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PROCEEDI NGS

MR. WLLIAM COHEN: Good nmorning. Welconme to
t oday's panel on Conpetition, Econom c, and Busi ness
Perspectives on Substantive Law Issues. M nane is
Bill Cohen, and I'm an Assistant General Counsel here
at the Federal Trade Conmi ssion, and to ny left is
Susan DeSanti. She's the Deputy General Counsel for
Policy Studies. To ny right is Hllary G eene, the
Project Director for Intellectual Property.

The hearing groups we began back in February
have now nearly conme to their close. Today is the |ast
day directly focused on patent issues, and the hearings
will end with one nore roundtable on Novenber the 6th.
The Departnment of Justice will not be participating in
today's session of the Joint Hearings on Conpetition
and Intellectual Property Law and Policy in the
Know edge- Based Economy. The Departnment will resune
its participation in these hearings at the Novenber 6th
sessi on.

Today's session will use the roundtable formt.
We will spend our tine entirely in discussion wthout
formal presentations. W're fortunate to have a truly
out st andi ng set of panelists who are willing to share
their insights with us. Full biographies are avail abl e
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in a booklet on the table out in front of the room
What |'d like to do is just hit a few of the highlights
for each of you. 1'Il try to do this al phabetically.

Mar k Banner -- right there, okay --
concentrates on litigation of patent, trademark and
copyright cases at the law firm of Banner & Wtcoff.
He is Chairman of the American Bar Association's
Intell ectual Property Law Section

Robert Barr, right here, tw seats down from
M. Banner is the Vice President for Intell ectual
Property and Worl| dw de Patent Counsel for Cisco Systens
in San Jose, California, where he's responsible for al
patent prosecution, licensing and litigation. He
started Cisco's patent programin 1994 and has since
built a portfolio of over 700 issued patents.

Mar garet Boulware is a Shareholder in Jenkins &
G lchrist in Houston, Texas. Her intellectual property
practice includes patents with an enphasis in chem stry
and bi ot echnol ogy. She al so has expertise in
trademark, copyright and licensing matters,
particularly in internet and e-commerce areas. She was
appoi nted by the Secretary of Comrerce to serve as the
Chair of the Patent Public Advisory Committee, and she
is participating today on behalf of the Anerican
Intell ectual Property Law Associ ation.
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Wesl ey Cohen at the far end here has just
joined the faculty of the Fuqua School of Business,
Duke University, as Professor of Econom cs and
Managenment after teaching at Carnegie Melon University
for 20 years. He is also a Research Associate of the
Nat i onal Bureau of Econom c Research. Professor
Cohen's research has mainly focused on the econom c and
t echnol ogi cal change in research and devel opnent.

John Duffy is an Associ ate Professor of Law at
the Wlliam & Mary School of |law. He teaches and
writes in the fields of patents and adm nistrative | aw.
He is a registered patent attorney and the co-author,
wi th Robert Merges, of a case book on patent |law. Am|
correct, he's full professor? You have had a nunber of
pronotions during the course of these |ong hearings.

Brian Kahin directs the Center for Informtion
Policy at the University of Maryland. He's a Visiting
Professor in the College of Information Studies with
affiliate faculty appointnments in the School of Public
Affairs and the R A Smth School of Business.

Edmund Kitch, on this side, is the Joseph M
Hartfield Professor of Law at the University of
Virginia School of Law. His scholarly and teaching
i nterests include agencies, corporations, securities,
antitrust, industrial and intellectual property,
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econom ¢ regul ation and | egal and econom ¢ history, and
he has witten sone senminal articles regarding the
pat ent system

Steve Merrill has been Executive Director of
t he National Acadeny's Board on Science, Technol ogy and
Econom ¢ Policy, the STEP Board, since its formation in
1991. They have the sponsorship of a grow ng nunber of
federal governnent agencies, foundations, nultinational
corporations in various sectors and international
institutions. He has devel oped the STEP programinto
an i nportant discussion forum and authoritative voice
on technol ogy, research and devel opnent and ot her
m croeconom ¢ policies.

Geral d Mossinghoff is a fornmer Assistant
Secretary of Comrerce and Conm ssioner of Patents and
Trademar ks and the former President of the
Phar maceuti cal Research and Manufacturers of Anerica.
He has served as United States Anbassador to the
Di pl omati ¢ Conference on Revision of the Paris
Convention and as Chairman of the General Assenbly of
the United Nations World Intellectual Property
Organi zation. He is now Senior Counsel to Oblon,

Spi vak, MClelland, Miier & Neustadt, and al so serves
as a Visiting Professor of intellectual property at the
George Washi ngton University Law School .
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Ron Myrick, back on this side, is the Chief
Intell ectual Property Counsel for General Electric and
t he President of Monogram Licensing, Inc. He is also
the President-Elect of the Anerican Intellectual
Property Law Associ ation and the | nmedi ate Past
President of the Intellectual Property Owners
Associ ati on.

James Pooley is a Partner at M| bank, Tweed,
Hadl ey & McCloy's intellectual property group in the
Palo Alto office. M. Pooley specializes in the
litigation and trial of patents, trade secret and
conpl ex technol ogy-related litigation in state and
federal courts and before the International Trade
Comm ssi on.

And Robert Stoner is a Vice President of
Econom sts Inc. and a former Deputy Assistant Director
for Antitrust in the Bureau of Econom cs at the FTC
He has testified in a nunber of antitrust cases and
before a variety of governnmental agencies, and in
particular, has recently submtted testinmony in an | TC
Section 337 proceeding involving patent |icensing.

Many of our panelists are good enough to join
us for a second and in some instances even a third
time, | think. W're very, very grateful to have such
an out st andi ng panel .
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Last week we had a roundtable to address sone
of the conpetitive issues raised by patent quality and
t he procedures enployed in prosecuting and litigating
patents. Today we're going to shift our enphasis over
to the inplications for conpetition and innovation of
substantive patent doctrines. W w |l address four
topics, roughly two in the norning and two in the
afternoon, though we will break between noon and 2:00.

W will begin with sone discussion of the goals
that underlie the patent system and the extent to which
consi deration of those goals works its way into the
questions of substantive patent policy.

Then we will turn to non-obviousness, the
doctrines that some of our panelists have described as
the heart of the patent system W w || address sone
of the issues that go to the theory of non-obvi ousness
and then some of the nore practical issues being raised
in today's prosecution and litigation regarding those
doctri nes.

In the afternoon, we will turn to doctrines
that focus directly on patent breadth. | expect sone
di scussi on of enablenment, witten descriptions and best
node, as well as the clai mbroadeni ng potenti al
associated with the use of continuations. And finally,
we will end with a discussion of patenting in the
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context of research and research tools, trying to
identify any special considerations that m ght
contribute to our understanding of conpetitive

i nplications.

During the day, Hllary and I will have sone
guestions for you to guide the discussion. Wen you
woul d like to speak, let nme ask that you tilt your nane
tent up on its side so that we know you would like to
be recogni zed, and then we will recognize you. Wth
that, let's begin with our first topic.

We are going to start by discussing econom c
goals, and | guess the first question is a setup
question to get a broad view. What are the goals of
t he patent systenf? To what extent do the courts and
t he PTO, when considering policy choices, consider the
i kely inpact on innovation or econonmc welfare? O
stated a little differently, what rol e does economc
anal ysis play in the patent systenf

Does anybody want to start us off? Bob?

MR. STONER: Yeah, just by way of background,
l'"d like to say that | don't really think you can | ook
at this effect of the patent system on welfare and
i nnovation in a vacuum and that it's very inportant not
only to look at the direct effects of the patent system
on innovation through hel ping appropriability or
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t hrough di sclosure, but also to | ook at the feedback
effect, that the patent system and given
appropriability also has inplications for market
structure, for affecting ease of entry or potentially
erecting entry barriers, those effects, the market
structure and ease of entry, feedback on innovation.

So, one has to take account both of these
direct effects of the patent system on innovation and
the indirect effects through market structure and ease
of entry, in trying to analyze the overall welfare
effects of the patent system

MR. W LLI AM COHEN: Gerry?

MR. MOSSI NGHOFF: | would say that | believe
econom c goals are inportant to |look at, particularly
for the Federal Trade Commi ssion, to | ook at econom c
goal s, but everyone should recognize that that's a very
| ow | evel view of what the patent system does. The
econom ¢ goals are just a mnor part of the goals of
the patent system Despite the progress we' ve nade,
people are still very hungry: they don't have
sufficient food, they still have di seases that can be
cured, there are diseases that cannot be cured. OQur
whol e quality of life, whole quality of human progress,
in my opinion depends on incentives such as those
provi ded by the patent system and econom c goals are a
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10
part of it and probably an inportant part of it, but
certainly not the overriding part. The overriding part
is human progress, and | believe the patent system has
served very, very well in harnessing human creativity
to achi eve human progress. And that should be the view
at 35,000 feet.

My second comment on your conmment woul d be
t hat, when you talk about does the U S. PTO and do the
courts keep these econonmi c goals in mnd when they work
in the patent system | would submt that the main
policy maker in the patent systemis neither the U S
PTO nor the courts, it's the United States Congress.
And they're the ones who | think have kept these goals
very clearly in mnd in their enactnent of the patent
systemin 1790 on through the current changes that are
being nmade to the patent system

So, I'ma conservative -- known to be a
conservative -- but | don't think adm nistrative bodies
spend a | ot of time worrying about broad policies.
They're there to effect, as effectively as possible,
the policies that have been established for them by the
United States Congress.

MR. WLLI AM COHEN: Wes?

DR. WESLEY COHEN: A couple of reactions to
Gerry's suggestions.
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11

One, | don't think we should becone confused
semantically, okay? | would agree that the goal for
t he patent systemis indeed human progress. Taking the
position of an econom st, | would say that econom sts
woul d claimthat those are econom c goals. So, to the
extent, you know, that those are reflected in social
wel fare, econom sts are concerned with social welfare.
So, | don't think there's the kind of divide that you
suggest between econom c goals and the goals of
progress and innovati on.

As an econom st, |'ve been preoccupied for
al rost a couple of decades with innovation. | see
that, you know, and indeed other econom sts see that as
the main source of growth in social welfare over tine.

The second nore specific point, does the U S.
PTO and do the courts keep these goals in mnd? And
Gerry's suggestion that, well, perhaps |ess so, but
it's really Congress that you need to worry about and
the nature of the legislation, statutes and their
conception, indeed, we so see the goals of science and
techni cal advance clearly articulated in the
Constitution itself. And | think that's what you were
referring to.

| have a question, though. Let's put aside, so
we don't kind of worry about this semantic divide, the
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econom ¢ goals, but just the goal of innovation, of
progress, if you will. And I have a question to the
panel. In the course of the work of the National
Acadeny's Commttee on Intellectual Property Rights in
a Know edge- Based Econony, in which |I've participated,
sonet hing rather striking has conme up, which is that
the courts, in particular, and to sone extent even the
U S. PTO but particularly the courts, do not seemto
see as their first order m ssion when they think about
cases and decisions to consider, the inplications of

t hose decisions for progress, for innovation, in a

f orward-| ooki ng way.

That's just my broad inpression, and |I'd be
curious if that's a m sinpression and if others have
conpl ementary or other views, and if that's not the
case, is that a sensible situation? |Is that the
situation that could even be renedi ed given our current
institutional setting?

MR. WLLIAM COHEN: Let's try Jim Pooley. W
have broadened the question slightly, and that's where
| was heading. There are really two separate questions
here. To what extent are these considerations
currently being taken into account? And to what extent
shoul d they be taken into account? Maybe any thoughts
on either of them
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13

MR. POOLEY: Yeah, well, you know, | also have
spent a great deal of tinme with Wes and the work of the
Nati onal Academnmy's Conmittee. And, | suppose as a
practitioner, it hasn't struck nme as that unusual to
observe that the courts and especially the PTO don't
consider it a central part of their mssion to resolve
questions of economcs in the way that the questions of
econom cs have been designed here.

Certainly it seenms to me that the courts
recogni ze, and we can find evidence of that in many of
the reported opinions, that there's a certain tension
that exists between the grant of intellectual property
rights, and patents in particular on the one hand, and
certain other broadly stated econon c notions of
nonopol i es and so forth on the other.

But beyond that, it seens that certainly the
PTO, whose primary job it is to enforce the | aw as
witten by Congress, where | agree with Gerry, that the
real bal anci ng of econom c issues and the outcomes of
t he various standards is done, the PTOs job is to take
t hose standards and apply themw th their expertise.
And their expertise is not in observing and
formul ati ng, you know, econom c policy, it's in
det erm ni ng whether a purported invention neets the
standards of the patent statute. And | think the
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14
structure and m ssion of the PTO doesn't properly
i ncl ude econom c issues of the sort that we' ve been
tal ki ng about here. | think the same m ght be said for
nost of the trial court determ nations.

Now, at the Federal Circuit level, there
probably is a lot nore roomfor input on economc
issues. | know that there have been sone judges that
have expressed, you know, an interest or even sone
frustration in not getting nore information in
briefing, but they have to take the cases the way that
they are presented to them And, there is the other
i ssue of how one, if you think it's a good idea that
judges of the Federal Circuit take into account these
ki nds of issues, how you get it in front of them and
how you get a broad enough array of opinions to make it
useful and perhaps not dangerous.

So, | think if we're thinking about
interjecting these kinds of economic issues in the way
that they've been defined here into the system we have
to tread very, very carefully. And, keep in mnd that
the job of the PTO and the job of the courts is pretty
focused and probably ought to be pretty focused.

MR. WLLIAM COHEN: | see Mark's sign is up.

MR. BANNER: Actually, Jimjust said a | ot of
what | woul d have said. | remnd you of the rule
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change that took place some years ago in baseball where
t he home plate unpire would make a call of a strike or
a ball, but in certain circunstances, when the batter
went around, to a certain degree, there could be an
appeal over to the first base unpire to see if that's a
strike or a ball. Those people do what they're told to
do, what the rules are given to them And | think in
this context, the rules that have been articul ated are
rules articul ated by the Congress.

The Constitution, as Gerry said, says that
Congress may provide exclusive rights in order to
pronote progress in the useful arts. It doesn't have
to; it may. It chose to many years ago, and it said,
here are the rules.

| don't see it unusual to see Congress set the
rules and the agency and the PTOtry to apply the rules
and the courts try to apply the rules. | agree with
Jims observation that some Federal Circuit judges want
to see nore enphasis on and expl anation of the econom c
i npact, and | think that they m ght take that into
consi deration should they get that. But ultimately, I
think even the Federal Circuit and even the judges that
clamor for that the nost will conme back to the
statutory standards of patentability. And if there's
fixes to be nade, that's where the fixes are, down the
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16
hall at Congress, not up in the Federal Circuit,
certainly not in the trial court, and nost definitely
not at the Patent & Trademark Offi ce.

One brief coment about the semantic divide, |
tend to agree with Professor Cohen that the difference
bet ween focusing on progress in the useful arts and
econom c welfare are often very congruent. Going at a
headi ng of 360 and a headi ng of 355 degrees is often
very congruent, especially at the beginning. But, |
think we need to keep our eye on the actual rules and
the actual goal and the actual term nol ogy of the
Constitution, and that is progress in the useful arts,
whi ch m ght occasionally be disparate from econoni c
goals. But, as long as you keep your eye on the ball,
| think by and | arge, they will be congruent, but there
may be points of disparity.

MR. WLLIAM COHEN: When there are such points,
can the econom c goals be taken into account?

MR. BANNER: Well, ultimately | think what you
take into account, if you're tal king about what the
Patent Office does and what the courts do, | think the
things they take into account are the things that
Congress said to take into account, the standards of
patentability, and only in very m nor ways do they
i nclude econom c goals and progress. This is to
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17
pronmote progress issues.

There are ways in which, you know, it is
i nherent that it's intended to pronote progress, and it
I's inherent that it is intended to intend economc
wel fare for the nation, which presumably will also
provi de welfare to consuners, as well as to industry.
But, | think generally you take into account what the
Congress says you will take into account.

MR. WLLIAM COHEN: Let nme just add, for sone
reason our stenographer does not seemto have arrived
-- 1s comng soon. The session is being taped, and we
will prepare the transcript based on the taping unti
t he stenographer is here.

MS. GREENE: No, she is here and transcribing,
but from outside.

MR. WLLIAM COHEN: Oh, from outside, okay,

okay.

Hillary, do you have a question?

MS. GREENE: |'mjust curious the extent to
whi ch the econom ¢ analysis -- this is for Mark --

whet her or not econom ¢ analysis could be used to
informthe ways in which those nonecononm ¢ goals are
achieved. |Is it instrumental to achieve the end, as
opposed to defining the endpoint?
MR. BANNER: | think in sone ways it is, and |
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think in some ways -- and | note one of the topics is
obvi ousness -- econom c analysis is part and parcel of
t he equation that currently exists in patentability and
validity of an issued patent. And, in those areas, in
particular, | think the law is not particularly well
devel oped. Perhaps we will get to that |ater on, but
particularly as it cones to the nexus requirenent of
comrerci al success and so forth, | think there's a | ot
of roomto grow and anal ysis there.

Qbvi ously you have econom c anal ysis and
econom ¢ goals, when you make substantive decisions
about what are the appropriate neasures of danages for
a patent case. Even under the statutory standards,
there's an awful lot of flexibility in the way those
are being applied. | know that's not part of our
topic, but I think the econom c analysis of those
i ssues has been woefully neglected by the courts and by
litigants. But ultimtely, | think there are |ots of
anal ytical tools, including economc goals, that go
into figuring out things, such as, is the patent system
the way we want it?

When we tal k about progress in the useful arts,
econom ¢ analysis goes into it, and do we want to
change it? Do we think it serves its goal? Clearly
econom ¢ analysis plays a part in that.
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MR. WLLIAM COHEN: Brian Kahin has had his
sign up for sone tine and has been patient.

MR. KAHIN: | would caution against putting too
much credence in congressional intent here. |If we go
back and read Judge Rich's own account of the Patent
Act of 1952, we find out that Congress didn't really do
much of anything except to put its trust into the
patent | awers that were drafting the Act. And, it's
qui te remarkabl e, given his perspective on that, how we
got a decision like State Street out of the 1952 Act.

| want to say nore generally that the reason we
don't have an econom c framework is because it's pretty
hard to connect the kinds of very focused processes or
particularity-oriented decision-making that goes on in
the |l egal systemw th the macro perspective that one
woul d want to be able to answer the question: doesn't
the patent system in fact, contribute to progress in
science and the useful arts? And what could be done to
make it contribute nore positively?

| think there's not only a | ack of franmework
here, as we discussed before, that the Patent O fice
does not enploy, but the only tinme it has enpl oyed
econom sts is to get a sense of its own | abor needs out
into the future. But | think it's worse than this,
that there's a fundanental hostility to research, and
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we see this in the disappearance of the study of
busi ness met hod patents fromthe Anerican Inventors
Protection Act. You sinmply can't see any realistic
engagenent from Congress or the PTO in any sort of
econom ¢ framework.

Just to pick on Meg here, since you're close
enough to defend yourself, in |last year's report of the
Pat ent Public Advisory Commttee, they canme out with
this remarkabl e statement, that conservative economc
estimtes say that two-thirds of the value of Anmerica's
corporations is in intellectual property. Now, that
was a m sstatenment. It should have said intellectual
capital, not intellectual property. Intellectual
property is a particular subset of intellectual
capital, but the fact that that statenment could be
made, when presumably the commttee had at its
resources a staff fromthe Patent Office to check these
-- and this was an undocunented statenment -- is pretty
exempl ary of the problem

MR. WLLIAM COHEN: Ronald Myrick

MR. MYRI CK: Thank you, and just a conment,
initially I'"mhere in nmy capacity personally, not for
General Electric nor for the AIPLA. W have ot her
representatives here.

The question of goals for the system and who's
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supposed to take these into account is an interesting
one, because goals itself is something that remains
relatively unarticulated. Wat is the goal of the
patent systen? W say it's progress, and | think
that's exactly correct, because the Constitution
mandat es t hat.

Does that progress reflect itself in al
econom c areas or does it reflect itself in inproving
health care? It reflects itself, | think, in the
overall enhancenent of the econony for the entire
public of the United States. And when you nmake it that
broad, you're dealing with sonme pretty anorphous
t hi ngs.

That brings us, then, to who handl es anorphous
decisions in the United States? 1Is it the PTO? Well,
to sonme degree, but not at that level. 1Is it the FTC?
To sonme degree, but again, not at that level. Is it

with the DOJ? Again, to some degree, but not at that

level. 1t's the Congress.
Now, |'ve heard some remarks about the
i neptitude -- pardon me, | shouldn't say it that way --

the |l ack of the Congress' focus on exactly what it is
doing with this. Well, | personally question whether
that's really correct. Having been involved, as all of
us have | think around this room in trying to get
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| egi sl ation through the Congress, which takes years,
none of it goes too easily. It takes years because the
Congress, | think earnestly, generally speaking, tries,
in my opinion, to deal with the conflicting viewpoints
of so many people in the popul ation.

The Al PA, which is the nost recent | think
signed enactnent -- there are nore that | think may be
signed soon, | hope they will be signed soon -- was a
struggle that was anended tine and tinme and tine again
during its process because of the efforts, earnest
efforts, on the part of the Congress to handle the
conflicting interests it was being presented with. So,
to say that it doesn't take into account all that
shoul d be taken into account | think is just flat
wr ong.

The reality is in the last 20 years or so, the
Congress has amended the patent statute seven tinmes to
i ncrease the exclusivity of the right. Now, did they
do that because they were m sinforned all of those
times? | don't think so.

Now, if you ask who should take policy into
account, | think we can't dism ss the courts, because
the courts do. The Suprenme Court certainly does. But
it's also the district courts. Wen they fashion
equitable relief and they weigh the bal ances and so
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forth -- we saw it in the Cellpro case, which was
testified to earlier in these hearings -- they do
fashi on based upon sone consideration of policy goals
and so on.

Adm ttedly, however, they are in a situation
where they are supposed to be focusing on the interests
of the specific parties, so they shouldn't go too far
with that. But, | think they do, in fact, take those
I nterests into account.

Shoul d the PTO take policy interests into
account? Admttedly, they have to adm nister the |aw
that they're given, but at the same tine, the PTOis an
advocate for change. Right now, the PTOis engaged in
a mghty effort to change the system And what has the
Bar has been telling the PTO? The Bar has been telling
the PTO, as you consider these changes that you're
focusing on, that you ve nade, some of them quite
radi cal and sonme of them quite substantial changes,
make sure that they' re good for the entire economnmy, not
just for those people who get patents, but also those
who face them and you, PTO, are the major proponent
behi nd t hese changes, so you need to make sure that
what you're doing is good for the system not just for
patent users, not for patent owners who acquire
pat ents.
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So, who do | think should make all these
determ nations? Yes, | think that all of these
pl ayers, in their respective areas of rel evance, should
be maki ng policy-Ilike decisions, but the fundamental
policy rests with the Congress.

Now, the question | would have is this: who is
it that is smart enough to make all these judgments?
Well, | think the Congress works -- and pardon nme for
borrow ng sonmething fromeconom cs about which | know
so little, nmy apology -- but | think it works on an
I nvi si bl e-hand type of theory, that it nmakes |ots of
assunptions that overall, in the main, if they nake
these changes to the law or if they establish a |aw, as
it stands today, and in the main the econony will, by
virtue of probably the |Iaw of |arge nunbers, letting
all these things happen, letting the system work and
run, it will work itself out and inprove over tine.

The fact is, the innovation econony of the
United States is quite healthy, healthier than any
other in the world. How do you attribute that? To
what do you attribute that? 1Is it attributable totally
to the patent systen? Certainly not. But what was the
function of the patent systemin the first place? It
was to not incentivise the behavior of invention, that
is going to happen. It was to incentivise the
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di scl osure of those inventions in a way that provides a
return on the investnment in the first place.

| think that's exactly what has been m ssed in
many of the testinonies |'ve read and that have
appeared before this group. The focus on a disclosure
and on nmaking sure that the public knows these
i nventions and what's in them-- we will get to sone of
them | ater on today when we tal k about the sufficiency
of this -- but that's really what the patent systemis
all about. And, we do that by getting people to nmake
all these disclosures and spend all this noney on
patent applications by giving them sonme hope of a
rewar d.

There's certainly no guarantee of that reward.
How many patents actually ultimtely produce the

significant reward that the inventors hope for when

they file and spend the nmoney on it? | don't know, but
| don't think it's 100 percent. | think it's somewhat
| ess.

MR. WLLIAM COHEN: Okay, | amgoing to go to
Meg and Bob Barr. Before doing that, |let nme throw out
one nore aspect of this, which | don't knowif you're
going to want to address, but some people at the table
may.
To the degree that we do get into consideration
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of policy goals here, how should they be articul ated?
Is it the advance in innovation? |Is it sonething
broader than that which takes into account potenti al

mar ket effects, sonething such as economc welfare? |If
it's economc welfare, is it total social welfare or is
it consunmer welfare, that is consunmer surplus alone?
That's on the table as well.

Let's go to Meg, because | know we had an issue
rai sed that went in your direction.

MS. BOULWARE: It sure did, and |I'm happy to
respond to it.

First of all, I want to just nmention that | was
presi dent of the Al PLA when the AIPA was goi ng through
Congress, and | want to echo sone of the coments that
have been placed on the table. One of the things that
some of us found frustrating but, in the long run is
the best thing for the system is during the AlPA,
there was no group that was not listened to, and |'m
tal ki ng about small inventors, universities, |arge
corporations, small corporations. And | amcertainly
not going to tread into the econonm c arena, but | can
tell you from nmy personal experience of spending many,
many hours working on the AlIPA that the Congress, that
| believe is the proper body to forge our policy,
certainly had input fromevery source inmagi nable. And
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| think that's the right way to do it.

Now, the other thing I'd like to say is that
one of the things that the Al PA did was, for the Patent
Public Advisory Commttee, we are mandated to have 25
percent of our nmenbership representing small inventors,
uni versities and not-for-profits, which we do, and we
have some very good representatives. And | just want
to tell Professor Kahin they all signed off on the
report, not just ne, and we had consensus on the
report. So, we thought, at |east from our perspective,
whet her you want to call it intellectual property or
intellectual capital, that it certainly is a
substantial part of the innovation that we see in the
busi ness today.

So, | just wanted to be able to have an
opportunity to respond.

MR. WLLIAM COHEN: Bob Barr has been waiting
patiently.

MR. BARR: Thank you.

From where | sit inside a high-tech conpany
that is also sonetines referred to as a bel |l wet her of
t he econony, it's all about economcs, certainly al
about noney. There are nmany |evels of econom cs, and |
amnot trained in economcs. | have learned a |ot from
t hese hearings and the STEP heari ngs about econoni cs.
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The only economic work | ever did was in sonething
cal l ed discrete choice analysis. So the way | view
it -- and | want to make sure it's on the table, |
think it has been, but | want to keep it there -- is
that an innovator, an inventor faces two issues: can |
get a patent? And am | infringing anyone el se's
pat ent ?

They are both econom c issues, | think, but the
second one is a huge econom c issue. The first one is
unfortunately really easy to answer. Yeah. And the
second one is al nost inpossible, and | want to nake
sure that as we proceed we keep that in mnd. Wen we
| ook at obvi ousness and di scl osure issues and scope of
clainms, it's a good chance to talk about those things.
But, the risk managenent issues, econonic issues
i nvol ved in determ ni ng whether an innovator has
freedomto innovate and to know the consequences of
that innovation in an econom c sense are a mgjor
probl em

MR. WLLI AM COHEN: How about Professor Cohen?

DR. WESLEY COHEN: A couple of reflections on
t he prior points.

One -- and | think your follow up question,
Bill, gets to this -- is how should policy goals be
articulated? |Is it innovation, the econom cs
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associated with innovation, or is it nore broadly
social welfare, including in particular consuner
wel fare?

While | suggested, as Mark indicated, that
i nnovation and notions of econom c goals are congruent,
there are places at least that the literature would
suggest -- although | think the literature draws the
l'ine historically too sharply -- that there may be
domai ns where those goals are not congruent. That is,
the goal of innovation and the goal of social welfare,
particularly consunmer welfare, in that you have what's
inthe literature referred to as the Schunpeterian
trade-off, essentially the notion that you need | arge
nmonopol istic firms to innovate -- and we can al
di sagree with that and | disagree with that -- but
there are elenents of truth buried in there. At the
same time, then, what comes with that is the cost then
of monopol y-1like pricing, which detracts from consuner
wel f are.

Now, if you buy those assunptions and that
argunent, then those goals cease to be congruent. In
certain settings, that sort of trade-off nmay be
evi dent, though again, | think it's been historically
overdrawn, and ny own research in this area would
suggest the sane.
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So, | think things get interesting and a little
bit nore contentious then, when we have that |ack of
congruence. And then it really does becone, you know,
who is to sort of be the fair broker here in sone sense
to pit one goal versus the other? And |I have no
suggestion -- | nean, that really speaks to issues of
several institutions in the U S. other than perhaps the
Suprenme Court itself. | don't see any obvious venue
outside of the courts at |east where that m ght be.

Now, the question of, you know, hey, it's the
Congress that makes statutes and then the courts and
PTOs interpret, well, we know that in the making of al
statutes, there's an enornous anount of |atitude, and
where you cone down in that domain of flexibility can
have enornous consequences for the pace of innovation
and for econom cs, either considered narrowmy or
broadly.

Clearly, the recent Festo decision going one
way or the other would have had sonme substanti al
consequences for innovation. Even in the PTO absent
the courts, there as well they can exercise a fair bit
of latitude with inportant consequences for innovation
and econom c wel fare.

Consi der, for exanple, their revision of the
utility guidelines in biotech patents, that nay be
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having an inportant effect there. So, while | would
surely agree that Congress should be attentive to these
broader issues, | would disagree that, you know, they

| ay out the statutes, that provides the nmarching
orders, and everybody just follows thereupon and should
not worry about consequences for either innovation or
econom cs fromthat point on.

Finally, are we going to tal k about the issue
of disclosure later on that was raised by M. MWrick?

MR. WLLIAM COHEN: | think it will probably
come up in the context of enablenment and witten
descri ption.

DR. WESLEY COHEN: Ckay, because | have sone
research and so on that m ght speak to the disclosure
role of patents in the U S., and U. S. versus other
I nternational settings and so on. So, I'll hold on
that until then.

MR. W LLI AM COHEN: Let's try John Duffy.

MR. DUFFY: Thank you.

| just want to say that, in fact, actually, one
of the questions that you' re asking is whether economc
goal s should be considered in the institutions bel ow
the Congress. | think we can all agree that at sone
| evel, Congress, in exercising its del egated powers,
del egated fromthe Constitution, can consider

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

31



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

32
econom cs. \Whether, in fact, it does consider
econom cs i s maybe a separate question.

But the question of whether the other
institutions, like the courts and the Patent O fice,
shoul d consi der econom c goals, is in part governed by
Congress' own decisions. Congress not only nmakes
deci si ons about what econom c goals or what |egal goals
to pursue, it also nmakes deci sions about which
institutions will be making the decisions, which
institutions will have del egation of power. |In the
patent system unlike sonme other areas of econom c
regul ati on, the delegations are | think nuch nore
narr ow.

The courts do not have a Sherman Act at their
di sposal, which nobst commentators who have | ooked at
the Sherman Act -- it's an extraordinarily short
statute -- have recogni zed that as effectively
del egati ng power to the courts to come up with sone
common | aw of antitrust. Well, that is an enornous
del egati on of power to the courts, and therefore, the
courts are going to be the chief policy-nmakers in that
field. And there are sonme anmbiguities in the Patent
Act, but it is nmuch nore detailed in ternms of giving
the courts the marching orders than the Sherman Act, as
just a conparison.
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The Patent Office is another agency to exam ne.
You can conpare the Patent Office with New Deal and
progressive era agencies, which typically do have, for
exanpl e, one legal difference. Typically New Deal and
progressive era agenci es have rul emaki ng powers, very
broad rul emaki ng powers, which are explicit del egations
of power by the Congress to the agency with the
expectation that the agency will hire econom sts and
| awyers and experts, technical experts, and try and
actually fornul ate policy.

The Patent O fice, which was originally created
in roughly its nmodern formin 1836, |acks a rul emaking
power. That has had specific inplications in that the
courts have told the agency that it won't be given
deference on its policy-mking decisions.

So, | think Congress, to sonme extent, has
limted the ability of the legal actors belowit to
make econom ¢ deci sions, surely not precluding it, but
definitely limting it, nuch nore so than in other
fields. So, if we don't see attorneys making direct
econom ¢ argunents to the courts in the patent area
where we do see that in the antitrust area, we
shoul dn't be so surprised, because there's a different
| evel of power in the courts in these two different
fields.

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

In fact, actually, the other point is, given
the detail that does exist in the patent system the
courts, in fact, | think don't really | ook very nmuch at
econom ¢ analysis. The Festo case was nenti oned, and
t he Festo decision, you can go through and read all the
briefs to the Festo case, and | have. There are a | oot
of them There aren't very many econom c reports cited
in there. |If you | ook at the Suprene Court's opinion,
they cite about a half dozen of their own precedents
deci ded over the course of about 150 years on the
doctrine of equival ents, prosecution history estoppel.
They don't cite much else. They certainly don't cite
any econom c anal ysi s.

I ndeed, they explicitly say that their view,
their vision of their job, the court's own vision of
its job is to leave it to the Congress to make
deci sions to depart, that they were just going to
essentially stay the course, stay what they saw as the
precedent, try and keep stability in the system and
| eave change to the Congress.

The final point is, of course, if we want to
have the courts or the PTO or Congress | ook at
econom cs, we have to be able to point to sone areas of
consensus in the economc field, and they are somewhat
| acking. One area that |'ve particularly studied is,
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you know, just a very basic question about, what should
be the optinmal length of a patent tern? Well, in the
literature, the literature has a range. |t goes from
six months to infinity, which is a pretty broad range,
and those are published in peer-reviewed papers -- from
six months to infinity. So, that's a pretty broad
range actually. |If Congress was going to choose in
there and say we are going to try to follow econom ¢
anal ysis, they have got pretty large |latitude.

MR. WLLIAM COHEN: Okay, we're going to need
at sonme point to nove on to the obvi ousness di scussi on.
I want to get all these signs that are currently up,

t hough, in, and then we will make the break, and if
sonebody sneaks a sign up in the next few seconds, |
won't notice it.

Let's try Steve Merrill.

MR. MERRILL: Well, the point was just made
that | was about to make, which is this question I
t hi nk deserves sonme consideration of what the state of
the art is, and the state of the art is pretty
el ement ary.

One thing we do know, fromthe work of Wes and
others, is that there's no macro answer to this
question of what the economc inpact is, that it's
likely to vary trenmendously anong technol ogi es, and
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t herefore over time, as new technol ogi es become subject
to patenting.

It's particularly deficient in |ooking at how
patents are used, and particularly how patent
portfolios are used, because there's extrenmely limted
publicly available data. [It's nuch nore extensive on
guestions, for exanple, of litigation, but there's
quite a vast area it seens to nme that was nentioned
earlier.

For exanple, with regard to the strategic plan,
there are a host of proposals in the strategic plan
that are subject to or that are anenable to econom c
anal ysi s, indeed, anenable to experinentation, and
that's, it seens to ne, an area that ought to be
pur sued.

MR. WLLIAM COHEN: We have an econom st here
with his sign up, Bob Stoner

MR. STONER: Yeah, the point was made that,
where there are conflicting goals, |ike between
i nnovativeness, let's say on the one hand, and static
efficiency, |osses fromhigh prices, on the other, that
it's difficult to choose or pick one goal and that
maybe it's not clear how one would do that. But, it's
al so clear to ne that one can nmke deci sions about
i nnovation policy and patent policy, taking into
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account that there m ght be other effects or other
goal s that society has that could be inpacted by that
deci si on.

For exanple, you would want to then inplenment
patent policy in such a way that, recogni zing the
i nportance of what patent policy is doing, that it
doesn't take too great a toll, for exanple, on
short-run static efficiency and that there nmay be ways
of inplenenting the patent policy that would | ower the
toll that was taken. For exanple, on things that we
will talk about |ater, you know, trying to nake sure
that patents are granted in situations where, w thout
restoring the appropriability and hoped-for innovation
woul dn't occur, or using the patent system| ess
I ntensively when there are relatively few alternatives
to the invention and the econom c distortion of giving
exclusivity or nonopoly would be particularly high, or
using the patent system |l ess intensively when network
effects already give a certain degree of protection and
i ncrenmental nonopoly power.

So, those woul d be suggestions for not
choosi ng, you know, one goal versus another, but sinply
taking into account, in how one inplenents the patent
system taking into account other goals that in sone
cases nmight be conflicting.
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MS. DeSANTI: Bob, can | just ask you a
foll ow-up question going back to your earlier comment
di stingui shing between the direct effects of the patent
system and the feedback effects? OQbviously if you're
| ooki ng at feedback effects, such as effects on market
structure and ease of entry, those can have static
price effects, but would you also include in there --
do you nean to include -- effects on innovation?

MR. STONER: Yes, | do, and as a matter of
fact, that's a very good point, because |I was thinking
the way | described that, maybe it was uncl ear.
mean, in how you inplenent the patent system it seens
that you should definitely take into account what |
call the feedback effects on innovation, because the
goal of the patent systemis to increase
appropriability, increase disclosure, with the idea
t hat innovation would be enhanced. And certainly you
woul d want to take into account feedback effects which
directly relate to that very goal, innovation.

The static effect issue is alittle bit
different, because that's another goal that really the
patent |laws are not really asked to look at. It's a
conflicting goal in some sense, and so there would be
sone different questions with respect to how
i nmpl enment ati on of patents should take into account that
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particul ar goal .

MR. WLLIAM COHEN: Okay, Brian.

MR. KAHIN: | wanted to react to what | thought
was an overly romanticized account of the politics
| eading to the Anmerican Inventors Protection Act. |
think it was not a true exercise in pluralistic
denmocracy. It was basically a confrontation between
two distinct interest groups. It was a bipolar
struggl e between the patent establishnment on the one
hand, and the independent inventor/university comunity
on the other hand, and it generated a | ot of noise, a
| ot of rhetoric and was not infornmed by any kind of
econom ¢ anal ysis except for the particul ar issue,
whi ch was how do you manage the transaction costs in
front of the systen?

This is a problemthat econom sts are pretty
oblivious to. | nmean, econom sts have for years
focused on static efficiency. 1t's been hard enough to
get them to understand dynam c efficiency, and they
haven't made it to understanding the transaction costs
of the system and what that does to the behavior of the
parti ci pants.

Al so, to respond -- | think this was sonething
that Ron said -- on the institutional orientation,
there is not an even bal ance between those facing
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patents and those that have them For the past nunber
of years, the PTO has been institutionally predi sposed
to people getting patents, not those facing them and

nei ther the Bar nor the parties affected nor Congress

have been able to overcone that.

MR. WLLIAM COHEN: Ron Myrick?

MR. MYRICK: | did sneak mne up, didn't 17?

MR. WLLI AM COHEN: Yeah.

MR. MYRICK: On that last point, | amgoing to
agree with Brian. When the PPAC first was formed, one
of the things that PPAC first comented on was the --
what was it, the goal or -- the m ssion statenent to
hel p our custoners get patents. And we imedi ately
suggested that that be anmended substantially, because
that is not the m ssion of the Patent Office. Nor is
it the mssion of the Patent Office to sell poor
qual ity patents at profit for the United States
Treasury. So, there is a considerable anount with

which | agree with Brian on that point.

But | would say this, | get lost in feedback
effects and so forth, forgive ne for that, but | think
there is a feedback effect, if you call it that, in the
fact that exclusivity is good, in nmy mnd. |[|'ve seen

many i nstances where the fact of exclusivity forced
i nnovati on.
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Now, it may have been true that if exclusivity
were not there, there would have been nmany nore people
produci ng the sane thing at a cheaper price. But, in
the end, the reason we have an innovati on econony, or
part of the reason -- | won't say the only reason --
but one of the reasons we have an innovati on econony
that's been successful is that people are constantly
incentivised to find another way, and they very
frequently do find another way, and in many instances
it's a better way or it leads to a better way.

That's why |I'mtal king about this
I nvi si bl e-hand concept, because no one is smart enough
to make the determ nation of what patent is going to
|l ead to true innovation down the road. Nobody is that
smart. | certainly would say that |'ve never net such
a person.

If one were to consider Galileo's tel escope and
how it was perceived at the tine it was devel oped, had
it been a patentable subject matter at the tine, it
coul d not have been patented under a prenmise that it
was sonmet hing that would | ead to good innovation,
because in fact, at that time, that innovation was not
sought. Yet where did it take us?

So, ny point is sinply this -- maybe |I'm
bringing in a social issue. Whether that's correct or
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not is not the point -- the point is that the
brilliance of the best mnds at the time said no to
that, and not because they were evil or whatever; they
couldn't foresee where it was going to go, whatever.

We are in the sane situation today with al
manner of things. A patent on the vacuum tube would
have prevented anybody from maki ng vacuum tubes, that's
true, but it certainly forced the production of the
transistor, and so on and so on. This goes on
t hr oughout our econony. So, if that's a feedback
effect, | think it's a good one.

MR. WLLIAM COHEN: Let's end this part of the
di scussion with Mark Banner, Jim Pool ey and Wes Cohen.

MR. BANNER: Just very briefly, I want to agree
that all of the agencies we tal ked about and the
Congress, they all have a particular role in
i npl ementing and considering policy. But, as Ron
al luded to earlier, and he just said this explicitly,
the size of that role | think is different.

| don't want to inply that the courts don't
t hi nk about policy at all. They do. They have to,
especially in those areas that are left free or left to
be interpreted by the statute. But, they aren't
unfettered, and they aren't the sane as other agencies,
as John Duffy pointed out, they aren't as broad.
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| made the comrent about the first base unpire
because the first base unpire has a role in balls and
strikes, but it's a rather narrow role. The third base
unpire, for | guess a |eft-handed batter has a simlar
role. The second base unpire doesn't have a role,
peri od, end of story, in balls and strikes.

Because the patent statute is nore devel oped,
if you will, than some other statutes, |I think the need
to go to congressional intent is much nore restricted
than it would be in other types of laws. By and | arge,
congressional words, the words of the statute, in many,
many i nstances are going to be the nost informative way
of interpreting the patent statutes, and congressi onal
intent is many tinmes not needed. So, | agree with you.
I don't think congressional intent usually hel ps very
much.

My final point is, we talk about, is it good?
Is it bad? Does it help welfare? Well, we' ve tal ked
about consuner welfare, we've tal ked about total soci al
wel fare, and | think we've also brought in the concept
of national welfare, because | think social welfare can
go well beyond our boundaries. And, ultimtely, |
woul d suggest that total social welfare and nati onal
wel fare are the two nore overriding concerns. Consuner
wel fare -- and all of these terns are somewhat
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anor phous -- but consunmer welfare frequently neans,
does it cost less. And that isn't always good for the
country, and it isn't always good in total for the
system Shirts made by prisoners may cost |ess, but
" mnot so sure that that wouldn't contribute to soci al
wel fare. And those types of issues | think we should
be careful of, which welfare are we tal king about.

MR. WLLIAM COHEN: Ji m Pool ey.

MR. POOLEY: Yeah, in listening to this
di scussi on, one of the things that strikes nme is that,
you know, the abstract notion of whether or not we
shoul d take econom c issues into account here is so
beguiling it seens rather obvious. But, it doesn't
seem hel pful to nme that we approach the question by
doing things |like counting how many references there
are to papers by economi sts in court decisions.

You know, let's renmenber that the PTO does npst

of what it does -- apart fromthe advocacy function
t hat Ron properly pointed out -- on behalf of an
i ndi vidual inventor who is trying to get a patent. The

public is not involved in what goes on in those

deci sions. The courts make their decisions based on

the interests of the parties that are in front of them

and occasionally they take the interests of the public

into account in deciding sonething |like an injunction,
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but it's fairly narrow, like the interest in having a
particul ar product avail abl e.

The courts don't -- in deciding the application
of obvi ousness principles -- don't look to feedback
effects and prospect theories and that sort of thing.
And frankly, I don't think they should. | nean, as
we' ve heard, as John pointed out, one of the realities
of the econom c | andscape -- and |I'm not an econom st
' ve gained an enornous respect for econom sts and the
work that they do in the last couple years -- but it
seens apparent that a lot of this is theory, and there
Is a great deal of disagreenent, and nmuch of the
enpirical research is self-selected and, you know,
cones up with rather vague nmeasurenents of the sort
that we've heard referred to here.

The right place for those kinds of inputs is
the institutions that have the broadest possible
constituency and the greatest opportunity for comrent
by the public. And that's the Congress. So, you know,
I think all of these issues are terrific. The econonic
i ssues should be exam ned, but where they intersect
with the highest policy issues, those are things that
are properly for Congress as the appropriate
institution.

MR. WLLIAM COHEN: Okay, we are going to |et
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an econom st have the final word on this subject.

DR. WESLEY COHEN: Two points. One, just a
sinple clarifying point: | did not nean to suggest
before that it was "just hard to make a deci sion where
there's a trade-off between static efficiency versus
dynam c efficiency and innovation.” It may be hard,
but it's a trade-off, and one makes that decision on
the basis of -- at least from an econom c perspective
-- total social welfare, though assessing that
I mplication, as you know all too well, Bob, often can
be a tough call.

Then that gets to Jims point and sone of what
Steve had said before. Sure, as sonmeone who has worked
a lot enpirically in this area as an econom st, | would
agree that there's a |lot of theory out there. One
m ght even call it kind of a |ogically based
conjecture, but things can go either way. 1|s there a
need, sure, for a lot nore enpirical study?

Absol utely. The theory, per se, is only a rough guide
to what you m ght want to start to study and understand
enpirically. And absolutely, there's a | ot nore work
to be done. And answers nmay eventuate of the sort
that, well, policies do have different effects in
di fferent domains and different industries and
di fferent technol ogi es, but that doesn't nean, then,
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that we can't understand those in those settings and
try to conceivably devel op policies appropriately or at
| east nonitor the inpacts of policy decisions
appropri ately.

For econom c input to Congress, sure, that
woul d be fine, but | was just saying that it has al ways
surprised ne, getting back to ny earlier coment, the
degree to which attention -- not just econom cs, but to
really, as Gerry put it before, the fundanental notion
of the objective of progress or innovation, the degree
to which that does not seem ngly inform decision-mking
on the part, particularly of the courts, that as John
|"msure rightly put, that there is less latitude in
that setting than other policy domains |ike antitrust,
but on the other hand, there's still a fair bit in many
I nst ances.

MR. WLLIAM COHEN: Ckay, let's nove now from
the very gl obal goals question and start | ooking at
i ndi vi dual aspects of the patenting system W' Il turn
to obviousness. OF course, our touchstone as an
antitrust agency here is always conpetitive
consequences. Maybe a place to start would be to get
any thoughts or points that you' d |ike to enphasi ze as
to what are the conpetitive consequences and the
i npacts on innovation that flow fromthe way that the

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

obvi ousness standard is interpreted and appli ed.

Let's start with Gerry Mssinghoff.

MR. MOSSI NGHOFF:  Well, | would stand on ny
statenment back in February, it doesn't seemlike it was
quite that |long ago, but | | ooked at the date on it, it
was February 6th. | pointed out the fact that | think
what the Congress did in 1952 was really a magnificent
i nvention of its own, and that is to nove away from
this concept of "invention," quote unquote. Wen the
Suprenme Court nentioned invention, particularly
Justi ces Dougl as and Bl ackman, when they menti oned
invention, it was awfully hard to tell whether they
didn't think it was non-obvious or whether it was not
the kind of thing to be patented or maybe because of
econom c reasons they didn't want to give the patent
any enforcenment capability. But neverthel ess, noving
away fromthat concept and clearly and crisply
di stingui shing between the types of things that can be
patented and are now covered in Section 101, versus the
obvi ousness standard in Section 103, was a very great
step forward. My own view is that the obvi ousness test
has worked very well for three reasons.

One, it was a good invention at the tinme it was
done in 1952. Two, the Suprene Court's Graham deci si on
was a very good decision in ny view, very useful
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utilitarian decision, and particularly since you have
cases on both sides in the trilogy. You had the Adans
v. U S. side where a patent was uphel d, anong ot her
things, for what are called sonetines secondary
reasons. And then finally, the creation of the Federal
Circuit Court of Appeals, where by ny count there are
nore than 700 cases interpreting it and invol ving

virtually the whole spectrum of science and technol ogy.

It's used abroad. |'m not sure whether they
have copied it, but they call it something different,
they call it inventive step or inventive height, but it
I's used abroad. | don't think any international

practitioner thinks that the standard used in the

Eur opean Patent O fice, for exanple, works any better.

| think nmost feel it's virtually the same kind of test
that you apply. And the word "obvi ousness,"” obviously,
can be changed to clever, outstanding. | nmean it's one
of these things, you know it when you see it, when you
go through it.

Just one last coment, that nmy guess is it
probably dom nates at |east three-fourths of patent
professional time dealing with Section 103. It's hard
to put nunbers on that, but it's a great mpjority of
the time. Rarely do you have a knock-out, and if you
do, it goes away immediately. The test is applied in

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

the Patent Office by exam ners, and | think it's
wor ki ng very wel |

As the Supreme Court pointed out in G aham
it's very much like the reasonable man standi ng on the
corner, or the reasonable person standing on the
corner, that's a matter of interpretation. But, in
Graham t he Supreme Court said that obviously the courts
are capable of doing that, courts and juries are
capabl e of dealing with that kind of a standard. And,
they specifically cite the tort standard that's used in
the United States.

So, | think there was sone idea that maybe we
ought to change it, and I think that would be unwi se in
the extreme and would be totally unsuccessful. | don't
t hi nk Congress could even consider seriously changi ng
Section 103. And then you get down to case-by-case,
and | think it's working very well.

MR. WLLIAM COHEN: | see Professor Kitch's
sign is up.

DR. KITCH: | just wanted to comment on a thene
t hat has been heard a nunber of places in the hearings,
whi ch was the notion that the test of non-obvi ousness
really should be a "but for" test, that is but for the
patent system would this invention have been nmade?

| think as a matter of metatheory, that's the
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right thing to think about, that is, we want patents to
go forward and innovations that would not have

ot herwi se appeared. |If the innovation would have been
avai l able at the sanme tinme and on the sane terns to
society if there was no patent, then giving a patent to
that innovation has a | ot of obvious social costs: The
application costs, the adm nistration costs, the costs
on others who have to cope with the existence of that
set of legal rights, litigation costs, the inpact on

t he market where the patent exists.

The problem however, is that kind of thinking
l ends itself to thinking that you could apply a test
like that on a retail basis, that is, you could | ook at
each innovation and ask as to the particul ar innovation
whet her or not the incentive and structure of the
patent system was necessary for it to appear. And, |
think that question is one that cannot be answered on a
case- by-case basis.

You may, in fact, see people who are very good
in innovation and do it so easily and so intuitively
that it appears that their activity is cost-free.
However, what you're seeing is soneone who is a very
| ow-cost and very efficient innovator, and those are
the very people that you don't want to exclude fromthe
system
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So, to the extent you're using a "but for"
inquiry, you really need to ask it about a class, a
whol e class of inventions. | think that's what the
non- obvi ousness test is trying to do. It is trying to
draw a |ine between a class of inventions, where sone
real inputs are required to depart fromthe tried and
true and the known and the understood and do sonething
different -- that class of innovations fromreally fake
i nnovations, inposter innovations, which although they
claimto be inventions are, in fact, sonmething that
everybody has known how to do, and known how to do for
a long tinme, and society is getting nothing for the
i nnovati on.

So, the critical test focuses our attention,
asks us to inquire, what do people who know sonet hi ng
about this area, people skilled in the art, what did
they know? And, did they know enough so that it woul d
have been obvious to themto come up with this
i nnovation? |It's | think a pretty comon sense kind of
class distinction and one that points the inquiry in
the right direction, although in specific factual
contexts, it, of course, can be quite difficult to
apply and involves a good deal of judgnent.

MR. WLLIAM COHEN: You've actually answered ny
gquestion and the next two questions that | would have
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had. That's wonderful. W have, | can see, at |east
three issues that have been thrown out, and | think we
should try to separate them and yet get information on
all three.

One is the likely conpetitive effects of
obvi ousness. Then Professor Kitch introduced the
so-called "but for" thinking, the thinking that as an
organi zing principle, patents perhaps should be issued
i f, but only if, they're necessary for the innovation.
The question there is, is that a sensible principle to
begin with? And then the third issue which I heard
from Professor Kitch is, is that a practical test?
Could it ever be applied in a sensible fashion? These
are all different elenments. Let's try to get at any of
t hem

Bob Barr?

MR. BARR: Let nme try to tie themtogether. |
think the "but for" test is a good policy goal.
think the obviousness standard is a good standard. |
think the application of it has failed m serably, and I
can prove it.

| can prove it because | know a | ot of people
who are very skilled in the art, and I would tell them
that's what they are, they work for my conpany. But,
by definition, sone of them nust be of ordinary skil
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in the art, if that means average, and they
i ndependent|ly invent things every day, or they
i ndependently cone up with things every day that have
been patented in the nane of non-obvi ousness.

I n other words, soneone deci ded at the Patent
Office, I guess -- well, I know -- at the Patent
Ofice -- what | nmean there is, the Patent O fice
deci ded under the guidelines given to them by the
Federal Circuit that to issue this patent, because it
woul d not be obvious to a person of ordinary skill in
the art -- ordinary skill in the art at the tinme the
I nvention was made -- and yet maybe the next day a
person of ordinary skill in the art makes the sane
i nvention. So, | think that disproves it.

If you want further evidence, invite sone

engi neers into the room and di scuss patents with them

show t hem patents, tell themwhat's patented. | think

the application of the standard has failed. | think we

can go into that and I know we are going to, but |
think I can prove it.

DR. KITCH In the Patent Office or in the
courts as well?

MR. BARR: Well, in my opinion, it then takes

us to the i ssue of what the Federal Circuit has done to

the Patent Office, what strictures they have put on the
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Patent Office. | guess they are not represented here
to speak for thenselves, so | guess I'll speak for them
alittle bit, but they are told that they have to all ow
a patent unless they can point to express notivation to
conmbi ne, express or inplied in the prior art. As Ceci
Quillen points out, that treats the person of ordinary
skill in the art as a literalist. All that person can
do is |l ook at what's already there and what notivation
Is already there and take that and nove forward. So,
the Patent Office, under that rule, has to issue
patents that even the exam ner m ght feel are obvious.

MR. WLLIAM COHEN: Let's hold in abeyance sone
of the Federal Circuit and PTO i ssues and "suggestion
tests.” We'I|l get to that.

Ji m Pool ey.

MR. POOLEY: Actually, | think part of ny
remar ks may touch on that, too --

MR. WLLIAM COHEN: Okay, go ahead.

MR. POOLEY: ~-- but | think all of these things
are connect ed.

MR. WLLIAM COHEN: Yeah

MR. POOLEY: The "but for" standard strikes ne
as a useful analytic tool to sort of check our
direction in a policy sense, but not a particularly
useful standard for measuring specific inventions. In
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that respect, | think | absolutely agree with Gerry
that the standard that's been devel oped under 103
actually works quite well, anmong | awers, and actually
it works reasonably well at the PTO, notw thstandi ng
what Bob just said. You know, we nmay need nore
t weaki ng on the notion of inherency to help us through,
but as a structure for judging whether a particular
i nvention is worthy of the patent grant in relation to
the prior art, it's a very good standard.

The problemthat | see is the -- and this is
where it affects conpetition -- the problemis in the
enforcenment system because the way in which
obvi ousness is actually applied in the courts is known
by everyone who does transactions. And, the inherent
unpredi ctability -- sonme would use even stronger
words -- that is represented by the way in which we
actually apply obviousness, and the way that the
secondary factors nmentioned in Graham have been
transnmuted into objective factors that are required to
be consi dered, not by judges and | awers who are
tal ki ng about the policy issues or the fornulation of
obvi ousness, but by jurors who have, in the process of
trying to do their job, been overwhel ned by the fact
that they are to determ ne the scope and content of the
prior art, and now they see com ng at them an issue
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that they really can get their arns around.

It's the comrercial success of the product.
Oh, by the way, they' re al so supposed to nake neat
di vi si ons about whet her or not the patented feature is
really the cause of the commercial success, but | can
just tell you that the story line of commercial success
will swanp everything else. You know, everyone who
engages in transactions over patents knows this, and
knows that at the end of the day, if you don't engage
i n whatever the transaction is, you will have to face
that kind of circumstance in court and, you know, with
sonme others that are tied to the difficulties involved
in dealing with jurors applying that sort of standard.

So, to the extent that those kinds of issues
can be applied perhaps outside the court systemwth,
for exanple, an opposition systemthat really works, we
m ght be able to inprove the effect of this standard on
the market, if you will.

MR. WLLIAM COHEN: Bob Stoner.

MR. STONER: Yes --

MS. GREENE: Bob, could you please turn the
m crophone so we nake sure that you' re actually getting
transcri bed?

MR. STONER: Sure.

MS. GREENE: Thanks.

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

58

MR. STONER: As has been suggested, an
i nportant reason to be concerned about the obviousness
standard is that if you have too easy a standard of
patentability and you grant all kinds of obvious
patents, even if individually each of these patents is
of dubi ous inportance and is relatively narrow, their
cunul ative effect, | think, could be to put up a patent
thicket, or a web of patents, that in effect has sone
breadth and sonme ability to inpede conpetitors. Such
breadt h, however, is not the breadth that one may
del i berately be trying to selectively build into the
patent systemto assure appropriability, but rather,
the careless breadth that comes from overly perm ssive
patent standards that pronote defensive patenting and
| arge patent portfolios.

If one takes this view, then I think it becones
very inportant, or nost inportant, to reformthe
obvi ousness standard not in relation to trying to turn
it into sone sort of a "but for" nethod test that has
been indicated, but rather, to fashion a nmuch nore
practical sieve to separate the wheat fromthe chaff in
t he patent space.

I["'mnot that famliar on a first name basis
with the Federal Circuit decisions, but fromwhat |'ve
read in the record here, it seens that there is sone
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consensus that this seens to be opposite to the
direction that the Federal Circuit is currently noving.
So, | would just throw that out.

MR. WLLIAM COHEN: Ron Myrick?

MR. MYRI CK: Thank you, a couple of thoughts on
what was just said.

| think the obviousness standard itself, in the
abstract, is fine. To sonme degree, |I'mnot totally
sangui ne about how it's applied. But on bal ance,
think nmost of the patents that conme out of the Office
are valid. W test a |lot of them and we conclude that
a lot of themare valid, and we react accordingly
because we avoid them

| think carrying that further, bad patents that
shoul dn't have been issued by the Patent O fice | think
are, in fact, a drag on the econony, although I don't
know how much of a drag. Many of those patents that
are really bad are never going to get pushed by anybody
agai nst anybody el se, because they're not going to be
particularly useful -- swing patents and things |ike
that. But, | don't know how much they're a drag
because you have to ignore the fact that they did a | ot
of disclosure, and they provided that disclosure, and
to witness the fact that software patents disclose an
enor mous amount that woul d never see the |ight of day

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

but for the fact that those patents were filed and
i ssued.

Now, maybe they should not have been issued in
sone instances, but the reality is so nuch software is
publ i shed only in object form unreadabl e, unusable.
But for the fact that that information is disclosed in
the patent that reflects that software, that
information is unavail abl e.

So, I"'mnot so sure | know how this thing cuts.
Vet her the disclosure offsets the fact that sone
patents come out that shouldn't have been issued, |
don't know. | think, though, a "but for" test is
unwor kable. | think saying patents only shoul d be
I ssued when they're necessary for innovation, who in
the world knows that? This goes back to my earlier
remarks. There is no one that is smart enough to know
that and no process that's workable enough to make it
function in the real world.

Finally, with regard to an opposition system --
will we come back to that?

MR. WLLIAM COHEN: No, not directly. That was

MR. MYRICK: One comment on that.

MR. WLLI AM COHEN: Yeah

MR. MYRI CK: An opposition systemis fine, as
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far as it goes, but sonetines it goes too far, because
frankly, unless you carefully construct an opposition
system-- and | don't know of any that's been
adequately constructed for this purpose -- the
opponents paint big targets on thensel ves when they
oppose a patent of another. |t happens in Europe al
the tine.

So, to say that the opposition systemis going
to fix the problens of issuing bad patents in the
Patent Office isn't realistic, because people are not
going to go paint those targets on thenselves. You
know, it's a rare thing when | am going to all ow
anybody to oppose another person's patent, unless |
don't care. Well, if | don't care, I'mnot going to
spend the money. |If | do care, I'mcertainly not going

to tell sonmebody how much | care by opposing that

pat ent .

So, that's not a necessarily good solution to
this problem | think the issue of concern nostly is
how -- and we're not reaching that at this point -- how

the standard is applied in the PTO pursuant to the
Federal Circuit decisions. That's a different issue
fromthe standard itself. The standard is a good
st andard.
MR. WLLI AM COHEN: John Duffy.
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MR. DUFFY: Yes, | just want to begin by
sayi ng, even though you want to tenporarily kick off
the i ssue between how the Federal Circuit has applied
t he standard of obviousness, it is inportant to note
here that this is an area where the FTC, and
particularly the Departnent of Justice, has sone real
power. This is an area where econom c analysis -- this
I's one of the margi ns where econom ¢ anal ysis can be
I nportant and which your decisions about these issues
can make a difference, because the Federal Circuit case
| aw and the so-called "suggestion" or "notivation test"
is fairly permssive. | think many peopl e woul d agree
on that.

That | aw does not grow out of Supreme Court
precedent, and indeed many Suprene Court precedents --
they are quite old now -- but the post-1952 Suprene
Court precedents seeminconsistent with the "suggestion
test". If the Departnent of Justice were to file a
petition for certiorari in a case where the Federal
Circuit has reversed the PTO, it's likely to be
granted. O, if the Departnment of Justice were to, as
an am cus, suggest that the Supreme Court take
certiorari in a non-obviousness case, there's a
substantial probability that the Supreme Court would
take the case, and I think there's also a substanti al
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probability that the Supreme Court m ght actually
unsettle the law. So, if you think that a broad view
of -- pardon ne, if the "suggestion test," which takes
a fairly confined view of what things will be
consi dered obvious, if you think that's good policy,

t hen you woul d oppose granting cert. |If you think it's
bad policy, you would seek Supreme Court review,
because | think you could probably get it overturned or
at least much nore likely to get the Supreme Court to
overturn it than the Federal Circuit to reverse course.
| think there are two issues. | think
non- obvi ousness is a good test, but I think applied
properly, which is, of course, the key. There are two,
I think, economc effects associated with the
non- obvi ousness doctrine. One is to prevent a sort of
thicket of trivial patents, which has al ready been
menti oned. The reason that's bad is because it really
doesn't satisfy the "but for" test.

I nmean, in fact, actually, the cost of
generating the patents is significant, probably |eads
to perhaps anti-conpetitive behavior, but it also |eads
to a |lot of noney just being expropriated for
attorneys' fees, which nay not be particularly
weal t h- maxi m zi ng.

But renmenmber that the obvious patents -- if
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t here are obvious patents out there -- they are not
only just economcally trivial patents. Wen we say
t hat obviousness is a triviality standard, we're
tal ki ng about technical triviality, and sonme patents
can be technically trivial and econom cally enornously
i nportant.

| actually in nmy presentation this sumer, |
gave as one exanple the Sel den patent on the
autonobil e, an i mensely broad patent, which still
covers virtually every car on the road if it were in
effect as it was drafted. But, one could also think
that it was a trivial patent, technically trivial, and
that the combination of the various features into an
aut onobi |l e was sonet hing that everybody who was skill ed
in the art could have easily done at the time, and
Sel den just happened to be the first, or happened to be
the first to make it to the Patent O fice.

So, | think there are two reasons to have a
non- obvi ousness doctrine. One, to prevent the
proliferation of paltry patents. The other is to
prevent some technically trivial patents which m ght
have | arge econonic effects, and the Sel den patent is
one.

The one-click patent, Amazon one-click patent,
m ght be anot her exanpl e which perhaps doesn't have
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enor nous econom ¢ consequences, but did seemto have
signi ficant econom c consequences, at least it was
signi ficant enough for one firmto care enough about it
to spend a ot of noney litigating the issue. And,
that m ght give you sonmething that is trivial and that
i's not produced by any technical |eap of inmagination,
but sinply appears in the nineties because of the
advent of the new technol ogy, which Amazon itself did
not create.

MR. W LLI AM COHEN: Meg?

MS. BOULWARE: Professor Duffy touched on a
point | just wanted to nmake briefly, and that is that
t he obvi ousness standard is a threshold, and that's a
threshold for patentability. And it seenms to ne that
when |'ve participated in discussions of this nature,
it is the patents that kind of cluster around that |ow
t hreshol d where the people perceive the probl ens.

Prof essor Duffy said trivial, these are the patents
that just made it over the threshold. There seens to
be nmuch nmore time viewi ng those | ow threshold patents
than the standard itself, which I think is a good
standard, and the patents that are way beyond t hat

t hreshol d, patents on Nobel Prize wi nning technol ogy
and the |ike.

As far as the patents that are on the | ow end
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of the threshold, froma practical standpoint that |
| ook at themin ny day-to-day practice, the | ow
t hreshold patents to ne, generally we can deal wth
them innovating around them w nding through them so
that our clients can continue to innovate w thout the
probl em of infringenent issues.

And | couldn't | eave the m c w thout saying
that it was not a romantic situation with the AlPA.
|'ve been romanced, and that wasn't it.

MR WLLIAMCOHEN: 1'd like to throw one nore
aspect of the question on the table, and then we'l]l
open it up and nove into some of the litigation issues
as well. But, we have heard different views at
different tines as to the types of conduct that the
obvi ousness standard is trying to provide incentives
for.

Is it trying to provide a reward for the
i nvention, to make sure that you get a patent and an
opportunity to exclude in settings where you have
i nventors, and create incentives for future inventors?
Is it supposed to go beyond that and take you into
i ncentives to devel op an invention that has al ready
been nmade? This takes us into issues of the prospect
t heory.

We have had quite a bit of discussion about
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this. W had a panel this sumrer when John Duffy was
there, but we didn't have Professor Kitch avail abl e at
that time. | wonder if there is anything you woul d
like to contribute on that aspect of the discussion as
wel | .

DR. KITCH  Well, it all depends whether you're
ki nd of asking a question about academ c theory or
whet her you' re asking a question of positive fact about
what the patent system as it operates on the ground,
does. And, it seens to ne if you're | ooking at the
patent systemas it operates on the ground, it does
some of both. In fact, it depends very much on the
particul ar patent and howit's configured in relation
to the technol ogy and so on, but you see both effects
at work.

MR. WLLIAM COHEN: We are well into the
obvi ousness discussion. Let's |ift the restrictions
that |'d tenmporarily placed on tal king about sone of
the practical application issues. Two in particular |
think we want to be sure that people express their
Vi ews on.

We have al ready heard about the operation of

t he "suggestion test,"” sonme of the questions that have

arisen as to the need to point to a particul ar piece of

prior art before conmbining references. W would |ike
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views on that. A further issue could be, and we have
heard it touched on as well, the commercial success
factor, the operation of the secondary factors,
potential difficulties in trying to sort out and make
effective the connection between the commercial success
of a product and the invention that's at issue.

If any of you would like to comment on the
obvi ousness questions to this point or these nore
practical litigation-related questions, feel free now.
| see Gerry Mossinghoff's sign is up.

MR. MOSSI NGHOFF: Bill, just to address the
topic that you raised, when you get to sonething |ike
the "but for" test, either directly or indirectly, |
think it has to be noted that it is very
technol ogy-specific, certainly in the pharnmaceuti cal
i ndustry, where | did have the privilege of
representing themfor quite a while. There, nobody can
question whether you are going to spend $800 mllion to
devel op a drug which is approved by the FDA, full
di scl osure to everyone, which could be copied for a
tiny fraction of that, $2 or $3 mllion.

There is no question that a CEO would have to
take | eave of his or her senses to want to invest that
ki nd of nmoney in the devel opnent of a drug, and a
shar ehol der woul d clearly be crazy to invest in that
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conpany to do so. So, there, | think every drug that
cones out in the biotech and pharmaceutical area, the
"but for" test is alnost prima facie established.

| think there are other industries, other
t echnol ogi es, where that may not be anywhere near as
clear. So, | think you really can't answer it in a
sweepi ng way. You have to get down to the technol ogy
by technol ogy.

I know this is a patent panel, but one of ny
closest allies in international work when | was head of
Pharma was the Motion Picture Association, because they
have the exact sane problems -- for hundreds of
mllions of dollars, develop a full-length novie which
could be copied for a tiny, tiny fraction of that. So,
| think you really do need to | ook at the specific
t echnol ogy.

Next, | think I would say that the -- and |
think it"s in line with what Jim said about the
secondary test for obviousness. | would submt that
it's secondary only in a tenporal sense, and not in a
hi erarchical sense. | don't think it's necessarily
bel ow t he standard that you would apply, | think it
follows the standard that you would apply. And I think
secondary has a dual nmeaning, and | would say it has a
t emporal neani ng, rather than a hierarchical meaning.
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It also, | think, is symptomatic of the jury
system Juries are asked to consider exquisite
conputer architecture or biotechnol ogy inventions, and
their eyes are pretty well ready to be glazed over, and
all of a sudden sonebody cones up with sales of an
i nvention, what they were before or after, and it's
sonet hing they understand. The average juror can get
their arms around that conceptually.

| really believe that it kind of goes -- the
enphasi s placed on the so-call ed secondary
considerations | think is synptomatic of the fact that
we have lay jurors who, in many technol ogies, really
can't get down to the technol ogy-specific issues and
are left with things they can understand: sales
i ncreases over a period of tine.

MR. WLLIAM COHEN: Mark Banner ?

MR. BANNER: The original question you asked
dealt with what are the |ikely conpetitive effects of
obvi ousness, and | would answer that by saying that the
way obvi ousness is applied has resulted in greater
conpetition. The primary reason for that is sonething
t hat Ron nentioned about the disclosure requirenent of
t he patent systemin general and, in fact, naking that
standard, disclose to the world what they're doing, and
conpanies li ke Ron's can make appropriate decisions
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about which patents to avoid. And when they do that,
they don't decide to go out of business and refund
shar ehol der noney. They design around by and | arge,
and that is in ny view a great stinmulus to conpetition.

The next set of questions really went to
whet her there's another standard that could be either
drafted onto, or substituted for, the current
application of the obviousness standard. Now, if | had
to grade, as a professor, the obviousness standard as
applied over the past nearly 50 years and certainly
since Gcahamv. Deere, | would probably give it a
B-plus. It's good, but it's not perfect.

The "but for" test, which --

UNI DENTI FI ED SPEAKER: That's an average grade.

MR. BANNER: |s that an average grade?

MR. DUFFY: At UVA

MR. BANNER: At Georgetown, they don't let ne
gi ve grades sonetinmes that | want to give, which |
woul d give to the "but for" test, which would probably
get a D. | would probably have to go see the dean and
make all kinds of pleading as to why | would give a D,
because apparently that's no | onger perm ssible. But,
in any event -- a separate set of hearings -- in any
event, the reason for it probably goes nostly, in ny
mnd, to the practicality of it.
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As a practical matter, you would be going to
sonet hing even nore difficult to apply by a judge or
jury than the current obviousness standard. | suggest
that if you just read the court decisions or the jury
instructions that are given by courts to juries, you
can al nost understand the obvi ousness standard, al nost.
So, | think it's probably a better standard even as
appl i ed.

There are areas where it needs to be enhanced.

I think one of them | alluded to earlier, the whole

I dea of commercial success, which juries can get their
arms around. And judges are no different in ny m nd,
in my experience at |east, than juries. They |ike that
stuff. They understand that stuff.

But conmercial success too often m sses the
point. And, much as | try to pronote -- as a patentee,
| tal k about commercial success -- | at least try to
find a nexus, an honest to goodness econom c nexus, not
just between the gizno, but between the clains, because
I know a good defendant will come up and say it was as
successful as sonme other thing that didn't have the
clai myou nmenti oned.

| actually won a case on that exact point, by
poi nting out the difference between the clained
i nvention and the reason customers bought a particul ar
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product. | don't think, at |east patent trial |awers,
have focused on that issue enough. | think it's an
area for great judicial devel opnment, because | just
don't think the nexus requirenent is an area where
t here's been enough thought given. That all starts in
the courts, what the litigants present it. So |I think
that's an area where there has to be sonme additi onal
wor k.

The other area that | think needs sone
additional work is the notivation question that came
up, and what is the PTO being told to do and what is
the Federal Circuit doing. And I suggest that's an
area that, while there are bad patents out there, well,
there's occasionally a decision that nmay not rise to

the |l evel of being stellar. There's a case out of the

Federal Circuit, In re: Denbiczak or sonething, | can
never pronounce it. It had to do with Hall oween
decorations that were made out of plastic -- basically

pl asti c garbage bags painted orange with a happy face
on them

MR. WLLIAM COHEN: 1've been trying to |learn
to say Denbiczak, as well.

MR. BANNER: ©Ch, okay. | was there when that
case was argued, because | had a case slightly before
it, and I wanted to see John Whel an argue in the
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Federal Circuit. And he argued that case.
Essentially, there nust have been 50 references in the
PTO, but not in the record of that case, where there
was a notivation to conmbine a happy face with a
punpki n- col ored garbage bag, but they weren't in the
record. That patent never did issue, as | understand
it.

So, | think it was a bad case based on the
peculiar facts of the case, but | do think it's being
fairly aggressively applied, and soneti mes overly
aggressively applied. So, | think the | aw needs to be
devel oped in that regard.

Motivation is sonething that | think the [aw --
there being inplicit nmotivation or know edge of
notivation of those of skill in the art, ordinary skil
in the art -- will have to come out | think in further
cases, but | think literally, if you restrict this to a
literalismapproach, you are going to end up with too
narrow a view of what it takes to find a patent not
pat ent abl e for obviousness in the PTO or invalid for
obvi ousness in the courts.

One reason why | think the obvi ousness standard
isn't always being well applied by the PTO
particularly in sonme arts, particularly in sone
t echnol ogi es, and that has to do with resources --
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resources not only of time and people and hours within
which to exam ne the patent, but just the prior art.

There are sone industries where a great deal of
the prior art is not the kind of prior art that
traditionally has been available to the exam ner, at
| east equally available in the search records of the
PTO. And, in those particular industries, at |east
when |'ve litigated cases in those industries, | have
had to go look for prior art well outside the PTO, in
such things as, you know, user |lists, usernet |lists on
t he web, and such things as technical papers presented
in areas where there's no examners and certainly no

filing in the PTO

But, | think there are areas where you get an
awful ot of patents issued that would not neet -- even
with the exam ners we have -- would not neet the

obvi ousness standard if the exam ner had the facility,
had the prior art right in front of himor her. That
is a particular problemthat | think the business
community, as well as the patent community, need to
address, in part through funding of the PTO and in part
t hrough the resources that are available to the PTO

MR. WLLIAM COHEN: Let's try Brian Kahin.

MR. KAHIN: Well, | amgoing to suggest a
totally radical approach to the non-obvi ousness issue,
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which is actually also very on the ground, and it wll
anticipate this discussion on disclosure, which
unfortunately I will not be around for. | appreciate
Bob Barr's bringing in the sort of forgotten party
here, the engineers, who are the ones that we actually
| ook to to create the stuff.

| think that a very practical test, and
unfortunately there is so much noise in the system
because of the willful infringenent problens and ot her
things that inhibit the flow of information, you could
not apply this right away, but the really practical
test on obviousness woul d be, do engineers actually
read patents? |Is there enough value in the patents to
make them worth reading given all the opportunity
costs, given all the costs in finding them and given
the alternatives in other sources of information?

The enpirical literature -- Wes can certainly
speak to this nore than | can, and nost of what [|'ve
seen conmes out of Europe -- suggests that patents are
considered very low as a source of information in npst
i ndustries, pharnmaceuticals and chem cal s probably
bei ng an exception. O course, part of this is that
patents are not witten really to disclose information,
except what information has to be disclosed to make
them | egal | y enforceabl e.
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So, there's a real fundanental, and
epi st enol ogi cal problemin the patent systemthat
hasn't been confronted. But, if you had a standard
t hat encouraged people to read patents, and
unfortunately, because the PHOSI TA standard is
essentially a standard based on nediocrity. So, we
have a standard based on nediocrity, ordinary skill in
the art, and what everybody recogni zes, including the
PTO, is a know edge econony.

MR. WLLIAM COHEN: Are you suggesting a higher
standard, |ike expert skill in the art or --

MR. KAHIN: Oh, | think we have to have a nuch
hi gher standard, yes. 1'mnot offering a particular
formulation, but | think that the test is, is the
standard hi gh enough so that patents wll actually be
read and that the disclosure function will be fulfilled
as a practical matter, not by |awyers, but by the
peopl e who i nnovate?

MR. WLLI AM COHEN: Wes Cohen?

DR. WESLEY COHEN: Regarding a point that Bil
and Bob Stoner and John and ot hers point out regarding
t he potential of patents subject to a | ow application
of the non-obvi ousness standard would lend itself to
patent thickets, |I think there's a point regarding that
t hat we shouldn't |ose sight of which is, what patents
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do, in a very immediate way, is confer the standing to
sue. That can have conpetitive inplications when there
are not perfect capital markets supporting investnent
in |l egal resources. Than immedi ately you have a
differential between large firms able to sue, and
perhaps smaller firns and possibly prospective
entrants, also small firns but not necessarily, who may
not have the access to the |egal resources, which can
be just daunting and consi derabl e.

So, just in that inmedi ate way, even apart from
the creation of a patent thicket, but | think again,
it's that standing to sue that kind of is part of the
fabric of a notion of a thicket, but it's a separable
I ssue, can have consi derabl e consequences for market
entry, for exanple, no less ability of a smaller
i ncunbent to ultimately conpete with a | arger one.

MR. W LLI AM COHEN: Bob Barr.

MR. BARR: Yeah, let ne just start there, the
practical consequences of having to fight a patent in
court, 1'Il just estimte sonmewhere between $3 and $5
mllion, and you m ght |ose. So you're at great risk
and you're spending a | ot of noney. So, let's not
mnimze that.

You know, the other aspects of the inpacts of
patents that | just have to speak to, even if | do come
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from anot her planet, the idea that we can identify
patents that are problematic and design around them and
i nval i date obvi ous patents and so on, that's just --
it's even worse than inpractical; it's inpossible. To
know that a patent is pending, even if it's published,
and that sonebody's intentionally trying to draft
clainms on your product, and then to have them assert
t he patent against you after it issues, after you have
desi gned sonmething -- and maybe not just after it
I ssues, but a little while after it's issued to nmake
sure you've sold a | ot of the product, so you have got
back damage problens, and then you have got probl ens of
changing the design -- | nean, this is the hol d-up,
this is the counterpart of the thicket, is the hol d-up
in the literature that |I've |ooked at. And that's a
good nane for it, because when you get held up, it's
pretty expensive to go to court.

Just a couple of other points. On the
di scl osure issue, sonmething to think about, first of
all, no, engineers don't read patents. They find them
hard to read. They find it hard to | ocate patents of
interest. | have encouraged themto do that. W have
cross-licenses with conpanies, and I like to think of
t hem as technol ogy transfer, but | can't get people to
do that. It seenms the only tine they read patents is
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when they wite e-mail to each other in an unprivil eged
conmmuni cati on saying, oh, wow, this one's a problem

And another thing on the disclosure point,
pl ease be aware that people in corporate patent
practice -- many that |'ve talked to -- in part, in
eval uati ng what to patent, we | ook at what we call
detectability. Can we keep this a trade secret?

What's the point of patenting sonething that we're
going to disclose and then make avail able to others and
then they will be able to infringe it and we won't
know? We can't detect it. So, we don't patent trade
secrets.

I f sonmething can be kept secret, we try to keep
it secret. This is even in Silicon Valley, where
everyone eats at the sanme restaurants and tal ks about
intell ectual property. But, even at the risk of |osing
your trade secrets, it's not always a good idea to
patent them \What |'m saying is, many of us
intentionally |Iook at that aspect and say, well, let's
not patent sonmething if we're going to be disclosing it
and not know if it's infringed.

Frankly, there are too many patents out there.
So, in addition to the problem-- at least in ny field,
| speak for the electronics industry, an industry that
|"ve worked in for 20 years -- that there are too many
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patents to be able to even | ocate which ones are

problematic. | used to say only |IBM does cl earance
searches -- maybe GE does now, |'d be interested in
heari ng about that -- but IBMtells ne even they don't

do cl earance searches anynore.

One reason for that is because of the
w || ful ness problem that if you go out and start
| ooking for trouble and you find a patent -- and even
If you put it over in this pile here, say, oh, this
one's not a problem |ater on that can conme back to
haunt you -- and then you do find them as | said, it
can be prohibitive to design around.

Lastly, be aware of what's happeni ng out there
right now There are several conpanies entering --
there are two businesses growing. One is mning
portfolios for conpanies that need revenue. Well, a
| ot of people need revenue these days, and few of us
have it, so people are mning portfolios to go |ook for
patents that even the patent holder didn't know t hey
had, didn't know was valuable. 1It's hard to believe
that a patent contributed to the body of know edge if
even the patent holder didn't know about it. But, the
i dea that sone of these patents |lie dornmant and are not
a problem just because they're on the | ow end of the
t hreshol d, no, they're the biggest problens, because
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people are actually | ooking for themthese days.

The other is that people are going around
buyi ng up patents from di stressed conpani es and dyi ng
conpanies. | nmean, I'moffered those a lot, and |I'm
| ooking at them So, a |lot of patents that m ght
ot herw se die a peaceful death are quite alive. For
t hose conpani es that have revenues, it's a problem

Thank you.

MS. GREENE: Does Ron or anybody el se want to
comrent on Bob's observation that the conpanies really
don't have the ability or the incentive or the will to
sort of track and follow the publications that conme out
or the actual patents that are issued, even if it is
within, I don't know, a narrow area? Does it vary from
I ndustry to industry? Ron?

MR. MYRICK: |'m not hear speaking for Genera
Electric today, so I'Il nention a conpany that | have
some connection with and just let it go at that.

That particul ar conpany does, in fact,
encourage avoi dance. In fact, it's part of that
conpany's policy to avoid infringenent of everybody
el se's patents. So, there's been significant training
on vehicles for searching for patents that woul d be
apposite to a particular new product. In fact, every
product that gets sent out the door gets checked, and
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avoi dance is a prerequisite.

This is just a given, because the cost of
i gnorance is too high. Long runners that are out
there, for which there is a latent patent problemthat
only appears after you've produced a mllion units, but
per haps there was a marking on the product that was
bei ng produced by the opponent, and so there's damages
sitting right there running, it's just too big a risk.
So much so, in fact, there is a significant effort.

As far as engineers reading patents, they
certainly do. 1In fact, tools are provided to them so
that they can find the ones that they need to find.
They don't read them you know, just for bedtine
reading, but it's part of the job.

But | appreciate the problem | appreciate the
i ssue. | personally don't subscribe to everything
that's been discussed here, but I think we're going to

have to break for lunch, so | don't want to have to

spend too much time at this point. | think it may cone
up later on, but | reserve sone further coments on
this subject, but I did want to respond to your

questi on.

MR. WLLIAM COHEN: Okay, we've got the |ast
two signs. Let's take Wes Cohen and give Ji m Pool ey
the final word this tine.
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DR. WESLEY COHEN: Yeah, just on the issue of
the role of patents in disclosure, |I've done sone
research on that. W received survey responses from
oh, about 1500 R&D | ab managers from across the U S
manuf act uri ng sector sone years ago -- mnd you, this
predates the revision of the patent |aw to provide for
publication after 18 nonths for those firns that are
not also filing overseas -- but in any event, what's
t he upshot there?

In the U S., patents provide disclosure of
consi derabl e | ess significance than other nmeans of
di scl osing or providing for flows of information across
firms, |like publications, |ike meetings, |ike what we
called informal information exchange. And we did the
sane survey for Japan, and we found an interesting
contrast, which is, patents are extrenely inportant in
Japan, much nore so than the U. S., at least in a
relative sense, for pronoting those information flows
across rivals.

By the way, | don't want to say then that
patents, as a neans of disclosure, is uninportant in
the U.S. That mght still have a -- and I'|l| speak to
that in a nonment -- an effect, but it's relatively |ess
i nportant than, say, in Japan. But then for the
ef fect, we have actually just finished an anal ysis of
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the inpact of -- well, to put it sinply -- patenting on
R&D activity across the U S. manufacturing sector, that
we are just now touching up prior to the subm ssion.
And we tried pretty hard, though I think our nmeasures
were deficient, to find an effect of information flows
due to patent disclosures on the kinds of relationships
that we were | ooking at there in that evaluation. And
it did not show up.

Now, we are going to actually do the sane
anal ysis for Japan, and given our other nore
descriptive exercise in Japan, | would inmagi ne or hope
that it would show up there. But again, there are all
ki nds of caveats and qualifications associated with
measurenment error and so on, but we did not see a
cl ear, robust inpact of disclosure. That's not to say
that it's not often inportant in particular settings
and so on, but this is a fairly coarse aggregate
exercise, and in that context, we did not see it.

MR. WLLIAM COHEN: Getting harder to knock
down the final signs than I thought. | think Ron had a
further thought.

MR. MYRICK: | did want to nake one thought
before we go to lunch so that perhaps we can have this
di scussion afterwards. That was just one of the
concerns that Bob has nmentioned, and I think it's a
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very valid one, is the aberrational behaviors that are
caused by the willfulness standard. So, if we want to
tal k about sonething that should be adjusted and to
elimnate sone aberrational behaviors, we could talk
about that one.

MR. WLLIAM COHEN: Ed, and then Jim

DR. KITCH. Well, | was just, Professor Cohen,
wondering if you had | ooked at the question as to what
kind of informal information flows, through neetings
and -- would occur between firms in a world w thout a
pat ent system

DR. WESLEY COHEN: Yeah, that's a good question
in the sense that the question that Professor Kitch is
posing is, well, do patents provide for the disclosure
of information via conferences, via even infornml
conversations, et cetera? Do conpanies, you know, say,
okay, we can only do these other kinds of things by
virtue of product protection? Just to keep it brief,
we considered that to the extent that our |limted data
-- permt, and | think the paper that's com ng out wll
have a footnote to that effect.

Frankly, we did not -- again, the evidence is
indirect, and this concern has been raised before, but
we don't see patenting activity as, in any sense, a
ki nd of key to a green light in enough instances for
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that to really have an effect. That's not to say that
conpani es don't say, hey, before you go out and present
this on occasion, we better make sure it's patented.
You know, | would not deny that, but again, |I'mtalKking
about aggregate data and overall trends.

MR. WLLIAM COHEN:  Ji nf?

MR. POOLEY: Very briefly, I would just
reinforce the useful ness of discussing the effect of
the willful ness issue, because indeed, in our
observation, there are many industries and conpani es
that specifically avoid | ooking at patents, which is
terribly ironic. But beyond that, especially it seens
to me in energing markets, the kind of review and
exam nation that a conpany needs to do is sonetimes
ei ther beyond its resources or appears to be an
I mpossi bl e task because new patents keep popping up al
the tine.

The basic idea is that sonebody participating
in an enmergi ng market, you know, takes on an enornous
anmount of risk specifically because of patents, because
t hey don't know what they're going to need in order to
operate freely in the area. And, you know, if you talk
to many of them they would say to you, if only we
could know and be able to approach the people who had
these rights and be able to get themresolved, you know
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at once, boy, it would nake life a |ot sinpler. You
know, in that observation, | think there's a |ot of
i ssues that deserve attention.
MR. WLLIAM COHEN: Okay, let's take our lunch
break, and we'll return at 2:00.
(Wher eupon, at 12:15 p.m, a lunch recess was

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

MR. WLLIAM COHEN: We're ready to begin our
afternoon session. W have the sanme set of panelists
as we had this norning with one exception. Jay Thonmas
has replaced Brian Kahin. Jay is a professor of |aw at
t he Georgetown University Law Center, another person
who, during the course of these | aw hearings, has noved
from an associ ate professorship to a full professor-
ship, along with John Duffy. So, congratulations to
bot h.

Prof essor Thomas has publi shed nunerous
articles on intellectual property |aw, nost recently in
t he Boston College, Illinois and UCLA Law Reviews. He
has co-authored a patent |aw case book and a treatise
on intellectual property, and we're very glad to have
himjoin us.

Moving into the afternoon session, | think the
pl ace that we should head for is the next big topic
area, which is that of patent breadth. Throughout the
heari ngs, we've heard from sone of the panelists, and
particularly some of the business panelists at various
times, concerns that unjustifiably broad patents could
deter research and devel opnment that otherw se would
take place. And, | guess perhaps the place to start on
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t he patent breadth issue, before we plunge into
enabl enent and witten description and best node and
continuations, perhaps the place to start is with a
guestion, again, what are the potential conpetitive
consequences, including effects on innovation, of
overly broad or unduly narrow patents?

Woul d anybody |like to take the first stab at
this? Ckay, Bob.

MR. BARR: | was just thinking about the
exanpl e we heard earlier from Ron about the vacuum tube
and the transistor, and I'm not sure what the reality
of that was, whether there was or wasn't a patent on
the vacuum tube, but | could inmagine a
means- pl us-function claimon the vacuum tube that woul d
cover a transistor and that would take a full jury
trial to resolve. So, | think on the one hand, while
it's true that patents encourage design-around and
| eap-froggi ng and new t hi nki ng, broad patents have the
danger of cutting that off, and even with the narrow ng
of means plus function claimng, a | ot of the patents
that we see raise issues of fact that you really don't
know t he answers to until you go in front of a jury.

MR. WLLIAM COHEN: Wes?

DR. WESLEY COHEN: Okay, a couple things. One
thing, in nmy owmn work and working with others and so
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on, sonething has beconme -- this refers to sonething

t hat Steve was tal king about before. Breadth can
actually have an inpact, considerable inpact, on the
way patents are actually used. And what | nean by that
is in our prior research, ny collaborators, Dick

Nel son, John WAl sh, a nunber of others and nyself,
essentially were able to -- sinmplifying a conplex --

I nvariably conmplex world -- find a few different
patterns in the way that patents tend to get used, and
t hey distinguish between what we call conpl ex versus
di screte product industries.

Essentially conpl ex product industries are the
sorts of industries where you see the patent
portfolios, patent thickets, where it takes a | ot of
patents, or there are a |ot of patentable el enents,
associated with the comrercializabl e product that
necessarily inmpose a | ot of nutual dependence across
patent holders that will often lead to the kinds of
massi ve or broad cross-licensing that we see. \Whereas
in other industries, chemcals, to some extent drugs --
al t hough the ground may be shifting here a bit in sone
areas -- it takes relatively fewer patents, okay, to
cover a commercializable product, and then patents end
up getting used in a different way, nore in the way
that at | east econom sts have conventionally thought of
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t hem being used. | had tal ked about this in the prior
heari ng.

So, breadth, what does breadth really do?
Well, the greater the breadth, okay, the fewer the
patents in many instances you need to cover a
prospective product. So broader patents can have the
effect of essentially reducing the nunber of patents
that you need -- within limts -- to cover a product,
and that m ght shift you into one of these sorts of
uses versus another. Then you have to think about,
wel |, what are the inplications for innovation and
conpetition, okay, of being in one regime, call this
the sinmple and discrete product industry reginme, versus
the conplex one. And, there we talked a bit about
particularly some of the conpetitive inplications of
patent thickets. That's one thought on breadth.

I ndeed, in Japan, for exanple, everything is a
conpl ex product industry per our research. Even in
chem cal industries in Japan, they use patents in the
way that they get used in electronics in this country,
because there tend to be fewer clainms, their clains
tend to be much nore narrowy interpreted as conpared
to U S. patents.

MR. WLLIAM COHEN: Before you go on to your
second t hought, just on this one, are there sone
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i ndustries where the point you' re nmaking may have nore
rel evance than in others? |1'mthinking particularly of
situations we have heard in sem conductors where there
could just be tens and tens of thousands of patents.

DR. WESLEY COHEN: Right, right.

MR. WLLIAM COHEN: |s changing the breadth
there going to --

DR. WESLEY COHEN: No, | don't think you have,
if you will, atilting effect, but you can have it --
it may have inplications in industries |ike biotech, |
mean, to the degree that -- and pharma, to the degree
that you're noving toward a regi me where there are nore
pat ent abl e el ements associated with any final product,
that sort of industry can be pushed to starting to
resenble a little bit this conplex product sort of
i ndustry. So, yes, it has | think nore bite in sone
settings than others.

The second thing regarding breadth is obviously
on an issue that Professor Kitch has witten
ext ensively about, which is the question of cunulative
technol ogy industries, that is, where technol ogy tends
to build on prior technology in a fundamental way. And
then the question is there, as well, when you talk
about patent breadth, consider the breadth of
particularly pioneering patents in those donai ns and
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the inplications of narrower or w der breadth for
foll ow-on inventions and conpetitive conditions.

Now, that m ght open up a whole new domain, but
there, you can really get into sone difficult issues.
We just conpleted -- we think we conpleted -- a draft
of a paper for the National Acadeny's STEP Board titled
"The Patenting and Licensing of Research Tools in
Bi onedi cal | nnovation,"” and there we tried to consider
t he questions of, well, do we have what's known as an
anti-commons problem and then we al so considered the
question of do we have a problem of access to upstream
i nvention restricting subsequent devel opnment in
bi omedi cal invention, and that's where the issue of
breadth cones in.

And, in fact, while we find no horrendous
probl ems energing in that area, we see sone significant
potential for problenms and | think that's illustrated
perhaps by Geron's patents in the area of enbryonic
stemcell research, where Geron wants to sort of keep
t hese patents, restrict themto its own use for
specific cell types. In a negotiation with NIH and so
on, they kind of restricted the nunber of donmmins, but
even the domains that were left to themwere fairly
broad and inportant. And there |I wouldn't necessarily
be sangui ne about the prospects for Geron licensing
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t hese things broadly, if past behavior is any
i ndi cation though, there is a prospect there that the
sci ence may bypass themin sonme sense. But again, if
t hat science wasn't running around, we m ght have a
probl em there. So, thank you.

MR. WLLIAM COHEN: Ron Myrick?

MR. MYRI CK: Just a few thoughts.

First, just to clarify the record, | didn't

intend to say that there was, in fact, a patent on the

vacuum tube that stopped things. It would have done
so, but the point that's being nmade here -- we have got
several little issues here.

First, the issue you posited was undue breadth.
Wel |, undue breadth equals invalidity, so the issue is
what's due breadth, okay? And I think that's a
conplicated question. It may be an industry-specific
thing, and I think we'll talk about that nore probably
in the afternoon. But, | would give you anot her
theoretical comment, and that is that the nost val uable
patent is the narrowest patent that's actually
infringed. And why is that? Because if you have a
really truly broad patent that is questionable, you are
going to be very loath to put that on the block and
subject it to all the vagaries of adversari al
proceedi ngs. |f you have a narrow patent that's
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actually infringed, you have no fear of that, because
you're going to be able to go out there and say, by
golly, I"'mafter you, and |'ve got a patent here that's
got 35 limtations. You go find the prior art that's
going to go invalidate that thing.

So, people who really, really have an intention
to use their patents appropriately, | think, cast their
clainms at an appropriate | evel where they're useful,
not at a level where they've got this undue breadth
virtually equating to invalidity, because then they
will never be able to put that patent to a test.

Again, this is the real practical world that I'm
dealing with, or trying at least to deal wth.

You rai sed also the issue of undue narrowness.
Now, that's really a problem and we're certainly
finding lots of narrow patents com ng out of the
interpretations of the Federal Circuit and the recent
changes in Festo, which may or may not help, | don't
know, but we're getting lots of narrowness. So, |
don't think there's any shortage of narrowness in
patents and the interpretation in terns of scope as
t hey go through the Federal Circuit.

As regards this whol e business of thickets, I
first suggest that there is no definition here as to
what a thicket is, and it's being used broadly as a
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termof art without really agreenent anong anybody as
to what it means. But, | can say this to you, if it
just means there's |lots of patents out there, okay,
fine, there are |ots of patents, but there have been
| ots of patents for a long tinme and |ots of art areas
where, for exanple, |BM nmakes $1.7 billion net in a
field that has | ots of patents, and they have got a
strategy that allows themto nake all that npney off
those licenses to those patents. It may be a conpl ex
technol ogy, but be that as it may, they live in the
worl d of the greatest patent thicket, if there be such,
and they do a very good job of it.

But, | would say this, here's another issue, if
you want to tackle sonething of interest, tackle this
one, tackle the fact that the Patent O fice often
requires restriction requirenents that proliferate the
number of patents when, in fact, one true inventive
concept is involved. And yet, because of the way the
Patent Office is funded, and that is off of fees for
patent applications filed and fees for patents issued
and mai ntained, there is every incentive for the PTO to
di vide patents into a thousand pieces and get those
t housand pi eces issued, because they all take a filing
fee and they all take a mmintenance fee or several
mai nt enance fees.
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So, | think the thicket issue is far, far nore
conplicated than just glibly using a termthat seens to
inmply there are just too bl oody nmany patents. There's
a lot that goes into that issue of howit is we end up
wth so many patents.

Thank you.

MR. WLLIAM COHEN: We heard a little bit about
IBM and |I'm just wondering, we have sonmeone in the
i ndustry here with Bob Barr. Do you have any coments
on what you were hearing there?

MR. BARR: Well, |I'd ask whether that's a good
thing for anyone but I1BM that they generate all that
licensing revenue, and I won't answer that, |I'll just
ask it.

| do think that there is a problemw th the
t hi cket and the nunmber of patents, because it's one of
the reasons that an innovator has a major problem
trying to figure out what patents he requires |icenses
on, and I'Il just put it that way, what patent |icenses
are required for himto go forward or what things he
can't do -- I'll try not to use infringenent but to
understand the | andscape, the nmore that's out there,

t he bigger the problem That's one of the problens |

also referred to earlier, the secrecy of pending

applications, and in addition to the quantity and the
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difficulty of understanding what clainms will issue.
But what it comes down to for me, since |'m concerned
with innovators understandi ng the cost of innovating
and the risks, is not so nuch patent breadth and

breadth of clains, because within one patent you can

have broad and narrow cl ainms, but predictability. It's
the one area -- | don't feel this way about
obvi ousness -- but it's one area where | think we have

to recognize that these are treated |ike property
rights, and the boundaries should be just as clear as
t he netes and bounds around your house.

MR. WLLIAM COHEN: Bob Stoner

MR. STONER: Yes, |1'd just like to make a
conmment about a concern about broad patents. And, it
seens to ne that the debate regarding the
justifiability of very broad patents on upstream
pi oneer innovations it seens to me to be as nuch as
anyt hi ng about the nature of the innovation process
itself, about the stage at which the costs and the
ri sks of innovation are likely to be the greatest and
where appropriability can nake the greatest
contribution to innovation. It seens that there are at
| east a couple of ways to characterize the innovation
process, and the description regardi ng broad patents is
different in each of these settings.
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On the one hand, there's a situation where the
initial innovative act is expensive and time-consun ng
and unlikely to occur on its own, and the foll ow on
i nnovations, by contrast, occur rather predictably and
qui ckly and inexpensively fromthat act. |In this type
of world, it seens like the key to the process of
unl ocki ng i nnovation may be to give as nuch patent
breadth as possible to the initial innovator and to try
to induce the |arge outlays of capital and tine that
are necessary to bring forth this initial innovation,
because the innovation wouldn't otherw se be
forthcom ng.

Broad patents in this context will assure
upstream appropriability, and downstream i nnovati ons
won't unnecessarily be inhibited, because in this
predi ctable setting that | am hypothesizing, efficient
ex ante licensing will be nore likely to occur.

On the other hand, there's the situation where
the cost of initial discovery is small or is
exogenously occurring, and the real time, cost, risk,
unpredictability, if you will, cones in devel oping the
initial invention into something comrercially viable,
and often in these kinds of settings, there are
multiple failures along the road to commerci al
devel opnent .
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In this type of situation, it would seemthat
broad patents for the initial innovator are | ess
necessary for the initial invention and may be likely
to block foll owon innovation. So, what's necessary in
this situation is for broader patents for the foll ow on
I nnovator to offset sone of the downstreamrisks and
costs.

So, in conclusion, then, | guess to the extent
t hat each of these paradigns of the innovation process
IS representative of particular industries, it seens
that we have to determ ne patent breadth with sone
flexibility and cogni zance of these differences, even
if we don't actually apply different standards to these
I ndustries.

MR. WLLIAM COHEN: Let nme throw into the m x
of the discussion the enabl enment doctrine and sone of
t he aspects of that, particularly undue experinmentation
and predictability of the art, which I know we've been
tal king about. | think we heard from Rob Merges a
simlar idea, sort of making the point that, to the
degree the art is unpredictable, follow on innovation
is likely to be nore costly, and you would want a
greater piece of the pie to go to the foll owon
i nnovat or, and that perhaps the enabl ement doctrine,
based on the art, m ght be generally getting us in the
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right direction.

Does anyone have thoughts that go to this, as
wel |l as the other issues that have been put on the
table? Let's start with Ji m Pool ey.

MR. POOLEY: | don't have a response to that
one yet, maybe if | think about it a little nore, but |
did want to make just a couple of comments, one
foll ow ng on Ron's.

| certainly agree that those who secure a broad
patent may be nervous about putting it into enforcenent
for fear of its being attacked, and it's conceivable
that that could introduce sone discipline into the
process of claimng. But, | also have to observe that,
at least in what |'ve been seeing recently, many, many
peopl e, especially those that are notivated to acquire
or devel op patents for the purpose of asserting them
and some of them because they're |icensing conmpani es of
the kind that Bob described that go out and acquire
patents, will actually work them over if they' re still
in the Ofice and in trying to expand as many cl ai ns as
possi bl e on the theory that they will be saved in the
end either by dependent clains, and they will have nmany
of those, or sinply by the presunption -- the
presunption of validity and the in terrorem effect of
sinply having the patent and asserting it and getting
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sone sort of a settlenent.

Then | just wanted to comment on what Professor
St oner said, and perhaps |I'm not understanding it
t horoughly, but it strikes nme as sonething that ought
to concern us if we're looking at trying to identify
the breadth of an enforceable invention by putting into
t he cal cul us how much investnment was nmade in creating
it. That sounds |like a potentially m schievous
direction to be going in, that the breadth of the
I nvention certainly should be considered in the context
of the particular industry and the particular art, but
fortuitous discoveries of a broadly applicable
pi oneering invention ought to, it seenms to nme, have the
sane | evel of protection as ones that take sonmeone a
long time to put together.

MR. WLLI AM COHEN: Jay?

MR. THOVAS: Thank you. | also have just sone
brief comrents on some of the things |I've heard
previously.

First, | don't think it's that appropriate to
speak to broad or narrow patents for the reasons that
were just identified. |In fact, patentees don't have to
sel ect between broad and narrow patents. They can have
very broad clains, mediumsized clains and nany narrow
claimse within one patent. And so, in fact, they don't
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have to make such a choice. All the clainms can be
asserted at the sanme time with the enabl enent doctrine
potentially with different applicability. So, it is
not as if you're ever forced to say, well, |'ve got to
go in with a broad claimor | worry about this broad
claim

In fact, you can seek a re-issue application
and get many narrow clains. Many sound firns wll
mai ntai n continuation applications at the O fice and
sinmply get narrow clainms on the fly as they need to
present a tight seal against accused infringenment. So,
in fact, we're not ever putting patentees to a hard
choi ce between narrow and broad patents. They can have
as many narrow or broad clainms as they wish. So, to
me, that's not a very realistic distinction.

Al so, the Festo case certainly is bringing
narrow claiminterpretations, and | think the Federal
Circuit is very animated by the fact that it wants to
achi eve commercial certainty so that conpetitors can
read clainms and know how they can design around. But,
I think what's forgotten in this mx is, again, that
inventors, firms, can obtain many patents, nmany narrow
patents, instead of just one broad one. So, in fact,
the goal I'mnot sure is entirely being achieved.

It's true that certainly for the body of
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exi sting patents, there will be sone unsettled
expectations, but prospectively, firms will sinply
obtain many clainms instead of one, seeking tighter
claimng, and take nore advantage of continuation
practice. The difficulty to this approach, although it
makes patents easier to read individually, you know,
prospectively, it puts a great burden on innovative
I ndustry and on patent adm nistration, because firns
have to prepare and the patent adm nistration has to
process many nore clainms, nmany nore patents, than they
had to before. So, those create a lot of difficulties.

| think one thing I'd be interested in |earning
fromthe Comm ssion, or one contribution you m ght
make, is to identify to the patent courts and the
patent bar what hooks exist in the patent |aw that we
can inplement conpetition policy through. The
copyright |law seens to have fair use, notions, it's got
a nmerger doctrine, nuch nore concern, for exanple,
about interoperability. There are existing notions
within the copyright world that can take advant age of
econom ¢ | earning and decide what is the nost efficient
market. But, in patent law, | think because it's
regarded on many nore formal distinctions, and | think
the current structure of patent common | aw naki ng
doesn't pronote innovation in patent law. It tends to
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sequester these notions. | think enablenment, witten
description, reverse doctrine of equivalents, these
present potential statutory hooks that have so far been
unexpl ored that could be used.

| think a great starting point for this
di scussion is actually Professor Duffy's and Professor
Merges' case book. |[If you've read the wonderful
materials they've put together, especially the exanple
of the fuzz ball, which I guess I'll |eave for another
to explain, but it suggests, again, to what extent
should we allow these broad clains that are mnimally
enabl ed, to capture later innovation. And | admre M.
Stoner's earlier comments, | think these are the
statutory hooks through which we can inplenent some of
these policies. The question is, how do we sort of get
fromthe policy into the formalities of the patent |aw?

Thank you.

MR. WLLIAM COHEN: | see Ron Myrick's sign up,

but before we get to him if you want to tal k about the

fuzz ball, I'd be fascinated in hearing about it.

MR. THOVAS: | didn't nean to set you off. |
must say, | used a conpeting case book, but | did use
t hat exanple, so | hope you'll forgive me for lifting

that, but | thought it was terrific.
MR. DUFFY: You, of course, use your own case
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book, which is a fine case book, but if you want a
conplimentary copy of my case book, if you want to
consider switching, I'd be thrilled.

The theory of the -- this is just the basic
concept of when enablenent is tested. Enablenent is
tested as of the time of invention. At that tinme, the
art can be not well devel oped so that you could say, |
can claim 1've invented a fuzz ball, and this is a new
thing, and |'ve made one fuzz ball, which is made of
material A, and that's the only material we know of
that can nake these things. So, | can at that tine
claimall fuzz balls, because, of course, | have
enabl ed everything that we know of as a fuzz ball.

Then later in tinme, sonebody invents another
mat eri al which can be used to make this product, and at
that tinme, it will be considered infringing, because
the infringenent inquiry goes to an analysis of the
clainms and the product at the tinme the product is
produced, and it also can be considered to have been
enabl ed, even though it wouldn't have all owed you to
build the exact product at the tinme it was filed. |
think the fuzz ball is sort of -- it's in the case
book -- a fanciful exanple.

A real world exanple would be the Wi ght
Brot hers patent, which actually was subject, as nmany of
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you know, was subject to -- becane a very fanous case
of bl ocking patents, because the Wight Brothers patent
was actually not on the airplane, it was on a
stabilization system for stabilizing the aircraft.
Prior art aircraft tended to crash into the ground
al nrost i nmmedi ately. So, what you needed was a
stabilization system and that was their real
contribution to the art. And, it's the stabilization
systemthat's still used on all -- as far as |I know --
all aircraft, certainly all comercial aircraft, maybe
there are sonme mlitary aircraft | don't know about.
But it's basically the idea of stabilizing, using --
they actually said disbanding or distorting of a
portion of the wing on their aircraft, and they
descri bed how you do that in order to achieve
stability, a very useful technique that was inproved by
G enn Curtis' invention of the aero log, the flap, the
wing flap. And, basically after that invention, any
comercially viable aircraft needed both the Wi ght
Brot hers technol ogy -- needed to actually use the type
of stabilization that they tal ked about -- and needed
wing flaps in order to make commercially viable
aircraft.

The Wights were actually considered to
enconpass Curtis' technol ogy, though Curtis separately
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had a patent. So, you m ght say, well, how did the
Wi ght Brothers enable these |later versions of
aircraft, because they didn't have wing flaps? The
answer is that they enabled every type of aircraft that
was then known, which was very primtive aircrafts.
Then, of course, when you | ook at the infringenent, you
| ook at their clainms, which were drafted quite broadly.
And actually it didn't say warping wing, it just said
orienting a portion of the wing in a slightly different
direction fromthe other part of the w ng, which the
courts held that enconpassed the concept of a flap as
wel |l as the actual technique that they used, which was
actually to bend their wing, to warp their w ng.

So, it created a very significant problem of
bl ocki ng patents, because both Curtis had a patent and
Wi ght had a patent, and they bl ocked each other. In
fact, actually, as the United States entered World War
I, the United States Governnent basically tw sted their
armto agree to a patent pool so that aircraft could be
made.

So, that is a basic problem the tenporal
probl em of | ooking at enabl enent at the tinme of the
i nvention, |ooking at infringement at the tine the
i nfringing product is developed. |It's nothing nore
really than the bl ocking patents problem
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| think actually patent breadth is often tal ked
about in terns of enablenent. | think it's inportant
to realize that there's also the non-obviousness as a
maj or conponent of patent breadth. And, if you have a
weak non-obvi ousness doctrine, that neans that even if
you have a sort of significant invention, you run the
ri sk of having other inventors conme up w th nunmerous,
smal | i nprovenent patents to your basic technol ogy.

If one were to say, in the extrene, the
non- obvi ousness doctrine is weaker or nearly
nonexi stent, then these inprovenent patents have two
maj or effects. One, they divide the royalties between
the first inventor and the later inventors. So, to
sone extent the non-obviousness doctrine is inplicated
here. And, if you think a sort of weak non-obvi ousness
doctrine which creates nore patents is inventor
friendly, you have to realize that that's not entirely
true because the first inventor, who perhaps did the
hard wor k, who di scovered what woul d be called the hard
principle in the 19th Century, is going to have to
split royalties with the inprovers who are com ng on
and filing inprovenent patents.

The other effect, which is often overl ooked, is
that the inprovenent patent also, even if they are
obvi ous i mprovenents and we are willing to grant
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patents for relatively trivial patents, it will extend
out the flow of royalties that will go to that
technology. So that if | patent the |aser today, and
then there are 15 inprovenent patents filed over the
next ten years, ny royalties mght actually extend 30
years into the future, rather than just 20 years into
the future.

So, that's an inportant effect to renmenber
about patent breadth. 1t's not just about shifting
around the allocation of royalties, it's also about
extending out the royalties into the future.

MR. WLLIAM COHEN: Ron, you took your thing
down?

MR. MYRICK: No, having been recognized, | saw
no reason to keep it up.

Just a couple of points, and | really want to
hear what Gerry has to say about the Wight Brothers --
you've got to tell us about --

MR. MOSSI NGHOFF: | wasn't there.

MR. MYRICK: But the discussion that's been had
so far has | think now begun to focus on what due
breadth is, ignoring undue breadth. Due breadth is, |
think, tightly pinned up with this or connected with
this enabl ement issue. But, | amgoing to ask one
ot her question perhaps to put on the table, and maybe
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it's for this afternoon's |ater discussion, | don't
know, and that is, would the concerns that are
expressed about upstream patents versus downstream
patents and so forth be addressed at all or inproved at
all if there were devel oped a | aw of experinental use
as an exception to infringenent? 1|s that going to be
di scussed today?

MR. WLLIAM COHEN: That will be a major topic
of the last session, the research and --

MR. MYRICK: Well, yeah, that's the session --

MR. WLLIAM COHEN: Yeah, the last topic for
this session.

MR. MYRICK: Because it seens to ne, that
addresses nost of the concerns |I've heard about the
upstream versus downstream as far as stopping
I nnovation is concerned.

Now, commercialization of innovation is
sonething else. 1'll stop there.

MR. WLLIAM COHEN: Gerry?

MR. MOSSI NGHOFF:  Just a coupl e coments.

| totally agree with what Ron said earlier
about the due and undue breadth. |If sonebody says
that -- | think the statenment used here, unjustifiably
broad patents, | know what an unjustifiably broad
patent is. |It's one that, one, shouldn't have been
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granted, and two, will be held invalid when sonebody is
trying to enforce it.

In addition to the enabl ement, there are three
things that kind of bear in upon what you get. There's
a rhym ng maxi mthat Judge Rich used to use, and that
is, "The claimis the nanme of the gane," and that
really is true. You're really talking about patent
claims. You're not tal king about patents. You're
tal ki ng about what clains 1 or 38 in the patent, that's
key.

In addition to the enabl ement, there's prior
art, and broad patents are subject to the prior art
that the Patent O fice finds, and perhaps nore
i nportantly, they are subject in their own due to prior
art that an ambitious defendant will find and al so the
written description requirenent. That bears very
heavily | think on the breadth of the clainms, and
particularly so in what you could either characterize
as the unpredictable arts, sone people just call it the
chem cal / phar maceuti cal / bi ot echnol ogy arts, where in
the other side, in the mechanical/electrical, the
general rule is, you can claimas broad as the traffic
will bear.

You show nme a circuit diagram and | used to be
able to tell you whether it will work or not, and you
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show a nmechani cal engi neer a gear box or a turbine

engi ne, and he or she will tell you whether it works or
not, whereas in the chem cal or unpredictable area, one
all oy may work to do sonething and the second all oy may
totally fail. So we disclose one, and you can't claim
br oader than the one you disclose unless your witten
description requirenent is established.

So, | think that's an inportant distinction or
an i nportant thing bearing in on breadth of clains.
Enabl ement, prior art, obviousness used with the prior
art and witten description, all bear upon that. If it
survives those areas, it's not an undue -- it nmay be an
I ndustry-dom nating patent, |ike the transistor patent
or the mcrochip patent. It may dom nate industry.

The answer is great, we now have a really neat new
i nvention and a really neat new industry that's going
to eventually formout of this.

Finally, a footnote on the Wight Brothers, the
associ ated - -

MR. DUFFY: | knew you woul d have sonet hing
about that.

MR. MOSSI NGHOFF: Well, since we're in a
senm -antitrust environment here, the patent pool that
John nmentions of the Manufacturers Aircraft
Associ ation, if you fast forward about 60 years, it was

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025

114



© 00 N o 0o A~ wWw N P

N NN N NN R P R R R R R R R R
oo b~ W N PP O © 00 N OO 00 M WwWN B+ O

held to be an antitrust violation and broken up at the
request of the Departnment of Justice Antitrust
Di vi si on.

MR. DUFFY: The Governnent just changed its

MR. MOSSI NGHOFF: Different Governnent.

MR. DUFFY: Different governnment, that's true.

MR. WLLIAM COHEN: Now, let's open things up
to cover both enabl enent and witten description, and |
t hought one way to approach these issues would be much
al ong the lines of what Gerry was just tal king about,
recognition of the fact that although we have the same
standards across the board, in application, they my
turn out a bit differently, depending upon the
predictability of the art, the interpretation of
PHOSI TA in a particul ar context.

| guess perhaps, again, the place to start
woul d be to ask what you see as the conpetitive
consequences of the choices that are made in
interpreting these issues fromindustry to industry.
For exanple, in biotech, we hear that you often have to
give quite conplete descriptions. |In conputer
sof tware, we sonetines hear that you don't need to
reveal underlying code.

Also within an industry, at different stages,
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you coul d ask the sane kind of question. W heard at
one point in the hearings the thought that as you nove
downstream from basic research to end products, the
process becones nore predictable, and therefore, what's
required to enable can vary between the basic-research
and the end-product settings.

Woul d anyone care to delve into the contrasts
that can be laid out? Professor Cohen?

DR. WESLEY COHEN: Just to return to the thene
that | had nmentioned a nonent ago, that in our own
research, again, our work that we've done, we've seen
that patents are used in different ways across
different settings. And, sonething that certainly
conditions that is essentially what we m ght think of
as the nunmber of patents per comrercializabl e product.
And Jay Thomas | think brings up a very good poi nt
there and, indeed, as does Ron, that to sone extent
that nunber is endogenous with respect to the patenting
strategy of the firns involved, but that endogeneity
notw t hstandi ng, | think we can draw broad
di stinctions.

Then | think that the issue really beconmes one
for agencies like the FTC in the sense of, well, if
we' re concerned about conpetitive inplications, perhaps
t hese different ways that patents get used, different
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systematic patterns across industries m ght provide
sone gui dance to you fol ks, right, in what you m ght
| ook for, okay, in terns of particularly conpetitive
inplications, and | think that's really the key. |
don't see it so nuch that then patent |aw should be
tailored to different industries and different
settings.

I think there's not been great experience with
ki nd of sui generis treatnments in the world of IP,

t hough we have observed attenpts. So, you know, it
shoul d provide you sonme gui dance about what to | ook for
if it is broad and so on, in the courts or in
interpreting enabl ement, witten description issues
nore or less broadly in a particular domain, |ike

bi ot ech, for exanple, versus software, then what m ght
be the logic to that about the conpetitive inplications
and therefore the kinds of behaviors that you m ght
want to attend to.

MR. WLLI AM COHEN:  Meg?

MS. BOULWARE: Well, | turned my sign up so
woul d be hal f-cocked and be recogni zed here just at the
time that Wes was nentioning what | was going to say,
and that was that tailoring patent laws to different
i ndustries | think is not a good idea, and Wes said it
very well. So, |I'mnot going to say anything nore, but
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we were going to discuss witten description,
enabl ement and best node, and one of the things | would
like to put on the table is whether best node is
serving an interest of U S. patent law at this tine.
Do we need best node?

We were discussing that during the lunch break,
and 1'd like to hear fromthe collective wi sdom at the
tabl e, because it seenms to ne one of the reasons it's
included as a statutory requirenent is you don't want
the patentee to hide the secret sauce. You don't want
themto keep the secret sauce a trade secret, and you
want to make sure that they' ve got the best node in the
written description. And, there's been a | ot of
di scussion in the United States because best node is
unique to the United States, | believe, | don't think
there's any other systemthat has best node, and it
contributes to litigation quite a bit, often | dare say
as a red herring, as an attack to a patent, and |I'd
like to hear if there are others who have comments
regardi ng best node.

MR. WLLIAM COHEN: Let's go ahead and have a
best node di scussion, and keep in mnd the issues that
are still outstanding on enabl ement and witten
description. After we're done with best node, |I'll see
i f anybody wants to return with any further points on
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t hose.

Ron?

MR. MYRICK: | do want to return to that issue
about how nuch description is in software, but we wll
conme back to that |ater.

On best node, best nobde is perhaps truly unique
to the United States, but | really have a concern about
changing it, and here's why. W have seen recently an
attack on the constitutionality of the extension of
patent -- copyright termin the Eldred and an attack,
in fact, upon the ability of the Congress to pass a | aw
whi ch seened to be within clearly its purview  \Wether
or not that will -- we will be guided by what the
Suprenme Court ultinmately decides in Eldred, but having
seen that and having heard in the past few nonths
efforts to renove best node from our statute, | have a
concern that, as easily as one could nmount an argunent
that 70 years is not a limted termand 50 years is,
one could easily nount also an argunent that it is
inplicit in the constitutional bases for the patent |aw
that the inventor disclose the best way he knows to
practice the invention in order to justify the award
he's going to receive of exclusivity.

In fact, best node was not added to the statute
until 30-40 years ago, |'ve forgotten exactly when, but
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having put it in the statute, the concern | have is
that we take it back out of the statute, and now we
work for ten years before a case conmes to the Suprene
Court wi thout having a best node statute, w thout
havi ng best node in our situation, and now the Suprene
Court hears that attack, a la Eldred, and says, abh,
yes, au contraire, it's inprovident that you did not
di scl ose the best node you knew of practicing the
I nvention. You have not kept faith with the public in
getting your exclusivity. All patents that don't
sati sfy best node are invalid. And we will have a
whol e half generation of patents that will be thrown
into a cocked hat with all matter of additional
litigation. So, while many of the bar associations are
considering an effort to renmove best node, | think we
have to do it with great caution that, in fact, we my
create nore uncertainty than we already have about best
node. Now, that's ny basic position on best node.

As far as operationally, best node does not
present any problem

MR. WLLIAM COHEN: Wes, are you up for best
node or --

DR. WESLEY COHEN: No, no, no.

MR. WLLIAM COHEN: Anybody el se on the best
node area?
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Yes?

MR. BANNER: | do cone to best node fromthe
litigation perspective, and | do agree that it can
i ntroduce a great deal of additional cost to both sides
inthe litigation context. But, of the $3 to $5
mllion that Bob was saying is the going rate, it's
probably a smaller nunber than that, because it is a
very discrete inquiry, and Ron nenti oned operationally,
he doesn't have a problemwth it.

As a litigation aspect, except in cases where
you have very conplex inventive entities, teans of
peopl e, best node, at least in ny practice, has not
been too difficult to evaluate in the overall context,
at | east as conpared to claimbreadth, which is
conpl etely unpredictable, claimconstruction, and sone
obvi ousness issues, which are very difficult to
predict.

Best nmode is one of those things that | find
you get a little informati on on, and then you deci de
whet her it's a red herring, because you really don't
want to press it too far if it's just a waste of your
time and energy, because it also |oses your credibility
and, the nost basic of qualities, the attention span of
the trier of fact.

MR. WLLIAM COHEN: Jim | know you've got some
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t houghts on best nmode. Are you happy with the
di scussion where it is or do you want to add anythi ng?

MR. POOLEY: | don't think there's anything
particularly useful to add. Anong the people that we
have tal ked to about it, clearly best node, although it
interjects issues of state of mnd into the process
whi ch al ways increases unpredictability and to a
certain extent expense, because we're focusing on what
it was that the inventor had in m nd, as what he
t hought was the best or she thought was the best node
at the time, yes, as Mark has observed, nost
practitioners see this as a | esser problemthan, for
example, willfulness, which was raised earlier, which
i's al nost universally, you know -- not universally
condemmed, but certainly there is a universal concern.

MR. WLLIAM COHEN: Let's use that as our segue
back to enabl ement and description, the thought being
here to talk a little bit about the value of the
di sclosure. This is sonething we had started into a
bit this nmorning, and fromthere we can nove into the
roles of the willfulness doctrine in affecting the
val ue of the disclosures.

Woul d anybody like to start us off on
di scl osures? Wes?

DR. WESLEY COHEN: If | can just speak briefly,
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add a little bit nore detail to our research that |
reported on previously, why, for exanple, do
di scl osures seemto have nore of an effect in Japan
than in the United States, okay? | think when you
t hi nk about disclosures and their inpact, you need to
put disclosures in the context of a broader incentive
structure, that what is the incentive of other firnms to
really exam ne in detail the patents of firms, of their
rivals and so on? We heard a bit about this, that
engi neers, you know, don't really worry about other
pat ents.

In Japan, the incentives were nuch stronger,
whi ch is back when we originally adm nistered our
survey, you had what was called a pre-grant opposition
system which neant that opposition to an application
coul d be brought even prior and nmuch prior to the grant
of any patent, and that was the restricted tinme for
that, and that was a firm s best shot in Japan at
essentially getting a rival's patent thrown out, okay?
That's incentives. That provides very strong
i ncentives to be | ooking very quickly and cl osely at
rival patents.

Al so, there you had a priority with first to
file rather than first to invent, which also had the
ef fect of getting patents filed sooner, and then they
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had an 18-nonth rule before we did, and so that even
got them i ssued sooner.

But in any event, nmy main point is that it's
not sinply a matter of what's in the patent, but what
are the incentives on the part of other firns and
engi neers and so on to really look at it carefully.

And our sense is that at |east drove, at |east as nuch
the disclosure inpact of patents as what was actually
contained in the substance.

MR. W LLI AM COHEN: Gerry?

MR. MOSSI NGHOFF: | woul d just comment on the
enabl ement. The issue was raised in the two-page sheet
you turned on about why you don't have to disclose
source code in a conputer software application. And |
agree totally with Wes and with Margaret, that to have
sone kind of a requirenent that you do woul d be
contrary to general patent |law. General patent |aw
says you have to enable soneone skilled in the art to
make or use it. Many tinmes, just a detailed flow
di agram woul d gi ve an ordinary programrer the ability
to use C-Plus-Plus or whatever the programer wants to
use to wite the program

So, | don't think there would be any support
for a provision that says, somehow for software patents
you have to disclose the source code any nore than for
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a | athe you would have to disclose the exact tol erances
that it would be machi ned by, or with a pharmaceuti cal
you woul d have to disclose the pharmaceutics invol ved.
That's never required, not required in other arts, as
| ong as you enable one skilled in the art to make and
use the invention. | think that's exactly the sane
test that should be applied in a software invention.

MR. W LLI AM COHEN: Ron.

MR. MYRI CK: Thank you.

On the issue of willfulness, |I've already
stated my position earlier today. | think it's a
terrible deterrent to the use of the patent systemto
its full extent. | honestly cannot see what purpose it
serves. One could analogize it to the deterrent to
violation effect that is achieved by the treble damges
in the antitrust |laws, but that's a different kind of
si tuati on.

In this situation, patent |aws or the patent
systemis intended to serve another purpose, and that
i s education, disclosure, advancenent of the arts and
so forth. And, it is perverse to make it | ess
desirabl e that people read what it is the public's
paying for. So, it is beyond me howit is that ever
got into the system and it is beyond nme still why it's
still there, but that |eads to a couple of other
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t hought s.

Assunming you're willing to take the risk of
knowi ng sonet hi ng about what the patents are of your
opponent or of your conpetitors, there is a definite
incentive to acquire that know edge and to use it.
Again, | re-enphasize the fact that if you have | arge
runni ng product lines and you prefer ignorance, you
risk terrible enbarrassnent, damage to the trademark,
damage of all manner of issues. So, it is far, far
better, if you're willing to take the risk on this
willfulness thing, to avoid that by staying abreast of
what's going on in the patent field and avoiding those
patents and i nventing around and so forth. You
actually can learn that's beneficial.

But that |eads to another issue that's
presently alive in the patent reform strategic plan,
and that is deferral. It is antithetical to a system
which is intended to dissem nate information rapidly
and then also to dissem nate the innovation that cones
fromthat rapidly, to have a systemthat also defers
prosecution, defers exam nation and so forth. So, one
of the reasons that the Bar has been so adamant in
opposi ng deferral -- not universally, by the way, |I'm
speaking for nyself personally -- deferral of
exam nation is because it builds in even nore delay in
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the systemin determning what it is that will actually
be patented, what those clains will actually say in the
future, and therefore, what it is you actually have to

avoi d.

So, | would enphasize, then, that these things
are all tied together. Getting rid of willfulness is
goodness because it helps to dissem nate the
information. Having the Ofice nmake its decisions
rapidly is goodness. Publishing all applications is
goodness, and so forth, to make the systemreally
function as it's supposed to and provide the incentives
that you're | ooking for.

Thank you.

MS. DeSANTI: Yeah, | just want to ask if
there's anybody at the table today who would like to
defend the willfulness requirenent. W find so few
areas of consensus.

MR. BANNER: | won't defend it, but | have seen
numer ous i nstances where despite a finding of
willfulness, a district court judge -- willfulness by a
judge, the district court judge -- despite a finding of
willfulness by a jury, the district court judge did the
right thing and did not enhance danages, and the only
practical inpact of willfulness is the in terrorem
effect of the fear of treble damages, which is a
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reasonabl e fear, especially when you' re representing a

def endant .

But | have not seen it have as bad an inpact as
it could have, but by the sane token, | agree with Ron
to the extent I'mnot sure it has as significant a

positive effect as perhaps treble damages has in the
antitrust laws. So if that's a defense, that's the
best | can offer.

MS. DeSANTI: Jinf

MR. POOLEY: | think it's true what Mark says,
that there aren't that many judges that actually take a
finding of willful infringenent and then enhance
damages, so that the fear is a fear in the abstract.
Nevertheless, it's a fear that ani mates deci sions
earlier in the process, including transactional
deci sions before litigation, and it also ani mates
deci sions, as Ron has pointed out already, in sone
i ndustries not to | ook at sone patents at all, as we've
di scussed.

There is also the cost in the litigation itself
of all these collateral issues relating to having to
obtain opinions, and the cottage industry that's grown
up around that, and the rules created by the courts,
creating presunmptions that if one doesn't get an
opi nion, there's a good reason why, and there's a
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negative reason there, and all of the issues around the
attorney-client privilege scope and so forth. In
short, it's a very, very high cost in the actual
processing of litigation.

So, in the end, | think the justification for
it is to put a cost on infringing, so that it's not
just, well, I may as well infringe, because if they
don't catch ne, then I'm Scot-free, and you can go
t hrough that cal culation. But, given what Bob has
observed, which is correct, about the average cost of
litigation, you know, one would only go knowi ngly into
i nfringenment having made a pretty hard calculation to
begin wth.

MR. BANNER: Can | follow up on that?

MS. DeSANTI: Yeah, Mark and then John.

MR. BANNER: | agree entirely. | think nost
judges, the smartest judges who deal wi th enhancing
damages don't deny enhanced damages, they just give you
10 percent. Then they know they won't get reversed. |
think a major difficulty with willful ness
determ nations is those transactional costs that are
just built in, not only to the decision-naking process
and the cottage industry of opinions, but also to the
trial managenent issues, to the unseenly inpact of
calling every lawer in the world as a witness and j ust
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generally to the disqualification which was -- there's
all kinds of things, and |'m not sure they are costs
that are justified by this benefit of deterring
i nfringenment.

| think there's an awful |ot of good deterrents
for infringement to begin with, one of which is the
fact that the | ow end may be reasonable royalties, but
there's always the possibility of injunction, and the
high end is a damages theory that is |limted only by
the creativity and sincerity of very highly skilled
econom sts.

MR. WLLIAM COHEN: Let nme ask is there sone
way to vary the threshold which could trigger the
trebl e danage exposure, to preserve incentives to avoid
i nfringenment. For exanple, rather than triggering it
merely from having notice about a patent, by trying to
find out what's out there in the field, what if the
requi rement would be that you were given notice by the
patentee? Are there other thresholds that could be
used with better results?

MR. POOLEY: If I could respond to that, |
think there are other thresholds that could be used
li ke that, for exanple, but not with substantially
better results, because nobst of the cost would still
remain. Mst of the consequences that we've been
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tal ki ng about, even with a notice system an express
notice system would renain.

| mean, one of the issues that's been thrown
out in this context is to replace, if we do away with
wi | | ful ness, perhaps replace it with a |lower bar on the
recovery of attorneys' fees, you know, as anot her
di sincentive. You can tweak the system a nunber of
di fferent ways.

MR. WLLIAM COHEN: John?

MR. DUFFY: | just think that if you want to
approach the issue of willful or treble damges in
patent litigation, you should | ook generally to the
theories as to why we enhance damages or apply punitive
damages in any kind of litigation. There's a fairly
extensive, |long economcs literature on that.

I think the general theory is that one very
good reason why you want to enhance damages is, you
definitely want to enhance damages if you think there's
a category of cases where, in some instances, the
guilty party gets away. Then you need to have treble
damages or nultiples of the actual damages when you do
actually catch the person.

So, one inmportant variable to figure out when
you are deci di ng whet her you should have nultiple
damages or punitive damages -- nultiple damages is just
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a class of punitive damages -- is to deci de whether or
not it was likely that this person was |ikely to get
away with their infringenent, with there being perhaps
two i ssues there. One, whether they could hide the
infringement in sonme fashion, which I think is
i nportant. The other is, of course, whether they could
i n some fashion strong-armthe other party.

There's a small inventor who has a patent and a
conmpany says, well, you can sue us, but we are going to
drain you of all your capital before you can actually
conplete the litigation. Then if you think that's a
realistic story, then that m ght be another situation
where you think that treble damages or willful damages
are appropriate when, in fact, actually people are
successful in bringing the guilty party to heel.

So, that literature that exists for genera
punitive danmages shoul d be considered, and | think in
many instances it's not applicable to the patent
context. In many instances where there's patent
infringenment, it's going to be adjudicated. The
parties are actually going to litigate it, and
t herefore, the number of cases where the infringement
won't be caught, won't be renmedied if it, in fact, is
infringenment, are relatively small

The other variable is, of course, the integrity
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of the patents at issue before the Patent O fice.
There is a legal presunption of validity, and academni cs
have tal ked about whether or not that makes sense.
Actual ly, Jay Thomas has tal ked about that. Obviously,
to the extent you throw willfulness on there, you're
demandi ng nore from your Patent O fice. You're
demandi ng that the patents that issue fromit not only
are going to get this legal presunmption of validity,
but that you really do have to avoid every patent.

You really do have to worry about avoi di ng
patents because they're supposed to be fairly rigorous
docunents, and you can't just cone into litigation and
say, well, I knew the opponent had a patent, but so
what, lots of patents issue fromthe Patent Ofi ce,
| ots of patents get held invalid. That's not
sufficient under current |aw, but perhaps that should
be. Perhaps if we think that the Patent Office is
nonperformng, it doesn't have enough resources or
technologies to performwell, then stripping away
wi | | ful danmages nmakes nore sense.

MR. WLLIAM COHEN: Gerry?

MR. MOSSINGHOFF: |I'Il just comrent on that, I
was personally involved in several cases where
willfulness was alleged -- it's in the word processor,
so when you push the button for conplaint, you get the
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wi | | ful ness paragraph -- and there's a real dilenma on
the part of the alleged infringer where a host of
patents are called to the infringer's attention, and
t hey have a patent attorney who | ooks at it, and they
say, well, this obviously doesn't have an A, B and C,
and that's required in all the clains, sets it aside.
That may be precisely the one that causes the problem
He did not get an opinion on it.

| nmean, so it really is -- there's a dilemm on

the part of potential infringers that | think ought to

be avoided. | fully support the abolition of
wi | | ful ness, even though several of my cases will go
away .

MR. WLLIAM COHEN: Okay, | see three signs up
Let's try to get them and at that point, we are
probably going to nove into continuations and finish
this portion of the day. Let's try Steve Merrill

MR. MERRILL: |'mgoing to change the subject.

MR. WLLIAM COHEN: Well, let's finish up this
one. Tell us what your subject's going to be, and we
will see where it fits.

MR. MERRILL: | was going to get back to the
question, Wes' question of whether there's sonething
probl emati ¢ about the content of patents and
di scl osures as distinct fromincentives to consult with
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one anot her.
MR. WLLIAM COHEN: Okay, let's take you up

|ast in this section.

MS. DeSANTI: 1'd just like to ask Bob Barr to
speak to the issue, and also, Bob, |I'd be interested in
the extent -- you had tal ked earlier about the patent

t hi cket problem Could you tal k about wllfulness as
it relates to that patent thicket problem and the
extent to which, if you got rid of wllful ness, would
it ameliorate your problem if so, to what extent?

MR. BARR: Yes, thank you, that's exactly what
| wanted to address, because |I'm once again the
contrarian, in this case maybe in a surprising
di recti on.

Changing the willful ness standard to where you
have to be notified, logically that does help the
probl em of patent clearances, wanting to do patent
cl earances and patent searches. So, you raised that
question, Bill, and | just wanted to answer it that
way .

There are certainly all these other issues with
willfulness that -- | don't disagree with those
i ssues -- but the nost inportant issue to me is getting
rid of it or at | east changing it to the point where
doi ng a patent search does not subject you to the risk
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of willfulness, because that really makes it inpossible
in my mnd to do, because everything -- you know,
you're at the risk for each one, you have to get an
opi ni on and so on

So, | think it does help that. But then that
gives ne the opportunity to return to that just for a
nonent, the idea that infringenent can be avoi ded,
because | -- and maybe this is sonething for people to
teach me offline, but I don't see what can be done
about the followi ng problens in addition to the --
well, now | amgoing to | ook at every issued patent and
spend all the noney, but | don't have to worry about
willfulness. That's fine.

Then |I've got the issues of uncertain scope of
I ssued patents, which I brought up and which was j ust

raised in the context of willfulness, where you go

through all the patents -- and | have had this
experience, as have others -- you go through a stack of
patents, say, well, these are not a problem these are

a problem these are in the mddle, but it's the stuff
fromthis stack that you didn't think it was a probl em
t hat comes back to haunt you | ater.

So, that to ne is just an issue of claim
uncertainty and the incentives for litigating or for
demandi ng danages, less than $3 to $5 million, that
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sone people find a good way to nake a living. So, the
point is that you still have claimuncertainty, and |I'm
not sure of all the ways to fix it, but we have
di scussed sonme of them today.

Then you have the unpublished patents, and to
t he extent you have the published patents, you have an

even bigger problem of claimscope uncertainty to deal

with.

Lastly, at the risk of repeating sonmething I
said earlier, at least in nmy business, | think it is
very difficult even to -- you know the date a patent

I ssues, and you look at it, and you go, oh, that's a
problem you' re | ooking at a design-around effort or,
excuse ne, an effort to change things and to avoid that
patent or to invalidate it, which if doable -- or let's
say it's not doable. Let's say you decide it's valid
and you have to change your product. When we start
changing our routers to avoid that patent, don't send
any e-mails for a while, because it's not going to get
there until we fix the problem

So, please don't underestimate the probl em of
redesi gning the product, and some of the literature in
this area spells it out better than I can, that you are
ki nd of trapped, and that's when you're held up.

Lastly, one word that hasn't been nmentioned
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today -- and I'mnot going to go home without it,
because it's right here -- standards. There are sone
patents you can't avoid.

Thank you.

MR. WLLIAM COHEN: Ron.

MR. MYRI CK: Thank you.

As it respects standards, | think that's
exactly correct, but nobst internet providers require
themto be licensed under reasonable terns, so
hopefully that sol ves nobst of the problens, and we
won't go into that further.

Now, with regard to the transaction costs, |
think those are the ones we're tal king about here.
Implicit in having a willfulness standard, is all the
transaction costs that get you to trial. You're
sitting there in your office and you get a letter, and
now you have got to do sonething about it, and whet her
that case ever sees the light of day, you still have
got the cost of dealing with that |etter or of a patent
you're filing on your own or whatever.

As far as incentives are concerned, injunctive
relief is enough. That's enough to incent me to do
what ever is necessary just to prevent that exact same
situation that Gerry tal ked about -- pardon ne, that
Bob tal ked about.
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| woul d distinguish, though, one thing, and
that is treble damages shoul d be distingui shed from
attorneys' fees. Those are two different things, and
t hey should be handl ed potentially differently. So,
when we tal k about willful ness, we're tal king about
per haps dealing with both of themin the same way -- |
woul dn't deal with both of themin the same way
necessarily -- and that will address the issue of

having the big boy who is going to drain the little guy

of all his resources. | think it could be possible to
still get his attorneys' fees in appropriate
situations. | think that's another issue for another

day and anot her di scussi on.

Thank you.

MR. WLLIAM COHEN: Let's hear from Steve
Merrill, and then we are going to have to deal with
conti nuati on between now and 3: 30, because we do need
to get into the research tools and research issues. W
have got a coupl e panelists who have to catch pl anes,
and we want to hear fromthem before they have to go.

MR. MERRILL: Well, Bob has asked -- | am
sinply asking the question, which is, we have had a | ot
of di scussion about incentives and disincentives for
consulting patents, |ess discussion about whether the
content of patents is problematic in terns of
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di scl osure, and the principal exanple that was thrown
out in the advanced material was in software, and Gerry
just dism ssed that as the | ack of underlying code.

So, | amwondering if there is a problem and if there
i's, whether it is nore pronounced in software than

ot her areas.

MR. WLLIAM COHEN: Well, we have heard views
froma nunber of panelists throughout the sessions on
that. |s anybody here who particularly wants to take
that on? Otherwise, we will just have to go with our
record in its entirety.

Okay, Ron Myri ck.

MR. MYRICK: I'Il just treat it for a second.

VWhen we all started down this path of patenting
sof tware, and we were going through nental steps and
all these other things back 20 or 25 years ago, we did
have to file code at that tinme, at |east there were
many of us who thought we did. | was at Bel
Laboratories at that point, and we were filing code.
We were doi ng everything under the sun to nake sure
that we had sufficient disclosures and so forth. W
didn't know what they were.

I think with the maturity of the industry and
with the maturity of the profession, we evol ved away
fromthat to a point where it's probably true today
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t hat nost programrers can take flow charts and
i mpl enment the flow chart if the flow chart reaches the
poi nt of novelty. And, | think the issue is, do you
have any steps in that flow chart which are thensel ves
requiring experinmentation to inplenment. Most flow
charts | see don't, they are relatively good. But, |
think that the nere fact that sone flow charts m ght
have steps in there that are too gross and actually
requi re some devel opnment and experinmentation and so
forth to produce a particular inplenmentation, that
doesn't nean you have to do it for all. That doesn't
mean you have to change the standard for all patent
applications in that area.

What that neans is that particul ar patent
application is defective, and the law on that is pretty
clear. You have got to teach, and if you didn't teach
bi ngo, you didn't make it. Nothing stands for the
principle you have to disclose the code. Frankly
spoken, disclosing the code may be the best way to
obscure the invention. | nean, frankly, if you're
| ooki ng at 500,000 |lines of code, who in the world
wants to do with the patent applications on software,
what they have done to biotech patent applications,
start filing those with disks? So, | don't really see
that there's a problemthere that needs to be
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materially addressed by system c change. Applying the
law as it stands to patent applications as they arrive
and are or are not sufficient of and by thensel ves,
shoul d be sufficient for the handling of the problem

MR. WLLIAM COHEN: Let's let Bob Barr respond
on that.

MR. BARR: |'I|l just be very quick on that.

| disagree on the need for disclosure, but |I do
want to raise in passing the issue of neans-plus-
function clainms in trying to understand the scope of
the means- pl us-function clai mwhen you're only | ooking
at a flowchart. | don't think the courts have figured
that out yet -- maybe I'ma few weeks behind. | don't
know t hat code woul d hel p, but in theory, it would.

MR. WLLIAM COHEN: We have got a few m nutes
to tal k about continuations, and the issue here is that
sone panelists throughout the hearings have indicated
that continuation practice could raise conpetitive
concerns based on patent breadth. They contend that
sone patent applicants have used continuations to
expand the breadth of the original clains after markets
have devel oped and conpetitors become exposed to what
are described as hol d- ups.

"1l throw out three questions, and we can take
views on any of them Are these matters of conpetitive
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concern? What are the patent applicant's legitimte
needs to broaden clains after the application was
filed? And what would be the |likely consequences of
i nposing tinme limts or other restrictions on

br oadeni ng cl ai ns t hrough continuations?

| see a few signs up here. VWhy don't we start
with Gerry and work our way down.

MR. MOSSI NGHOFF: |I'Il just say that one thing
| think people here could agree with is that there
ought to be sonme data and there are no good data now on
continuations. There's a |ot of speculation. There
was an article -- we had a presentation froma fornmer
general counsel of Kodak that said sonething |like 80
percent of the cases were continuations. That's not
true. | think the article is actually published in
the -- was it the AIPLA Quarterly Journal? No -- oh
the Federal Circuit Bar Journal. | think those nunbers
are not valid, but I don't have any nunbers to say
there are. No one kept dat a.

Now t here should be data. Wth the 20-year
time of filing, there ought to be very definite data at
t he PTO on how nmany continuations there are, because
t hey expire based on the expiration date of the patent,
and they ought to be able to break it down both with
continuations in part and continuations. So, | think
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one of the things | would urge is that the PTO put this
data out in sone reasonable form which | don't believe
t hey do now on conti nuati ons.

Secondly, there has grown up in several cases
|'ve been personally involved in, an issue of |aches,
and that is going to -- it's all over the place now
Peopl e are now tal ki ng about prosecution | aches,
rej uvi nated obviously by the Lenel son case, and so that
Is going to be a break until we start getting sone
cl osure on what that lawis, that's going to be a break
on these continuing applications, because there could
be | aches on when you thought your claimends. Five
years seens to be kind of the magic number that defense
attorneys are using.

Then finally, several people have said, what do
we do post-Festo? Whichever way Festo conmes out, it's
not going to be all that significant, post-Festo, what
do we do. And, | think a lot of prosecuting attorneys
say what we do post-Festo is keep a continuation
pending until we see exactly what our conpetitor cones
up with, and then we'll nail himor her with literal
i nfringement, and we won't have to worry about doctrine
of equivalents. So, Festo, if it did anything, it
certainly increased the desire to keep a continuation
pending until you find out what your conpetitor is
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actually doing, and you don't have to worry about
doctrine of equival ents.

So, those are just kind of random t houghts. At
this point, |I would put nyself down as a hard-Iline
neutral on the issue of continuations.

MR. WLLIAM COHEN: Bob Stoner?

MR. STONER: Yeah, | just observed that the
I ssues that cone to the fore in analyzing continuation,
i.e., was there a strategic attenpt to tailor clains to
what has devel oped in the market and use this to
submarine | ater devel opnents, but that inquiry is very
much the sane as the inquiry that the antitrust
agenci es have used in | ooking at analyzing Dell-type
I ssues, that is, whether firnms have strategically
m sl ed standards-setting bodies into adopting a
standard that infringes one of their clains and whet her
this has had an anti-conpetitive effect.

In fact, it would seem possible to use
continuations to spring a new patent claimon firns
t hat are produci ng products pursuant to a standard
where no disclosure to the standards-setting body was
necessary at the time that the standard was adopted.
And thus, it seens to ne that continuations could
concei vably undercut the antitrust agency's ability to
deal with behavior, such as that alleged in Dell. And,
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if this is true, then there nay be some need for
coordi nation between the antitrust agencies and the
patent authorities in dealing with strategic
mani pul ati on of conti nuati on.

MR. WLLIAM COHEN: Bob Barr

MR. BARR: Let ne start with the legitimte use
of continuations. One legitimte use that cones to
m nd that we use, and of course, we say the best patent
I's a pending patent, and, you know, sonetinmes you've
m ssed your own product, or your attorneys have in
their haste to put limtations in, that the Patent
Ofice will allow the patent for. So, sonetines |'l|
use a continuation once | know a little bit nore about
our product, can actually put in different limtations
and get that done.

But that said, it should be clear fromny
previ ous comments, and all day, that one of ny great
concerns is being out there with a product while
sonebody el se has a pending patent that | don't know is
about to cover ny product, and the difficulties that
t hat causes for our attenpts to innovate. So,
certainly the continuation practice, as it exists,
i ncreases the likelihood that someone will do that.

Maybe it conmes down to what you think of
Lermel son. You know, ny alnma mater made hima hero for
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a certain sum of noney. | can't afford it, so | --
but, you know, maybe it does, and I'Il take this
opportunity to get ny |ast word maybe.

Gam ng the systemis wong, and | don't see
anything in creating patents that you will |icense for
revenue to people who unsuspectingly infringe your
patent. | don't see anything there that pronotes
i nnovation or that does anything good except for the
peopl e who get the revenue. And, | think that the
extent of gam ng the systemis a ot nore than anyone
wants to tal k about. | think that patents have an
extremely useful role to play in our business and
everybody else's, to protect our R&D, but there has to
be a better bal ance between that and what | really

woul d call gam ng the system

Thank you.

MR. WLLIAM COHEN: |'m going to do sonething a
little bit strange. | see that we have three signs up
right now | amgoing to wite your nanes down, and

we're going to return to this at the end of the
session. Hold in your m nds anything you want to say.
We'll see if you still want to go into it.

We need to shift over to the research issues
just to get an opportunity for a couple people who
woul d ot herwi se have to | eave and | know may wi sh to
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tal k about this. So, we will return to continuations
at the very end. We'IlIl continue it at the very end.

The last topic we want to take a little bit of
i nput on is research and research tool issues. | would
divide it normally into two sections. First, to talk
about the research tools. | understand Professor Cohen
may have things that may flow fromone to the other, so
| amnot going to limt the discussion at this point,
but the thought is that sonme panelists have expressed
concern about the effect of the patent system on basic
research and the applicability of patents to research
tools used for additional research rather than for
final commercial applications. | know you' ve done sone
work on research tools. You've also dealt with the
difficult problem of defining them And we'd like to
hear what your research has led you to.

DR. WESLEY COHEN: Thank you, Bill

This is research done under the auspices of the
STEP Board, the National Acadeny of Sciences and the
Committee on Intellectual Property, was done in
col I aboration with John Wal sh and Ashi sh Arora.

The object of the study was to consider the
i npact of patenting and |licensing of research tools on
bi omedi cal i nnovations. So, the inpact of patenting
and licensing research tools actually on research
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itself in the area of biomedicine.

A coupl e of concerns have been raised in the
literature, at |east we distinguish between two
concerns. One concern falls under the rubric of what's
call ed the anti-conmmons, where there's a concern of a
proliferation of fragnentation of property rights
associated with a particular comrercializable
bi onedi cal product, and that concern becane nore
salient once gene fragnents, SSNI Ps and ESTs and so on
becanme patentabl e.

In that area, we have actually -- and this
speaks to a broader issue that I'll nention in a
nmoment. The concerns that were quite legitimte and
rai sed previously, particularly by Heller and
Ei senberg, we have found after conducting 70 interviews
of folks in industry, the acadeny, governnent and so
on, that those concerns have gone |argely unrealized.
Why they have gone unrealized is an interesting point.

We have basically found parties in universities
and -- well, there are a variety of working sol utions,
as we call them that's gotten around there, and partly
it's been these working solutions have taken off in the
form of infringenment, okay? It goes on in firnms as
wel |l as universities, but people are just a little bit
nore public about it in universities.
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That comes to the second concern which has been
rai sed, which -- sonetines these things are | unped
t oget her, but | choose to distinguish them-- which is
the issue of -- particularly salient in the context of
cunmul ative devel opnent, a field which devel ops
cumul atively as is the case with bionedicine, where
it's not a matter of having a |lot of property rights.

It could be just one patent that can bl ock

subsequent -- and it m ght not just be inprovenent, it
m ght be subsequent basic research that requires access
to some offspring IP.

There again, the sanme working solution has been
used, which is -- and this isn't the only one, there
are other work-arounds and so on, but often, again,
particul arly academ cs get around this by infringing.
And by the way, | want to -- though |I realize that 1've
ski pped over a critical point that you asked: How do
we define research tools? And what are sone exanpl es
of research tools? Let ne roll back a nonent and
address that.

Essentially it is a pretty anorphous notion.
And, we defined it appropriately as any tangi ble or
informational input into the process of discovering a
drug or any other nedical therapy or method of
di agnosi ng di sease. Ckay, that's pretty broad, but the
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notion of research tool is quite broad. What are
exampl es? Examples could include targets, |like target
receptors that mght be inplicated in disease. It
coul d be PCR, an exanple of another one, m croarrays,
Crel ox and the Onco- Mouse technol ogy that was
devel oped. These are all instances of research tools.

Now, returning to the point of where we think
it may be a problem | return to the issue of Geron and
their patent position on enbryotic stemcell research.
You can break up research tools into severa
categories. You can think of some which are nonrival
i n use, okay, like the Onco-Muse technol ogy or
conbinatorial libraries and |argely PCR, and those
which are rival in use, and by that we nean, is this a
patent which has fairly clear market inplications, and
will one party's use of that I P dimnish another
party's use with respect to the profitability and
mar ket inpact of the use of that IP.

We don't see a big problemw th access, even to
upstream foundational IP when it's nonrival, because
it's in the interests of the patent holder to have this
sort of technol ogy used as widely and broadly as
possi ble, to provide licensing terns that pronote that
and, though we find some departures even fromt hat
practice, though typically not -- it's when you have
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the rival-in-use problem the foundational discovery,
upstream di scovery, that may well be rival in use. And
that's the exanple, again, of Geron.

I don't think the problemis enornous thus far,
but I think the potential for any problemis indeed
there. Also, | should nention, on a question that was
identified in the list of questions that were
distributed to us. We nmay have an energent problem
here with the -- we were tal king about it over lunch --
with the recent Federal Circuit decision which, in a
very public way, has now narrowed what was already an
extraordinarily narrow statutory research exenption.
And, the fact that this may now becone very, very
public, the work-around solution that | tal ked about,
which is informal, if you will, but nonethel ess
i nfringenment, may not be as viable, particularly on the
part of universities.

There may be a chilling effect now in

university settings, and I think that that potential is

there, and that's a concern. It's hard to know which
way that will go.
And then finally, | just want to add, because |

want to just keep it brief, a ot of these discussions,

say, for exanple, the proposal of the anti-compns a

few years ago and di scussions of the inplications of
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broad pioneering patents and so on, often they take the
form of conjectures, and then conjectures sonetines,
and often, substantiated by particular stories and
anecdotes, by history, if you will, historical
anecdotes. In many of these cases, we have to get
beyond raising these conjectures. Sone of these
conjectures actually can be fairly alarm ng, okay, and
justifiably so.

What |'m doing here is putting a plug in for ny
busi ness, which is research. And the suggestion that
in light of conjectures and concerns that get raised in
these settings, there is a clear need to go beyond
that, to go even beyond the salient exenplar of a
conjecture, and to try to devel op sone broad systematic
basis for evaluating the inportance of those
possibilities in practice. And for that, perhaps the
FTC can serve a useful purpose in encouraging research,
enpirical study, in fairly systematic ways at the
i nterface between a particular intellectual property
and conpetition policy.

For that, it would be useful to have certain
research infrastructures put in place regarding the
col l ection of just basic data and information on R&D
and busi ness activities upon which particul ar studies
can then build and focus nmore precisely on, you know,
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t he question of conjecture of the nonent.

MR. WLLIAM COHEN: Meg? Before you begin, two
questions that | want to try to get at is, any help you
can give us as to what are research tools? How you
separate them from ot her products, what are their
di stingui shing characteristics? And secondly, after
you' ve hel ped us define them do they raise special
concerns for conpetition and innovation policy?

MS. BOULWARE: The question of what is a
research tool, it's a termthat | think Professor Cohen
and | can say really doesn't have a definition.
think it neans different things to different people,
and the National Academnmy of Sciences is trying to
fashion a definition for a research tool that they want
to |l ook into.

When this was brought up, | |ooked at what the
Nati onal Institutes of Health defines as a research
tool, and their term-- they call it a unique research
resource or a research tool is used in the broadest
sense to enbrace the full range of tools that
scientists use in the | aboratory, including cell |ines,
nonocl one anti bodi es, reagents, animl nodels, run
factors conbinatorial chem stry and DNA |ibraries,
cl ones and cloning tools, such as PCR, nethods,
| aborat ory equi pnent and machi nes. Dat abases and
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mat eri als subject to copyright, such as software, are
al so research tools in nmany contexts. So, | think the
point is it's really hard to draw a bright |ine on
where a research tool is.

Now, the reason that | went to the NH
gui delines is because this discussion involving policy,
i ncluding the different branches of the Governnment and
different agencies, | think is particularly relevant to
research tools, because we have a governnent agency,
the NIH, that has | ooked at the patenting of this type
of technol ogy very seriously, and | think very
carefully, and has guidelines for recipients of NH

noney, and that's a |lot of nobney in basic research in

the biotech area. | ought to know the right nunber of
billions of dollars, but I don't right off the top of
my head.

But at any rate, this was sonething that was
t hought through by our Governnment and Bayh-Dol e the
Bayh-Dole Act. And there is a policy issue and a
policy inplenmentation, | think, that could in many
i nstances foster our creativity on innovation, because
according to the NI H guidelines, those institutions who
recei ve noney and get patents on what is called a
uni que research tool, is guided to make that avail able
on a commercial basis -- on a nonexclusive comrerci al
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basi s.

This is a pretty big carrot and stick. And one
of the things that -- and these guidelines went into
effect in 2000, so it takes a little while to keep
things rolling. But, in ny practice, we review a | ot
of research tool patents, and nore and nore are being
i ssued. And | couldn't guess the nunber, but |'m going
to guess that the majority of them were funded by NI H
dollars. And according to the guidelines, those
institutions receiving the noney who al so have private
contributions and private coll aborations are to let the
private donors of noney to the research institutions
know t hat these guidelines are out there, and that the
research tools are to be nmade avail abl e, and where the
subject invention -- I'mreading fromthe N H
gui delines -- is useful primarily as a research tool,

I nappropriate licensing practices are likely to thwart,
rat her than pronmote utilization, comrercialization and
public availability of the invention.

My assunption is that when you're applying for
an NIH grant, you would have as part of your
application process, your conpliance with the
guidelines. And | think that's going to free up --
well, it should make avail able for reasonable
comrerci alization on a nonexclusive basis a number of
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research tools that are very inportant for
phar maceuti cal s.

Now, why are biotech patents different? Well
they're different because they involve drug
devel opnent, and that saves lives or inproves quality
of life. It's not making a better cell phone, which is
I nportant, or a better conputer, which is inportant,
but it's life. I1t's life, and these issues tend to
have, justifiably, nore enotion around them and I
think that that's one of the reasons, when | was
| ooki ng at -- you know, we've got very broad
di scussi ons here, and then we get down to research
tools, and that is a very small part of a grow ng
bi ot ech i ndustry.

I think what has happened, as Professor Cohen
may be alluding to, is that in the econom ¢ bubble or
boom there m ght have been unrealistic expectations of
conpensations for the discovery of certain of these
research tools, even sone of these research tools that
were funded by NIH noney. And, | think the econom sts
around the table should be able to help ne with the
norms, that once you have an unreasonabl e econom c
i dea, you sonetinmes adjust your thinking. What |I'm
hoping to see is that nore of these research tools are
going to be nade avail abl e, because that's the way
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they're going to make noney. | nean, they are not
going to get any noney asking for a large price and not
getting a nickel. That doesn't get you anywhere.

Now, one of the areas that we are dealing with
right nowis there are private industries who have
di scovered a particular gene and they have, |'m sure,
expended significant resources discovering this
specific gene that is inportant for a specific disease.
And they have gotten a patent on it, and they are going
to use it, and they are not going to license it. That
Is the way the patent system has been going pretty nuch
for many years. And patents do expire, and at sone
point in tinme, all of these genes are going to be
avail able in the public domain. W' re at the infancy
to adol escent stage of the biotech business, and these
things will be rolling into the public domain.

Now, one thing |I would like to nmention on
di scl osure vis-a-vis biotech patents, the Federal
Circuit is looking at witten description and
enabl enent very closely in the biotech area. And, the
supporting information to get a valid patent in the
bi otech area does include putting out in the public
domai n t he gene sequences and the protein sequences and
t he assays, et cetera. So, not that they wouldn't have
been in the literature already, because there's a | ot
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of non-patent literature in the biotech area, but the
patent literature in the biotech area is very
significant, it is | ooked at every day.

I have spoken enough, Bill, on biotech.

Thanks.

MR. WLLIAM COHEN: Okay. Anybody el se on
research tools? Yes, John.

MR. DUFFY: | agree exactly with what Wes Cohen
said, that we do need nore enpirical work in this area.
And, one thing that you m ght |ook at, is |ook at the
| aw of other countries, in particular, because sone of
them have recogni zed a nuch broader research exenption
That m ght help you define exactly what should be, or
what at | east other nations have defined as a research
exenpti on.

The other thing to look at is to actually
figure out whether the U S. lawis a drag on research.
You m ght want to see if there's any flow of research
overseas, in other words, conpanies or firms relocating
their research wings to countries where they do have a
research exenpti on.

DR. WESLEY COHEN: We had found sonme novenent
over seas.

MR. DUFFY: It is very significant to see that,
because then that does say -- that's sonething that you
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can point to and suggest that there is a difference in
| aw here, and it does nean that research is being
affected, the difference in the lawis affecting it.

Now of course, that doesn't actually tell you
whether it's a good thing to have the research
exenpti on, because what you m ght actually think is
that, of course firms are going to go overseas if they

want to do this research, but the argunents in favor of

not having a research exenption -- which perhaps
Professor Kitch would defend, I'mnot totally sure
about that -- but if you believe that you should not

have a research exenption, the theory would be that the
basi c invention would not be invented unless you're
guar ant eed exclusivity and you can coordi nate future
research downstream

So, but at least looking at flows of research
overseas, you should see if there is an effect, and
then the next question is, what | esson should we draw
fromthat?

MR. WLLIAM COHEN: Can we broaden a bit to
research in general -- | think we do want to tal k about
research exenptions or experinmental use defenses and
particularly any comrents people want to make on the
Madey v. Duke University case, a nunmber of signs up
here. Wes is about to | eave when we conme to Duke
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University, but that's understood --

DR. WESLEY COHEN: Well, 1'm new to Duke
University, but it's a slippery -- research exenption
has conme up at length at the Acadeny commttee
neetings. |It's a very slippery slope. The difficulty
is when you tal k about a research exenption, which is
al ready on the books exceedingly narrow, and the Madey
v. Duke has just made it all the nore narrow by
essentially taking off the table, in essence, anything
that's done in a university, because it is part of the
busi ness of a university, unless you do it on your own
in your attic, you know, or as Jimwas saying, for
amusenment or idle curiosity or sonething of that sort.

But getting back to the point, the research
exenption, even as it stood kind of a little |ess
narrowmy conceived, turned on the question of
comrercial intent, at |east that was the prior
under st andi ng, and even that's a terribly slippery
concept. We actually | ooked at the exenption of other
countries, and one of the commttee nmenbers put a |ist
together briefly that, statutory characterization for
t he basis of such exenptions overseas, they didn't
really provide -- yes, there's nore latitude, but it
didn't really make the problem go away.

The Madey v. Duke, | think the story's not
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over. | think my understanding is that Duke is not
going to stop here, but what they do subsequently -- |
think it's one of my assignments to actually call up a
coupl e of people and find out what they're going to be
doing -- but it is not transparent. And, | think the
effect of the case, if it stands, is not really to make
the statute nore narrow. | don't think that that's
going to be the key effect, okay?

| think the key effect will be making the
statute nore visible, and so that fol ks who are de
facto infringing, who thought they weren't before, were
I n saying, oh, | qualify under the research exenption
now, because of the light that's shining on this we'll
know that they are, in fact, infringing. And nore to
the point, the university admnistrations will know, or
have sone broad sense. And then the question is: wll
the adm nistrations then tighten restrictions? WII
technol ogy transfer and licensing offices then begin to
serve sort of a policing function in the Acadeny? To
sone extent they already do, but only when sonebody
cones to them and says | want to patent this. Then
t hey go around at that point and |look to see if there
are other patents in the area, as opposed to know ng
whet her the research in their research itself were
al ready infringing.
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So, that's the concern that | have right now,
will there be this sort of chilling effect,
particularly in the Acadeny and particularly where this
has been nost salient as an issue, which is the area of
bi onedi cal research? And there it's an enpirica
guestion. So, you know, the possibilities are there,
but I'"mnot sure howit's going to turn out. Certainly
it's an issue of immedi ate concern.

MR. WLLIAM COHEN: Let's hear from Professor
Kitch.

DR. KITCH: Well, 1'"m sure everyone knows about
this, but Becky Eisenberg had a piece in the University
of Chicago Law Review in 1989 di scussing the research
exenmption, and it was quite a good piece, and | was
quite synpathetic to it. And she was synpathetic to
the problem of researchers. |It's the same Ei senberg
who wrote the Eisenberg and Heller piece.

But she brought out a basic dilenm which |
think occurs to everyone who thinks carefully about the
problem And that was, well, a | ot of equipnent and
devices that are used by researchers are provided by
comrercial firms who devel op them because of the
incentives in the marketplace. A |lot of the fancy
machi nes to be found in | aboratories are avail able
because they' re produced on a mass basis by a single
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manuf act urer who has produced them and it would be
i npossi ble for the researchers to create, independently
and separately in their |labs, all of that equipnent and
machi nery.

So, she pointed out that if you had a research
exenption that said when you use a patented device in
research, that it was not infringing, that there would
be no incentive left for firns to generate equi pnent
for these markets. And so she concluded in that
article that whatever the scope of a possible research
exenmption, it couldn't just sinply apply across the
board to use by researchers, any device or whatever.

Now, that brings me to the Madey case, and |
woul d just like to offer another reading of the Madey
case which is -- | think has a kind of different tilt
to it than that offered by Professor Cohen.

First of all, of course, it's an extrenely odd
case. It involves a custombuilt machine by a nmenber
of the faculty on the prem ses of Duke University.

Now, if you noved it to kind of a different context,
and if Professor Madey had had an instrunent, a
conpany, building the machines for sale to Duke and the
machi ne had been built by the conpany with the patent
rights that Madey had, and Duke had purchased the
machi ne for use in the |aboratory, then one would
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presune that they would have acquired, along with the
machi ne, an either express or inplied |icense to nake
use of the machine in the | aboratory. Certainly if
t hey paid noney for the machine but didn't get the
intell ectual property rights to enable themto use it,
sonebody nmade a m st ake.

Well, in this context, | assune that nobody
ever bothered to negotiate the ternms and conditions
under whi ch Madey was buil ding the machine. And, the
I ssue of what rights he m ght have inplicitly
transferred has not yet been litigated in this case.

The University seens to be very unw sely trying
to go in and sort of get an easy, early win by
asserting a research exenption position, which was
basically, well, if it happens at a university, what we
do is research, and that's very inportant, and
therefore, it doesn't infringe. For the reasons that
Ei senberg it seens to ne spells out quite clearly, that
ki nd of very broad position it seens to ne is sinply a
nonstarter. And |I'm sure that very nmuch put the Court
in a frame of mnd to dism ss the defense out of hand.

| think it's very unfortunate that Duke took
t hat position, and those of us who have studied
litigation know that you can get really very damagi ng
results by taking unwi se and t houghtl ess positions.
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| don't get any |everage out of the courts
saying that the defense is narrow. |I'm al ways
frustrated when the judges tell ne that sonething is
narrow or broad. | always want to say narrow or broad
inrelation to what? And since we really don't know
what the di mensions of this defense are in the first
pl ace, the fact that it's narrow, in relation to what |
don't know.

Finally, | think you should realize the facts
of the Madey case are basically the sane ones that
bot hered Ei senberg, that is, a patent on a machine to
be used for a certain kind of research procedure and
the very kind of patent on which she concluded that the
research exenption should not apply.

So, I"'mleft conpletely uncertain as to how the
Federal Circuit would deal with the question if it were
faced with a nore appealing and nore targeted assertion
of a research defense. And so | don't get a strong
sort of set of conclusions fromthe case of a future
likely direction of the Federal Circuit.

MR. WLLIAM COHEN: Taking you up specifically
on your reference to a nore targeted assertion, | would
like to go back to the definition which we raised
earlier on. What if instead of tal king about a machi ne
used in research, we were tal king about something |ike
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a target in biotech, which could be patented, sonething
whi ch woul d never be sold in commerce directly, but is
useful for further research. Does that change the

anal ysi s?

DR. KITCH: Well, the only thinking that I
personally have to offer, and I'"'mglad to know that
Steve and his group are working on this definition of
the problem which | think is a real hard problem is
It does seemto nme clear -- it seens to ne clear, it
may not be clear to anyone else -- that everyone ought
to be able to do work related to the subject matter of
the clainms, insofar as they' re proceedi ng to understand
how t he patented subject matter works, to understand
the science or technol ogy behind the subject matter and
to sort of get the full disclosure fromthe patent, and
in the process, verify whether or not the patent is
valid, because if they attenpt to follow the teaching
of the patent and can't make it work, you' ve |earned
sonet hing very inportant about the patent.

Now, exactly how far beyond that a research
exenmption could go and how it could be defined, I
really don't have the answer.

MR. WLLIAM COHEN: Gerry?

MR. MOSSINGHOFF: |'m sorry Wesley had to
| eave. | was going to congratulate himon the anpunt
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of business he came up with at this neeting today. And
| had comments exactly in line with Professor Kitch, he
did it nore eloquently than I could, but this | ooked

li ke a pretty sticky enployment case kind of thing.

And, it was certainly the big pharma and the

est abl i shed bi ot echnol ogy conpani es don't go around
suing universities. That's not part of the deal. So,

| think that part of the problemis you can't get a
real problemhere. | think this is a really unique set
of facts involving a claimant firing and things |ike
that that would not be -- certainly not be there if

Pfizer or Merck or sonebody had the patent. They are

not going to sue a university. So, | don't think it's
gui dance for much of anything. | think it's a good
case, | like the case, but | don't think it's a guide

to anyt hi ng.

Finally, | think in the studies that John
recommended about environnment, ny experience is that --
as indicated by Wall Street Journal articles about once
every two or three nonths -- is that for academ a and
for conpanies, the institutional and intellectual
property environnent in the United States for
bi onmedi cal experinentation is the envy of the world.
Everyone | ooks at the United States as being the
absolute leader. Wth NIH and the university systens
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we have and the I P systens we have and the
patentability rules, we're the envy of the world.

So, in any study that's done, | would think it
woul d, at the end of the day, docunent that fact, that
we are -- forgetting the little researchers, this
i ssue, the Duke case, forgetting that -- we are the
envy of the world in bionedical research and
devel opnent, both academ ¢ and industrial.

MR. WLLIAM COHEN: Let's try Steve and then
we'll go back to Meg.

MR. MERRILL: | was just going to say, |'m not
quite so sangui ne about the effects of this case,
because | think increasingly universities are suing
conpani es and conpani es are going to be suing

universities or threatening to do so, as

uni versities -- as the distinction erodes further it
can only erode further. But, | did want to second what
Ed said about -- ny understanding from our informal

survey is research exenptions abroad are precisely of
t he nature he described; nanely, they are exenptions
for research on the patented itemitself and how it
wor ks, not on its use to derive some other product.
So, | don't think that that's either an incentive to go
abroad, nor is it a solution to our problem if there
is a problem here.
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MR. WLLIAM COHEN:  Meg?

MS. BOULWARE: | did want to nention one other
area of the law that's developing in the research too
usage for pharmaceuti cal devel opnent, and that is an
exenpti on under 271(e), which allows an act not to be
an infringement if it's done solely -- I"'mtrying to
read the statute -- for uses reasonably related to the
devel opnent and subm ssion of information under the
federal |aw which regul ates the manufacture, use, sale
of drugs or veterinary biological products. This is a
Roche v. Bolar amendnment. And, there is at |east one
case currently going through the courts, Hausey v.
Abbott, it's in the District of Delaware, and | believe
there was a dism ssal filed by -- Bristol Myers is one
of the conpanies that's involved in it -- under Rule 12
saying that there's no infringenent. That case is
going to be working its way through, and there is sone
school of thought that if you are using one of these
research tools, and your ultimte goal is to have a
drug that you would submt to the FDA, that that woul d
be an exception to infringenent. And that case is
making its way.

MR. WLLIAM COHEN: All right. John?

MR. DUFFY: | think there are three different
ki nds of research exenptions -- okay, two. |'m wong
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about that, | suppose. Well, | think there's three,
but I may be incorrect.
The first is research to see howor if -- if or

how t he technol ogy works, which | think is the kind of
research that Professor Kitch was discussing, and
agree with Professor Kitch, that one, it's hard to see
why the | aw should not allow that. Two, it's hard to
see why actually a patentee would not allow that. |If
sonebody cones to a patentee and says | want to test
your device because |I'mthinking of licensing it or |
want to understand how it works, and the patentee says,
no, you can't do that, but I'd like to license you
anyway, one would have to question why the |icensor
wants you to buy essentially a pig in a poke, why they
won't |let you figure out whether, in fact, the

i nvention works as it's clainmed. So, that | think

is -- it's hard to see why the |law woul dn't allow that,
and | do believe the Duke University case doesn't go to
t hat issue.

That first issue is allowed overseas, but
again, it's hard to see why research would mgrate
overseas just to nerely see if the technol ogy works,
because patentees should encourage people to confirm
their results.

The second | think is nmuch nore sticky, is the
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research on the claimed technology to inprove it, with
t he goal being that you are going to claimnew

intell ectual property, which will create a bl ocking
patent situation. Now, | think that if you subscribe
to a prospect-type theory, you would hesitate to grant
such a research exenption. [I'll take notice that Ed
Kitch is nodding, so I think that that's right, and I
think that the prospect theory article actually does
take that position.

I think foreign exenptions do allow that kind
of research, and that would be an incentive to |ocate
research wi ngs overseas, because if you were in the
United States, the broad pioneer technol ogy hol der
woul d say, no, | don't want you to engage in that kind
of i nprovement research, we're doing that. W don't
want you racing with us to do the inprovenent research.
We want to do it. We're going to do it here in the
United States, and we want to stop you. W want
i njunctions agai nst you doing that kind of research,
because we know that if you do succeed in getting an
i nprovenent, you can certainly file an inprovenment
patent application in the United States. That won't be
consi dered an act of infringenent, never has been.
It's expressly allowed under the statute. Then we are
going to have to negotiate the split of royalties over
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t he i nproved product.

That | think is the crucial policy issue, and |
think it is allowed overseas. | think it does give an
incentive for research to mgrate overseas. | think if
you believe in a prospect theory, you would not all ow
t hat kind of exenption, but overseas, one does.

The third one is using nmerely a tool in
research. So, for exanple, if I'"minvestigating new
types of dyes and I"'musing a certain type of |aser
that 1've purchased or |'ve constructed, | don't care
at all about |aser technology. I'minterested in
wor ki ng on dyes or on sonething el se.

In that situation, Eisenberg and the foreign
research exenptions woul d not extend, would not
protect, would consider that kind of use infringenment.

So, | think that the third possibility, just using it

as a research tool, is not allowed under any |aw and
not allowed by the commentators. | think it's that
m ddl e ground that, in fact, actually holds the sort of

significant policy issue.

And as far as ny conclusion, |I'"msort of an
open mnd, actually. | think it's a hard question
about followon research, whether it should be all owed.
It seenms to nme that our patent system does actually try
to encourage continued races for inmprovement, which
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means that perhaps the research exenption for inprovers
woul d be consistent with the overall thrust of our
patent system Certainly other |egal systens seemto
allow that, and de facto, there is a research exenption
like that in U S law. [It's called Europe. |If you
don't like U S. law, you sinply put your research w ng
overseas, and then you can file U S. patents on the

I nprovenents that you di scover overseas.

MR. WLLIAM COHEN: Anybody -- oh, Steve.

MR. STONER: Can | just say one thing?

MR. W LLI AM COHEN: Yes.

MR. STONER: On research tools, in addition to
the problens associated with defining research tools,
whi ch peopl e have tal ked about, in determ ning how the
exenmption woul d be applied, it seens to ne there is the
additi onal problemthat | think has been alluded to, of
trying to distinguish situations where it would indeed
be wise to give a broad research patent.

For exanple, the hearings previous to this have
poi nted out that there are nmmjor costs and
uncertainties associated with downstream
comrerci alization that sonmetines are as great or
greater than what are associated with getting the
initial upstreaminvention in the first place. And in
t hose cases, it seens to ne that granting such a broad
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upstream pat ent and havi ng that upstream patent, in a
sense, nmanage the downstream fl ow of innovations coul d
easily lead to a situation where you got |ess
commerci alization, less quick comrercialization
downstr eam

MR. WLLIAM COHEN:  Meg.

M5. BOULWARE: | wi sh Professor Cohen was here.

' ve got another study for him

MR. DUFFY: Well, I'll take it.
MS. BOULWARE: Okay, very good. |[|'ve got a
t aker.
One of the very -- well, it was a broad patent,

the PCR patent, which is the patent that was used to
replicate identical strands of DNA, which is used -- we
all know after the O J. case -- and it's used in many,
many, many areas. That invention was nmade by a
scientist, Kary Mullis, at Cetus, and you did have Bob
Bl ackburn from Chiron here earlier, and they acquired
Cetus, and from a biotech standpoint, it was a very
broad patent devel oped by a private conpany, and at
|l east to my way of thinking, | would |like to know --
you know, perhaps the same can be said of this
particul ar patent, it was really proliferated. And, |
think the owners of that technol ogy found that putting
t hat technol ogy out in the marketplace and having
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others use it was econonically beneficial to everyone,
and al so beneficial froma technol ogy standpoint to
everyone.

The ot her broad patent that people nention in
the biotech area is a kind of broader patent on gene
splicing, and Stanford made, | don't know how nuch
nmoney on that, nonexclusively licensed it to virtually
everybody that would cone and ask for a |license. These
are two very basic biotech patents that have | think
contri buted very favorably to the econony, to research,
to innovation, et cetera, and would be good test
targets to look at, if you will, or good test cases to
| ook at.

I have had ny sign up, but Gerry made the
points fromthe biotechnology area and the
pharmaceutical area -- this country has got to be doing
sonet hing right, because we are the | eaders so far, and
away from any other country. W are doing sonething
ri ght here, but thanks.

MR. WLLIAM COHEN: Okay, unless | see further
signs on the research issue, we have a few mnutes |eft
before our scheduled closing time. | did cut off a few
peopl e who were interested in making a contribution on
the topic of continuation. Bob Stoner and Gerry and
Ron all had their signs up at that point. ['Ill give
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each of you a chance to do that. And I'Il also give
anybody at the table a chance to nake any cl osi ng
statements or get at any points that you weren't able
to fit within the confines of our artificial divisions
of the discussion.

Shoul d we start with Bob?

MR. STONER: | think ny tinme was up, because |
just spoke.

MR. WLLIAM COHEN: Okay. How about Ron?

MR. MYRICK: Okay, just a few nore remarks
about continuation. | don't think | actually
i ntervened on that issue yet, so | do think the
continuation practice we have today is not good. It's
out of control. | think the fact that it's al nost
mal practice for an outside law firmto |et your patents
i ssue wi thout keeping the case pending, is a sad
statenment on the system

At the sanme time, there is no easy solution.
The Patent O fice has proposed a nunber of solutions in
its strategic plan, and they were roundly trounced by

t he Bar because of the excessive costs of sone of them

The Bar is still westling with this, because | think
t he Bar now recogni zes, well, that there needs to be a
sol uti on.

But as you | ook at continuation practice, don't
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i gnore divisional practice, because divisional practice
is equally distorted. Now, one can file an application
and have the Ofice force a whole raft of divisions and
proceed on them seriatim and the | aches defense won't
apply, because the clains would have all been sitting
there. And they can sit there for years. So, while
there is hope that the |aches defense arising out of
Lemel son and the nore recent case -- | can never
remenber its name -- while the |aches defense has sone
hope of helping to fix the continuation problem it
won't fix the divisional problem where people wll
rapidly learn to game the system by filing cases that
are quite omibus and knowing full well that the Patent
Office's propensity for restriction, excessive
restriction perhaps, dependi ng upon your viewpoint, and
then allow ng those cases to be proceeded over years
and years and years, with all the same disclosure base
so they can be adjusted al ong the way and so forth.

I would al so add one nore thing, that the

O fice has an energing issue as well, with regard to
sonet hing called "reasons for allowance”. Now,
"reasons for allowance” -- we've been conducting a Six
Sigma quality study on "reasons for allowance". And

we' Il be publishing the data on this, which says that
in not an insignificant nunber of cases, the reasons
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for allowance that are being put in the record after
the closing of the record are erroneous, and it's not
qui te cl ear why.

The problemis that the experience we've seen
in a nunmber of cases, five of ny firns have studied
this issue for us and are preparing an approach to
handl e this. The reason is that, in some instances,
and this is not a general indictnment, just in sone
I nstances and in some art areas -- the reasons that are
stated in the final docunent, that is, the reasons for
al | omance docunment, don't conport w th what happened
during the prosecution and are not there necessarily
because there was an oral interview, which mybe would
be a reasonable reason for themto be there, but
rather, a reverting to argunents nade by the exam ner
before the case was all owed and which the applicant had
t hought had been given up by the exam ner to get
closure and to get the case through its allowance
phase.

The problemwith it is that the law -- the
rul es have been changed to reflect what the Federal
Circuit had determned to be the law, that if you don't
comment on these things, you get a negative inference,
and so you're forced to coment upon them But, in
being forced to coment upon them that does not fix
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t he problem because the record has now been
permanently tainted with this poor "reasons for
al | owance".

Now, why do | bring that up? 1It's because it
i's anot her vehicle by which exam ners who are too
strapped for tinme, find a way to cl ose prosecuti on and
t hen hopefully they think they're doing a public
servi ce perhaps by going back and retrieving what was
given up during their closing of the prosecution. And,
if that truly pans out to be the case, continuation my
be the only solution you have, although in this case,
"' mnot sure a continuation solves it, because the
record has been tainted already.

So, there is no easy solution to continuation
practice, and if you ask what | would propose to solve
it, I don't honestly know, except maybe perhaps
devel opi ng some kind of intervening rights or sonme such
thing that would protect the later entrant in the
mar ket pl ace agai nst these patents that show up so
tardily. And there | conpletely agree with Bob, this
is an exceedi ngly troubl esone thing, because the
mar ket pl ace devel ops and then the applicant can
continue to develop his patent applications to capture
what was never in his mnd, was never truly his,
shouldn't be -- there is perhaps sone undue breadth.
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So, | think that that's a serious problemfor
whi ch we don't have an i mmedi ate solution, unless it be
sonet hing, for exanple, like an intervening rights
doctri ne.

That's all | have to say, thank you.

MR. WLLIAM COHEN: Gerry, you had your sign up
previously on this. Do you want to say anything on
conti nuations or --

MR. MOSSI NGHOFF: It was so inportant | forgot

MR. WLLIAM COHEN: Ckay, let's try Mark

MR. BANNER: \While sitting here, the question
kept com ng back to my mind, and I put it on ny notes,
it says Bob's Q 2, Bob Barr's second question that he
posed at the very beginning. The second question was,
aml infringing? And he said the answer is al npost
al ways i npossible to answer. And that, | think, is one
of the |argest unjustifiable costs on the conpetition,
or drains on conpetition, posed by the current state of
the intellectual property |aw

| believe, it is ny view at least, that it is
i npossi ble to answer, not so nmuch because of the
breadth of patents or because of the nunber of patents
and the thicket of patents or even because of the
unknowabi lity of these continuation patents, which I
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agree is a problem | think the biggest problemis the
unpredi ctability that surrounds the scope of the
clainms, which is a direct result of the Markman
decision and its application by the Federal Circuit.

That is where | think the majority of those
patents are in this third pile we've tal ked about.

When the patents come in to the counsel, whether it's
i nside or outside, and they say, well, these are
clearly a problem these are the ones we have to | ook
at, and these are just so stupid | amgoing to put them
over here because they're really not a problem That
third pile does come up an awful lot |ater down the
line in litigation. And, | think it comes up because
there is an industry of buying patents or acquiring
themin other ways or just representing people who own
t hem where nobody reasonably woul d ever think they
woul d be of such a scope or could be interpreted to be
infringed by the particul ar product.

Whet her that's actual conpanies that do this or
contingent fee |lawers that do this, there is, in ny
view, an increasing number of patents that are being
asserted as a result of the uncertainty that surrounds
claimscope. And, it is precisely because you don't
know whet her those patents are going to have a
particul ar claimscope until after the Federal Circuit
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rules on the question, that gives the opportunity to
formthis drain on our system

| don't have an answer to this problem |
rai se the question, and the question | raise is, has
Mar kman wor ked as intended, or has the | aw of
uni nt ended consequences conme into play? Are we better
off now than we were before Markman, and is it good?

Is it good for the country? 1Is it good for our

i ndustry? Is it good for the consumer? 1Is it good for
the patent systen? This is an area where | think there
needs to be significant academ c, association and
agency study to see the inpact on conpetition.

MR. WLLI AM COHEN: Jay?

MR. THOVAS: G ven the | ateness of the hour and
there's another commentator, |I'Il try to speak quite
quickly. | certainly observe the demand for enpirical
work here at this table, at our roundtable. And,
al so note that this is a hot trend in patent |aw
schol arship right now. But, | would caution the FTC
not to be over-enchanted with enpirical work and to
think that enpirical work is a predicate for policy
judgment. My view of such posture is a prescription
for paralysis. Enpirical work can present sonme small
pi eces of the puzzle, but ultimtely econom sts have
not told us so nmuch that's incredibly useful about the
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i nnovati on experience.

| think there remains roomin patent |aw, |just
as there are in every other area of the law, for sound
judgnent and reliance upon our experience. So,
certainly make use of econom c studies, enpirical work,
but I don't think you need to have to solely rely upon
themin comng to concl usions.

I would also note with regard to cl ai mscope,
just back to that very briefly, Professor Duffy rightly
noted Section 103 is also part of this puzzle in
addition to enabl enment and witten description. |
woul d al so note statutory subject matter has been a
maj or determ nant of claimscope. It is no coincidence
that the recent anbitions of the patent systemfor
sof tware, business nethod and post-industri al
i nventions takes the patent system out of the
tradi tional hardware and apparatus framework that has
traditionally been the ambit of this field, and it's
when you reach that point, you get to the patent clains
that are al nost self-enabling, because, in fact, they
are very abstract, they deal with behavioral protocols.
There is no hardware. Description of the behavior is
enough. | think that goes back to Steve's point that
was rai sed but not nuch discussed. There's one reason
people don't look at it that nuch, it's because there's
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not that much worth learning fromthemin many fi el ds.

Thank you.

MR. WLLI AM COHEN:  Ron.

MR. MYRICK: | think Bob was up first.

MR. WLLIAM COHEN: Okay.

MR. BARR: Thanks, because | don't really have
sonet hing worthy of the last word, and | hope you do,
but because | just couldn't resist on the Markman
guesti on.

Just for the record, | thought it would work.
| thought it would help expedite litigation, and I
t hought it made sense, | thought it would help
encourage settlement. 1In ny experience, it hasn't
worked. It's increased the cost of litigation
substantially and has not led to settlenments. And even
stranger, and |I'm not sure why because theoretically
this shouldn't have happened, but |ooking at clains in
t he abstract, independent of the accused device, has in
my experience, in ny reading of cases, has produced
sone very strange results and results that woul d not
have been predicted. And in that, they take away the
i dea of | ooking at what did the applicant invent, and
did this person use it. So, | think it's a problem

MR. WLLI AM COHEN:  Ron.

MR. MYRI CK: Thank you.
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| think I'"ve been following this today, and I
woul d say this, perhaps carrying on with sone conments
that were just nmade. | think what we've done is we've
hi ghl i ghted a nunber of problens in the system And at
the same time, |I'mnot sure that we have identified
enough of the solutions that require us to dictate new
policy at this point in many of those areas. |In sone
areas, such as willfulness, | think we did.

But | would say this, with regard to the
comment with regard to subject matter, | think we have
to be careful about nmoving too quickly to remedy things
where the problemis not well defined. Frankly spoken,
| don't have any particular concern about the subject
matter situation as it sits today. W are going
t hrough a maturation process with regard to sonme of
t hese new subject matters, and we did that with regard
to software 25 years ago. There was all a matter of
wai ti ng and gnashing your teeth, the world was going to
cone to an end if the software patents didn't -- well,

it didn't cone to an end, and it's doing very well

As far as behaviors and so forth, | understand
the concern. At the same tinme, | think there's a
solution to that. And, | think the Europeans have gone

too far with that solution. The Japanese are doing a
better job with it and that's approaching it froma
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realistic perspective of a technical content aspect to
an application or to a claim How far that goes,
don't know. We have got to grow up a little bit nore
in this whole technol ogy to be able to understand what
is the right solution. | think the Europeans have it
wrong. | think the Japanese m ght have it right, but
"' m not sure.

The point is, |I think the strength of our
systemis that we do allow it to grow, we do allow it
to adapt and so forth. And, | still firmy believe
that nost of the changes that we've tal ked about today
shoul d be done in the Congress and not by the antitrust
| aws.

MR. WLLIAM COHEN: Thank you, and a mnuch
broader thanks to all of you. That was an extrenely
useful panel. | want to thank you for having borne
with us through this |ong process of a full day, and
again, for giving ne a little bit of leeway to try to
channel the discussion in ways that | think we could
cover an awful lot of ground in the nost effective way.
| just want to thank you all.

Before leaving, | want to point out one further
point. The record in the proceedings will stay open
until Novenmber the 15th. |If any of you want to say
anything further in witing and submit witten
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comments, we certainly encourage that and would | ove to
see them

St eve?

MR. MERRI LL: Two qui ck questions. Wat do you
cont enpl at e happeni ng on Novenber 6th, and what do you
contenplate is the product of this whole effort?

MS. DeSANTI: Let ne take the first question
first. Novenber 6th is going to be a discussion in the
nmorni ng of a problemthat was actually raised out in
Berkel ey in connection with standard settings. One of
the issues that was raised was whether firns would be
able to negotiate royalty fees ex ante to avoid the
potential for hold-up problens once the standard has
been set, without violating the antitrust |aws or
whet her there was a price fixing issue there. And so
that discussion will address that issue and try to
parse when and when not to set royalty fees ex ante.

In the afternoon, we'll be talking about
gr ant - backs, portfolio cross-|licensing, nonassertion
cl auses and reach-through royalties. Those are topics
where we've had sonme di scussion before but not a |ot,
and this is in the nature of sort of making a
conpari son anong those different approaches to clearing
the patent thicket, to try to understand possible
conpetitive effects anong the different types of
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approaches.

In terms of the ultimte product, the Chairnan

of the FTC has said fromthe beginning there will be a
report. | amquite sure there will be a report. Wen
that report will issue, I'"'mless certain. You know, in

the best of all possible worlds, it would be nice to
have sonmething in the spring, but I'mnot issuing any
guar ant ee.

As you all know, there's been a wealth of
I nformation put forward on this record. There's a
lot to assimlate, and we are working on that, but,
you know, especially as you get farther into these
records, you can often find yourself sort of
overwhel med by the wealth of information that's there.
So, we're not making any guarantees, but there will be
a report.

MR. WLLIAM COHEN: Thank you once agai n.

(Wher eupon, at 4:35 p.m, the hearing was

concl uded.)
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