistrative

agencies routinely get information through disclosures.

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

148
That's the way you solve the informati on asymretry
problem You mandate di scl osures whether it's the FDA,
EPA or the SEC

The second option is to basically say -- is to
present it as an incentive and say there is going to be
no general presunption of validity, which has been
interpreted by the Federal Circuit as neaning clear and
convi nci ng evidence to invalidate a patent. Instead, you
woul d get this kind of a presunption of validity only for
prior art that is properly disclosed. In other words,
you get a specific presunption of validity only with
respect to prior art that's properly disclosed. So you
create a sort of incentive.

So if you don't properly disclose it, you get
nothing. And this is a very valuable thing, because if
you think about it, in the patent systemit's the public
that retains these very inportant residual rights to
i nval i date the patent.

And that's the intrinsic patent bargain, that you
get these exclusive rights. You get a disclosure back,
but the public retains these residual rights to
invalidate the patent. And giving away these residual
rights with these broad presunptions of validity is not a
good t hing when you don't get anything back in return.

These are chits that we have to carefully trade for
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things that we really get back in return. And we have to
think about it that way. So that's as far as the
pat ent ee goes.

At the very least if we don't do that and we
don't have an enhanced di scl osure, then we shoul d think
very seriously about elimnating the presunption of
validity that we have today because the presunption of
validity that we have today sinply trades away our rights
to invalidate, and you get nothing in return.

So that's really the worst possible situation and
we at | east have to -- we could nove in either direction
but it would still be better than where we are today.

And |'ve witten nore about the theories behind all this,
and you can take a | ook at sone of ny other writings.

As far as third parties goes, the reality is we
have a very real problemin the cost between getting a
patent and invalidating a patent. You pay $25,000 to get
a patent, and then it takes several hundreds of
t housands, as much as two-and-a-half mllion, to take the
patent down. And we've got a serious problemthere.

We need to think of a reasonable cost alternative
to revocation or invalidation, that is a reasonable
alternative to costly litigation. | think, as was
poi nted out this nmorning by Steve Kunin, the current

interactive re-exam nation statute was dead on arriva
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for very obvious reasons.

It's not very attractive and that's what woul d
have been our prediction, and it's indeed turning out to
be true that it's largely not been used. Wat we really
need is an opposition system And what | would like to
suggest is that we need a pre-grant opposition system

The main reason for a pre-grant systemis sinply
to get the information to the exam ner before the
exam ner has commtted to an outcone. Behavi oral
econom sts understand this problemvery well. It's
cal | ed post-decisional cognitive dissonance, and that is
that basically once the institution or an exam ner is
committed to an outcone, the ampunt of evidence that is
needed to change a person's opinion is nore than if the
sane evidence had been presented prior to him naking a
decision. That's sinmply because we |ike to be
consi stent, and we just basically end up discounting
t hings that raise dissonance or cause inconsistencies in
our m nd.

And this is sonmething that is a serious problem
which is why in a |lot of post-grant opposition systens,
for exanple in Germany and Japan, the use of these post-
grant opposition systens has been decreasing. And | have
tal ked to a nunber of people practicing, and they |argely

prefer to go to the courts once the PTO has decided to
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i ssue a patent.

I nstead, what | suggest is that if -- there are
two concerns. One concern is that private parties m ght
decide that they want to wait for the PTOto do its job,
and so that's a reason not to have a pre-grant system

And | suggest that we publish the application 90
days after the first office action. So we publish the
application 90 days after the first office action, and
you publish it with a list of the cited prior art, so you
know what prior art the PTO has. And if you have better
prior art, come in with it. You know where the PTO
stands. It has shown its hand, and you have a chance to
cone in there and help the PTO

Anot her concern that's often made with pre-grants
is that there is delay of harassment. That is, big
conpani es keep on filing oppositions and prevent snal
inventors fromgetting their good patents. And that
again is a classic litigation problem It's a classic
civil litigation.

It's a classic admnistrative tribunal's problem
where you have put in procedural safeguards for fixing
these sorts of things. You' re not allowed to have nore
t han one opposition per party. You're not allowed to
bring the same kind of prior art, cunulative prior art,

over and over again, even to the extent of limting pre-
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grant oppositions to purely anticipatory prior art, so
t hat the npbst egregi ous cases get knocked out and you're
dealing only with 102.

There's a nunber of things that can be done, but
the inportant thing is that we need to think about
bringing third parties into the picture prior to the PTO
t aki ng a deci sion.

Once the PTO has taken a decision and it has
spoken, we make a cl ean break, and we say next nove on to
the courts. So you have a clear outconme fromthe PTO a
clear outconme fromthe Patent O fice where private
parties and the patentee have wei ghed into the process.
They have brought better information to the Patent
Office, and then you then nove on and deal with the next
situation in the courts.

There's a couple of other things that can be
done, and that is we really want to al so think about
creating disincentives for people to capitalize on the
information asymretry and the | ack of know edge that the
Patent Office has, where you get patents through the
Patent Office and you then turn around and enforce it
agai nst parti es.

And to the extent that any |license, et cetera,
that you're willing to offer is considerably |ess than

the cost of litigation, these parties are sinply going to
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turn around and take a license.

What | suggest is that we want to enpower people
to hang in there and fight to invalidate the patents, and
one way, pro-defendant fee-shifting, is a very effective
way of doing that because what you're really doing is
you're changing the range of outcones.

And by changi ng the range of outcones you're
really enmpowering people to hang in there, and you're
basically encouragi ng patentees to make sure that their
clainms are valid. You make sure that their clains are
valid and make sure that before they begin their
enforcement -- and |I'm not tal king about strange third-
party sales and so on here -- |I'mtal king about one-way
fee-shifting if your clains have been revoked or
i nval i dated based on prior art categories that could have
reasonably been discovered by the patentee.

We're not tal king about -- 102 has a | ot of other
strange things that are sinply beyond the patentee's
control. But for things that are within the patentee's
control we want to create an ex ante incentive for the
person to do a thorough prior art search.

And one way of doing it is by changing the range
of outcones for defendants, so that if defendants know
| " ve got good prior art, I'"'mgoing to hang in there. [|I'm
going to hang in there and litigate and choose to oppose
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instead of sinply settling. |It's definitely something to
t hi nk about.

Along the sane |ines, another proposal to think
about is whether, when there is a collective action
probl em or a coordination problemin an industry, where
parties are sinply -- they know there's a bad patent but
they're sinply going ahead and taking |icenses, there is
room for governnment agencies |like the FTC to basically
come in, and if they hear a |ot of conplaints where there
is a clear anticonpetitive effect of a patent that's out
there, for themto come in and essentially solve the
coll ective action and coordi nati on probl em by opposing
and invalidating those patents that basically are a
probl em for everybody, but each one is not individually
notivated to stick the two-and-a-half mllion in there to
fight it. 1t's again something to think about.

| think litigation reformwhere we try to create
di sincentives for opportunistic patenting is sonething
that we should pay a |l ot of attention to.

In short, |I think we can inprove patent |aw by
getting better information fromthe patentee, getting
better information fromthird parties.

We really need to think carefully about the kind
of presunptions that we trade away when we don't get

anything in return. W really need -- | think, any

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

155
change from here is an inprovenent from what we have, and
we need to think about nmechanisnms for third parties to
conme in, like pre-grant oppositions that rely on early
publ i cati on.

And finally, | think fee-shifting is a very
effective way of increasing the costs that will be borne
by patentees if their patents are revoked based on
readily discoverable prior art. It's another very
effective litigation reformtool. Thank you very much.

MR. COHEN: Thank you. Qur final presentation
today will come from Professor Kieff.

PROF. KI EFF: Thank you very much to the
Comm ssi on and the Departnment for inviting me to hel p out
at these joint hearings. |'ve tried to dovetail my ora
remarks here to match up with the conversations that we
have been having during the day, so I'I|l be brief and try
to plug into those.

Everything that |I'm saying here is explained nore
fully in ny body of witten work, including the sumrmary
of proposed testinmony that | submtted in Decenber, and
it's posted on the Commi ssion and the Departnent's web
pages.

And let's kind of dive in. So we explored a |ot
of the substantive criteria for determ ning

patentability, and we talked a little bit about
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infringement. And the first thing | think we need to do
is keep in mnd that those issues are not irrelevant to
t he procedural discussion. And that's because everything
ties together here.

Suzanne, you asked sone inportant questions about
what do we want patents to do? What incentives are we
provi ding? And we heard di scussion about incentives to
di scl ose information, and we have heard tal k about
incentives to invent and to nake new technol ogi es. And |
think those are inportant.

We shoul d not forget that there's probably at
| east one other inportant incentive out there, which is
the incentive to take new stuff that's already been
created and bring it to market. Let's just call that
comrerci alization.

| talk about that in ny other work when we think
about the incentive to comercialize as a focus. |If
that's a benefit, there are costs, and this is explored,
| think, really well in work by Arti Rai and Becky
Ei senburg and M chael Heller and others. There are a | oot
of costs. There are costs to property rights. They're
sticky. They're clunsy. You've got to bargain over
t hem

Let's |l ook at that though. Presumably then we're

going to want a systemthat has fewer of those costs.
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Al'l other things being equal we want |ess cost, nore
benefit. So what are the ways to screen? And we talked
about things like utility, and we tal ked about things
i ke, gee, this patent really deserves it -- sorry, this
invention really deserves a patent. But then how do we
screen deserves? How do we screen useful? How do we
screen inportant? | don't know

The patent system has sone screening techni ques,

t hough, so we m ght | ook at those screening techni ques
and see how costly they are to adm nister. The screening
techni ques and the infringenment rules, they al
interrelate, and they interrelate in the follow ng way.
Judge Rich always told us the name of the gane is the
claim Every patent you look at the claim The claimis
what it's all about.

You conpare the claimto the allegedly infringing
product or process. That's the infringenent analysis.
You conpare the claimto the prior art. That's the
novel ty and nonobvi ousness anal ysis. You conpare the
claimto the original disclosure. That's what Mark and
Jay and | were exploring earlier. That's the witten
description, enablenent, and particularly pointing out
and distinctly claimng requirenents.

So we take this claimand we map it different

pl aces, we conpare. But it's the sanme claim Steve Kunin
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and Sal em each tal ked about sone problems with claim
construction and how we do it and when we do it.
| nteresting point.

Let's try to summarize and add all this stuff up
together. Well, | conpletely agree with you, Jay, and I
think, Arti, you nmade this point earlier too, who's got
the informati on about the prior art?

It's out there. [It's out there in people's back
pockets. It's in their |aboratory notebooks. It's
sitting on the shelf in the experinental side of their
lab. It's just out there.

And the question is how do we get that
information to the mnd of a decisionmaker on a question
like prior art validity issues. 1In a patent infringenment
suit the credible threat of the injunction draws the
def endant's attention quite sharply to that matter. | go
out of business, or | go find sonme prior art. That nmakes
me pay attention.

We coul d then ask ourselves whether there are
ot her ways to get that information, and when we try to do
it, I"'mnot sure we cone up with any really great
answers. Jay, both Jays in fact, have made different
proposal s about incentives, structures, bounties, things
li ke that to get people to cone to the Patent Ofice to

make t hat deci sion.
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In the paper posted on the Web page here | nake a
di fferent suggestion. The suggestion is why not
litigate? If you wait until litigation, the market has
told you it's inportant, because someone is only going to
l[itigate what matters.

Now, let's talk about -- that's cost shifting and
behavi or by patentee -- that's infringers. \Wat about
patentees? Well we tal ked this norning about how hard it
is towite a good witten description in enabl enment.

We, in fact, can inmagine sone very rational behavior by
patentees to search out and find all pertinent prior art.

So now we' re tal king about patent prosecution
costs that are going to be quite high. Instead of the
$25, 000 that Jay discussed, nmaybe it's $50-. Maybe it's
$100- to wite a really, really good patent, a patent
with a very rich citation of prior art, a huge 1449 Form
a patent with a really, really good, beefed up witten
description and enabl ement di scl osure.

Pat ent ees who mani fest that kind of willingness
to pay that kind of big positive price are fol ks who tend
to be econom c actors, which gets us to then shift -- so
how hard is it going to be to bargain with thenf

We tal ked about transaction costs. W talked
about hol d-out problenms. We tal ked about all sorts of

reasons why bargains won't clear. But we know that the
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peopl e who are best at clearing bargains -- no one's
perfect. No one does no cost. But the people who are
best at it are the people who are econom c actors, the
peopl e who signal to the world up front: it's worth a
lot to ne to get this patent; |'m paying big bucks for
it. And people on the other side who say it's worth a
lot to ne to deal with this issue, invalidity.

So now we've got two fol ks at the table who have
shown each other, hey, I"'mreally willing to spend a | ot
of money. I'mreally willing to think about this issue
in a nmeaningful way. And we are private parties who can
get access to this information.

Well, the old Cal ebresi/Mel aned test on whet her
we shoul d have property rule or a liability rule says, if
private parties have that information, property rule
treatment is just fine, because property rule treatnent
forces private parties to conme together and negotiate
with each other.

Liability rule treatnment forces themto cone to
courts. An alternative that we see here, and this is why
it's good that the Justice Departnent is here today, is
they can go to the Justice Departnment. They say,
actually, there's a m suse problem Please approach this
as a msuse issue. Please look at this as an antitrust

probl em
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I nstead of com ng together under -- where they're

forced to cone together under a strong property regine,

t hey go other places. |If they're the ones who have the

i nformation, why not put them together? Mybe it's not
such a bad idea, and maybe they'll be able to clear those
transactions just fine.

We al so want to then think a little bit about how
we're going to do this system The Federal Circuit has a
coupl e of innovations. It turns out it's a court that
has gone quite far in using Rule 11 sanctions agai nst
pat ent ees.

The Judin case is a stark exanple. You sue ne
for infringenment. You have no idea whether | infringe.
That's a problem Rule 11 sanctions. You pay ne. Your
| awyer pays ne. Your appellate | awer pays ne. That's
the result in Judin. That's not insignificant. Judin
was a case about infringenment. Maybe we could do the
sane thing with validity.

Cellpro is a case about opinions of counsel in
part. Again, the Federal Circuit educates us. Wat's a
good opi nion of counsel ?

Cel | pro, big sanction case because there's a bad
opi ni on of counsel, but we |earned fromthat. So maybe
what we do is the followi ng: maybe we require patentees

to actually have a nmeaningful view of the validity of
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their own patent before they go to court.

A reformthen could be to decrease or elimnate
the presunption of validity, allow litigation, and then
| ook back at the patentee's portfolio and ask her, when
you canme to court and you sued me for infringenent, had
you beconme educated about any facts related to validity?

And, of course, who's going to educate the
patentee? |It's the infringer. So during the pre-filing
of the lawsuit interactions between the parties or early
on in the case, because renenber, Rule 11 attaches to
each filing throughout litigation, you ve got policing.

The parties are going to be educating each other
just |like today patentees educate infringers about the
strength of the patent. Under this plan infringers are
goi ng to be educating patentees about the strength of the
prior art and the weakness of the disclosure.

Pat ent ees educate infringers about infringenent.
I nfringers educate patentees about validity. And if
either side really doesn't have a good argunment supported
by a decent written opinion of counsel, they pay the
ot her guy's fees.

And only those people who are doing this are the
peopl e who actually are spending noney and want to spend
money, so they're acting nore |like rational economc

actors.
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No one's perfect. There will be costs to this
system The biggest cost, of course, is litigation, and
litigation is a big cost. But when we try to ask
oursel ves how we're going to adm ni ster questions |ike
gee, this really is a good patent ex ante, before we have
any idea where the technology is going, | think that's a
hard question to answer.

And, in fact, the uncertainty there, which is
often argued as a reason why there are increased

transaction costs, because it's hard to evaluate, you

have to keep in the mnd the following. |[|'ma patent
upstream technol ogy. | have no idea what downstream uses
there will be.

I f other people are interested in doing work --
let's assunme | have no idea where the big comerci al
utility is -- I want to |license everyone in the roomin
t he hope that they find a comrercial utility, because
then | get a piece of that pie.

So, in fact, breadth upstream m ght not be such a
bad i dea as | ong as the nonobvi ousness requirenent is
such that downstream fol ks can get patents too, then we
have to negotiate with each other.

There will be costs to those negotiations, but we
have to cone to the table and talk to each other.

Forcing us to do that if we have the information that's

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

164

i nportant has got to be at |east an option to |ook into.
Thanks.

MR. COHEN: Thank you, Scott. Let's resume our
di scussion for the last tinme, today at least. Let's turn
to the issue of information, and recogni zing that nost
procedures at the PTO are handl ed on an ex parte basis,
maybe 1'11 direct a question at Steve because of your
background in many different |evels of this.

What kinds of evidentiary problens does an
exam ner face when trying to deal with an application,
with the prima facie |evel and then in responding to the

applicant's response to a prinma facie case fromthe

exam ner ?
MR. KUNIN: Well, let ne start with the issue of
prior art. Certainly, |I think fromthe perspective of

the current situation, as sonme of the other panelists
have nmentioned, that even with the voluntary information
di scl osure statenment that many tinmes what is submtted is
not very hel pful.

In fact, because of cases like In re Portol a
Packaging it's alnost an insul ation against re-
exam nation. And because there's no requirenment in the
existing rules to identify relevancy of, in particular,
U.S. patents, then the burden obviously is substantially

on the exam ner to acquire all the information.
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Since nore and nore technology is found in
nonpatent literature and foreign patents, and the size of
t he proverbi al haystack that the needle has to be found
inis getting larger every day, it is a substanti al
chal l enge for exam ners to get the closest prior art.

I think we do, generally speaking, a very good
job in finding patent literature, and I think we're doing
a better job all the time in finding nonpatent
literature, where the nonpatent literature is readily
avai |l abl e.

As Jay indicated, sonetinmes the handbook hi dden
in the resources of sone library only in paper formis
nmore difficult to get at as opposed to a digitized
collection that is indexed and is searchable.

So first I think the aspect of finding closest
prior art is the initial challenge. The second thing is
with respect to issues of description and enabl enent,
particularly with respect to enabl enent, obviously when
t he exam ner is searching the databases, it's of
particul ar benefit to come across nonpatent literature
and patent literature that doesn't qualify as prior art
to show t hat sonething has not yet been acconplished even
l[ater in tinme.

So that you can show, for exanple, that if the

literature is skeptical that something will work or is
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enabl ed, and you've got a piece of literature that's a
year or two after an applicant's filing date, well,
certainly that is very useful information if you can get
your hands on it to help establish that prim facie case
of lack of enablement, let's say for exanple.

And, of course, what is difficult is in certain
areas |like inherency. The Office has no testing
facilities, so therefore it's a very difficult burden to
establish that something i ndeed was i nherent. And
i nherency deals with both the subject of anticipation as
wel | as nonobvi ousness.

Once again I'll pick up on sone comments that Jay
Thomas was making with respect to what the case | aw has
done with respect to what applicants can submt in terns
of rebuttal affidavits or declarations or evidence that
normally has to be accepted on its face.

And once again, the burden is on the exam ner to
poi nt out why the statenents are not credible, the
statenments that are made factually, and why that's not
per suasi ve.

In fact, a case like In re Alton is a good case
whi ch basically is one that says -- this cane fromthe
court. Basically the court said, examner, you really
have to accept that affidavit or declaration. You can't

just not accept it and substitute your own judgnment.
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So those are generally speaking the kinds of
evidentiary types of situations that we have fromthe
standpoi nt of principally an ex parte process that is
hi ghly based upon docunentary evidence that is readily
avai |l abl e.

And to a |l arge degree when the going gets tough,
certainly the applicant is in the position to have the
experts to do the testing, to submt docunentary evidence
to show why the exam ner should allow the case.

And, of course, as | said, we don't have
| aboratories, and we don't have independent experts in
that regard. So therefore, we are really conpelled to
accept some of that, particularly fromthe standpoint of
the fact finding, that is presented to us.

MR. COHEN: One of the controls you m ght have on
this process, at least in the prior art area, would be
the duty of candor. |'m wondering what the panelists
t hi nk about whether the duty of candor is set at the
proper |evel. Jay.

PROF. THOMAS: |I'mnot a big fan of augnenting the
duty of candor because during ny brief experience as a
prosecutor for a patent solicitor I found nyself just
di scl osing everything. It was the easiest way to go.

A lot of people in law firns are segregated by

particul ar technical area of expertise. And you discover

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

168
you suddenly have hundreds of docunents at your disposal.
And it's sinply easier and | ess tinme-consum ng to have
t hem all phot ocopied and ship them off.

I think you would be surprised if you speak to
exam ners just how many docunments they get, how little
time they have to parse through them

MR. COHEN: Any other views?

MR. PARKHURST: | had two or three points. |
think the |l evel of the duty of candor is about right.

But | think the PTO and maybe the profession at |arge
could do nore jawboning on how it's executed.

| think we m ght well consider nore enphasis upon
the need to carry out the Rule 97, 99 suggestions of
denonstrating distinguishing features over the cl osest
references even though you're presenting themin the
Engl i sh | anguage, whether or not they're in the English
| anguage.

The second thing is Jay nentioned this norning
the problem particularly in the so-called business
nmet hod patents area, that the applicant hinmself or those
he knows of nmay have been carrying out the very sane
busi ness functions manually or by | ong-standi ng ot her
t echni ques, tel ephone, in part, for exanple.

| think, particularly in that area where the

O fice does not have an existing body of prior art and
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where indeed there may not be in | arge neasure docunented
prior art, there should be a real push on the applicants
to disclose how they were previously doing this procedure
if they were doing it in part manually, for exanple, and
how their conpetitors were previously doing this
procedure.

I think his comment was pretty accurate that many
of these functions that we now find being filed as
busi ness net hod patents were at least in part carried out
in the past by businesses, by whatever neans were then
avai |l abl e.

And those functions have now been adapted to the
conveni ence of all-purpose conputers, and in sone way
t here ought to be a bigger onus on the applicants to cone
forward with what is genuine prior art material. So just
a couple of thoughts.

MR. COHEN: Scott and then Jay.

PROF. KIEFF: | guess just briefly |I think this
actually dovetails in again with the notion that
pat ent ees have a very, very strong incentive to
sel f-di scipline.

| think, Salem you discussed earlier the notion
of kind of getting patents on the cheap and then
asserting them And | think that if you get patents on

t he cheap and you assert them and you're fighting
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sonebody who's actually able to fight, the answer is your
patent's invalid. And we see that tinme and tinme again.

In fact, in the areas -- if anything is discussed
t oday people seemoverly critical of the Federa
Circuit's holding invalid clains. But it's certainly not
-- Angen, Fiers, Lilly and Enzo are not exanples of
patents prosecuted on the cheap and bei ng enforced
successfully. They're exanples of patents that did not
have adequate attention put to themand ultimtely died
in court.

So the duty of candor in a sense may be redundant
if the incentive to, quote, get the scope right is
shar ply enough experienced by the patentee herself during
prosecution and during litigation.

MR. COHEN: Well, let ne ask you about that. What
about the setting where the patentee has nultiple clainmns,
and one may be overstated, but they have a fall back
position which protects then? |In that setting does this
self-incentive to get it right still operate?

PROF. KIEFF: It seems to nme, and | think the
Patent Office folks see this a lot, applicants file
mul ti ply overl apping, partially overl apping, conmpletely
separate cl ai ns.

And | think, Jay, you're exactly right. They're

going to do it either through continuation practice or
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they' Il sinmply file nultiple applications. But again,
the nore applicants are willing to do that in the end
they're still going to get tested on validity in the

i nfringement case.

And if that's a patent that actually neets al
the standards for patentability, then what's wong with
allowing claims on it? Sure, it's a broad set of clains,
but that's purely an allocative -- that's purely a
di stributional problem between infringers and patentees.
That's not an allocative problem of resources getting to
the right folks.

Peopl e who want to practice those inventions even
if very, very broad because one clainms falls but another
one survives, they'll call up the patentee and negoti ate
a license.

But it's not clear that that's anything but a
battl e over the sane turf between plaintiff and
defendant. It's not a social |oss problem

MR. COHEN: Let me try Jay who had his up first.

PROF. KESAN: A couple of points. First,
regardi ng the duty of candor on the disclosures, Jay is
exactly right. You just sinply -- and | nust admt | did
plenty of that when | was in private practice as well --
t hrow everything over the fence and hey, your patent is

bul | etproof with respect to that. That's the system we
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have today, and that is the problem

The problemis that there is no way to sort out
the relevancy of the prior art. There's no requirenent
to sort out the relevancy and to neet the issue of
whet her this prior art has anything to do with nmy clains
that I'mfiling. Instead, | just sinply take every piece
of prior art and toss it over the fence.

The patentee's in the best position to do that.
And they should be forced to do that. The second thing
is -- or at least an incentive should be created to do
t hat .

The second thing is this again follows up on
Jay's point and | agree with him The problem here is
that it's attorneys who do it. And that is also another
problem In other words, when you talk about ideas,
peopl e never go back to the inventors.

| can tell you | have five patents of ny own, and
my patent attorney never asks for any prior art. |It's
exactly as Jay Thomas described it which is, hey, 1've
got mnmy biotech group or |I've got my conputer group and
they've got all the prior art. And it's not true. They
don't have all the prior art.

It's the patentee who needs to be asked the
question of what is the relevant prior art. And he knows

he's got this little folder, nost probably, where he's
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got the nost relevant five references with respect to the
claims. And that's really the critical issue that we're
t al ki ng about.

So the duty of candor is fine. |It's just that
the relevancy is sonething that you can't do. You can't
sinmply have the 200 references all be relevant equally.
There are sonme that are nore inportant than others. And
the Patent Office should know that.

The second point, as far as the fixing it purely
on litigation goes, there is a |ot of enpirical work that
is com ng out that suggests that just sinply invalidation
through litigation is not a very good alternative all by
itself.

I want to point you to at |east a couple of
things on the record, and one place where | did see a |ot
of reference to that is in Josh Lerner's statenent to the
FTC, where basically there are about two or three points
that are closely rel ated.

The first thing is it's increasingly clear that
al t hough the number of full-blown patent trials have not
increased for a long tine, the nunber of conplaints that
are filed have increased a | ot.

And it's beconme very clear that patentees are
filing these | awsuits purely for the purpose of forcing a

settlenment. That's it. They have no intention of
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litigating the whole thing to trial. They're perfectly
happy to get a lowcost |icense and buzz out of there and
sinply don't care, because they know that once they get
one |lowcost |icense, then they can get the entire
i ndustry will just fall back in line for the sanme terns.

So, for exanple, last year | think there were
about 1700 conplaints filed and only 75 full-bl own
trials. The vast mpjority of the cases settled. So
because of the huge disparity between litigation costs
and patent procurenment costs there's tremendous roomto
just sinply settle it.

And | think that is something we really do need a
| ow-cost or reasonable cost alternative to sinply burst
these wrongfully granted patent cl ains.

MR. COHEN: Suzanne.

PROF. SCOTCHMER: | just thought it would be
useful to clarify the distinction in social costs and
benefits that as we were discussing themthis norning and
as we are discussing themnow in the context of
procedural issues.

I f | understand our discussion about procedural
i ssues this afternoon, the kinds of social costs and
benefits that concern us are those that have to do with
t he social waste of litigation and so on.

But that's a different set of social costs and
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benefits than those that arise fromthe substantive
aspects of patent law, which go to the distribution of
profit between, for exanple, early inventors and |ater
inventors or indeed the distribution of benefits between
inventors and users of intellectual property.

The reason | raise it is that when we ask the
gquestion, for exanple, do we care about the distribution,
as you put it, of profit between a right holder and a
potential infringer or alleged infringer, and we say
that's nmerely a distributional issue, indeed it may be
true froman ex post procedural social cost of litigation
point of viewthat it is, quote, nerely, unquote, a
di stributional issue.

But from an ex ante point of view, fromthe point
of view of the very heart of the patent system which goes
to the incentives to create inventions, it is not only
not subordinate, it is the very essence of the question.

MR. COHEN: Jay.

PROF. THOMAS: Yes. | would certainly agree that
t he Coase Theorem and its progeny don't work often so
well in this arena. That's quite so. | would al so say,
and nmy experience is largely in this town and the patent
community here. |I'mnot sure that's representative of
elite law firms el sewhere. But ny sense is that there

are very few people who want to obtain gol d-pl ated
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patents, and in fact conpanies send firns out on very
strict budgets.

|'ve been to an office of a very large firm and
the officer had a sign on his wall saying we do not spend
nore than $5, 000 per application on outsourcing patent
work. |'ve heard of people who dictate these things
while they iron in the nmorning to try to increase the
quantity.

In very extensive patent portfolios |I've been
involved in cases where | arge conpani es have gone to
smal | ones and said, |'ve got 200 patents that cover your
neck of the woods. Well, which ones do | infringe? "You
figure it out,” was the literal answer. Conpani es boast
of the number of patents that they obtain.

So it's possible and it m ght be quite right that
you get what you pay for. But that's just not ny
experience. And | can see that line of reasoning. |
personal |y haven't experienced it. | have just seen
really the rush is, alnpbst a degree of econom c
pollution. Let's get as many as we can as quickly as we
can.

And M. Parkhurst, | think you're quite right
about can we get applicants to disclose nore. | think
t he key tool that the PTO has nowis Rule 105 on this

point. But | would observe that the PTO does not often
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use Rule 105. It's supposed to have codified earlier
aut horities.

MR. COHEN: For us antitrust people, please
transl ate.

PROF. THOMAS: Rul e 105 was brought into the
Patent Office rules along with the American Inventors
Protection Act, although it was not spawned by it. It's
call ed Requirenments for Information, and it all ows
exam ners to query applicants, and they are supposed to
respond with informtion.

A response that the information in unavail able or
not conveniently available -- is that perhaps the
| anguage -- is considered a conplete response and woul d
al | ow basic questions such as, how did you develop this
invention? That's one of the things that | think is
listed in the MPEP.

The difficulty, | think, is that it's very
difficult to draft these requirenents. |It's on the
exam ners amendment docket, and it |eads to patent term
adj ustnment, which is a problemthe PTO wisely wants to
avoi d.

It has principally been used with regard to the
bi zarre plant patent case of ex parte Thonpson, which is
just now raising a fuss. And that's another |ine of

i nquiry.
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So | think the PTO has the neans at its disposal
to do it, although I think we m ght want to revisit under
Rul e 105 whether "I don't know' or "It's inconvenient to
me" ought to count as a conplete answer. And if
exam ners can be incented to use it. Thank you.

MR. COHEN: Let's take Arti and then Salem and
then we'll nove to re-exam nation. W' Il get everybody
in at | east once on this round. Arti.

PROF. RAI: Just a quick point, a plea, | suppose
for some enpirical work. Basically, the problemthat we
are facing, and Mark Lenml ey has tried to take a stab at
this in his Northwestern article on Rational |gnorance at
the Patent Office, is we don't really know what the
soci al costs of bad patents are because we don't know how
they' re used.

We know how nmuch litigation there is. W nay
know how many conplaints are filed, but we don't know
short of that how patents are actually used. W don't
know what percentage are |licensed, what sorts of behavior
they induce in ternms of people not going into certain
areas of innovation because of the presence of patents,
and so forth.

And anot her area we don't have nuch or any
enpirical purchase on, which is critical, is determ ning,

if we were to inplenment sone of these procedures, sone
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sense of what percentage of bad patents would actually be
elimnated as a consequence of these procedures.

So | think it's really inportant to sort of --
here the percentages really do matter because it's all a
guestion of the margi nal costs -- reducing the marginal
social costs while increasing -- at a cost to the Patent
O fice that's not too high

MR. COHEN: Sal em

MR. KATSH. Well, this brings nme back to the point
| made earlier about my questioning whether tinkering in
the systemis going to work.

| think that in the real world, if there is such
a thing, the problemis predictability. Now, whether one
says it was right or not, prior to the Federal Circuit we
know t hat whatever, 60, 70 percent of patents were
i nval i dated. Post Federal Circuit just the opposite.

Now, Jay is pointing out the probl em of
wrongfully granted patent clainms. But wrongfully granted
patent clainms in a systemthat upholds 60 to 70 percent
of the clainms litigated in litigation is going to spawn
ever-increasing applications, ever-increasing demands on
the PTO and is going to stretch the resources beyond the
breaking point. | nmean there is no free | unch.

We are either going to have to establish claim

construction rules, guidelines for obviousness,
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gui delines for equivalents, if any, and reduce the nunber

and encourage conpanies to invest in patents that they

write.

When | said that sonebody can get a patent on the
cheap, | was referring to what John Thomas is talking
about. Conpanies -- it's not that they wouldn't want a

gilt-plated patent. They would |ove to have one. But
they have no idea what's going to be issued. They have
no idea what's going to be relevant. They have no idea
what's going to be needed. Not no idea but they have to
sweep broadly to protect thensel ves against the fact that
ot her conpanies are filing hundreds if not thousands of
appl i cations.

And when you file hundreds if not thousands of
applications you can't spend $100- to $200, 000 per
appl i cati on.

So this systemis sort of snowballing on itself
to create nore patents with | ess resources put into their
preparation, creating nore of a problemin terns of
i nexperienced or marginally experienced exam ners with a
presunption of validity that goes into the process, with
a presunption of validity that comes out of the process
and with a court systemthat nowis inclined to uphold a
great mpjority of the patents.

Predictability, therefore, is on the side of

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

181
value. And | don't agree with Scott that the fact that
you can lose a case like Lilly or others or even get Rule
11 sanctions in sone cases is going to be a deterrent.

Courts, in ny experience -- | mean the conduct
they let you get away with is astonishing. And Rule 11
is not going to be the answer. And I'Il bet you, if I
asked you, Scott, whether you could have -- how sure you
were about the results in those cases you nentioned
before they were decided -- whether you woul d have said,
there's no chance of success.

PROF. KIEFF: But that's why it's under the reform
section of the paper, which is to say mybe we shoul d
take those things seriously.

MR. KATSH: But those cases were not predictable
before they were decided. People |ose cases all the
time. They get reversed all the tine.

So just ny final point would be that you pointed
out earlier, when | was tal king about Graham sone very
interesting history to the opinion. | was really talking
t hough about Hotchkiss, and if you | ook at the Hotchkiss
case, ny understanding is that that case involved a
patent for the substitution of ceramc or nmetal for
wooden door knobs. And that was held unpatentable.

Now, how many t housands of patents are issued for

creating old products with new and unobvi ous materials
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with better functioning and better cost efficiency?

And if Graham said follow Hotchkiss, and if the
circuit courts of appeals, putting the forum shopping
issue to one side, because that was really dealt with in
Bl onder Tongue, if they were all foll ow ng Hotchkiss, and
you had a 70 percent reversal rate, that was sending a
signal to the PTO that, as the court said, there was a
notorious disparity in standards.

So it was then a nove to fund the PTO to make the
effort so the courts would not invalidate. That
incentive is dimnished when you have the courts
basi cal |y uphol ding what Jay is calling wongfully
granted patent clainms. Not wongfully granted unless the
courts says they are.

MR. COHEN: Let's nove for a little while nowto

re-exam nation. We' ve been told in the hearings that the
re-exam nation process deals with novelty and
nonobvi ousness, but not with enabl enent, description and
utility. And that even when treating issues of prior art
it addresses only prior art not previously considered.
G ven these limtations, does anybody have any thoughts
as to whether the scope of re-exam nation is sufficient?
Mar k.

PROF. JANIS: Yes. | do have thoughts and, no,

it's not. But | do think we need to step back and ask
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sonme very hard questions about what it is that we really
want out of such a procedure.

And | think nmy study of the history of the re-
exam statute and the proposals that preceded it suggest
to nme that no one really came to a consensus on that. |Is
it really some sort of very limted error correction
mechanism or is it really a serious effort to create an
adm ni strative alternative to litigation?

Now, those are not -- those are extremes out of
spectrum | suppose you could have elenents of both in a
gi ven procedure, but | take fromthe many factors,
including the fact that this procedure is called a
re-exam nati on not opposition, that in the beginning it
was skewed toward a nodel of error correction, a very
limted nmodel of correcting an error. You have to show
an error to get into re-exam nation basically,
substantial new question of patentability.

So it shouldn't surprise us that when we | ook at
it today and say is this procedure an adequate
alternative to litigation the answer is no, that there
are all these limtations.

And this is an area where tinkering is sinply not
going to work. And the |atest round of |egislation
proves that anply because we never did get back to the

question of what we really wanted.
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I nstead, we took this re-exam nation procedure
and said, we'll tinker with it. W'Ill make sone small
efforts to enhance third party participation and call it
inter partes, but then we'll take a |ot away in estoppal
provi sions. And then we'll say to the world now we have
this great adm nistrative alternative to litigation

And so it's just not surprising that that's not
what we have. So those types of discussions really need
to occur. And you can see the kinds of alternatives that
are going to arise fromthose di scussions.

You're going to have Jay Kesan saying, no, no.
It needs to be pre-grant opposition. You'll have nme
saying it needs to be a full-fl edged, post-grant
opposition. You'll have others saying we shoul dn't have
any adm nistrative proceeding. It's nore efficient to
let it all go to litigation. And that's the sort of
di scussi on that we need to have.

| think we ought to end up in the mddle, with a
post - grant opposition schenme that does have a broader
substantive base and all ows people to cone in and nmake
chal | enges based not only on docunmentary prior art, but
on enabl ement, on other patentability issues.

MR. COHEN: What about the issues of estoppel and
ability to appeal ?

PROF. JANIS: |If you create a system where the
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options per challenge are severely limted |ike the
current system and then you lay on top of that serious
estoppal provisions, | don't think anybody is going to
use that system

It's bad enough that there is not a |long record
of re-exam nation. People don't have the sort of
reassurance that it's going to be conducted and that
they're going to get good results out of it.

When | was using it, | just was always a little
unconfortable. | just never quite knew whether | was
going to get good justice out of that procedure. So it's
bad enough even without the estoppel. But when you add
the estoppel in, people aren't going to use it.

Now, if you make this the mrror imge of
validity challenges in litigation, then perhaps talking
about estoppel is nore reasonable. But the estoppel
provi sions as they stand in the current schene, | think,
anong ot her factors, make it just alnost conpletely
unwor kabl e or certainly just so unattractive that it's
hard to see counseling people to engage in it.

MR. COHEN: Roger.

MR. PARKHURST: Well, a nunmber of points. The
exi sting systemis obviously inadequate. Steve's
statistic about three inter partes re-exans under the

1999 Act. And | think if the Al PLA executive director,
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M ke Kirk, was here, he could tell you in excruciating
detail that that statute is the result of practical
politics in the Congress these days.

And that's an issue that we haven't tal ked about
here in any of these points. But it would be an overl ay
over any thought of radically nmodifying the patent |aw.

But tal king about re-examin particular and the
estoppel point, it would seemthat if we could get a
re-exam nation procedure that would just sinply open it
up to all attacks, then you could have an estoppel that
| ooks like res judicata or collateral estoppal in the
courts, and you would have a systemthat would invite
those with economc interest to attack those patents that
are of econom c significance.

You woul d probably have a greatly increased use
of that system and you would have a focus on those
patents that are really of interest economcally. So
woul d think that that's a good goal. How long it takes
us to get to that goal is a big question.

Meanwhil e, this, like the issue we just discussed
of how to get the best prior art before exam ners, brings
us back to the need to urge Congress to give the Patent
Ofice access to all the fees it collects to try to
create the quality patents that we'd all like to have, so

t hat we have the kind of certainty that Salenms clients
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are tal ki ng about.

And part of that certainty is reduci ng pendency,
so that you have sone certainty of what it is that your
conpetitor is getting out of his application even though
today it's published.

MR. COHEN:. Jay.

PROF. KESAN:. Just a couple of things to add onto
what Mark said. First | want to nention one piece of
wor k by Di etmar Harhoff, where he has done sone studies
on oppositions in Germany. And he shows that surviving
an opposition is one of the very best predictors of
patent value, in other words how val uable a patent is.

If you want a signal that | do have this great patent,
t hen surviving an opposition is one of the very best
measures of it.

And | think that is very val uable, because it
really shows that when you have ot her people weigh in on
t he process and you still end up with a patent, that
sends a clear signal to the marketplace. | mean, this is
not just sone paper clains, et cetera. There's sone real
econom ¢ val ue associated with this. People have tried
to take this down and did not succeed, and | really have
sonet hi ng here.

And the earlier on in the process that we can

actually have that kind of a market nechani smthat points
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to real value is, of course, a very good thing for the
patentee, and it nakes conplete econom c sense.

The only other simlar predictor that | have seen
is in paynent of maintenance fees as being another very
good indication of patent value. |In other words, the
patents that do get reviewed are the ones that really do
have val ue, since you have mai ntenance fees at three-and-
a- half, seven-and-a-half and el even-and-a-half years.

In tal king about deciding whether the oppositions
should they be -- | conpletely agree with Mark that we
need a full-blown system and any way to sort of hanper
the systemw th estoppals, et cetera, doesn't nmake sense.

But in terns of thinking about the opposition
system as to whether it should be pre-grant or post-
grant, | again want to draw your attention to data that |
have published and that Bronwyn Hall has published.

Hers is, | think, a working paper |ooking at pre-
grant and post-grant opposition data in Japan and in
Germany. And what you see in Japan they switched froma
pre-grant to a post-grant in 1994. In Germany they
switched froma pre-grant to a post-grant in the EPO in
1980.

And what you see is that there was a vigorous
opposition practice in the pre-grant years. Now, sone of

it mght have been due to delay and harassnent. That's

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

189
certainly possible. But there was a vigorous opposition
practice, and it has dropped off substantially when they
moved to a post-grant system

At the sanme time, the nunber of invalidation
trials and nullity proceedings and so on have increased
dramatically. So in other words once you go to -- when
they noved to a post-grant system people automatically
started favoring the courts as opposed to going to the
patent office.

And | think that's something to really keep in
m nd, and it goes directly to the issue of -- what really
struck me when | did this qualitative interviews in Japan
was when | started realizing that we really do have a
seri ous post-decisional cognitive di ssonance probl em
where basically what you have is exam ners and the
exam nati on boards and the reform boards are willing to
change the scope of the clains once the patent issues,
but they are not willing to revoke or invalidate clains
entirely.

In other words, the tendency is to say, well, |
was right all along. WMaybe | just need to sinmply narrow
the scope of the claim |I'mconmmtted to an outcome, and
| think I was right all along. And |I'mnot going to
change fromthe outcone. |I'mnerely going to narrow the

scope of the clains.
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That serves as a trenmendous disincentive to the
parties. The parties feel like, well, I'"mnot going to
get a fair shot here. | nmean, the patent office has
spoken. They have taken a decision that the patent is
anyway going to get allowed, and I"mgoing to take ny
chances at another forum the courts. | think it's
sonething to keep in m nd.

MR. COHEN: Let's try Steve and then nove to our
final topic area.

MR. KUNIN: I'Il be brief. Jay and | have debated
this issue many tinmes, but basically I would point out
that for all the practical reasons we probably w |l get
to where we want to be either by fixing re-exam or having
a post-grant review system put in place, as opposed to
pre-grant opposition.

We fought the Japanese very hard to elimnate
their system because of Keiretsu and the problemw th
respect to the specific way to deny foreigners patents
that occurred, | think, as a result of that practice.

The situation with respect to would Congress have
an appetite to do so? The Anmerican Inventors Protection
Act specifically precludes it. It says, in the |aw,

t here shall not be any basis for pre-grant opposition or
protest as a result of publication of an application.

The situation |I think fromthe standpoint of pre-
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grant which hasn't been nentioned is in the United States
we have patent termadjustnment. |[If you are worried about
submari ne patents, how about 28-year patents or 30-year
patents or whatever it would be if you didn't take into
account the fact that right nowin the law if you inpose
all of these delays for whatever purpose -- it could be
appeal interference or admnistrative delay -- you get
day-for-day term adj ustnent?

So | think it's just not conceivable, with
respect to the reginme on term adjustnent, to even
consi der pre-grant opposition. | think there's many ways
-- different exam ner, proceedings conducted by a panel
of adm nistrative patent judges -- there's ways by which
you can, | think, reduce or elimnate some of those
perceptions that Jay was nmentioning in ternms of why pre-
grant is superior to post-grant.

So | think that fromthe perspective of where do
we get there fromhere, | would say that despite the
argunments that have been made for having pre-grant in the
United States, | just don't think it's going to happen.

MR. COHEN: Okay. |'d like to get us to wap up,
say within 15 m nutes, but before we do that, there's one
more topic area. It has floated throughout our
di scussions. |I'd like to focus on it directly. And

that's the handling of uncertainty.
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And | think we've heard that there can be
uncertainty as to the presence of patents or patent
applications. That's one area. Separate fromthat may
be uncertainty with regard to patent validity or breadth.

Let's look at the first one. W now have an 18-
mont h di scl osure rule, for many patents at least. [|I'm
wonderi ng what has been the experience with this? 1Is it
working out? WIIl it work differently in different
i ndustries?

We heard, | think, in our biotech panel that 18
nont hs can be an eternity there. Anybody who would I|ike
to contribute on the new disclosure rule?

PROF. THOVAS: |'Ill nmention very briefly, the new
di scl osure rul e does nothing because it sinply discloses
what was al ready avail able fromforeign patent offices.
It really doesn't add anything to what the U.S. industry
i s doing.

It saves a translation fee on occasion, but the
18-nmont h publication -- there really have been no changes
other than that there's an extra fee charged at the PTO

And that's why | think the PTO should i npl enent
this just by ripping pages out of the European Patent
O fice and sticking it in there is just to save everybody
the noney. |It's not the fault of the PTO. That's the

| egi sl ative deal they were handed.
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MR. COHEN: Any other thoughts on the 18-nonth
di scl osure rule, or do we take that as the view of the
panel ? Jay?

PROF. KESAN: No. | think it actually does serve
sone benefit, and that is that you do have, in fact,

di scl osure. People are put on notice, and to that extent
you have the reduction on various sorts of social costs.
| mean, clearly it's --

PROF. THOVAS: | agree with all that. It's just
there are no -- it only publishes applications that would
have been published anyway. There's nothing additional
added by the Anerican Inventors Protection Act.

MR. COHEN: Sal em

MR. KATSH: One quick point. As long as there's
the potential for continuations, divisionals that are not
going to be published until their 18 nmonths are up,
you're still dealing with an unknown period of
uncertainty as to what additional clains are going to be
sought. So it does give the industry sone know edge of
what's out there, but not conplete know edge.

MR. COHEN: How about turning for our final focus
to uncertainty with regard to patent validity and
breadth. |'m wondering if any of you have views as to
whet her there are differences fromindustry to industry

in the predictability of infringenent determ nations.
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We've heard a lot that things are different for
various aspects of the patenting process, industry to
i ndustry. \What about for the infringenent predictions?
Scott.

PROF. Kl EFF: Just a couple of thoughts. |I'm
sorry Suzanne |left, but | conpletely agree with her that
we have to do the dynam c analysis, the nmultiple cycle
anal ysis on these things.

But, if anything, that takes us back, on this
uncertainty problemthis takes us back to well, what kind
of scope do we want to give whatever patent is upstream
that's going to be uncertainty to issued patents and what
certainty do we want to give downstreamto people who
want to do inventing?

And if we have a nonobvi ousness requirenment
that's actually |lower rather than higher, whatever that
means, at |east for the concerns she just expressed, the
downstream i nventor gets a piece of the pie too. She's
got an incentive to do downstream inventing. So that can
pl ay out.

But if we start to say, hey, listen, if you're in
a downstream upstream position, sonehow there are
different rules on validity for either you or the
upstreamguy, | think that's a big form of the

uncertainty. And that plays out in this area because
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people will go to the Justice Departnent or here, and
they' |l argue m suse or antitrust problens that have to
do with breadth. That is a cloud of uncertainty.

So uncertainty issues -- the shortest answer on
uncertainty is this hearing creates a massive uncertainty
on the system And that's not irrelevant. And the nore
we make liability rule treatment, in fact, the nore we
have multiple cycle problenms, because you'll squeeze out
nore efficiency in whatever cycle you' re presently in,
absolutely, just like under an efficient breach analysis
in contract |law, you'll get the stuff to the higher val ue
use in that cycle of the game, but you won't get future
cycles. In multiple cycle ganes, squeezing out the added
efficiency in one cycle will have the effect of deterring
pl ayers from playing future cycles.

And that is exactly, | think, a problem and
that's a problem-- I'msorry Suzanne | eft because |
actually think it cuts the other way on all of these
i ssues.

MR. COHEN: Arti.

PROF. RAI: |I'mnot sure | understand this
mul tiple cycle sort of argument, but the point that | was
going to raise was that | think that at |east in biotech,
which is the industry with which I'"'mfamliar, the

conventional wi sdom seens to be that the Federal Circuit
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has created trenmendous uncertainty. And so it's not
clear that any changes woul d make t hat worse.

So again, | nean, | think that there's a great
deal that could be done to create nore certainty. |
think certainty is a valuable thing to have. And in
particular | think that some of the reforns along the
| i nes suggested by the Jays with respect to -- and Mark -
- with respect to getting certainty at the adm nistrative
level will really help all industries out.

MR. COHEN: Jay.

PROF. KESAN: Just a couple of things. One is, of
course, two points related to uncertainty. One is that
having an adm nistrative proceeding |like that would
actually reduce sone of the uncertainty, because now you
really know you have a val uabl e patent.

The second thing actually goes back to a point
that Scott made very briefly in the norning. And that is
| think a |arge part of the uncertainty in private
practice really cones about because there is so much
difficulty in -- if you are a conpetitor -- in
under st andi ng the scope of the patent just by | ooking at
the clains that's largely brought about by the Doctrine
of Equi val ents.

And | think my own view on that is that this gane

of having a Doctrine of Equivalents and then trying to

For The Record, Inc.
Washi ngton Metro (301) 870-8025
Quter Maryland (800) 921-5555



© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
o A W N B O © 0 N O O » W N B O

197

limt it with all sorts of -- rein it in, you have it but
reinit in -- is sonmething that | think is well worth
ret hi nki ng.

| think the dissents in the Hlton Davis case at
the Federal Circuit |level make sone very, very powerful
argunments that the Doctrine of Equivalents doesn't do
very nmuch, and it's perfectly okay to put the burden on
the patentee to have clains at the outset.

He's the person who is best in the know, so why
not do a darn good job, and if you have made a m st ake
you've got two years to fix it in the reissue. You've
got time to fix things. And | think a |ot of the
uncertainty on patent scope would be elimnated if we
didn't have this whole equival ents issue.

MR. COHEN: MarKk.

PROF. JANIS: I'mjust going to be a pessim st on
this issue. | think certainty is awfully elusive in
patent law, and | think it just springs in part fromthe
conplexity of the document and the use of clains.

If we took away the Doctrine of Equivalents, we'd
have a | ot of people making a | ot of fancy argunents
about literal infringement and claimconstruction. And
we' d say, gosh, this is all very uncertain. And | think
that's true of obviousness. | think it's true of

enabl enent .
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I think those are inherently conplicated |egal
inquiries, but they all relate back to clains and the
conplexity of claims. So I'ma little worried. | don't
buy into some of the certainty rationales that the
Federal Circuit parades before us, because | think that
the rules that they create and rationalize on the basis
of certainty often just shift the uncertainty el sewhere.
| think I probably said that earlier in the hearing.

So | don't want to be too nuch of a pessim st,
but I do want to sound a cautionary note that we not buy
into the certainty rational e whol esal e, that we just
recogni ze that there may only be so far we can go.

MR. COHEN:. Arti.

PROF. RAlI: One point |I forgot to nmake, not to
doubl e dip, and that is sort of one of my pet peeves
about the Federal Circuit, which I think Sal em has
brought up several times, is that it's essentially acting
in many situations as a trial court. It revisits al
sorts of issues that are fact-based.

And that creates trenendous uncertainty because
you just have to wait until the appellate court decides
the i ssue before you know what the outcome is, which is
not the way that our rules of civil procedure is supposed
to work and for good, sort of econom c efficiency,

reasons.
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MR. COHEN: Well, we're late in the day. W want
to wap up, but I want to give each of you an
opportunity, before we leave -- if there's anything on
any of the subject areas that we have tried to cover
today that you never got your chance to make the point
that you were dying to make, 1'll give you that chance.
| see Scott has his sign up

MR. KIEFF: Well, yeah. | nmean, | think that to
follow up on a point that Arti nade, | conpletely agree
with you, Arti, that lots of things in life are enpirical
guestions. And | conpletely agree with you that data is
al ways better than no data.

But our understandi ng of the way things work
sonetinmes gets us to a point where we no | onger need
data. So, for exanple, | think we're all going to just
take it, and it's not worth litigating the issue, that if
| drop the cup it's going to fall, because we have an
under st andi ng here at this speed on this planet at this
time that gravity is going to operate that way.

And the | aws of econom cs have taught us a little
bit about transaction costs, and they have taught us that
the types of problens explored at length in the
literature of transaction costs, bargaining over patents,
are transaction costs that are typically associated with

mar kets that are thin.
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And the economcs literature teaches us pretty
clearly that a good cure for that anema is to fatten up
the markets. And the nore diversity of wealth -- sorry,
the nore diversity of players and the nore quantity of
weal th you bring to those markets, the | ess transaction
costs you have on average. That's just one of the things
t hat econom c science teaches us as a science.

And one of the neat tricks of patents is that
they bring to these markets a drastic increase in the
nunmber of dollars in the well and a drastic increase in
the diversity of players. That is a solution to the
transaction cost problem And we shouldn't overl ook that
sol uti on.

MR. COHEN: Jay.

PROF. KESAN: | just wanted to make a point that |
tal ked about earlier with you, that you asked ne rai se.
This relates to the nexus requirement on the objective
i ndi cia of nonobvi ousness. And that is, | think Sal em
poi nted out, that is a huge gateway to get a whol e bunch
of things in there to fight obvi ousness.

But the real problemthat | see in the nexus
requirenent is that it's a nmultiple causation problem
And | have | ooked carefully at these nexus cases, and the
real problemis that you can show a |ink between the

inventive activity and commerci al success or inventive
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activity and sonme other objective indicia.

The problemis that there is a whole bunch of
ot her things that could have contributed to it, good
mar keting, a lock-in as you pointed out, or network
externalities, as we call them

And the real need in the nexus requirenent is a
"but for" requirement. In other words, there should be a
requi renent that says that but for the inventive
activity, the particular comrercial success, et cetera,
woul d not have taken pl ace.

So when you have a nmultiple causation problem and
you're relying on this to show nonobvi ousness, you really
need to have a "but for" test there which is sonmething --
t he whol e nexus requirenment is not well policed, but I
think the "but for"” requirement is really essential.

MR. COHEN: And then | guess Salemw || have the

| ast word today.

MR. KATSH. Well, | wanted to reference again, |
guess, where | started. It troubles me that in all of
t hese studies, in all of the -- whether qualitative or
enpirical -- there is really no concrete evidence of

whet her we are all better off with or without this
patent system to what extent it actually provides
products and processes faster or that otherw se woul d not

be here.
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Now, politically, it's a reality. But in the
Tenporary Nati onal Econom c Conmmttee hearings in the
'30s, there was a coll oquy where the chairman of Genera
Mot ors was asked whet her they would have made the sane
i nnovati on wi thout the patent system and he said no.
And then Edsel Ford, who was then chairmn of the Ford
Mot or Conpany, was asked the sanme question, and he said,
yeah. Patents wouldn't make a difference.

There's studies by M ke Scherer, who found that
nost of the R&D and busi ness people didn't think it would
make a great difference. The people who were nost
convinced it nade a difference were the | awers.

Now, | happen to | ove the patent systemthe way
it is now And it's very provocative, and it gives ne a
|l ot of work. But it seens to nme that given the
uncertainty about what it actually does, because it's so
hard to nmeasure without a control, there's roomfor
experinmentation and creative thinking at | east, about
sone ki nds of new approaches.

And | saved this for |ast because | didn't want
to get beat up too nmuch, but we could have a ranking
system We could have a systemlike the Presidenti al
conmm ssion we tal ked about, where people would
voluntarily delay exam nati on.

We could do a ot of things. W could experinment
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with different terns for different patents, different
standards for different industries. These are concepts
t hat ought to be explored, because it's unclear whether
the costs woul d outweigh the benefits.

The whol e idea of preserving as absolute the
ri ght of exclusivity in all cases, even given the fact
t hat nost patents are asserted to | ack market power, that
poses to me a question of why are we nultiplying the
nunber of patents that are being issued.

One study in particular I would recomend is that
we have just gotten the business nethod patent
legitimzed as of 1998. Perhaps that could -- the
Comm ssi on has a great Bureau of Economi cs. And there is
a control possibility, to |look at what the inpact of
havi ng a busi ness nethod patent would have been had it
been in effect, say, in 1960 and had frequent-flier mles
been patented and credit cards have been patented and
| ots of other things have been patented.

If you | ook back, software patents were not
recogni zed until quite recently. There are areas where
you could try to establish, it seens to nme, maybe
President Levin at Yale is doing this in sone part, but
we have no guidepost. All we knowis that there's a
chilling effect out there of having all these patents,

whet her they're in litigation or not.
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And it strikes nme that there's a |lot of work that
could be done to try different approaches that would
benefit both producers and consuners.

MR. COHEN: Thank you. This has been a very
interesting, very useful session. | want to thank all of
you for your thoughtful comments, for your patience, and
for your willingness to help. Thank you.

(Wher eupon, the hearing

concluded at 4:49 p.m)
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