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PATENTS: IMPROVING QUALITY AND CURING
DEFECTS
THURSDAY, MAY 10, 2001
HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, INTELLECTUAL
PROPERTY AND INFORMATION TECHNOLOGY,
COMMITTEE ON THE JUDICIARY,

Washington, DC.
The Subcommittee met, pursuant to notice, at 1:30 p.m., in Room
2141, Rayburn House Office Building, Hon. Howard Coble [Chairman of the Subcommittee] presiding.
Mr. COBLE. Good afternoon, ladies and gentlemen. The Subcommittee will come to order. Now, we will have three votes imminently. I am told there will be one 15-minute vote, followed by two
successive 5-minute votes. Mr. Kirk, I am advised that you are on
a short leash. You have a plane to catch? What time is that?
Mr. KIRK. Five o'clock, sir.
Mr. COBLE. Pardon?
Mr. KIRK. Five o'clock.
Mr. COBLE. Okay. We will get you out of here in plenty of time
for that. I think, in the interest of time, I am going to go and give
my opening statement now and we will wait for Mr. Berman to get
here, and then we will just sort of play it by ear, depending upon
when the bell rings.
I will try to avoid resorting to exaggeration about how valuable
the patent system is for the American inventor, and its numerous
benefits to the public.
The history of our patent system dates back to the founding of
the Republic and is truly extraordinary. It includes some of the
great American icons of history, Thomas Jefferson, the Wright
brothers, Thomas Edison, George Washington Carver and the list
goes on. I did not know this, Mr. Kirk. I suspect you did-that
President Lincoln earned a patent. Did you know that? I figured
you would know that. I did not know it.
The truth is that the strength of our patent system may only be
appreciated
by a. knowledging all that we take for granted in the
different
aspects
of our lives.
The United States Patent and Trademark Office has awarded
more than 6 million patents at last count. The most everyday items
of our lives, including appliances, automobiles, airplanes, aspirinthe list goes on and on, but I will stop at the A's-were possible
because of patent protection. Our system is rooted in the constitutional balance providing inventors the incentives to take chances

and to make investments in order to make discoveries for the
public's enjoyment.
Today, we will continue our work and dutifully scrutinize the

patent system, in an effort to make it more effective for the 21st

century inventor. Today, inventors create in new and exciting areas
like energy conservation, the Internet and biotechnology. Last
month, the Subcommittee reviewed issues relating to business
method patents and the Internet. Rest assured that today is not
the final patent hearing we will conduct.
As you all know, if you have heard me open my mouth this session, one of our highest priorities this session is going to be in improving the patent quality during the initial examination stage, by
allowing the PTO to retain its user fees so that the agency will be
able to hire and train and retain dedicated professionals. In addition, I hope that we can learn ways to improve the current system,
which affords the public the opportunities to take a second look
and raise new evidence to cure defective patents when they arise.
Today, we are fortunate to hear from an expert panel whose
Members understand patents and technology. Their insights may
instruct us as to which reforms, if any, must be brought to the attention of the Subcommittee as we continue to balance the right of
inventors with those of the public for the 21st century.
I am now pleased to recognize my good friend, the distinguished
gentlemen from California and Ranking Member, Mr. Berman.
Howard, I just told these folks there will be a 15-minute vote and
two successive 5-minute votes. But I thought we could go ahead
and get started before the bell rings. So you are recognized.
[The prepared statement of Mr. Coble follows:]
PREPARED STATEMENT OF THE HONORABLE HOwARD COBLE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NORTH CAROLINA

Good afternoon. The Subcommittee will come to order.
As I make my opening remarks-which I assure you will be brief-I will try to
avoid resorting to exaggeration about how valuable the patent system is for the
American inventor and its numerous benefits to the public. The history of our patent system dates back to the founding of the Republic and is truly extraordinary.
It includes some of the great American icons of history-Thomas Jefferson, the
Wright Brothers, Thomas Edison, George Washington Carver, and the list goes on.
Many of you know that even President Abraham Lincoln earned a patent.
The truth is that the strength of our patent system may only be appreciated by
acknowledging all that we take for granted in the different aspects of our lives. The
U.S. Patent and Trademark Office has awarded more than six million patents at
last count. The most everyday items of our life, including appliances, automobiles,
airplanes, aspirin-folks, the list goes on and on, but I will stop in the A's-where
possible because of patent protection. Our system is rooted in the Constitutional balance providing inventors the incentives to take chances and to make investments
in order to make discoveries for the public's enjoyment.
Today we will continue our work and dutifully scrutinize the patent system, in
an effort to make it more effective for the twenty-first century inventor. Today inventors create in new and exciting areas like energy conservation, the Internet and
biotechnology.
Last month, the Subcommittee reviewed issues relating to business method patents and the Internet. Rest assured that today is not the final patent hearing we
will hold.
As you all know, my highest priority as Chair of the Subcommittee is improving
patent quality during the initial examination stage by allowing the PTO to keep its
user fees, so that the agency can hire and train dedicated professionals. In addition,
I hope that we can learn ways to improve the current system which affords the public the opportunities to take a second look and raise new evidence to cure defective
patents when they arise.

Today, we are fortunate to beae from an expert panel whose members understand
patents and technology. Their insights may instruct us as to which reforms, if any,
must be brought to the attention of the Subcommittee as we continue to balance
the rights of inventors with those of the public for the twenty-first century.
I now turn to the Ranking Member, Mr. Berman, for his opening statement.

Mr. BERMAN. Yes, I will finish my opening statement.
Mr. COBLE. Let's go ahead and have the opening statement now.
Mr. BERMAN. If everybody wants to leave, I will just give it and
then we can go vote. Thank you, Mr. Chairman, I dohave a statement that will take most of the allotted time. I thank you for calling this hearing to discuss ways to improve patent quality. I think
it's vitally important to the health of our information economy that
patents of only the highest quality are issued. We should seriously
discuss and explore any suggestions for improw*ng patent quality.
You have invited witnesses today who will present a number of
suggestions for doing so, and I'm open to being persuaded as to the
merits of their patent quality improvement ideas. I would like to
just sketch out a number of quality improvement ideas that, at
least at this time, I'm inclined to favor. I think a consensus of support has begun to emerge for the creation of a more robust post
grant challenge procedure. Creation of such a challenge is one of
the key features of two bills that Mr. Boucher and I introduced last
month. I know, however, that widespread support for creation of a
more robust post grant challenge is not matched by a consensus
about the form such a procedure should take. Support appears split
between creation of a full-blown opposition procedure and expansion of the current inter partes re-examination procedure, and creation of a totally new re-examination procedure.
Significant debate also continues regarding the exact features
that any of these new post grant challenges should have. While the
creation of a more robust post grant challenge will prove patent
quality, I don't think that's enough. A patented invention must be
sufficiently differentiated from prior inventions to meet the patentability requirements of novelty and nonobviousness. For the patent
examiner to be able to effectively make such a determination, the
examiner must be aware, to the extent possible, of all relevant
prior art.
Significant questions have been raised about the quality of prior
art currently available to patent examiners. These questions have
been at least partially validated by numerous examples, particularly in the business method area, of patents appearing to have
issued despite extensive prior art. I believe we should explore every
avenue for improving the prior art available to examiners. H.R.
1332, which only applies to business method inventions, contains
one mecrhanism for getting more prior art the attention of examiners.
It would allow any party to submit to the PTO prior art, including evidence of public use relevant to a pending application. 1332
would allow the director also to conduct a proceeding to determine
whether the invention was known or used or was in public use.
Though these provisions, which conceptually could be extended to
any published patent applications through these provisions, the
public is able to make a patent examiner aware of prior art that
is relevant to a pending application.

Another mechanism not included in the Berman-Boucher bills for
improving prior art would give examiners the ability to access and
search all pending applications, whether published or unpublished,
particularly in areas like business methods where there are now
more pending applications and business method patents already
granted. Access to pending applications may prove to be the most
extensive source of prior art. There is no good reason to issue bad
patents and rely on litigation to find prior art if that art is readily
available prior to the grant.
Improvement of the electronic filing and searching abilities of the
PTO may also increase the availability of prior art. One improvement that appears obvious to me would be fully electronic examination of patent applications. As I understand it, the PTO currently
has the ability to accept electronic filings, but immediately converts
applications to paper and examines them in the paper format. Only
when the application has finally been approved is it converted back
to electronic form. This seems wasteful and would also appear to
forestall the ability of one examiner to easily search pending applications being considered by other examiners for prior art. Shouldn't
all pending applications be electronically accessible to PTO examiners?
Another way to improve the available prior art may be to require
the patent application-applicants-to disclose their prior art
searches, as contemplated in the bills Mr. Boucher and I have introduced. Disclosure of such searches will give examiners a roadmap to follow in searching for prior art. Mr. Chairman, I have
some other suggestions in here, but if I may get your permission,
I will stop reading my statement and ask that it be included in the
record, and thank you again for having what I think is a hearing
on a very useful subject matter.
[The prepared statement of Mr. Berman follows:]
PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERIAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Chairman,
I thank you for calling this hearing to discuss ways to improve patent quality. As
I indicated at our hearing on business method patents last month, I think it is vitally important to the health of our new information economy that patents of only
the highest quality are issued. Because serious questions have ansen about the
quality of many patents, particularly in the business method area, we should seriously discuss and explore any suggestions-legislative, regulatory, or otherwise-for
improving patent quality.
Iam glad that you have invited witnesses who will present a number of suggestions for improving patent quality. I look forward to their testimony, and am open
to being persuaded by them about the merits of various patent quality improvement
ideas. Want to use my time to briefly sketch out a number of quality improvement
ideas that, at least at this time, I am inclined to favor.
POST-GRANT CHALLENGES

It seems that consensus has begun to emerge around at least one suggestion for
improving patent quality. Namely, there appears to be widespread support for the
creation of a more robust post-grant challenge procedure. At our business method
patent hearing, both the Intellectual Property Owners Association and the American
Intellectual Property Law Association expressed support for more robust post-grant
challenges. The ABA, the PTO itself, and a wide variety of individual companies in
the software hardware, internet, financial services, and pharmaceutical industries
have also indicated their support for more robust post-grant challenges.
I am pleased that such a consensus has begun to emerge. Creation of a more robust post-grant challenge was one of the key features of two bills, H.R. 1332 and
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-
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H.R. 1333, that Mr. Boucher and I introduced last month. It therefore appears that
we were onto something.
However, I note that the consensus about the creation of a more robust post-grant
challenge is not matched by consensus about the form such a procedure should take.
Some have expressed support for creation of a European-style opposition procedure;
some support an expansion of the current inter partes reexamination procedure; and
still others would create a totally new breed of reexamination. Furthermore, significant and reasonable debate continues about the exact features that any of these
new, post-grant challenges should have.
I wanted to briefly inform my colleagues about the choices that Mr. Boucher and
I made in crafting the post-grant opposition procedure included in H.R. 1332 and
1333, and the reasons we made those choices. I hope my colleagues find this information useful in developing their own opinions about the appropriate form and
structure of a post-grant challenge.
Breadth of Issues Addressed in Opposition
'rhe Berman-Boucher bills allow a challenger to request an opposition to a patent
on the basis of Section 101, 102, 103, of 112. In other words, a challenger would
be able to raise essentially any issue as to the patentability of the claimed invention, including subject matter, utility, novelty, obviousness, or specificity of claims.
The allowance of oppositions on any issue of patentability maximizes their usefulness. Because oppositions can only be filed within a certain timeframe, as I will describe below, the breadth of issues that can be raised will not contribute to abusive
or tierial filings of oppositions.
Time Limits for Initiating an Opposition
The Berman-Boucher bill require that an opposition be initiated within 9 months
of the issues of the challenged patent. The opposition must be completed within 18
months of the request for an opposition, which results in a maximum of 27 months
passing from the grant of the patent before all opposition are completed.
The purpose of such a time limit is two-fold. First of all, the survival of a challenged patent and the passage of the deadline for filing further oppositions provides
increased assurance about the validity of the patent, and thus creates a more stable
marketplace for investors, competitors, and the inventor alike. Secondly, the establishment of a deadline prevents sequential filing of oppositions, and thus prevents
abuse of the opposition process to harass patent holders.
Estoppel
The time limit for filing of an opposition is tied closely to the estoppel effect of
oppositions. Within time limits, it may be very difficult to gather the evidence and
resources to effectively advocate all possible bases for initiating an opposition. Thus,
an opposition should have no estoppel effect with regards to issues not actually
raised.
A further reason to minimalize the estoppel effect of an opposition is that broad
estoppel will lead challengers to rely on litigation, rather than use oppositions. If
a challenger only has one shot, they will invariably take that shot in a jury trial.
Mr. Boucher and I did believe, however, that initiators of oppositions should be
estopped from raising the same issues in a subsequent civil action or reexamination.
Conversely, we believed that no one should be able to initiate an opposition regarding an issue that was resolved in a prior civil action or reexamination to which they
were a party. Estoppel should exist in these specific circumstances to prevent harassment of patentees. It also ensures that oppositions create efficiencies rather than
a new opportunity to waste resources on reconsideration of adjudicated issues.
Appeal
Estoppel is, in turn, closely tied to the rights of appeal from opposition determinations. Some patent attorneys have stated that "it would be legal malpractice" to suggest a client utilize a post-grant challenge that both estops them from raising issues
in a future proceeding and prohibits them from appealing an adverse decision. In
fact, because only the patent owner can appeal an adverse ruling in an inter partes
reexamination, it appears that inter parte8 reexamination will almost never be requested by a third party.
The Berman-Boucher bills allow any party to appeal an adverse determination in
an opposition proceeding. The bills also allow the patent owner and third-party requestor of an opposition to be parties in appeals taken by one another. Such broad
appeal rights are necessary to ensure that a post-grant challenge is actually uti-

lfized.
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Administrative Opposition Judges
To preside over oppositions, the Berman-Boucher bills direct the PTO Director to
establish an Administrative Opposition Panel "comprised of not less than 18 administrative opposition judges (AOJ), each of whom shall be an individual of competent
legal knowledge and scientific ability." We believe there is a need to establish such
a panel because the PTO is not currently structured to conduct quasi-judicial proceedings such as the full-blown oppositions contemplated by our bills. The Administrative Opposition Panel would fill this need by creating a corps of full-time professionals properly trained to conduct oppositions. If 18 AOJs prove insufficient to handle the number of oppositions, the PTO Director has the authority to create more
AOJs.
Evidentiary Rules, Creation of Record, Formatfor Proceedings
The Berman-Boucher bills are designed to ensure that both parties to an opposition have every opportunity to make their case, and that the AOJ can gather any
evidence she deems relevant. The bills require the challenger to file a detailed document outlining the basis for the challenge, allows the patentee to file a response to
the initial filing, and then allows the challenger to file a response to the patentee's
response.
The bills allow the AOJ to ask for "oral testimony (including exhibits and expert
testimony) in direct or cross examination, or in any deposition, affidavit, or other
documentary form." Thus, the bills give the AOJ the discretion to gather evidence
beyond the paper filings of the challenger and patentee if the AOJ believes such evidence is relevant.
We believe that these procedures strike the right balance between allowing the
parties to effectively make their cases, and not creating an unduly onerous or burdensome proceeding. Both parties are guaranteed an opportunity to make their case
on paper. If they can convince the AOJ that further evidence is relevant, the AOJ
has the discretion to order the gathering of such evidence. However, if the AOJ believes that such evidence is not relevant, for instance if it merely constituted a fishing exhibition by either party, then the AOJ could refuse to allow the gathering of
such evidence.
PRE-GRANT IMPROVEMENTS TO PROCESS

While I believe the creation of a more robust post-grant challenge will improve
patent quality, I believe patent quality can be further improved through other
changes to the patent system.
Improvements in PriorArt Available to Examiners
A key issue in assuring patent quality is ensuring that a patented invention is
sufficiently differentiated from prior inventions to be novel andnon-obvious. For the
patent examiner to be able to effectively make such a determination, the examiner
must be aware, to the extent possible, of all relevant prior art.
Significant questions have arisen about the quality of prior art currently available
to patent examiners. These questions have been at least partly validated by numerous examples, particularly in the business method area, of patents that appear to
have been issued despite extensive and compelling prior art.
To quell such questions, I believe we should explore every avenue for improving
the prior art available to examiners. I believe it is particularly important to improve
the availability of non-patent prior art. There is no reason to rely on the issuance
of a significant body of bad patents for the creation of prior art if prior art can be
gleaned before the issuance of bad patents.
H.R. 1332, which only applies to business method inventions, contained one mechanism for getting more prior art to the attention of examiners of business method
applications. H.R. 1332 would allow any party to submit to the PTO for the record
prior art, including evidence of knowledge or use, or public use or sale, relevant to
a pending application. H.R. 1332 would also allow any party to file a protest against
a patent application. Lastly, H.R. 1332 would allow any party to petition the Director to conduct a proceeding to determine whether the invention was known or used,
or was in public use, or on sale, under section 102 or is obvious under section 103.
Through these provisions, which conceptually could be extended to anypublished
patent application, the public is able to make a patent examiner aware of prior art
that is relevant to a pending application. Such prior art may also, of course, prove
relevant to patent applications other than those for which it is submitted, and thus
may have significant additional utility.

Examiner Access to Pending Applications
Another mechanism, not included in the Berman-Boucher bills, for improving
prior art would be to give examiners the ability to access and search all pending
patent applications, whether published or unpublished, and the prior art references
contained within. Particularly in areas like business methods, where there are now
more pending applications than business method patents ever granted, access to
pending applications may prove to be the most extensive source of prior art. There
is no good reason to issue bad liatents and rely on litigation to find the prior art
if it is readily available prior to grant.
Improvements in Electronic Examination and Searching
Access to pending applications and the ability to search them is tied closely to another issue-improvement of the electronic filing and searching abilities of the PTO.
I understand that M*PAM one of the witnesses here today, has some pointed things
to say about the efficacy o? the current PTO system for electronic prior art searches.
I am interested to hear what they have to say, and what suggestions they have for
improving the electronic searching capabilities of the PTO.
One improvement that appears obvious to me would be the fully electronic consideration of patent applications. As I understand it, the PTO currently has the ability
to accept electronic filings, but immediately converts applications to paper and examines them in the paper format. Only when the application has finally been approved is it converted back to electronic form.
Such a procedure seems wasteful and unduly expensive, and also would appear
to forestall/the ability of one examiner to access or search for prior art pending applications being considered by other examiners. It would appear that the most effective way of facilitating such cross-referencing of pending applications by examiners
would be for all pending applications to be electronically accessible in their most recent format.
Duty of Applicants to Disclose Searches
Another improvement to the available prior art is to require patent applicants to
disclose their prior art searches, as contemplated by both Berman-Boucher bills.
Disclosure of such searches will give examiners a roadmap to follow in searching
for prior art, and may give them a variety of sources or prior art references that
they otherwise would not have discovered.
FUNDING

Of course, any discussion about ways to improve the quality of patents is not complete if it doesn't also address funding concerns. To implement many of the suggestions I have listed, such as creation of opposition panels, fully electronic examination, and expanded electronic searching tools, the PTO will need money. Unfortunately, the current diversion of funds from the PTO, which totals over $206 million
in the recent Bush budget for FY 2002, inhibits the PTO's ability to handle itscurrent workload, much less initiate new programs and cope with new mandates. Thus,
any initiative to improve patent quality must include adequate funding to support
the initiative.
CONCLUSION

I look forward to hearing our witnesses' thoughts on patent quality, and am sure
they will provide many interesting suggestions. As I have immersed myself more
deeply in this issue, I have learned there are no end of suggestions for improving
patent quality. However, there is, as yet, no consensus on exactly which approaches
are achievable. Thus, I think it is very productive to have a hearing like this, where
we ask experts to throw ideas up on the wall and we study them to see which will
stick. In the spirit of this exercise, I have shared my thoughts on some meritorious
ideas for improving patent quality, and I look forward to the reactions of both the
witnesses and my colleagues.

Mr. COBLE. I thank you for your opening statement, Mr. Berman;

and, folks, we:,will adjourn to the floor and we will return imminently. You all rest easy while we're gone.

[Recess.].

Mr. COBLE. Thank you all for bearing with us. It looks like our

voting work for the day is over, so we will be able to proceed. The
Subcommittee is pleased indeed to have as our first witness today
Mr. Mike Kirk, no stranger to our Subcommittee. Mr. Kirk serves

as the Executive Director of the American Intellectual Property
Law Association. Prior to AIPLA, he served as the Deputy Assistant Secretary of Commerce and Deputy Commissioner of Patents
and Trademarks from May, 1994 through March, 1995.
In 1993, Mr. Kirk also served as the Acting Assistant Secretary
of Commerce and Acting Commissioner of Patents and Trademarks. Mr. Kirk earned his bachelor of science degree in electrical
engineering at the Citadel in Charleston in 1959, and his juris doctorate in 1965 from Georgetown University Law Center, and his
masters of public administration in 1969 from Indiana
University.
Our second witness is Mr. Jeffrey P. Kushan, a partner in the
of Powell, Goldstein, Frazer and Murphy. His clients inlaw
cludefirm
a variety of cutting-edge companies, including those in the
biotechnology and computer fields. Prior to entering private practice, Mr. Kushan spent more than 10 years with the United States
Patent and Trademark Office, first as an examiner specializing in
biotechnology, and then proceeded on to a 2-year assignment with
the Office of the United States Trade Representative. AT USTR, he
represented the United States on intellectual property matters before the World Trade Organization and the World Intellectual
Property Organization, known as WIPO to us.
He is a frequent speaker and lecturer on domestic and international intellectual property issues. Mr. Kushan earned his bachelor of science in chemistry at the College of William and Mary, a
masters degree in chemistry from the University of North Carolina
at Chapel Hill, and was graduated with honors from the George
Washington University Law Center.
Mr. Goodlatte, our friend from the valley in Virginia, has requested to introduce our third panelist.
Mr. GOODLATTE. Thank you, Mr. Chairman. It's a real pleasure
for me to introduce my friend, David Martin, who is not my constituent, but is close. He is in Charlottesville, and since my daughter will, in the fall, be attending his alma mater, the University of
Virginia, I feel an even closer tie to Charlottesville, and some of my
money is going to be heading over there soon.
He is an expert in domestic and international technology transfer. I have had the opportunity to visit his company, M.CAM,
where he serves as the CEO-he was also the founder-in Charlottesville; it developed and commercialized the world's first intellectual property characterization and financial technology-I don't
think that's phrased exactly right-all right; first intellectual property characterization and monetization technology.
Dr. Martin earned his bachelor of arts from Goshen College, his
master of science from Ball State University, and his Ph.D. from
the University of Virginia. He also serves as an assistant professor
at the University of Virginia School of Medicine, where he founded
and was executive director of the school's first for-profit R&D Corporation. He also serves on numerous corporate and civic boards in
the U.S. and.Asia, and is a frequent speaker and the author of numerous publications, ranging from intellectual property to international finance to history. He is our renaissance man today, Mr.
Chairman, I thank you for the opportunity.
Mr. COBLE. I thank you, Mr. Goodlatte.

Mr. Kushan, are you a native Carolinian?
Mr. KusHAN. Only for a few years. I'm actually much more of a
mongrel, from all over the U.S. I have had too many places I have
lived in my life. My 2 years in North Carolina were quite enjoyable.
Mr. COBLE. We have a very obvious Carolina flavor; Mr. Kirk,
from the land of the palmetto, and his colleague here. It is good to
have you, Mr. Kushan.
Our final witness is Mr. James F. Cottone, Immediate Past
President of the National Intellectual Property Researchers Association, which is a group representing the independent research
specialist and patent agents. Mr. Cottone was graduated from the
Penn State University with the bachelor's degree in electrical engineering. His 25-year career in electrical engineering has included
diverse positions, such as first serving as a United States Naval
submarine electronics technician, to research and engineering at
institutions such as John Hopkins and then in the patent field. He
was formerly with the law firm of Bacon and Thomas.
Mr. Cottone is a registered patent agent and has lectured and instructed on the field of electrical engineering.
You know, Mr. Berman and I have said this several times. We
have been richly blessed with the caliber and quality of panelists
that appear before our Subcommittee, and we are appreciative to
you for that.
Mr. Kirk, I will start with you. We've got to get you on that plane
before the wheels go up. Gentlemen, as you all perhaps know, we
do try to abide by the 5-minute rule. Wien you see the red light
illuminate in your eye, that is your ominous warning to try to wind
her down.
Mr. Kirk?
STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR,
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

Mr. KIRK. Thank you, Mr. Chairman. I appreciate the opportunity to appear here today before you and the other Members of
the Subcommittee to offer AIPLA's suggestions for improving patent quality through post-grant procedures. We commend you for
taking a fresh look at how patent procedures can be improved to
strengthen the quality of U.S. patents.
The provisions for inter partes re-examination included in the
American Inventors Protection Act took a couple of devastating hits
on the way to enactment. First, an estoppel was added that prevented any party from contesting any fact determined by the
USPTO during a re-examination. Compounding this limitation, the
right of a third party requester to appeal or participate in an appeal to the CAFC was eliminated.
Mr. COBLE. Mr. Kirk, if you would suspend just a minute. In
view of the fact that we only have four witnesses and Howard and
again, we will not severely enforce the 5be interrupted
Iminute
will notrule.
So, when you see the red light, nobody will buggy
Mr. KIRK. To date, there have been no inter partes re-examinations. It is our belief few will dare use this procedure on an important patent. We strongly urge that the inter partes re-examination
procedures be revised to correct these two deficiencies. Their con-

tinued presence dampens the enthusiasm of the public to come forward and present information that the procedure was designed to
attract.
Although re-examination procedures limit the evidence for challenge to patents and printed publications, examiners routinely consider other grounds when they have the information to do so. They
consider tangible evidence of knowledge or use by others, prior public use and sale, as well as whether the applicant filed an enabling
disclosure. The time has come to allow patents to be tested on
these broader grounds in a post grant proceeding in the office. H.R.
1333 would do this.
Any person within 9-months of patent grant could request an oppsition on the basis of sections 101, 102, 103 or 112 of title 35.
he opposition would be held before an administrative opposition
judge who would consider any evidence considered relevant, including oral testimony by experts. Claims could not be enlarged, and
either the patent owner or the third party could appeal to the
CAFC or the U.S. District Court for the District of Columbia. Final
decisions would create estoppels as to issues which were raised.
AIPLA supports the provisions of H.R. 1333 that permit a third
party, within a 9-month period from patent grant, to request an opposition on the basis of sections 102, 103, and paragraphs one and
two of section 112. We do not, however, believe that the patent eligibility or usefulness requirements set out in section 101 of title 35
form an appropriate ground for opposition. Other provisions in H.R.
1333 that we find troubling are outlined in my written statement.
We would also strongly urge that the In re Portollo Packaging
case be overturned. When it is clear that a proper rejection can be
based on some reference, it makes no sense to force the issue into
expensive Federal court litigation to resolve the issue simply because it was already allegedly considered by the USPTO.
As important and needed as strengthening the post grant procedures is, improving them has little benefit for inventors whose patents do not issue until after the commercial life of their inventions.
The President's budget proposes to withhold $207 million from the
office in 2002. Let us consider the impact. According to the
USPTO's corporate plan, quote, 'The processing time frames for
granting patents and registering trademarks, called pendency, will
increase . . . and pending application backlogs will continue to
grow at this requested funding level," endquote.
A chart following this quoted language reveals that patent pendency will climb to 38.6 months by the year 2006, but there's an important footnote that states, quote, ". . . the processing timeframes for fiscal year 2006 assume that the USPTO will have full
access to its fees beginning in fiscal year 2003 in order to . . .
achieve these time frames." Bad assumption.
The President's budget projects that, on average, in excess of
$183 million in fee revenue will be diverted in each of the years
2003 through 2006. If the USPTO forecasts a patent pendency of
38.6 months if it receives all of its fee revenue during this period,
what will the pendency really be after an additional $733 million
is diverted? This will essentially remove the patent system from
those fields where new products have a commercial life of less than
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some number that's much bigger than 38.6 months, perhaps 60
months or more.
But there is more bad news. Two days ago, I had a conversation
with a senior official at the European Patent Office. He stated that
because the workload there at the EPO has reached a critical
stage, the EPO is planning to take steps to reduce its workload
under the Patent Cooperation Treaty. The principal impact of such
a reduction will be to increase the workload on the USPTO.
For several years, the EPO has had an agreement with WIPO to
conduct international searches and international preliminary examinations for the nationals of any member country of the PCT.
Approximately 20,000 U.S. applicants take advantage of this annually by asking the EPO to conduct such searches, and 80 percent
of this number further ask the EPO to conduct preliminary examinations. The decision by the EPO to stop performing such searches
and preliminary examinations means that these 20,000 applicants
will be forced to come to the USPTO.
The situation is further compounded because, under the PCT, the
USPTO is obligated to perform the international search in 16
months. Already applicants in some art areas, Tech Centers 2100
and 2600, are beginning to use the PCT simply to take advantage
of a more timely search. What will happen when 20,000 new PCT
applications are dumped on the office? We could well have a twotier patent system, where American inventors interested only in a
U.S. patent are moved to the back of the line.
Lest anyone get the impression that this is directed only at the
current President's budget or the current leadership of Congress,
rest assured it is not. This chronic underfunding of the USPTO has
been the modus operandi of the executive branch and the Congress
for the last 10 years, as we know. The crisis has been building for
ears, notwithstanding the pleas of the Nation's inventors and
usinesses. Unless the funding crisis of the USPTO is dealt with,
the subject of this hearing will become an irrelevant sideshow.
Thank you.
[The prepared statement of Mr. Kirk follows:]
PREPARED S-rATENIENT OF MICHAEL K KIRK, EXECUTIVE DIRECTOR, AMERICAN
INTELLECTUAL PROPERTY LAW ASSOCIATION

Mr. Chairman:
I appreciate the opportunity to appear before the Subcommittee today on behalf
of the American Intellectual Property Law Association (AIPLA) to offer our suggestions for improving patent quality through post-grant procedures in the United
States Patent aind Trademark Office. We understand that the purpose of this oversight hearing is to specifically examine the current reexamination system, assess its
effectiveness, and determine whether legislation is needed to strengthen the system.
Our comments will focus on steps that we believe should be taken to strengthen the
existing reexanination system and, drawing from H.R. 1333, to suggest the adoption of a post-grant opposition procedure.
The ArPLA is a national bar association whose more than 12,000 members are
primarily lawyers in private and corporate practice, in government service, and in
the academic community. The AIPLA represents a wide and diverse spectrum of individuals, companies and institutions involved directly or indirectly in the practice
of patent, trademark, copyright, and unfair competition law, as well as other fields
of law affecting intellectual property. Our members represent both owners and users
of intellectual property. They share the common desire to see the procedures of the
USPTO strengthened to ensure that only valid patents are promptly issued and to
have administrative mechanisms available in the USPTO to allow the public to ensure that only such patents are permitted to stand.

INTRODUCTION

The AIPLA-commends you Mr. Chairman for taking a fresh look at how patent
procedures can be improved to strengthen the quality of U.S. patents and enhance
the confidence of inventors, businesses, and the investment-community in the patent
system. We also commend the Ranking Member of the Subcommittee, Mr. Berman,
for his continuing interest as well, and in particular for the introduction of H.R.
1333.
Before turning to the specific comments that AIPLA wishes to make regarding the
needed improvements to the existing reexamination procedures and/or possibly augmenting these systems with an opposition system, we feel compelled to comment on
what we perceive to be a much more urgent and compelling problem: the fiscal crisis
confronting the USPTO. As important and needed as strengthening the post-grant
procedures of the Office is, the improvement of these procedures in this time of crisis is, to use a hackneyed cliche, truly like rearranging the deck chairs on the
Titantic. The imperative of improving the procedures for strengthening U.S. patents
recedes drastically when we are facing a situation where inventions in an increasing
number of areas may well not issue until after their commercial life has expired.
The budget sent by the President to the Congress last month proposes to give the
USPTO $1.139 billion in FY 2002. The President's budget contains an estimate that
the Office will receive $1.346 billion in fee revenues in FY 2002. This means that
if the President's budget estimates were accurate, the USPTO would have some
$207 million in fee revenues withheld-diverted-pick your verb-in FY 2002. As
outrageous as this is, it does not begin to tell the entire story.
We need to face what is happening to the USPTO-the rapidly deterioratingengine of high tech products andservices for this nation. According to the Fiscal Year
2002 Corporate Plan of the Department of Commerce for the United States Patent
and Trademark Office, published in April, 2001, 'The processing timeframes for
granting patents and registering trademarks, called pendency, will increase-and
pending application backlogs will continue to grow at this [the President's] requested funding level." Following this statement, the Corporate Plan presents a
chart that reveals that patent pendency to issue/abandonment will climb to 38.6
months by FY 2006. A note beneath this chart qualifies this projected pendency increase: "It is important to note that the processing timeframes for fiscal year 2006
assume that the -JSPTO will have full access to its fees beginning in fiscal year 2003
in order to make critical investments in personnel and automation needed to
achieve these timeframes." (emphasis added).
This gloomy picture becomes much worse when we contrast the out-year funding
plans for the USPTO with the pollyannaish assumption in the USPTO's Corporate
Plan noted above. Contrary to the assumption in the Corporate Plan, the President's
budget projects that an average in excess of $183 million in fee revenue will be
withheld from the Office in each of the years FY 2003 through FY 2006. If the
USPTO forecasts a patent pendency of three years and two and one-half months if
it receives all of its fee revenue, what can we imagine might be the pendency if an
additional $733 million is diverted in fiscal years 2003 through 2006? This essentially abolishes the patent system in any field where new products have a cycle life
--of less five years, and perhaps even longer. It would certainly be a proud moment
for the United States if it were the first nation to be hauled before the WTO for
failing to live up to its TRIPs' obligation in Article 62.2:
"Where the acquisition of an intellectual property right is subject to the right
being granted or registered, Members shallensure that the procedures for grant
or registration, subject to compliance with the substantive conditions for acquisition of the right, permit the granting or registration of the right within a reasonable period of time so as to avoid unwarranted curtailment of the period of
protection."
Would granting patents for inventions in several important fields such as biotechnology and computers years after their useful commercial life has ended be an
"unwarranted curtailment of the period of protection"?
Lest anyone get the impression that this is directed only at the current President's budget, or the current leadership of the Congress, rest assured it is not. This
chronic under-funding of the USPTO has been the modus operandi of the Executive
Branch and the Congress for the last ten years. This crisis has been building for
years notwithstanding the pleas of the nation's inventors and businesses. In fact,
the situation is worse because of the failure of those putting together the budgets,
whether in the Executive or Legislative Branches, to base their budgets on realistic
estimates. It is already known, for example, that the fee collections for both this fiscal year and next will fall short of stated projections by more than $130 million,

only exacerbating the pressures to further reduce the appropriation to the USPTO.
Unless the funding crisis facing the USPTO is dealt with, the subject of this hearing
will become an irrelevant sideshow. I turn now to the topic of this hearing.
REEXAMINATION

The ex parte reexamination system contained in sections 301-307 of title 35 was
developed in the late 1970's andwas enacted into law in December of 1980, becoming effective on July 1, 1981. Its purpose was to provide an avenue for patent owners and third parties to bring to the attention of the USPTO pertinent patents and
printed materials which an examiner might not have uncovered during the course
of patent examination. It was believed that reexamination would provide an efficient, effective, and relatively inexpensive technique for the Office to consider
whether an issued patent was valid, whether its claims should be narrowed, or
whether it should not have been issued at all. It. was perceived that the reexamination process would thus benefit patent owners, the public, and lessen the burdens
on the federal court system.
During the debate on the establishment of the patent reexamination system in the
United States, attention was focused on achieving the right balance between permitting third parties to come forward with evidence and participate in proceedings and
providing patent owners with a means to evaluate the validity of issued patents
quickly and inexpensively without undue harassment. With the benefit of nearly 15
years experience with reexamination, the AIPLA concluded that the procedure was
not performing as effectively" as was envisioned and that a better balance needed
to be struck between third-party participation in the reexamination process and the
interests of patentees in ensuring that the reexamination process remained reasonably prompt and inexpensive with no undue harassment.
As early as 1991, the AIPLA adopted a resolution favoring the right of a thirdparty requester to participate in a reexamination proceeding. We supported the opportunity for a third party to file comments on a patentee's response to an examiner's first action on the merits in a reexamination proceeding and to comment on an
examiner's decision confirming the patentability of any claims. This resolution also
favored the right of a third party requestor to appeal a final decision of an examiner
confirming the patentability of any claims to the Board of Patent Appeals and Interferences and to the U.S. Court of Appeals for the Federal Circuit (CAFC) and to participate in any appeal of rejected claims by the patentee to those two tribunals. To
guard against harassment, we recommended that a third party's decision to appeal
or participate in such an appeal should create an estoppel that would prevent the
third party from asserting the invalidity of any claim in the patent in any forum
on grounds which were raised or could have been raised.
AIPLA supported a succession of bills providing for such an inter partes reexamination system, beginning in 1994 with S. 2341 in the 103rd Congress (which actually passed the Senate on October 4, 1994). We subsequently testified in support of
a similar bill, H.R. 1732, in the 104th Congress in 1995, which became TITLE V
of H.R. 3460, the Moorhead-Schroeder Patent Reform Act. Early in the 105th Congress, Mr. Chairman, you introduced the successor legislation, H.R. 400, the 21st
Century Patent System Improvement Act, TITLE V of which continued the inter
partes reexamination amendment to the existing reexamination procedures. We all
remember the unprecedented-for a patent bill-two days of debate on the House
floor on April 17 and 23, 1997, that finally moved the measure to the Senate, but,
unfortunately, not before a last minute amendment by Ms. Kaptur-a "submarine"
amendment-deleted TITLE V.
Undeterred, you again introduced an amendment to the patent law to provide for
inter partes reexamination as TITLE V of H.R. 1907, the American Inventors Protection Act of 1999 in the 106th Congress. As introduced, TITLE V was generally
consistent with the resolution that AIPLA had adopted back in 1991. While TITLE
V was not knocked completely from H.R. 1907 on its journey through the House,
it took a couple devastating hits. First, an estoppel was added that prevented any
person requesting an inter partes reexamination from contesting any fact determined by the USPTO during the reexamination (unless that finding of fact was later
proved erroneous on the basis of previously unavailable information). Compounding
this limitation, the right of a third-party requestor to appeal an adverse decision
or to partici ate in an appeal by the patentee to the CAFC was eliminated. This
also made the other estoppels contained in the TITLE somewhat unfair because
they kicked-in even though the third-party requestor could not appeal to or participate in an appeal to the CAFC.
Since the effective date provisions of the inter partes reexamination procedure
provide that it only applies to patents issued on original applications filed on or
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after the date of enactment of the AIPA on November 29, 1999, there has been little
if any opportunity for anyone to use the inter partes reexamination procedure. It
is our strong belief, however, that no one would Tare use the procedure on an important patent because of the restrictions added to the TITLE mentioned above. Consequently, the public remains without an effective means to efficiently, inexpensively, and fairly challenge a patent.
OPPOSITION

While the legislation discussed above was wending its way through Congress,
AIPLA continued to study the needs of the patent system, and particularly whether
an even better solution could be devised to allow the public to challenge overly
broad patent claims. When .the original reexamination provisions were being crafted
back in the late seventies, the concern most frequently expressed was that grounds
for refusing patents other than patents and printed publications were not readily
available to examiners, and that therefore reexamination should be limited to what
examiners do the vast majority of the time--consider patentability only on the basis
of patents and printed publications.
However, although both ex parte and inter partes reexamination limit the basis
on which a third party can challenge a patent to either patents or printed publications, examiners routinely consider other grounds when they have the information
to do so. Thus, examiners do consider tangible evidence of knowledge or use by others before the invention by the applicant as set forth in 35 U.S.C. 102(a). They also
consider prior public use and sale as set forth in 35 U.S.C. 102(b) when information
documenting such acts comes to their attention. Similarly, examiners routinely consider whether an application contains an enabling disclosure-a description in such
full, clear, concise and exact terms as to enable a person skilled in that technology
to make and use the invention-as required by the first paragraph of 35 U.S.C. 112.
In light of the growing complexity of new technologies and also looking at what
other nations were doing, AIPLA established a Special Committee on Oppositions
in 1994 to study the question of whether, on the basis of existing systems, it was
time for the United States to adopt an opposition system. The Special Committee
concluded, and the AIPLA Board agreed, that the time had come for the United
States to take such a step. Under the approach recommended by the Special Committee and approved by the AIPLA Board in 1995, third parties would be permitted
to challenge patents for the first 12 months after grant on the basis of any matters
under section 102 and 103, as well as paragraphs 1 and 2 of section 112 of title
35. Any public use issues would be resolved based upon affidavit testimony subject
to cross examination by means of deposition. Broadening amendments would be permitted during the opposition and it would be completely inter partes in nature, but
subject to the control of an individual specially trained to tightly control legal proceedings and rule on the admissibility of evidence.
A comment is in order regarding the difference between an "opposition" system
and an inter partes reexamination system. Most observers would say that an opposition system tends to be a more robust, adversarial proceeding for a limited period
of time following patent grant. On the other hand, reexaminations, at least as they
have existed in the United States, tend to be somewhat limited as to the basis on
which they can be initiated and somewhat less adversarial, but they can be initiated
at any time during the life of a patent. There is no bright line between the two procedures and they can rationally co-exist in the same patent granting system.
Although AIPLA had approved the creation of such an opposition system in the
United States, we did not advocate its incorporation into our law during the consideration of the bills that resulted in the AIPA. It was our belief that the time had
not come for the adoption of an opposition system in this country. We believe that
the time has now arrived.
H.R. 1333

H.R. 1333 would establish a robust inter partes opposition procedure. It would
permit any person, within nine months of the date of the grant of a patent, to file
a request for an opposition to the patent on the basis of sections 101, 102, 103, or
112 of title 35. The Director would order an opposition proceeding within 60 days
of receiving a valid request, giving the patent owner at least 60 days to file a response to the request. If the patent owner files a response, a copy must be served
on the third party requester who may in turn file a reply to the response of the
patent owner not later than two months after service of the copy.
Each opposition would be held before one of at least 18 administrative opposition
judges serving on an Administrative Opposition Panel which the Director must establish. The administrative opposition judge could consider any evidence the judge

considered relevant, including oral testimony by experts, in direct or cross examination, exhibits, affidavits, and depositions whether voluntary or compelled. The proceeding would be governed by the Federal Rules of Evidence.
No proposed new or amended claim could enlarge the scope of the patent during
an opposition. proceeding. Either the patent owner or the third party could appeal
the administrative opposition judge's decision (which is to be rendered not later
than 18 months from the request) to the Board of Patent Appeals and Interferences
and either could seek court review by the CAFC or U.S. District Court for the District of Columbia. Either the patent owner or the third party could participate in
an appeal taken by the other. Final decisions in civil actions, inter partes reexamination proceedings, and oppositions would create estoppels as to issues which were
raised.
There are a number of aspects to H.R. 1333 which we favor. We support the bill's
provisions allowing a third party, within nine months of patent grant, to request
an opposition on the basis of sections 102, 103, and paragraphs 1 & 2 of 112 of title
35. We believe that examiners can properly evaluate such grounds of patentability
and that it would permit the public to come forward with an appropriately broader
range of prior art than is currently possible in the reexamination procedure.
On the other hand, however, we do not believe that either the "patent-eligibility"
or the "usefulness" requirements set out in section 101 of title 35 form an appropriate ground for opposition. There are very practical reasons for this. First, the requirement in section 101 that an invention be "useful" is fully captured by the
enablement" requirement of section 112, first paragraph. Thus, where "utility" for
an invention is an issue, it should be addressed in the more clear and comprehensive basis provided though section 112. Second, the requirement for patent eligibility" in section 101 hasbeen construed by the courts-including the .S. Supreme
Court-to encompass "everything under the sun made by man." Thus, it would appear undesirable, if not superfluous, to subject patent owners to opposition proceedings to decide this issue. Where this issue might be manifest, it would presumably
be well suited for district court litigation where the parties have access to the full
panoply of discovery under the guidance of a federal district court judge.
There are a: number of other provisions in H.R. 1333 that we find troubling. We
do not favor the special presumption of obviousness in section 3 of H.R. 1333 because we believe it unnecessary, confusing, and likely to lead to unnecessary litigation. For example, what is a "significant difference" between the teachings of the
prior art and the claimed invention? When is a claimed invention "appropriate" for
use with computer technology?
Similarly, we believe that the requirement to "disclose in the application the extent to which the applicant searched for prior art" would unnecessarily lengthen applications without serving a useful purpose and would add a new issue to litigate.
Rule 56 already imposes a duty on all inventors named in the application, all attorneys or agents who prepared or prosecuted the application, and every other person
associated with the inventor or assignee who is substantively involved in the preparation of the application to disclose all information known to be material to patentability. Failure to comply with this duty renders any resulting patent unenforceable.
A new requirement to disclose the extent to which the applicant searched for prior
art will do nothing to make more prior art available to the USPTO.
There are a few other details such as the statutory requirement to have 18 administrative opposition judges, the absence of any standard for ordering an op osition
to be held, the level of the fees for different types of oppositions, etc. for which we
have some suggestions that we would be pleased to share with the Subcommittee.
Our comments should not, however, be construed to indicate opposition to the general concept of the opposition procedure set forth in H.R. 1333. Quite to the contrary, we view the bill as a very constructive step toward achieving our mutual goal
of strengthening the patent system by providing a means to fairly and inexpensively
weed out improvidently granted patents.
A few areas that are not addressed in H.R. 1333 deserve mention. [ noted that
in the late maneuvering on the inter partes reexamination provisions in the AIPA,
the right of a third party requestor to appeal an adverse decision or to participate
in an appeal by the patentee to the CAFC was stricken. In order to make the inter
partes reexamination sufficiently attractive to the public to use to test questionable
patents, the third party requester must have the right to appeal to the CAFC. I also
noted that a "fact estoppel' provision was added to the inter partes reexamination
procedure in the late maneuvering on the AIPA. Given that a third party requester
has no means to obtain discovery to demonstrate that an alleged "fact" is not truly
a fact, we would strongly urge that it be deleted from the inter partes reexamination
provisions. Its continued presence will cast a dampening effect over the enthusiasm
of members of the public to come forward and present the desired evidence that the
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claims of a patent are too broad or otherwise improvidently allowed. The addition
of an opposition procedure available for nine months following the grant of a patent
will have very salutary effects, but it must be kept in mind that in many situations
a third party will not know it has a commercial interest that might conflict with
a patent until several years after the patent is granted. The elimination of this unduly harsh limitation will restore an element of balance and fairness to the inter
partes reexamination proceedings and promote its use in appropriate cases.
Finally, we would strongly urge that language be added to overrule In re Portola
Packaging, Inc. 110 F.3d 786 (Fed. Cir. 1997). This case held that a rejection made
during reexamination does not raise a substantial new question of patentability if
it is only supported by prior art previously considered by the Office. When it is clear
that a proper rejection can be made on some portion of a patent or publication, it
makes no sense to force the issue into expensive federal court litigation to resolve
the issue.
That concludes my prepared testimony, Mr. Chairman. I would be happy to answer any questions which you or other members of the Subcommittee might have
and, of course, we pledge to work with you and the Subcommittee and with other
users of the patent system to see that the opportunity for the public to fully and
fairly participate in the post grant scrutiny of patents is realized.

Mr. COBLE. Mr. Kirk, we will not shoot the messenger today, but
the message is distressing and indicates the significance of what I
said at the outset, and we will talk about that and more subsequently.
Mr. Kushan, as I say, the 5-minute rule will not be rigidly enforced, but if you can, wrap it up within or about five, we would
appreciate it.
STATEMENT OF JEFFREY P. KUSHAN, ESQ., POWELL,
GOLDSTEIN, FRAZER AND MURPHY, LLP

Mr. KuSHAN. Thank you, Mr. Chairman, and thank you for providing me with the opportunity to give you some thoughts on my
perspectives.
Mr. COBLE. Mr. Kushan, you need to pull that mike a little closer
to you. Thank you, sir.
Mr. KUSHAN. Thank you, Mr. Chairman. I am testifying today in
my personal capacity and offering my views from the perspective
of a former official of the Patent and Trademark Office and an active patent practitioner. I have shared my testimony with a number of my clients, including Genentech and IBM, and have received
support from them for many of the points I am going to be making
today. I would emphasize, however, that the views I express are
my own.
Before entering private practice, I served in the PTO as a biotech
patent examiner and later as an attorney adviser in the PTO Office
of Legislative and International Affairs; my neighbor here, Mr.
Kirk, was my former supervisor. I was able to work with something
called the Advisory Commission on Patent Law Reform, which was
chartered during the first Bush administration in 1991.
I also worked on a variety of patent and trade legislative initiatives during the 1990's, and led efforts to revise examination standards and practices in the biotechnology and software-related arts
during the mid-1990's. Having lived through a number of these exercises, I have accumulated some perspectives that may have value
to the Committee in their deliberations on what the PTO can do,
and some practical limits on what the PTO can do, to improve patent quality.

The two issues that you presented for discussion today are patent quality and re-examination reform. On the first issue, I believe
the PTO has the sufficient authority to do the things that need to
be done under the law. The latter issue, however, I believe warrants legislation. Patent quality is a topic that is often framed in
the general, rather than specific terms. However, in most instances, it is an individual patent that has been improperly ganted that creates an impression that unfairly prejudices a larger
class of patents.
I have found that if a properly trained patent examiner has all
the relevant prior art in front of him or her, and is aware of all
the issues that would affect patentability, that examiner is going
to make the right decision in most instances. Clearly, having properly trained examiners that can quickly identify and evaluate prior
art is relevant to the invention, is crucial, and this is why some of
the concerns Mr. Kirk has expressed and you have taken the lead
on in expressing, over funding, are so important.
In addition to this, the PTO examination process must produce
a complete and accurate record of why the Patent Office granted
the patent. This is essential, especially in light of recent decisions
like Festo, where the courts are looking very carefully as to the
reasons why the PTO granted the patent. In the area of business
patents, in particular, which have been the focus of a lot of concern
of many people, the PTO could explore some additional procedural
changes to its examination practices that might produce a patent
that has a better record and better-tuned claims.
For example, examiners could be encouraged to note in the
record and in their communications to the applicant their understanding of the utility of the invention and the attributes of the invention that deliver that utility. This is an issue which is evolving
under section 112, under the written description requirement in
our courts, in a number of decisions, and capturing a better comprehension of the invention through a communication like that
would help people understand precisely what examiner was aware
of when they examined the application.
In addition, there are some presumptions and procedures that
can be used by the examiners in making rejections under 103, that
would help better frame the invention in terms of its key issues
that would affect patentability. There are number of additional
thoughts I have incorporated into my written testimony, and I will
move away from those and encourage you to look at those for further ideas.
The second major step-and this is something which I think is
critical for the Congress to take-is to look at and reform the inter
partes re-examination procedure that was just efiacted as part of
the American Inventors Protection Act. The original ex parte re-examination procedure, created by Congress in 1980, was efficient,
but fairly one-sided, and not very attractive to third parties who
wanted to vigorously contest patent validity. In 1992, the advisory
commission made an extensive study of the re-examination and
came up with a number of recommendations to enhance the system
to achieve this goal of greater third-party ability to challenge patents through it.

A number these recommendations were actually incorporated
into the inter partes procedure, and we were grateful to see that
happen; but, unfortunately, as Mr. Kirk has just noted, there were
a number of significant impediments placed in the re-examination
procedures that make it, as a practical matter, unusable and unworkable. There are Draconian sanctions placed on third parties
that will want to use the third-party procedure to challenge invalid
patents. Third parties are not allowed to appeal their decisions,
which are adverse to their interest, to the courts, and the law did
not expand the grounds that could be raised in a re-examination
procedure.
All those issues were counter to the recommendations of the advisory commission, and, in our view, have substantially reduced the
value, if not eliminated the value, of this new procedure. There are
a number of other issues that could explored and should be incorporated into a viable third-party re-examination procedure. I'm
going to highlight a few of those.
First, a couple of cautionary points. The challenges that might be
possible under the procedure should be limited to those that are
patent has been granted. We do not
only
to isoccur
going
think it
viable
to after
have the
a pre-grant
opposition procedure because
of the hazards that that poses for the interests of patent applicants. You cannot limit this procedure to a specific technological
area, whether driven by concerns under the obligations of the
TRIPS agreement, or because of the value that a better system
would have for all patent applicants.
The procedure should allow challenges to be based under all
forms of prior art. In other words, not just patents in printed publications, but public use and sale, issues of on sale, prior sale of the
invention. I think it's important in this respect, that many of the
issues that have caused concern in the business method area could
be resolved by allowing challenges to be granted on the full scope
of prior art, and we hope that would exhaustively address some
concerns about whether that information was able to be considered
by the PTO.
We also believe that challenges under 112, under written description and enablement, are also appropriate, but not under best
mode. The procedure-I think this is a very crucial point-must
continue to require the PTO to nake an independent finding that
there is a substantially issue of patentability. If you drop that requirement as part of the opposition procedure, you are going to create a flood of re-examination requests that the PTO will not be able
to handle, especially in the restricted financial straits that it is in.
We believe that the new system must be available to challenge
any patent that's has been issued, regardless of when it was issued.
If it is inforce, it should be challengeable.
Finally, I would like to direct your attention again to some of the
comments I made in my written testimony. It is, in our view, essential that the PTO be able to make this a rigorous proceeding;
and one issue that has not been addressed in substance is the ability-of the PTO to hold a hearing in a re-examination procedure.
We would not support full-blown discovery or other types of
measures, but they should have the authority to take a fact issue
up to the board and have that resolved. I thank you for giving me
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the chance to express my views today, and I will look forward to
an interesting discussion.
[The prepared statement of Mr. Kushan follows:]
PREPARED STATEMENT OF JEFFREY P. KUSHAN, JEFFREY P. KUSHAN, ESQ., POWELL,
GOLDSTEIN, FRAZER AND MURPHY, LLP

Good morning
My name is Jeff Kushan. I am a partner in the Washington office of the law firm
of Powell, Goldstein, Frazer and Murphy LLP. I am also a registered patent attorney, with specializations in the areas ot biotechnology, pharmaceuticals and software-related inventions. I represent clients in the biotechnology, pharmaceutical
and information technology industries, including on patent policy. I am testifying
today in my personal capacity, and the views I express are my own.
Between 1987 and 1998, Ihad the privilege of serving in the Patent and Trademark Office, first as an examiner in the biotechnology group, and later as an attorney advisor in the Office of Legislative and International Affairs. During my time
in the PTO, I was involved in a number of initiatives focused on improving patent
quality and our patent system.
-In 1991 and 1992, I was a staff member to the Advisory Commission on Patent Law Reform, established by the Secretary of Commerce to conduct a comprehensive review of the U.S. patent system. The Advisory Commission studied patent quality in a number of distinct contexts, including the quality of
software-related inventions and the reform of the then-existing exparte reexamination system. Certain concepts found in the Commission's final report
were reflected in the inter partes reexamination system established in 1999
by the American Inventors Protection Act (AIPA) (Pub. L. 106-113).
-Between 1993 and 1996, I led projects in the PTO to develop examination
guidelines concerning the application of the utility standard in relation to
pharmaceutical and biotechnological inventions, and concerning examination
of software-related inventions. Both projects were designed to provide more
workable examination procedures that could be used efficiently and effectively
by examiners to produce higher-quality patent grants. Both initiatives were
also designed to remove uncertainty in how PTO examiners were to evaluate
and apply the law.
-In 1996 and 1997, I was detailed to the Office of the U.S. Trade Representative in Geneva, Switzerland. Among other things, I worked extensively on
projects aimed at improving coordination among the major patent offices in
their examination practices, particularly through the use of information technology solutions.
I believe my experiences in the PTO and in the international environment have
given me certain unique insights and provided me with an understanding of the
practical limits of Patent Office-administered procedures, particularly those focused
on improving patent quality. In my testimony today, I will provide some observations on two areas where I believe the PTO can take steps to improve patent quality, namely, changes in examination practices and reexamination reform.
INTRODUCTION

Before turning to the issues of examination practices and reexamination reform,
I would like to add my voice to those who are gravely concerned over the practice
of not appropriating to the PTO all of the fees it collects. I congratulate you, Chairman Coble, for your leadership in the effort to preserve PTO funding, and congratulate your colleagues, particularly the Ranking Member, Mr. Berman, and Representative Lofgren, for their efforts in this cause.
As you know, over the past decade, more than $650 million in fees have been
withheld from the PTO. Unlike other fee-based agencies, the PTO's revenue is, by
statute, designed to recover 100% of costs of the PTO doing its job. Stated simply,
there are no "surpluses" that exist at the PTO. Taking money away means simply
that Congress is making the PTO do its job with an amount of funding that Congress itself has determined to be inadequate. And since the PTO must conduct a
comprehensive examination of each patent, the options available to the PTO to deal
with this artificially created financial crisis each year are very limited.
After five years of significant diversions, we can now appreciate the impact of this
extremely shorighted practice. Patent application pendency has grown steadily
over the past three years, and is projected to increase significantly next year. The
PTO cannot pay overtime to examiners to help reduce the growing backlogs in high-
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growth areas, and has to cut examiner training and educational opportunities. Automation projects in the PTO have been delayed repeatedly, and when delivered, usually fall short of needs of the patent community. More dramatic, long-term reforms
that the PTO should be developing to deal with its increased workload cannot be
undertaken due to the costs of implementing currently mandated reforms and the
uncertainty of the availability of funds to pay for those programs. For example, the
PTO has had to implement the AIPA with no supplemental funding from Congress.
The capacity of the PTO to implement additional procedures or changes to its examinationpractices are is thus significantly constrained by the funding problem.
The financial crisis created by the annual appropriations process, which should
not exist in the first place, is preventing the PTO from living other than on a yearto-year basis. Indeed, the only reason we do not have a full-blown crisis at the PTO
now is that patent and trademark application filings-and the corresponding fee
revenue from those filings-keep increasing at a significant rate, making funds
available in the current fiscal years beyond initial projections. This practice of keeping the PTO afloat today using fee revenue that is supposed to pay for work to be
performed in the future cannot last. As soon as filings level off, the PTO will find
itself in a crisis that has no option but to drastically increase patent pendency. I
accordingly urge you to keep up the good fight, and support your efforts to ensure
that the PTO is appropriated all the funds it collects.
Turning to the subject of this hearing, I would like to address two general issues
that are pertinent to the issue of patent quality, and the more significant issue of
public confidence in patent quality. These two issues are:
-reforms that the PTO can undertake using its existing authority over examination that will improve the quality of patents in certain sectors, particularly
reforms that will yield a clearer record of the basis of the patent grant; and
---changes to the patent law to make reexamination a viable alternative to litigation in the Federal courts where questions of patent validity are discovered.
Improvements in both areas would help build greater public confidence in the validity of patents, particularly those in the area of computer-implemented business
methods and other web-related transaction processes.
SEATING REASONABLE AND DEFENSIBLE OBJECTIVES FOR THE PATENT EXAMINATION
PROCESS

The PTO currently employs more than 3,000patent examiners who must review
more than 270,000 applications filed each year.The output of the Office is presently
in the range of 145,000 patent ants each year. Recent trends showing annual increases in filings suggest that this workload is not going to change dramatically in
the near future. First and foremost, workload defines what the PTO must do to
carry out its statutory mandate.
In addition, there are a number of public policy determinations that the Congress
has made that define the limits of what PTO must do to perform its statutory function.
-First, Congress has established that all patents issued by the PTO are presumed to be valid and are entitled to rely on that presumption when being
enforced in a judicial proceeding. See, 35 U.S.C. 282. The presumption of validity is based on solid public policy and is of fundamental importance in protecting the value of patents in the United States. This presumption forces
those who would try to avoid the effect of the patent by invalidating the patent to carry the burden of establishing, by clear and convincing evidence, that
the patent is invalid. The statutory presumption removes uncertainty as to
the patent in the marketplace, making patent validity an issue only when the
patent is being enforced.
-- Second, Congress has mandated that all United States applications be subjected to an examination. This standard of mandatory examination for each
application filed differs from most other systems where a specific demand or
request for examination must be presented before the Office will commence
the examination process. In each such system, the patent applicant must
present the request for examination by a certain cut-off date, with the consequence that the patent application will be considered "withdrawn" if no request for examination is made. In certain systems, the cut-off date is quite
extended-several years after filing-which have earned such systems the
label "deferred examination" systems.
T'he concept of "deferred examination" was debated by the 1992 Advisory
Commission. The Commission concluded that the costs of deferred examina-
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tion-in the form of potential delays in pendency (i.e., the period of time it takes
for the PTO to examine the application, measured from filing date to issue date)
and the uncertainty associated with a lack of resolution of the question of patentability--outweighed the resource-savings that would accrue if the PTO were
to be authorized to operate under a deferred examination system.
-Third, the Congress has established a procedure whereby patents can be "reexamined" if a substantial new question of patentability is discovered after
the patent has been granted. Conceptually, reexamination serves as the "safety valve" that is based on a presumption that some mistakes-primarily the
failure to discover and consider relevant prior art--will be made by the PTO
during the original examination, regardless of the thoroughness or efficiency
of the Office. Patent reexamination was designed to apply to a relatively
small percentage of patents, particularly when measured against the total
number of applications that are filed.
-Fourth, Congress defines how much money the PTO will have to operate,
which defines, among other things, the number of examiners it can hire. In
this regard, I note that Congress actually defines the amount of money that
the PTO collects-by setting the fees for patent applications-and the amount
that the PTO can spend. As I will note below, there has been a substantial
gap between these two figures that has operated to the significant detriment
of the PTO, and, consequently, to the detriment of both individual patent applicants and the public.
The variables discussed above require the PTO to balance competing priorities in
establishing workable and cost-effective patent examination practices. The most significant variable-the statutory presumption of validity-requires the PTO to conduct a sufficiently rigorous and thorough examination of each application to ensure
that the presumption of validity is deserved. When the PTO is not given sufficient
resources, the primary effect is not a decrease in quality, but an increase in pendency. This is a consequence of how the examination process is structured today,
where a finite number of examiners are responsible for processing the total number
of cases filed, but with no flexibility to make "partially correct" conclusions on patentability. Consequently, when financial shortfalls occur, the PTO prioritizes its
spending to ensure compliance with the core mission of issuing valid patents at the
expense of development of new examination procedures that might make examination more efficient or increasing its staff to cope with the increased workload.
The fact that there are limits to what the PTO can do during examination of applications does not suggest that the PTO is incapable of reaching the correct result
on patentability in a vast majority of patents. Instead, it has been my experience
that patent examiners are ordinarily correct in their patentability determinations
when they have considered all the relevant information that is pertinent to questions of patentability. This is one reason why many patent applicants provide the
Office with copies of all relevant prior art prior to the examination of the patent
application. The fully informed opinions of an Examiner are worth far more than
an opinion on an incomplete record. Similarly, in arts which are well-establishedparticularly those technological fields having a sufficient body of patent and nonpatent literature-there should be no general concern over the ability
the PTO
to issue valid patents. Even in rapidly evolving technologies, as long as of
all relevant
information was before the Office, there should be no concern that patents issued
by the Office are valid.
The challenge, then, is to ensure that all relevant prior art and patentability
issues are considered by the Office prior to issuing the patent. In addition, it is critically important that the public be able to determine from the record of examination-the so-called "file wrapper"-what issues were actually considered by the examiner. In this respect, there are some options that the PTO can explore as to how
it does its job.
PATENT EXAMINATION REFORMS

Patent quality is dependent first and foremost on patent examiners who have sufficient training, experience and support. In general, the PTO has done a commendable job recruiting examiners and designing training programs that enable examiners to properly and correctly examine applications in an efficient manner. The PTO
has also been successful in developing exannation resources, such as prior art collections, which examiners use in performing their work. Unfortunately, funding
problems limit the ability of the Office to hire new examiners, pay competitive salaries and enhance examiner resources. Thus, there is a limit to what the PTO can
do, particularly in the face of significant increases in the number of application fil-
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ings. This means that in order to ensure patent quality the time for processing applcations must necessarily increase-which has been happening at a steady pace
over the past decade.
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ness method" inventions in the past two years illustrate that the PTO also can
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of living organisms where the invention could not be practiced without public availability of a sample of the living organism. In the field of software, the PTO has adopted practices related to the handling
of computer source code, as well as guidelines to enable examiners to review and
understand inventions in this sector. The recent steps taken by the Office ir.relation
to "business method" patents represents another example of adaptation.
As noted above, when a properly trained PTO examiner has all relevant information he or she can make an accurate conclusion on patentability of an invention.
In this respect, the PTO faces its most significant challenge in the field of "business
method" inventions-to the extent that such a category can be accurately defined.
The challenge for a PTO examiner handling one of these applications is to quickly
identify all issues pertinent to patentability, to find all relevant prior art and to
make accurate prima facie findings as to compliance with patentability.
The PTO has already commenced a fairly aggressive approach to handling "business method" patent applications. I believe some additional steps can be taken by
the PTO to facilitate the task of getting to these initial determinations for "business
method" and other computer-based process inventions. One common theme among
these suggestions is the goal of creating a more complete public record of the issues
that were actually considered in the examination of the application and stimulating
claim amendments that better define the invention. The importance of creating a
complete and accurate prosecution history has grown significantly in the wake of
decisions like Festo Corp. v. Shoketsu Kinzoku Kogyo Kabushiki Co., Ltd., 234 F.3d
558, 56 U.S.P.Q.2d 1865 (Fed. Cir. 2000), and are likely to be an integral element
of ongoing efforts to improve patent quality.
In addition, I believe a number of specific efforts can be made by the PTO.
First, the PTO should train and encourage examiners to conduct their initial review of application to incorporate an identification of utility of the invention and an
identification of the features or attributes of the invention that are needed to deliver
that utility. A record of this assessment should be included in the first office action
sent to the patent applicant to ensure that the applicant is aware of the examiner's
understanding of the invention. Thus, if the invention is a new way of managing
mutual funds that allows for the immediate updating of a variety of holdings, the
examiner should look to the specification to identify those aspects of the invention
that must be present to deliver that "practical" utility. An absence of correspondence
between the invention as described and as claimed should become part of the record
for the patent applicant to either accept or refute.
At a minimum, this type of initial characterization step will help the Office focus
its search and examination of the application. Having this occur prior to the performance of the search and initial formulation of rejections will help the examiner
conduct a complete and accurate search of the prior art and bring the most relevant
issues to the attention of the applicant for resolution. At best, this practice will induce applicants to be more precise in drafting claims and setting forth descriptions
of their inventions.
Second, the PTO should review the applicability of certain patent law theories to
business process inventions to create a more rigorous examination environment.
-Under 35 U.S.C. 112, first paragraph, a number of cases have explored the
issue of "essential elements as an element of the "written description" requirement. See, e.g., Gentry Gallery, Inc. v. Berkline Corp., 143 F.3d1473, 45
U.S.P.Q.2d 1498 (Fed. Cir. 1998). The issue that could be explored by the
PTO is whether the "essential elements" doctrine has any role to play in the
application of 112, first paragraph, for inventions that fail to claim elements
that are essential to delivering the asserted utility of the invention.
-Under 35 U.S.C. 103, the examiner must present a prima face finding of noncompliance with the requirement of non-obviousness. How the PTO applies
this prima facie finding can create a better examination record and more focused claims. For example, if an invention involves implementation of a "wellknown" business process in a computer environment, but the claim does not
incorporate any attributes of the computer environment that are unique to
the implementation, a strong case can be made that the invention is prima

facie obvious. The task for the applicant is to either prove that implementation in any computer environment is non-obvious, or to incorporate claim limitations that reflect an invention that would be non-obvious. Examiners can
help applicants by pointing out the types of claim limitations that would capture these specific attributes of the invention to render the invention non-obvious.
Third, the PTO can explore use of additional procedures to encourage applicants
to provide more specific responses and claim amendments when responding to a rejection. For example, under existing practice, an examiner may take "official notice"
of certain facts. This is roughly analogous to judicial notice that a court may take
when attempting to refine an issue for adjudication. PTO examiners rarely invoke
this authority because under current rule3 and practice, the patent applicant can
negate the substance of their notice by simply challenging the examiner to provide
evidence that supports the examiner's belief. Doing so wastes the examiner s time,
and does not further any progress toward resolution of the issues of patentability.
The PTO could revise this practice to require an applicant to specifically contest the
basis of the examiner's assertion, such as by way of affidavit or by relying on a presumption that the examiner's view as expressed will control conclusions made by
that examiner if not specifically contested. All of these steps would improve the
quality of the PTO's work product by creating a record reflecting the clear position
of the applicant on whether the examiner's understanding was correct or inaccurate.
Fourth, the PTO can and should continue to develop new approaches to examination that will enable it to more efficiently examine applications directed to business
method inventions while at the same time creating a complete public record of the
patent examination. In this respect, I note that the PTO has recently revised Rule
105 (37 CFR 1.105) to enable the examiner to request from the applicant the provision of certain information independent from the context of a rejection. We believe
measures such as these, which authorize the examiner to direct well-focused inquiries at the applicant, can yield a better examination record and more precisely defined patent claims.
In sum, the PTO should continue to explore ways of creating a fuller record in
the file wrapper on key issues of patentability, and to provide examiners with the
authority to extract more information about the invention, on the record, from patent applicants. Doing so should yield patents that are more focused and limited, and
ultimately, instill a higher confidence in the public as to their validity.
PATENT REEXAMINATION REFORM

Patent reexamination is a crucially important element of our patent system that
helps to ensure high public confidence in patent quality. Reexamination was not designed to be a substitute for litigation in the Federal courts, nor was it supposed
to provide the possibility of challenging any issue affecting the validity or enforceability of a patent. Instead, it was created to provide a limited, expedited alternative
to the courts for reviewing patent validity in instances where there is a well-formed
basis for the proceeding and where the PTO is competent to review the issue affecting patentability.
Congress thus established the patent reexamination system in 1980 as an ex parte
proceeding that could be initiated only on the basis of patents and printed publications. See, P.L. 96-517. Once the PTO initiated the proceeding, only the patent
owner and the PTO would participate. This structure made ieexamination efficient
and fast, but fundamentally unattractive to third parties that wished to vigorously
review patent validity. Ex parte reexamination, now found in sections 302 to 307
of title 35, United States Code, thus became usable only in the clearest situations
where an obvious patentability defect exists' in essence, where the prior art cited
in the proceeding could not be interpreted in a way other than to find the patent
invalid.
Noting these concerns, the Advisory Commission on Patent Law Reform recommended restructuring reexamination to make it more attractive to third parties.
This took the form of two general recommendations:
1. The Commission recommends that the basis for and scope of reexamination
be expanded to include compliance with all aspects of 35 U.S.C. § 112, except
best mode. This will ensure that all significant issues related to patent validity that are commonly raised and considered during the original prosecution
may be addressed in a subsequent reexamination of the patent.
2. The Commission also recommends providing third parties with more opportunities for substantive participation during the reexamination proceeding.
The objective of the Commission in this regard is to build confidence in the

reexamination process so that third parties will be inclined to raise patent
challenges in this forum rather than through litigation. The primary benefits
of this will be reduced costs of resolution of patent validity issues, and a
more rapid determination of rights. However, the Commission recommends
that the increased third party participation be implemented through a balanced approach to ensure that the reexamination process fulfills its intended
role.
There was an extensive amount of debate in the Commission as to the "best" type
of third party reexamination system to establish, with some parties advocating fullblown inter partes proceedings while others advocated a much more restricted proceeding having very limited participation by third parties (i.e., parties other than
the patent owner). In the end, the Commission favored a relatively restricted model
noting the limited ability of the PTO to effectively control parties in an unrestricted
proceeding.
The balance in the Commission's findings was also reflected in pa t in the inter
partes reexamination implemented by Congress in 1999 through the American Inventors Protection Act (P.L. 106-113). The AIPA's version of inter partes reexamination, however, differed in several material ways from the model envisioned by the
Advisory Commission.
-First, the AIPA forecloses the ability of a third party to appeal a determination in favor of the patent owner to a court. Thus, for third.parties, the proceeding starts and ends in the PTO. See, 35 U.S.C. 315(b).
-Second, the AIPA imposes a far more draconian legal estoppel than was recommended by the Advisory Commission. Under the AIPA, a party is barred
from raising issues that not only were raised but could have been raised during the proceeding, and this bar applies as soon as the PTO finds a basis for
initiating the proceeding. In addition, third parties are estopped from taking
the positions in relation to facts considered during the proceeding that are inconsistent with those taken in the context of the reexamination proceeding.
Both forms of estoppel were designed to place onerous restrictions on the ability of third parties to defend themselves from patents that proceed through
an inter partes reexamination. The Advisory Commission, by contrast, recommended imposing an estoppel only to issues actually addressed in the proceeding, and did not envision severe sanctions against parties that use the
proceeding.
-Third, the AIPA did not extend the scope of the reexamination authority beyond patents and printed publications. This stands in contrast to the recommendations of the Advisory Commission to permit reviews based on those
issues in which the PTO has a demonstrated expertise, including issues under
112, other than best mode.
The inter partes proceeding thus established by the AIPA was a far more restrictive (and restricting) mechanism for reviewing patent validity than was envisioned
by the Advisory Commission or most other parties favoring reexamination reform.
As a consequence, many of us hoping for creation of a fairer and more effective procedure were disappointed by the results of the AIPA. Simply stated, to be a usable
system, the estoppel provisions must be scaled back to what would ordinarily attach
as res judicata in a legal proceeding, and the third party must be given the right
to appeal findings from the PTO to the Federal Circuit.
In this respect, I would like to offer a number of observations on what could be
done to improve the inter partes reexamination system. I believe it is possible to
amend the existing authority to make it workable, and would favor legislation that
starts from this basis, rather than a new authority that would exist alongside the
ex parte and inter parties reexamination authorities. In addition to removal of the
restrictions noted above, I believe the amended reexamination authority should incorporate or retain the following general attributes.
-The procedure should permit challenges only after the issuance of the patent.
The experiences of American companies in Japan reveal that a proceeding
that allows third parties to tie up patent applications in challenges seriously
undermines the value of patents, is unfair to the patent applicant and is unmanageable by patent offices.
-The procedure should be available for any patent, rather than being limited
to patents in specific technological fields. Restricting the procedure to certain
types of patents would likely raise concerns under the non-discrimination provisions of the Agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS) of the World Trade Organization (WTO) Agreement. More-
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over, any procedure that is balanced, fair and effective should be available for
any patent issued by the PTO.
-The procedure should permit challenges based on the existing grounds, as well
as other issues implicated by public use or sale, provided that such challenge
are grounded on objective factual evidence that can evaluated by the PTO. In
this respect, I note that many hold the belief that a substantial amount of
"prior art" in the business method field is not captured in traditionally printed publications or patents. Allowing challenges based on evidence that clearly
demonstrates that the invention was in public use or was sold before the patent was sought would help answer this issue definitively. I would note that
to be viable as a procedure administered by the PTO, the third party would
have to supply evidence that could be objectively evaluated as to its scope and
content. Once supplied, the PTO could evaluate whether the evidence demonstrates that the invention does not meet the novelty requirements under
section 102, or the requirement for nonobviousness under section 103.
-The procedure should also permit challenges to be based on noncompliance
of a claim with the requirements of 35 U.S.C. 112, other than best mode. A
patent claim that is invalid because it is not enabled or has no written description should be challengeable through a reexamination proceeding. Since
opinions on or evidencc related to compliance of a patent with 112 are likely
to become more complicated with the passage of time, it would be appropriate
to put a time limit on when challenges under these additional grounds could
be made (e.g., 9 to 24 months after the patent is granted). In addition, like
the case with non-patent, non-printed publication reexaminations, I believe it
will be crucial for third parties to provide evidence to support their claims,
where such evidence meets certain objectively measurable criteria. For example, the PTO might require 112-based reexaminations to be presented in a
form demonstrating that prima facie case of invalidity exists for the challenged patent claim, and to require evidence supporting the prima facie assertion to be included in the request for reexamination.
-The procedure must continue to require the PTO to find that a substantial new
question of patentability exists in relation to one or more patent claims. It is
crucial, in my view, to retain this "initial finding" by the PTO before starting
a proceeding to ensure that third parties cannot harass patent owners with
groundless or weak challenges. A "no holds barred" standard for any period
of time would be objectionable to many patent owners, and would unfairly
prejudice the enjoyment of patent rights.
-The procedure should be available to review any patent that remains in force
on the date the law takes effect. Essentially, any patent that can be challenged.
through litigation should be reviewable through the new procedure.The PTO
should be given a limited authority to review and resolve conflicts over facts
that are material to the issue of patentability. The PTO Board of Patent Appeals and Interferences currently can conduct hearings where both sides can
question a witness on a factual issue. I believe the inter partes reexamination
procedure would be significantly enhanced by reserving to the PTO the right
to conduct a limited form of this type of hearing. Such an authority could only
be invoked by the PTO, and would be limited to having the Board issue a
finding that resolves a contested fact upon which the reexamination is based.
Under no circumstances should this type of authority enable the patent owner
or the third party to conduct any type of discovery in the PTO, as such an
authority would undercut the basic structure of the proceeding.
-The procedure should permit reconsideration of information originally considered by the PTO where the information clearly shows that a significant question of patentability exists. Such a provision would have the effect of overruling the decision of In re Portola Packaging, 110 F.3d 786 (Fed. Cir. 1997),
which held that the PTO was not permitted to initiate a reexamination on
the basis of information considered during the original examination. The
Portola ruling has been widely criticized for placing an unrealistic and undesirable prohibition on the use of reexamination to consider information not
fully considered in the original examination. The law should be amended to
permit the PTO to have this authority to conduct a reexamination where a
convincing case is made that the information was not fully considered in the
original examination.
-The PTO should be required to conduct reexaminations within a finite
amount of time (e.g., not more than 18 to 24 months), with exceptions only
in the most complicated proceedings. Imposing a time limit on the duration
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of the proceeding, along with strict enforcement of time limits for third party
responses in the proceeding, will help prevent reexamination from becoming
a way of entangling patent owners. Additional fees for expedited processing
might be another way of handling the need for expedite conclusion of the
procedure.
In addition to these points, I believe it is important to avoid any restructuring
to our reexamination system that would result in importation of the negative asthe European Patent Office and
administered
opposition
pects patent
of the offices.
other
Mostsystems
importantly,
Congressby
should avoid any restructuring that
makes challenging a patent a facile and routine event. We have found that oppositions in Europe, for example, are almost a cottage industry, where almost any patent issuing from a specific party will find itself entangled in an opposition proceeding, whether justified or not. Further, the challenging party should identify itself,
not allow its identity to be shielded under cover of a straw man as in European oppositions. The requirement for a substantial new question of patentability to be
found by the PTO in a non-reviewable decision should ensure that a restructured
U.S. system does not become such a procedure.
I also believe that the restructured reexamination system must be designed to be
a complement to an effective original examination system. Stated another way, the
percentage of patents undergoing reexamination should not be so high as to overwhelm the capacity of the Office to perform reexaminations especially in view of
the limitations in funding that the PTO faces each year. I believe it would be inappropriate to design the reexamination procedure from a perspective of being a routinely invoked mechanism for "correcting the errors" of the PTO.
CONCLUSIONS

Patents are crucially important to so many U.S. industries and inventors. Inherent in this statement is the recognition that these patents must be valid and enforceable to have value to their owners and to respect the right of third parties. This
is why patent quality and mechanisms for ensuring patent quality are so important.
In my remarks above, I discussed a range of ideas that can contribute to improved
patent quality. I believe that reexamination reform, in particular, holds great promise for improving not only patent quality, but also increasing public confidence in
patent quality. Achieving a hgher degree of public confidence in certain areas, such
as "business method" inventions, is the most direct and effective way of responding
to concerns expressed over these types of patents. Attempting a more drastic change
to our patent system, such as exclusion of business methods from eligibility, would
unfairly punish those inventors that actually have developed a useful, valuable and
innovative new business process. Moreover, exclusions invariably do not achieve the
end sought-patent lawyers and inventors will certainly recast their inventions to
fall within the redefined scope of eligibility.
In view of these points, F believe Congress can most effectively increase public
confidence in our patent system by making legislative changes to our reexamination
system. I believe this legislative effort should be complemented by changes to the
patent examination process to yield a higher quality patent examination. The latter
effort is possible under existing authority conferred on the PTO, and should not be
pursued through amendments to the patent code.
Thank you for providing me the opportunity of sharing my views on the important
issues of patent quality and reexamination.

Mr. COBLE. Thank you, Mr. Kushan.

Dr. Martin?
STATEMENT OF DAVID E. MARTIN, CHIEF EXECUTIVE
OFFICER, MeCAM

Mr. MARTIN. Mr. Coble, thank you for the opportunity to not only
talk to you, but also your distinguished colleagues of the Judiciary
Committee, to address this important topic. Known when I was on
the faculty at the university For my brevity in every class I ever
taught, I will adhere to your 5-minute recommendation.
In January, 2001, on a single trading day, one U.S. company and
its investors lost $330 million as a result of misappropriated reliance on U.S. patents. Today, thankfully, the Washington Post, an
article of which I have asked be added into the record, actually

m

-mm

highlights a case where, in two trading days, $526 million were lost
from the U.S. investing public, based on misreliance on patents
that had overlooked and uncited prior art.
The whole of the United States Patent and Trademark Office operating budget is dwarfed by only a few catastrophic days like the
ones we have recently seen, and we have yet to see the worst.
Prominent intellectual property law firms and businesses in the investors they advise have relied on a needle-in-the-haystack defense
with respect to the adequacy of research prior to patent prosecution.
In written testimony at a USPTO public hearing,
Gerald Mosinov of Oblum Spivak stated, and I quote, 'Whether
or not a search is conducted is determined by, A, the available
budget for filing an application, and B, the degree to which the applicant is aware of the current state of the art. In many cases,
there is little or no economic value in conducting a search, and applications may be filed without any formal search."
Technically, he's right. There is Federal case law that suggests
that that is correct and it needs to be changed. While the economics at the time of prosecution are deemed by many practitioners as
superfluous, the cost to our economy is titanic. As a performancebased organization, the USPTO must be held accountable under
their own guidelines and their manual examination procedures to
resist the temptation to default to issuance without appropriately
determining novelty and non-obviousness. Using commerciallyavailable software, an examiner can make this determination in
less than 1 hour.
Using advanced linguistic analysis, M-CAM has conducted over
1,000 studies indicating a possibility of over 30 percent of the patents issued in the United States share one or more claims of other
patents. If one considers that the patent standard should include
nonobviousness, this percentage worsens remarkably. What we are
saying is approximately one-third of U.S. patents not only have no
value, but as in the recent cases that have been decided in this last
fiscal quarter, they may, in fact, contribute to the inadvertent negligent business practices that are shown in Amgen v. TKT, Ramis,
and several other cases.
During pendency, many patents covering identical content are
issued. leaving companies, investors, and courts at a total loss as
to who to truly owns the limited monopoly supposedly afforded by
a patent. While often unwilling to conduct prior art searches, attorneys could be required by the Securities and Exchange Commiesion
to draft opinion letters prior to the equity offerings that thoroughly
disclose the threats to claims of proprietary nature and accompanies public offering.
If accountability cannot exist on the prosecution side or on the
examination side, it should be at least deployed to protect the investing public. In the fall of 2000, the United States Patent and
Trademark Office requested the use of MeCAM Door's patent analysis system to evaluate its use, to detect uncited prior art. In the
interest of improving patent quality, which, by the way, the People's Republic of China found so compelling that they actually paid
for it, we actually provided the access to the USPTO at no charge.
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The USPTO has evaluated over 900 patents using the M*CAM
Door system during a period extending from November, 2000 until
April of 2001. In these 900 patents, over 150,000 cases of uncited
prior art occur, and I will refer to my written record to determine
how we actually improve the definition of prior art. To put this into
perspective, if the Patent Office expert in charge of the evaluation
truly evaluated the relevance of prior art found using our system,
it would have taken six trained examiners 24 years to simply read
the documents. Now, you make the call. Did the system really work
or did we so dramatically highlight the profound ineptitude of the
current systems currently paralyzing the examiners that a search
and retrieval group decided to bury the evidence?
The problem with that is our system also produces a log, which
is also added into the record. Oddly enough, at the same time the
PTO employee defended the status quo, the POPA published a report stating, and I quote, "Examiners often lack the time and resources to find all the relevant prior art relevant to a patent application." The report goes on, and I quote, "The hurdles for examiners to find prior art are often impossible to surmount."
The world is not coming to an end. Our simple call is for accountability and responsibility, echoing voices of ages past, and I quote
from William Jennings Bryan, who, in this very city, on July 9,
1896, said, and I quote, "The humblest citizen in all the land, when
clad in the armor of a righteous cause, is stronger than all the host
of error." Add to this Committee's righteous cause the data provided herein, and I'm confident that the hosts of error and omission
will be vanquished.
We can effect immediate change in the following ways. While the
duty to search cannot be enforced without a modification to the
law, which we would suggest, 37 CFR Subsection 1.104(A) obligates
the examiners to conduct, and I quote, "A thorough investigation
of all available prior art relating to the subject matter of the
claimed invention."
This Committee and Congress could simply call the USPTO to
enforce that, and a capricious time limit on how much time is spent
on prior art is unacceptable. Second, given the legitimate claim by
patent examiners of the inaccessibility of prior art, that should be
made available; and, finally, realizing the importance of patents for
domestic and international protection of U.S. and investor interest,
this Committee should authorize an audit of issued U.S. patents
and foreign patents registered in the U.S. to identify those that are
redundant and will clog the courts in years to come.
Thank you.
[The prepared statement of Mr. Martin follows:]
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PREPARED STATEMENT OF DR. DAVID E. MARTIN, CHIEF EXECUTIVE OFFICER,

MCAM
Patents: Improving Quality and Curing Defects
)y 10, 2001
Ra)bun House Office Building
Testimony of Dr. David Martin, (O

- MCA4M Inc.

Mr. Chairman,
I would like to thank )ou and )our distinguished colleagues on the Judiciary Commnittee for giving
me an opportunity to address the topic of patent quality in the United States. While once deemed
badges of intellectual honor, patents have become the currency of the U.S. and global economics.
Echoing the debates over a currency standard 100 )tars ago, the United States Congrs now faces
an issue much more challenging than a decision on gold or silver. The basis of our economy, no
longer tangible metals, is now the national product of the human mind - innovation. The
protection of this precious asset is the basis for the intellectual property laws of the United States
and the developed world. However, in the 'past decade we have seen the erosion of confidence in
patents. While manyconvenienty dismiss this as inevitable because that which is intangible cannot
be measured, I will provide evidence that confidence is evaporating because the assets are
indefensible due to egregious inadequacies in patent prosecution and examination.
In J an uary 200 1, on a s ingk e trading ' .
day, one U.S. company and its investors
lost over $330,000,000 as a result of
misappropriated reliance on U.S.
Patents.' The patents that Trans.ua)vtic
owned had
"l:ierapies, Inc. (11)
signicant
denlciencies
in
unctea
prior
art that were overlooked in prosecution
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confidence afforded by questionable
patents, IKT challenged the validity ofb
..
patents held byAmgen and lost. Our g
company, using our web-based patent
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(MCAM
system
examinaution
Tm
DOORS ), published a projected ,- ' ,..
outcome of this case in November 2000, before anyone in the securities industry or in the courts
would commit to the probable direction of the decision. Careful examination of the protected
intellectual property in this case shows that the TKT deficiency was avoidable had the U.S. Patent
Office thoroughly examined prior art.
'

The whole of the L.UPT(Ys operating budget is dwarfed by only four catastrophic days like this. In
FY2000, US. investors and companies lost billions of dollars as they watched companies
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representing "proprietary tights* see those rights erode or disappear under scrutiny. This figure
does not include actual damage awards, which continue to skyrocket. The losses caused by these
avoidable oversights are not offset by gains on the prevailing side. In fact, the inflection for the
losers was over twice the magnitude of the gain for the winners - yielding a total loss to the market
of several billion dollars. We have yet to see the wont.
Prominent intellectual property law firms and the businesses and investors they advise have relied on
a needle in the haystack" defense with respect to the adequacy of research prior to patent
prosecution. Purposely avoiding citing prior and concurrent innovation (including U.S. and
international patents) to maximize the likelihood of patent issuance, IP law)rs and patent examiners
routinely ignore relevant art that would limit or prevent successful patent issuance. The Federal
Courts have held that a patent applicant has no duty to disclose prior art? However, the courts have
cautioned that individuals substantially involved in the prosecuti?n of patents' may not, "cultivate
ignorance3 by disregardingn] numerous warnings that material information or prior art may exist,
merely to avoid actual knowledge of that information or prior an." During recent conversations
with lawyers from America's most respected law firms, partners specifically stated to us that they
have no interest in knowing all relevant prior art because if that knowledge were available, they
would lose the plausible deniability of "not knowing" that the patent they've prosecuted had
obvious prior or concurrent art weakness. In written testimony at a LSPTC) Public Hearing, Gerald
Mossinghoff of Oblon, Spivak, McClelland, Maier & Neustadt stated:
Whether or not a search is conducted in any given case is determined by (a) the available
budget for filing an application, and (b) the degree to which the applicant is aware of the
current state of the art. In many cases, corporations are very active in selective fields. Thus,
they are well aare of the state of the prior art in their field, much of which may be their
own material. In these situations, there is little or no economic value in conducting a search
and applications may be filed without any formal search?
So there we have it. Rather than taking the time to do it right the first time, prosecutors and
examiners are deciding that saving $10,000 is worth the risk of the market losing billions. This
Committee and America cannot afford that gamble. While the economics at the time of prosecution
ae deemed by many practitioners as superfluous, the cost to our economy is titanic. As a
performance-based organization, the UISPTO must be held accountable to resist the temptation to
default to issuance without appropriately determining novelty and non-obviousness. Using
commerciallyavailable software, an examiner could make this determination in less than I hour.
Using advanced linguistic analysis, MaCAM has conducted over 1000 studies indicating that possibly
over 30% of the patents issued in the United States share one or more claims with other patents. If
one considers the patent standard of non-obviousness, the percentage worsens remrably. What
w'rC saying is that approximately 1/3 of U.S. patents not only have no value but may
contribute to inadvertent negligent business practices.
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More subtle and destructive is the impact that multiple patents issued on the same or similar content
at or about the same time. During pendency (the time it takes for the LSPTO to actually make an
allowance decision), many patents covering identical content are issued - leaving companies,
investors, and courts at a total loss as to who truly owns the limited monopoly supposedly afforded
by a patent. While often unwilling to conduct prior art searches, attome)s could be required by the
Securities and Exchange Comnission to draft opinion letters prior to equity offerings that
thoroughly disclose the threats to claims of a proprietary nature in a company's offering. If
accountability can't exist on the prosecution side, it should at least be deployed to protect the
investing public.
In the fall of 2000, the United States Patent and Trademark Office requested use of the MOCAM
DOORS' patent analysis system to evaluate its use to detect uncited prior an. In the interest of
improving patent quality, we provided access at no charge for a trial period. We have drawn from
that log to show the Committee precisely the quality of the patents that the USPTO evaluated using
our system. It is helpful to note that, according to one of the senior members of LJPIO's
Information Search andRetrieval Division charged with evaluating our technology, the system could
not detect prior ar that the LISPTO examiners missed. The LISPTO has evaluated over 900 patents
using the MCAM DOORSTM system during a period extending from November 2000 until April
2001. In these 900 patents, over 150,000 cases of united prior art occur. To put this into
perspective, if the patent office expert in charge of the evaluation trulyevaluated the relevance of the
prior an found Using our system, it would have taken 6 trained examiners 24 years simply to read the
documents. So, did the system really not work or did w so dramatically highlight the profound
ineptitude of the current systems currently paralyzing the hard-working examiners that the Search
and Retrieval group decided to bury the evidence? Their use log is reproduced as an Appeniux if
you'dd like to answer that question yourself.
Oddly enough, at about the same time that this PTO employee was defending the status quo, the
Patent Office Professional Association (POPA) published a report stating: examinerss often lack the
time and resources to find all the relevant prior art relevant to a patent application."' The report
goes on,: "The hurdles for examiners to find prior an are often impossible to surmount."
The following example is taken directly from the USPTO MeCAM DOORS'
audit function tut we built into our system to ensure accountability.

M

utilization log - an

United States Patent 5,487,682 (hereinafter '682) is a patent for a "Shielded Data
Connector." When prosecuted and examined, this patent referred to nine patents as
prior art and cited no other trade references that could threaten a claim to novelty.
Filed two years prior to '682 was US. Patent 5,593,311 (hereinafter '311), which
asserts significanly equivalent claims. While subsequent innovations have found
'311 relevant, no examination of the uniqueness between '311 and '682 was done at
LIPTO. More problematic is the uncited prior art embodied in U.S. Patent
4,602,833 (hereinafter '833), which was never cited by'682 but was cited by '311. In
fact, over 300 patents exist as uncited prior art to '682 that have bccn deemed
revkant by ISPTO examiners in the prosecution of concurrent and subsequent
innovations. Our analysts took less than 90 seconds to find three overlapping
patents (excerpted below) that threaten the enforcement of '682 - less time than it
,www.popa.org/newsienlen/mai i.htwl
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takes the USPTO to make a classification decision on a patent application. On
average, most US. patents cite less than 10% of the relevant prior art le term
relevant prior ar* in MoCAM nomenclature is simply defined as identical or near
identical claims that have already been examined on one or more occasions by
UPTO exwmrs and been found to be relevant. Our standard involves an
integration of semantic and examination associations - astandard consistent with the
ktter of the patent law.
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USPTCYs insistence that it doesn't have the resources to deploy

tools for examiners to do a better job. It is equally troubling to hear that, if fully funded, the
L~Ptrl would add more bodies rather than overhauling a broken infrastructure. Please understand,
I fully support the allocation of sufficient funding for LEPTO. However, I strongly object to
pouring more resoinces into leaking buckets. Funding must be linked to quait controL Using a
DOORS" can clearly rule out patentability for most inventions in fewer
'web browser, MaCA
than 2 miuc. The average pendency at LEPT1O currently is almost 2 years. Using information
technology toobs to triage examination decisions would immditely address the inftructure
demands on the i PTIO and would improve the qualityof examinations done by them.
Final , former Commissioner Q. Todd Dickinson, before this very Committee, made the statement
last year that the quality of examination couldn't be that major a problem as the number of petitions
for re-er-tmnation were not srgafiar What he failed to articulate is that there are significant

procedural and finacil imeiets to filing such petitions - making it prohibitive for companies
of individuals topid this critical check-and-balace function on a runaway quality deficiency at
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MTO.

This Commitee's members can immediately act to make re-examination a democratic

process so that qualitycan be usured.
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The world isn't coming to an end. Our simple call is for accountability and responsibility echoing
voices of ages past.
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Add to the Commkee's righteous cause the data provided herein and I am confident that the hosts
of error and omission will be vanquished. We can effect immediate change in the following ways.
1. While a duty to search cannot be imposed without modification of the law (which we
would recommend), 37 CR S1.104(a) obligates examiners to conduct a thorough
invest igon of the available prior art hreig to the subject matter of the claimed
invention." This Comaittee and Congress should enforce the standard and advise the
ISPTO that examination time must not be restricted by capricious time limits if an
examiner has not saistonly searched not only the Ofield in which the invention is
classified, but also analogous arts.
This can be done with commieciay-available
software stems and should be immediately deployed.
2. Given the legitimate claim by patent examiners of the inaccessibility of significant prior
art repositories, the public should be allowed to provide examiners with infomtion
prior to the final publication of letters of patent. Once issued, the patent could then be
afforded greater limitation to challenge as the public commrat period would likely
improve the quality of issued patents.
3. Realizing the importance of patents for domestic and international protection of United
States business interests, this Committee should authorize an audit of issued US. patents
and foreign patents registered in the US. and identify those patents that are redundant.
In so doing, this Committee could significantly curtail the frivolous legal proceedings
debating the merits of unenforceable claims allowing the courts to focus on meaningful
challenges and infringement issues.

Appendices:
USPT) Utilization Log
Patendy ObviousT Reports

7Manual of Patent Exanining Procedure

4.01(c).
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Intelectual Property Analysis of Rambus, Inc. Patents

Micro TeMnolo , Inc. v.Rambus, Inc.

LitigationReport

February 23, 2001

Patent Information

Background
Founded in 1990 by Dr. Mike Farmwald and Dr. Mark
Horowitz, Rambus. Inc. (Nasdaq: RMBS) is a
company built Ilarely oanthe strgth of its intellectual
poprty p~o dits ability to defaAlit. The Los
Altos, CA-based company designs, develops, licenses
and markers high-speed memory technology for use in
comnputus, consumer electrcmics, and communcabons
systems. Currenty, Ranibus is engaged in a series of
important legal proedings cocuring their patent
portfolio of high-speed DRAM technology. The
outcome(s) of the legal proceeding(s) may decide the
future of the company, and the face of the high-speed
memory madet for yea to come..
Most computer users are familiar with the two
common di&sinctos for anicondutor memory,
namely RAM (Random Access Memory) and ROM
Whilobotharteimportant
(Read Only Memory).

memory components, rming RAM at high speeds is
essential to opeating sophisticated applications on
modern electronic devices such a deWopiaptop PCs,
games,
and
PDAs,
video
wodmations,
omunncatiom devices.
Genemlly, RAM is catgoruzd as dynamic (DRAM)
or static (SRAM). The first conmmemilly availale
DRAM chip was the Intel1103. introd ed in 1970.
Since th, eagineers have wored steadily to improve
the speed and reliability of DRAM chips. Rambus
patcats and teUnology are focused on improving nd
innvating DRAM design and opemion. In particular,
the company has made important innovations and
obtaied patents in the area of synchronous DRAM
(SDRAM). Intellectual property rights to SDRAM
and its related tecbnology are the subject of Rambus'
Sa.dpwodd csw

ea Par

E

"M

~
Z-."

35
Background(conowed)
Large players dominate the SDRAM industry and
Ramnbus is engaged in litigate at various stages with
three of the: Micron Technology, Inc., Ityundal
EIectrc
Industine
Co., Ltd., And Infincon
Technologies AC.
In the past, Rambus has

riwces"fil settled litigatio by negotiating Hienhn
agreements

with

important

(e.g.

manufacturers

Hitadi).
In fact, since Rambus does not manufacture or
distribute memory chips, its busiams relies heavily an
its ability to obtain royalties from licensing its patent
technology. In the first quarter of 2001, royalties were
$26.8 million (77.3% of total revenues). Rambus is
truly an intellectual property cunpany, with 29
RDRAM-ompatible licensees and seven SDRAM.
compatible licensees as of Deceber 31, 2000
(Rambus 10-Q. 12/31/00).
On April 18, 1990, Rambus filed U.S. patent
application Ser. No. 07/510,898, entitled "Integrated
cimmit L/O using high performance bus intface".
Since obtaining its first patent on Sep. 7, 1993,
Rarnbus has built an intellectual property portfolio
including over 100 U.S. patents and several foreign
patents.
Many of these patents were divisional
applications of the original '898 patent application.
According to the company, their patents form a body
of innovation essential to producing Rarnhus DRAM
(RDRAM), SDRAM, DDR SDRAM and logic
produces that directy control these memories (Rambus
1O-Q. 12/31/00). Th company vigorously defends
their patents and expects to receive licensing and
royalty payments for their use.

Rambus, Inc. Litigation Information
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Because of the nature of semiconductor design, the
indsty often works together to fornulate open design
standards that are intended to promote innovation and
competition. In 1991, the Joint Electron Device

Engineering Council

(JEDEC) began devcoping

industr-wide technical standards to ensure different
SDRAMs from different
pplien would be
compatible with each other. Ramnbus joined JEDEC in
1992 and allkgdly (Micron v. Rambus) used the
W.DEC form to incorporate information regarding
SDRAM interface standards into their pending patents.
In addition, Ranbus is accused of failing to disclose
their patent application., a condition of membership

and paticipation in JEDEC.
On August 28, 2000, Micron Technology, Inc. filed a
complaint with the United States District Court,
District of Delaware against Rmmbus, Inc. (hereafter
referred to as Micron v. Rambus4 The complaint
asserts that Ramnbus' JEDEC misconduct entitles
Micron to royalty-fee license to eight Rambus patents

and pending or futm applications claiming priority
through these patents. Many in the industry believe
the future of Rambus and the SDRAM industry hinges
on the outcome of Micron v. Rambus.
This report provides an analysis of the eight Rambus
patents in Micron v. Rambus and explores the strength
of these patents from an intellectual property
perspective. Rambus' JEDEC conduct is not analyzed
in this report.
C4Rimmod "- Pag J
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Technical Background
To ilfbnia the inicllecu1 p-operty isve surrounding the eight Rambus, patens in Miron v. Rambus, itis
neccssary to have some understanding of the SDRAM, DDR SDRAM and RDRAM nuncy tedcology invoWvd
in the subject patentL
In €outnr to non-volatile mnmy such as in a CD-ROM, DRAM is voatle and requires a source of power that
can periodically refresh the charge in the memory chip. Reading from or writing to a DRAM cell xfreshes the
charge and so commonly, the refresh is accomplished by petiodically reading from the DRAM. A DRAM
controller schedules the read/write/refresh operations over a common data but with the help of special clock
pule. In modern memory devices, those raVdwterefrtsh operations are clocked in nanoseconds and must be
scheduled with a high degree of accuracy and efficiency. Rambus' DRAM innovations are conceded prinmily
with impmrving the control and speed of the fundamen m ory operations sometimes referred to as the "system
interfice". Of particular importance in Micron v.Rambus are the patents on dual dock edge operation and
DRAM clock synchronization.
Synchro ized DRAM is "insyr" with the system clock that controls the central processing unit, or CPU. And,
because the clock that controls the CPU also controls the memory, wait steps between the two devices can be
eliminated and data retrieval times are greatly reduced. Double Date Rate SDRAM is an enhanced, faster version
of SDRAM. DDR SDRAM allows data to be read on the rising and falling edge of the dock signal. As a result
DDR SDRAM can deliver twice the manory bandwidth of dandard SDRAM.
Rambus DRAM or RDRAM is the company's proprietary synchronous DRAM design. RDRAM changes the
system interface of DRAM in a unique way. The RDRAM chip operates synchronously, with a very high bus
clock ficquency that also employs both edges of the clock pulse While typical-SDRAM chips may operate at 125
Mhz, an RDRAM chip operates at 600 MHz. The RDRAM chips do not fall explicitly within the JEDEC design

gudlies
Cfezed eM#

Financial Information of Major SDRAM Manufacturers
T .

V.

\.c

I ('.1

(Sogw.

Ambu

V- "

-'

i 1 .

,

I0-Q, 12/31/00; Mlcron FT 2000 1O-RKHjuadd Iel

W..! o

W , - -'

!.

%

4q

*

4

rareawern.
l~ 12/$119; SamsmrngIt9 Aaw al Reptr)

37
Intellectual Property Analysis
Since 1990, Ramhis has been applying for patents in synchronous memory and delkoping the technology for

SDRAM. Although not specifically pat of the Aicron v. Rambus complain Rambus' first issued U.S. patent
lays the groundwork for much of the company's synchronous DRAM technology. Patent No. 5,243,703 entitled
"Apparatus for synchronously generating clock signals in a data processing system" was filed on March 5, 1992
and issued September 7, 1993. The patent cites the original '898 patent application.
The '703 patent provides a long, detailed description of the many important attributes of the R ambus
synchronization design, including their bus arcLutecture, clocking scheme, and I/O interface. However, the patent
claims are limited to the invention for the apparatus for synchronously generating the system clock. The '703
patent is important because it establishes the synchrniation clock used in subsequent Rambus patents. To those
skilled in the an, the invention reveals an elegant clocking scheme that allows high-sped clock signals to be sent
along a bus with minimal clock skew. However, am the patent claims non-obvious to those skilled in the art?
T
A prior and concurrent art analysis of this patent was conducted using W4CAM's DOORS M
patent analysis
softwe. This analysis identified at least one un-cited prior art patent and at 'east one concurrent art patent with
claims that ar= very similar to the '703 patenL Neither of the un-cited patents presented in this report were
included in the original U.S. Patent Office Field of Search for the '703 patent. The current U.S. Patent
Classification for the '703 patent is Electrical Computers and Digital Processing S ,stems: Support (Class 713).

The wi-cited prior art patent identified, U.S. Patent No. 4,998,262 entitled, "Generation of topology independent
reference signals" was filed October 10. 1989 and issued March 5, 1991 to Hans A.M. Wiggerm. The assignee is
the Hewlett-Packard Company (HP) of Palo Alto, CA. lewlett Packard's '262 patent was filed five months
before the original Rambus '898 patent application and three years before the '703 patent.
Inutam

Pv."pvM
A4&6t16 tnlagd

A side-by-side comparison of the '703 and '262 patents will hewp identify some of their claim similarities:

on Perp
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The un-cited concurret art patent identified by MaCAM DOORSTM , U.S. Patent No. 5.361,277 entitled, "Method
and aparmus for clock dstnbudon and for distributed ckok synmnization" was filed on March 30, 1989 and
issued four years laer on November 1, 1994 to Wayne D. Grover. The assignee is Albeta 'Telecomniunicatioru
Research Centre of Canada. This patent was fded one year prior to the original Raibus '898 patent application
and remained undisclosed through die filing and issuaJie of '703. The Alberta Tclccomnmnications parrot '277
cited the HiP patent '262.
Although the primary U.S. Patent Cimaification fbr the '277 patent is Pulse or Digital Communications. (Class
375). Claim 8 of the patent clearly states an expectation that the invenion would have other applications,
including high flqeny circuits. Claim 8 states:
"A clock synchronizing app atus as defined in claim 7, said lecumostantic radiation path including
radio. lightwava, infrared or otba high hequency elecuromagnic radiation paths."
AIuisoftth
Pvepls AA.ia wadsh OxPage

A side-by-side companion betw~eest patents '703 an '277 will help identify, som-e of their claim suilanities:
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Intellectual Property Analysis (comtn.4
Thming our auenoo to the Ci
refaurd to the original '89
8 )st patemt in Micron v. Rarsbus, we fMnd tat a&U
Application iWsom %aV. Through cca~ixuatios a&W
divisional applications Rambu gaine considerble control
of post- Apil 1990 innovation in syDc)rmous DRAM. in fat, all ofthepatanls in Micron v. Ransbusaincited
by, referee, or are related trug continaton by, one or mome of the 100+ Ramhis patents.
There ane tvo puiazy reasns the patent# in Micron Y.Rarshis ame
pert of such a defeusible intellectual property
portfolio. FRAs much of the ir~mtzy' relvant innovation in syncuon DRAM omcured during and after the
JEDEC stadanla-setting efforts In the early 1990s. This of cou, is the basis for some of the cwjnplanzs in
Micron v. Ranbass. Second, a shown in the Figure 1,Ruanbus has built a web of patt interconnectedness that
helps soliify their giher of Inluemc in tho synchron DRAM space. Moreover, Rambus patents and
innovation are focused alnms exclusively on SDRAM. DDR SDRAM, and RDRAM technology.
IaftNC~
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Fleurg I- Citation A-Continuation Web for Rainbus Potent# in Micronl v.Rggmbus
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Intellectual Property Analysis (ox:L4

vd)

The patents in Micron v. Rambus were likely chosen by Micron because they incenenraly contribute to the
overall synchronous DRAM technology. The patents often share very similar claims language with one another,
and they otn utilize identical Figures and Derailed Descriptions from previous Rambus patents, especially the
'703 patent. Reardless, the eight patents each provide a different, but integral component for making
synchronous memory cdips. It should be noted that the clocking %cheme is an integral part of most of these
patents' claim.
For example, Rambus patent no. 5,915,105 claims various attributes for a synchronous memory device such as the
use of V" and?' clock signals and I" and Id multiplexors. Patent no. 5,953,263 claims a programmable regise
that is initialized at syst m sartup and works with the system clock. Patent no. 5,934,804 claims the interface and
comparison circuitry for the synchronous memory device. Patent no. 5,995,443 adds memory subarmys and
claims the neoesswy I/O multiplexor circuitry to help manage them. Patent no. 6,032,214 claims a method of
using blocks of information and request packets to manage code of variable output length within the rnxy
device.
Patent no. 6,032,215, with 38 sepaate claims, combines previous innovations from the original application '898
and patents '105, '263, '327 and '755, (as shown graphically in Figure I). Thi patent claims a synchronous
mery device with such things as subamys and multiplexor circuitry, and adds the necessary wnse amplifier.
Patent no. 6,034,918 claims a method of controlling the synchronous memory device's ability to read and write
blocks of information. Finally, patent no. 6,038,195, claims a memory device with a delay time register and a
method for operating it.
Clearly, Rambus' patent portfolio is strgthened because of the early filing of the original '898 application.
However, as illustrated by the '703 example, early patent filings must be thoroughly examined for weaknesses in
the patent claims. Thre of the patents in Micron v. Rambus, namely '214. '215, and '918, directly cite and
inoorpon claims from '703 patent And, while any problems found in '703 may rot directly impact its patent
offfiring '214, '215. ad '918, Rambus' memory.products that incorporate the '703 clocking scheme may be
susoepuble to liceming fre or other measure. This would include Rambus' own RDRAM products.
by lmbun'
The analysis identified numerous other synchronous memory patents that were filed in the mid-1990s
coiompetiton. In showcases, these patents are innovating from Rambus' patents, and in other cases, the patents
have claims that are very similar to Rambus'. Not surprisingly, the industry is working to innovate beyond the
current SDRAM technology. Some within the industry have attempted to create alternative synchronous memory
devices (i.e. SyncLinkrm DRAM or SLDRAM). And there is an ongoing effort to produce the next generation of
SDRAM, such as magnetic DRAM or MDRAM.
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Conclusion
Rambs has developed atong Patent portfolio that is based, in large pat, on a patent filing an April 18, 1990.
This patent application and its subsequent ontintiatos provide some of -e essntial conponets for
DRAM, including bt not limited to: the manory incrfacidclock scheme and the dual clock edge
sy rus
udid not idenu fy any significard prior or
feture Te aanalysis of the eight patents involved in Aicron v. Rambs
t an claim poblems for these specific patents.
camc
However, the analysis has ideavified at least two prior ncurrmst an ptnts, namely Hewlett-Packard's
4,998,262 and Alber Tleomzunication's 5X,361,277, that were not cited by Itambus' early divisional parent
no. 5,243,703. In addition, the un-cited parents were fled before the original Rambus 510,898 patent application
from 1990. Th HP and Alberta patents involve appartu and mctods that are very similar to the synchronou
clock technology that isused in the operation of SDRAM. DDR SDRAM and lambua' RDRAM. As thee and
other prior andor conournt ar patents are identified, Rambus may earountir challenges in the fture with
respect to the eaform4enm of some or all of the claims found in the '703 patet and/ar those included in the

onginal '898 applbatii

MCAM DOORST Isan on-line ltellectual property diagnostic tool that puts comprehensive. often.lssaed prior
art and unintnded-use date onto clear v*w with outstanding data visualization, Powered by the arward-w.nnlng
WCAM analysis process and running on any standard Internet browser. MCM DOORSr provides relevant
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Mr. COBLE. Thank you, Dr. Martin.
Mr. Cottone?
STATEMENT OF JAMES F. CO TONE, PRESIDENT, NATIONAL
INTELLECTUAL PROPERTY RESEARCHERS ASSOCIATION
Mr. COrrONE. Thank you, Mr. Chairman. Before proceeding with
my testimony, I want to thank Chairman Coble and Ranking Member Berman for their recent letter of April 9th to Director Godisi,
expressing their concerns with the possible premature disposition
of the paper files and the public library collections. NIPRA believes
that the preservation of these facilities is of critical importance to
the quality of issued patents and registered trademarks, and we
believe your letter, which we salute, is an important step in the
first direction. We thank you for that.
My testimony today will cover selected several areas of special
concern to NIPRA, and I will just touch upon them briefly and
refer you to my written remarks for the more detailed explanation
of each. The first and probably singlemost important effort where
deficiency in the PTO present processes is leading to poor quality
patents is classification. The serious problem that has arisen in the

last 10 years is that of classification. It has been asserted by many
that the proper classification of patents and references is no longer
necessary because, quote, "We now have word searching," close
quote. NIPRA strongly disagrees.
The current downgrading of the classification operation is a legitimate subject of oversight for this Subcommittee, and NIPRA
recommends that the office be encouraged to reconsider their priorities in this manner. Because we professional public searchers have
virtually the same need as PTO examiners in this regard, the subject of classification is important to us, and, most importantly,
without serious and ongoing classification efforts, the benefits of
the hardcopy paper files will soon disappear.
Talking about the public hardcopy paper files, NIPRA is already
on record as being strongly opposed to any decrease in the quality
or quantity of the publicly-available hardcopy files for patent and
trademark searching. Based on many years of experience, we feel
certain that should be PTO build down these hardcopy files, it
would lead to important losses in the ability of the worldwide IP
community to investigate and determine the value and quality of
their intellectual property.
Because of the unique watchdog role us public searchers play in
the worldwide intellectual property system, we are relied upon by
all parties having an interest in intellectual property. So it is absolutely crucial for the health of the IP system that us public searchers continue to have rapid and unhindered access to. patent and
trademark information, and that the information that the PTO disseminates be of the highest possible accuracy, reliability, and
retrievability.
For the foreseeable future, we believe only the classified
hardcopy files meet these criteria. We envision the need for
hardcopy files to be in the range of the next 8-10 years, before any
serious consideration be given to transitioning over to totally electronic media. Next, NIPRA is seeking the support of this the Subcommittee for our hereby-submitted proposal to expand the existing
public hardcopy search facility, now housed in the Crystal City
Public Search Room, into a new facility that would establish and
maintain all U.S. patents and foreign patents and trademark documents searchable in U.S. classification order.
We would be interested in working with the Subcommittee's
Members and staff to flesh out the details of our proposal. We believe that allowing the present PTO attitude on the hardcopy files
to prevail will merely continue a de facto, salami-slice decommissioning of these hardcopy files.
Finally, I would just like to just stray slightly away from patents
and address an issue which is, I think, of equal importance, and
that is the issue of improving quality and curing defects in U.S.
patents has a virtual exact analog with respect to registered U.S.
trademarks. For the same reason as in patent matters, the
hardcopy trademark paper search files must be preserved for the
foreseeable future.
Mr. Chairman, I want to thank you and the other Members who
have provided us this opportunity to present our views on the several key quality-related issues. We believe that an ounce of prevention is worth a pound of cure, and therefore, rather than talking

about how to cure defects in patents, NIPRA concentrates on how
to get the highest quality search done initially, so that the IDS,
which the examiner gets with each application, will have a fairly
high threshold and the quality of the process for each application
will start at some reasonably high level.
That concludes my pre ared remarks. I will stand by for questions, if our Chairman will so allow.
Thank you, sir.
[The prepared statement of Mr. Cottone follows:]
PREPARED STATEMENT OF JAMES F. COTrONE, PRESIDENT, NATIONAL INTELLECTUAL
PROPERTY RESEARCHERS ASSOCIATION

Good Afternoon Mr. Chairman, and members of the Subcommittee.
My name is James Cottone, of Leesburg, Virginia. I'm here today testifying on behalf of the National Intellectual Property Researchers Association, NIPRA, which
represents the professional and business interests of nongovernmental professional
people and firms who specialize in worldwide intellectual property information retrieval and dissemination. Our members are intimately linked to the information
dissemination functions of the PTO and typically have many years of experience10 to 20 or more-working with the PTO in various capacities, as well as in using
all branches of the PTO's facilities. Our members serve as the world's main concentration point for intellectual property (IP) information from the PTO. Every
working day of the year, they receive thousands of requests from clients worldwide,
and, using their knowledge of and access to the PTO's facilities, locate, retrieve and
interpret the information needed to respond to these requests.
My testimony today will cover selected areas of special concern to NIPRA which
I believe will make a contribution to the purposes of this hearing. These are: [A]
the continuing need for serious PTO Classification effort; [B] Problems with the existing PTO Quality Review procedures; [C] The need for full maintenance of the
public's Hard Copy (aer) miles; [D] A new Proposal for a Single Central Search
Facility (SCSF); and [El Parallel Trademark considerations.
** (A) - CLASSIFICATION **

A serious problem that arisen in the last ten years is that of Classification. It has
been asserted by many that the proper classification of patents and other references
is no Ionger necessary because "we hve word searching." NIPRA disagrees.
A quality patentability examination results when the examiner has a complete,
closed set of all the pertinent references before him/her. Considering all the members in this complete set, the examiner then selects a subset of the references most
relevant to the claims of the application under consideration and then applies them
in an appropriate Office action. We size of this complete set will vary by technology
and particular patent application, but typically will be in the 1000-3000 document
range. It does not matter if one is using either an electronic retrieval means or the
more reliable hard copy search-the examiner needs to consider the complete set of

relevant documents in order
abilit determination, as is
USPQ 4591. In the opinion
often cannot support such a

to determine the "point of departure" for proper patentrequired by.Graham vs. John Deere [381 U.S. 1; 148
of many senior examiners, a "word search" inherently
determination; only a properly classified search file can

do that consistently in most arts.
Retention of employees has been a longstanding problem with the Office--currently it is estimated that 55% of examiners have been with the Office 2 years or
less. This was also a problem back in 1912, as was analyzed in the "Report of the
Investigation of the United States Patent Office" of December 9, 1912, to then President Taft. Their recommendation then was to have senior examiners involved in
continuing reclassification efforts. If these senior people left, their knowledge and
expertise would then be left behind in the form of tightly classified search files, so
that subject matter could be easily and quickly retrieved later by those not nearly
so skilled. The current downgrading of the Classification operation and the apparent
lack of appreciation of its importance by the current PTO management is a legitimate subject of oversight effort, and NIPRA recommends that the Office be encouraged to reconsider their priorities in this matter. A reasonable place to start would
be to examine the present and near out-year budgeted amounts for classification,
and com pare these with the amounts expended in the peak years before the downad
began to help quantify the trend. Because professional public searchers
have virtually the same needs as PTO examiners in this regard, the subject of clas-
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sification is important to us. And without serious and ongoing classification efforts,
the benefits of the hard copy files will soon disappear.
** 1B] - FF0 QUALITY REVIEW **

On the subject of improving patent quality and curing defects, a good starting
point should ask-how well is the PTO now functioning, and at what level of quality
are its patents now being issued? Before recommending any changes in PTO operations, we must have the very best information as to the problems being experienced and the likely effects of changes thereto.
The Office of Quality Review was originally set up to objectively monitor exactly
these quality concerns, and also to provide a teaching tool for all examiners as to
how to properly search and examine patent applications. However, recently much
of Quality Review has been folded into the "Technology Centers" and are under the
control of the various Center Directors. Several qualified observers have expressed
the view that a Quality Review Office, completely separate from the PTO (and possibly even separate from the Department of Commerce), is essential to be set up.
Appropriate places might be: at the Government Accounting Office [GAO), or at the
Library of Congress, where in past years other reviewing and information gathering
offices had been set up to inform Congress and others with great success.
When Roger Smith was Chairman of General Motors, GM was losing billions of
dollars, and losing significant market share. Asked what the problem was by reporters, Mr. Smith could only answer: "It's all very mysterious.' Clearly, Mr. Smith's
information had been carefully massaged by layer upon layer of GM management
and staffers until little of validity or importance remained. If it is determined that
it is useful to set up such a separate review office (at least totally separate from
the Technology Centers which it will monitor), that organization will need people
of skill, great personal integrity, and a loyalty only to the highest standards of examining and patent granting in order to get reliable, valid data to make appropriate
decisions and recommendations. U.S. Patents need to not only be perceived as valid,
but be valid, in order to be enforceable.
Recent court decisions, however, such as throwing out all the claims in the
Rambus litigation case, do not bode well for the widespread perception of validity
of issued U.S. Patents. Indeed, Mr. James Pooley of Gray, Carey issued a report in
February, 2000, at the National Academy of Sciences Intellectual Property Conference indicating that in many areas industry leaders have recently switched from
patents to trade secrets as a preferred IP protection tool. Such recent controversial
court decisions as In re Festo additionally have the effect of significantly diminishing
the value of issued patents to such an extent that the honored Mr. Joseph N.
Hosteny of Niro, Scavone in a recent Intellectual Property Today column [Volume
8, No. 5, May 2001, p. 44, at p. 45] under section "Fourth, Don't File a Patent" has
suggested that property holders consider trade secrets as opposed to patents for intellectual property protection. If widely taken to heart, a rise in trade secrecy would
represent a major step backwards in the status of the U.S. as a world technological
leader.
Because NIPRA's members constantly carry out Validity, Infringement, Right-toUse and Due Diligence searching, in addition to the more routine patentability
seaches, we see first hand the many weaknesses that flow from a less than ideal
quality review process.
**

[C] - THE PUBLIC'S HARD COPY FILES

**

NIPRA is on record as being strongly opposed to any decrease in the quality or
quantity of the publicly available hard copy (paper) files for patent and trademark
searching. Based on many years of experience, we feel certain that should the PTO
build down these hard copy files it would lead to important losses in the ability of
the worldwide IP community to investigate and determine the value and quality of
their intellectual property. We also believe that PTO examiners have identical (or
at least parallel) needs for their hard copy files-but we leave that issue for resolution between the parties affected-the Office and POPA.
There are sound and simple reasons for not only continuing full maintenance of
the publicly available hard copy files, but for expanding their content as well. First,
they are available 24 hours a day, 365 days a year with virtually zero down time.
They are dirt cheap to maintain compared to automated fies, and provide an ultra
reliable and secure back up search medium which is almost 100% failure resistant
to the problems/threats of power outages, computer crashes, desktop terminal
glitches and lockouts and hacker/terrorist attacks. However, beyond these basic
strengths, the hard copy files provide a statistically independent search medium,

which significantly improves the quality of searching, and hence the validity of
issued U.S. patents and registered trademarks.
Because of the unique watchdog role public searchers play in the worldwide IP
system, they are relied upon by all parties having an interest in IP-mergers and
acquisition (M&A) firms, initial public offerings (IPO), patent departments of fortune 500 companies small start up companies and independent inventors-to find
and provide the highest possible quality information regarding patents and trademarks. So its absolutely crucial for the health of the U.S. IP system that public
searchers continue to have rapid and unhindered access to patent and trademark
information, and that the information the PTO disseminates be of the highest possible accuracy, reliability and retrievability. For the foreseeable future, we believe
only the classified hard copy files meet these criteria.
How long is the foreseeable future-does NIPRA believe that hard copy paper
search files are needed forever? Most likely not, we envision the need for hardcopy
files to be in the range of the next 8-10 years before transitioning over to totally
electronic media. Ideally, this interval should be divided into two distinct stages. We
suggest first a three year side-by-side comparison of newly issued patents be accomplished by knowledgeable outside referees. When the automated search results are
judged to be fully equivalent to those obtained by combined hard copy and online
searching (the present system) for a sustained three year evaluation interval under
a well-defined quality measuring protocol, then the PTO should be allowed to start
building down the examiner's hard copy' files. The second stage of building down the
publically available hard copy files could then be started. This second stage should
be incremented slowly over a five year period so as to detect and respond to any
unintended adverse side effects. Prudent risk managment demands nothing less.
** (D] - PROPOSED SINGLE CENTRAL SEARCH FACILITY (SCSF) **

In view of th.se "need-to-have" factors, NIPRA is seeking the support of this subcommittee for our hereby submitted proposal to expand the existing public's hard
copy search facility, now housed in the Crystal City PSR+ and environs, into a new
facility that would establish and maintain all U.S. and foreign patent and trademark documents, searchable in U.S. classification order. We would be interested in
working with the subcommittee's members and staff to flesh out the details of our
proposal. As a starting point, a few specifics are proffered. Looking forward to the
planned space consolidation move to the new Carlisle Campus, our proposal calls
for the establishment of a Single Central Searching Facility (SCSF) to house this
expanded hard copy file. The facility would include complete copies of all U.S. and
foreign patent documents and all U.S. trademark documents housed in the first and
second floors of Crystal Plaza buildings 3, 34 and 4. The SCSF would support the
needs of all searchers, public, PTO and government, and its foreign art collection
would be initially seeded with any foreign art and digests that are surrendered by
the examining corps, as is now being considered by the Office/POPA/OPM approval
process.
We believe that allowing the present attitudes on the hard copy files to prevail,
as is repeatedly expressedby the Office, will continue a de facto, salami slice decommissioning of these hard copy files. This will cause the loss of a searching capability
which is badly needed for several years to come. We also believe that failure to establish the proposed SCSF will do irreparable harm to many aspects of the U.S. IP
system, not the least of which will be a downward spike in the quality of issued
patents and a generalized slowdown in worldwide IP activity due to the business
uncertainty which will follow the inability of public searchers to do their historical
best for their clients.
** [E] - TRADEMARK CONSIDERATIONS **

The issue of improving and curing defects in U.S. patents has a virtually exact
analog in trademark considerations. Because the two branches of IP intersect so
closely in matters of automated and hard copy searching, it is worthwhile to briefly
look at related trademark quality matters.
The quality of both the PTO examination and those tools used to accomplish it
are of paramount importance as the publication or issuance of a confusingly similar
mark can result in costly litigation and/or the dilution or diminution of a prior
mark's value. It is the responsibility of the Office to deny registration to such
marks, and failure of the PTO examination process leaves owners of legitimate
marks with the aforementioned unpleasant and expensive consequences. It should
be noted that adversarial proceedings can result in legal fees that many businesses
simply cannot afford. In those instances, the owner of a legitimate mark then suffers the economic injury of having its trademark diminished by dilution.

In the course of daily research , our members have seen a dramatic decrease in
the quality of trademark examination. These observations are bolstered by similar
observations of many trademark practitioners. We believe this deterioration can be
linked to three principal factors: 1. Errors and omissions in the data created by the
PTO; 2. poorly configured search software; and 3. Examiners who have been inadequately trained in the use of those systems and who- have insufficient experience
in trademark law.
The quality of the PTO Trademark Search Databases and the performance of the
electronics search systems are of great interest and great concern to professional
searchers and those businesses they ultimately serve. Currently, the PTO offers two
publicly accessible trademark search systems, X-Search, the trademark search system used by the PTO examiners, and TESS, an online version of X-Search. A comparison of the data on those systems with hard copy paper records indicates that
a significant percentage of the data contained in the automated systems is either
corrupt or missing. Regular experience with these databases has revealed countless
errors with regard to the identification of the trademark, design codes, ownership
information, etc. Many of these errors come .about as a result of data entry and
scanning errors, errors which go uncorrected as the PTO appears to have little if
any quality control measures in place to detect them. For example, PTO clerks have
assigned the famous design of the "Playboy Bunny" the design code for a costumed
primate-and have keyed in marks such as "Lido" as LidO. Such errors make these
marks virtually impossible to find online even when using proper search commands
and techniques. The effect of these errors is compounded by additional problems
typified by omitted registrations, applications, pseudomarks and missing or illegible
images. Further, the search systems, particularly TESS, are plagued by search engine problems that make it impossible to perform certain types of trademark research.
Our members regularly review examiners' search strategies and in many instances have determined that the examiner will repeatedly restrict the scope of a
given search until only a handful, or in many cases, no citations are returned. Similarly, our members have found search strategies that limit potential citations to
those owned by the owner of the mark being searched and thus ignoring all potentially conflicting marks. Such poor search strategies must be the result of inadequate training or ignorance of the fundamentals of judicious trademark research.
Additionally, our members have consistently found examiners who do not enter phonetically similar terms into their search strategies, instead relying on the database
to search those terms for them. Unlike many commercial databases whose search
engines perform this task with varying degrees of success, X-Search relies on the
manual entry of those terms in the pseudomark field. A cursory review of any sampling of X-Search records reveals that this data entry is deficient-at best. Although
our members do not suggest that the examiners have the time and resources to conduct their research in the manner that public professional searchers do, they do assert that absolute reliance on the X-Search system will continue to have a negative
impact on the quality of the trademark searches conducted by PTO personnel.
Assuming that the PTO can not afford to conduct the same in-depth research as
that performed by professional public trademark searchers, it is critical that the
hard copy paper records presently maintained in the Trademark Search Library
continue to be properly and fully maintained. These hard copy paper records serve
as the only check to the erroneous, missing and illegible data on the automated systems. Thus, given that the hard copy paper records provide an inexpensive, easily
maintained and constantly available search tool that serves such a valuable check
of online data quality, they must also be maintained, possibly for the same 7-10
year interval as recommended above for patents.
Mr. Chairman, I want to thank you and the other members who have provided
us this opportunity to present our views on several key quality related issues facing
the PTO and its many constituencies. I especially want to thank those on the Subcommittee on Courts, the Internet, and Intellectual Property for the invitation to
present NIPRA's views and concerns on the matters of patent and trademark quality. I hope that the views expressed here find sympathetic ears, and we look forward
to working closely with your staff to more fully develop the proposals and ideas provided. We also are pleased to be able to contribute to the continuation of the preeminent position now enjoyed by the PTO.
That concludes my prepared remarks, and if my oral presentation today has departed from this written testimony, please consider this written version as the official position of NIPRA on all matters covered. I'll stand by for a few questions if
our chairman will so allow.

SUMMARY OF STATEMENT

NIPRA wishes to thank Chairman Coble and Ranking Member Berman for their
April 9th, 2001 letter to Director Godici expressing concerns with the possible premature dispo.3ition of the paper files and the public library collections. We believe
the indefinite preservation of these facilities are of critical importance to the quality
of issued patents and registered trademarks.
NIPRA proposes the consolidation of existing public search facilities into an expanded Single Central Search Facility (SCSF) to be housed in the Crystal City complex; the expansion to include integration of all foreign patents and digests that may
be removed from the examiners' search areas.
The need to maintain and expand the publicly available hard copy search files will
be present for at least the next 8-10 years. NIPRA proposes a three year side-byside comparison of newly issued patents before building down the examiners' hard
copy files, followed by a five year incrementally phased building down of the public's
hard copy files as a responsible way to handle the risks associated with these historic steps.
It has been asserted by many that the proper classification of patents and other
references is no longer necessary because "we now have word searching." NIPRA
disagrees. We believe the recent downgrading of the PTO's classification efforts is
having a negative impact on patent and trademark quality, and the benefits of the
hard copy files will soon disappear without resuming serious classification efforts.
The matter of relocating or restructuring che PTO's former Office of Quality Review should be the subject of intense review by all in the IP community. NIPRA
suggests the necessity of separating this crucial function from the Technology Centers where it is now based and reconstituting it in a newly formed organization.
The issue of improving quality and curing defects of U.S. patents has a virtually
exact analog with respect to registering U.S. trademarks. For the same reasons as
in patent matters, the hard copy trademark paper search facilities must be preserved for the foreseeable future.

Mr. COBLE. Thank you, Mr. Cottone.
Mr. Berman has a scheduled meeting that will start imminently.
so we are going to start the questioning with him.
Mr. BERMAN. I appreciate that very much, Mr. Chairman. Once
again, you have gone out of your way to accommodate my sometimes aberrational behavior. I want to make one point on this funding issue. I just had a meeting with the ABA representatives, intellectual property section, and we talked about it there, as well.
Two things have to happen or this ain't going to happen. One,
the PTO has to provide compelling information to the appropriation
staff and to the Congress of how the problem of huge delays, inadequate compensation, and all the other deficiencies that affect patent quality, will be corrected by virtue of having more money, and
that they can absorb that money and do it in a meaningful fashion.
My sense is PTO has not yet done that. Our former colleague,
Mr. Rogan, may be here, may be nominated for that position. He
has the political experience and, I think, the brains to understand
the priority of the office doing that, and I certainly hope that is
done. It is not going to happen without that. The second thing that
is not going to happen is, listening to the patent bar call for the
need for this, that and 99 cents will get you a cup of coffee at 711. You talk about your clients. I hear words like Genentech and
IBM and all these others.
When they decide to give one-quarter of the effort to put into
Y2K-that was such a compelling crisis, we had to deal with thator making permanent the research and development tax credit,
which I agree with-in other words, those top issues for high-technology firms that are so important. When they put that into that
list and make it a political issue for the leadership of both parties,
you then create a political dynamic, along with the substantive
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demonstration that the money will actually produce the results,
that will make it happen.
Until the patent bar can't do it, and I don't think two Members
or even an interested Subcommittee can do it. Those dynamics
have to change.\ just throw that out. Questions, first to Dr. Martin. What you haV, seems very, very interesting. You make a quite
astonishing asseln, that one-third of U.S. patents have no value
because there i direct overlap of claims with other patents. The
implications of that are quite something. Can you support the assertion, and, in your--can the things your system finds-is there
concern that what you find might be an insufficient basis for rejection when a patent examiner refers to it? Could you respond to
that?
Mr. MARTIN. I am only guilty of understating the severity of that
one-third number. We can show that it is significantly higher than
that. I call your attention to several of the reports that not only
have been issued by our corporation, but also have now been involved in fairly significant Federal cases bf rather profound litigation, where an automated system happened to find the smoking
gun that the infinite number of examiners and prosecutors spending, according to Rambus, $7.3 million in their last 90 days, happened not to find.
The Senate Government Affairs Committee, the GAO, and several other entities on this Hill have all found that this is an understated problem, not an overstated problem, with respect to the onethird. If you look at the Rambus report that we added into the
record at the beginning of this hearing, you will make note of the
fact that not only did an automated system detect linguistic overlap, and we are very strong opponents of a simple word search, and
I think Mr. Cottone's comments are absolutely correct there, but
what we do is integrate not only conceptual searching, but we also
integrate an analysis of images; and if you look at what we found
in the Rambus case, you actually find that there is actually pictorial plagiarism likely in that particular patent that would be not
only detectable, but, oddly enough, was examined by the same subset of examiners.
So this assertion is not only defensible, but that's part of the reason why we called for the audit. This is not just an esoteric issue.
This is a national crisis, and the SEC is actually now starting to
prod around this issue, simply because every time you see in an S1
filing, or a 10K or a 10Q, the word "proprietary," the 1933 act is
very clear, that misrepresenting your position with respect to that
kind of information in a public equity offering is, in fact, a fraudulent act. And we have had conversations with the leading investment bankers in this country.
We were informed by Morgan Stanley that this is not a relevant
issue for them, simply because they have opinion letters stating
that the patents are enforceable. I would encourage you to reflect
on the fact that Morgan Stanley represented Rambus as the
singlelargest holding of equity buy recommendations, until the
court found that their patents were overturned in terms of enforceability, and I think it's particularly interesting to note that, in addition to that fact, they were informed of our analysis of this in
February of 2001, when the stock was trading at over $40 a share.

At last check, at about 11 o'clock this morning, I believe it is at
$12 a share.
Mr. BERMAN. Maybe we'll send a copy of the transcript of this
hearing to Mr. LeRock. One last question, Mr. Chairman. Well, I
do have that meeting. Mr. Kirk, you state you don't support the
provisions of H.R. 1333, creating a presumption of obviousness for
non-novel computer implementations of prior inventions, because
you believe this provision is unnecessary, confusing, likely to lead
to unnecessary litigation. We can try and deal with the confusing
part of this through elaborating and defining better. But I'm interested in why you think creating such a presumption is unnecessary.
Mr. KIRK. Mr. Berman, the language in that presumption basically requires that the examiner have discovered that the particular invention is known and available, and once you have done that,
I think you get to the point of simply applying the information you
found regarding that invention under the obviousness criteria of
section 103. You can reach the correct result without having to impose this kind of a presumption. You can, I thinkMr. BERMAN. Even though it's a computer implementation of
that invention?
Mr. KIRK. That is correct. Let's talk about a business method, for
example, just for discussion purposes. If the business method is old,
and you have discovered that, because you have now got references
that demonstrate that this is not a novel business method, and
there is an application of this business method in a straightforward, state-of-the-art type computer implementation, I would
submit that any examiner, properly trained and skilled, would find
this invention to be obvious and therefore not grant a patent claim.
Mr. BERMAN. What about the reverse option?
Mr. KIRK. I'm not in a position to tell you what was in the file
of the reverse option patent, and I'm not going to sit here and tell
you that every patent that was issued by the United States Patent
and Trademark Office was properly examined and issued and is
valid. We know that from looking at the cases in all fields of technology, that examiners sometimes don't find the best prior art, and
sometimes when they do, their judgments are little bit short. But
they are human. There are 3,000 of them.
Mr. BERMAN. I just wonder why the presumption wouldn't at
least provide a little bit of a nice security blanket to that examiner
who now might be looking for a little guidance that his ultimate
determination-his determination is ultimately upheld.
Mr. KIRK. I would submit, Mr. Berman, that the examiner can

make this kind of rejection today if he is properly trained and
wishes to do so. One of the underlying problems we see here is that
such a presumption could impose a burden of establishing a negative on the applicant. If you start out at the beginning of section
102, it states that a person is entitled to receive a patent,
unlessMr. BERMAN. Well, if one-third of the patents are, on a conservative estimate, pretty useless because of prior art, maybe adding a
little bit of a negative hurdle to this process wouldn't be such a terrible idea.
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Mr. KIRK. Mr. Berman, I was born and raised in Florida, but on
this particular point, I'm from Missouri. I heard the presentation
and I read the statement that Dr. Martin gave, but I'm afraid it's
going to have to be a show-me.
Mr. BERMAN. Okay. Thank you.
Mr. MARTIN. Delighted to do so.
Mr. COBLE. Thank you, Mr. Berman.
Mr. Kirk and Mr. Kushan, you have discussed how the current
re-examination process is not widely used, or, as a law professor of
mine used-to say, the re-examination process is not widely used. Do
you have any statistics available for the Subcommittee on how
many re-examinations are requested each year, and how many involve third parties, A; and do we know who these parties are, that
is, law firms, small businesses, universities, libraries, et cetera?
Mr. KIRK. Mr. Chairman, I don't have a complete rundown of all
of that, but the statistics published by the USPTO, for example, in
1999, reveal that the patent owner requested 173 re-examinations,
third parties, 181, and 31 commissioner-ordered re-examinations. I
don't have a breakdown beyond that in terms of the parties.
Mr. KusHAN. What I found interesting is that that number of approximately 350 re-examinations each year cheer hasn't changed
over the past decade. They are virtually the same number that we
had in 1991, when we did a review. I also know that it was difficult. We can't really find out any statistics about who is-what
kind of entity is requesting the re-examination.
I would note that if you look at the filings, which have gone
through the roof over the past decade, to see a flat line on re-examinations suggest two things. One, it is certainly not there in the
role that it should be, to catch error rates that we know must exist;
and, second, it has not gotten any more popular, especially after
the AIPA, with its inter partes re-examination procedure.
Mr. COBLE. Would either of you care to weigh in on that?
Mr. MARTIN. Well, I think both of these perspectives-I thinkare correct. I think that the procedural issue about re-examination
right now is something that certainly Todd Dickinson's statements
often were slightly misleading. While he suggested that there was
a quality assurance based on the flat line that we just heard about
from Mr. Kushan, I think that what failed to be addressed was the
procedural barriers to actually do that.
When we actually were in USPTO in November of this past year,
we showed a series of approximately 10,000 patent re-examination
cases, as my colleague to the left suggests that we should show
you, in good Missouri fashion, we went ahead and did that; and we
asked whether or not they would like to receive 10,000 re-examination requests in 1 day. The answer is, as you can imagine, one that
was not warmly received by the Commissioner's staff on that day,
and I don't think it will be now.
But there is a procedural impediment that needs to be removed,
because right now there truly is no mechanism for third party accountability to be brought to bear on patents. It is just financially
and procedurally an impossibility.
Mr. COBLE. Mr. Cottone, do you want to add anything to that
question?
Mr. COTTONE. No, sir.
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Mr. COBLE. Again, Mr. Kirk and Mr. Kushan, in your testimony,
you have described various protections against the re-examination
process becoming a form of harassment. Now, you all know I
strongly support inventors against harassment. Elaborate, if you
will, on how the current system and any new system should guard
against harassment and abuse.
Mr. KIRK. Mr. Chairman, first, I would agree totally with what
Mr. Kushan has said about the idea of the notion of retaining what
we referred to as a speed bump. One needs to continue the substantial new question of patentability as a threshold test before a
re-examination is instituted, to ensure that parties cannot come in
and continually harass a patentee of limited means. So I think that
is one area.
A second area is the estoppel provisions properly applied. To the
extent that a third party has the opportunity in a re-examination
to appeal to the Board of Patent Appeals and Interferences, and to
appeal to the Court of Appeals for the Federal Circuit, it is appropriate to apply certain estoppels against re-litigating those same
issues so that a party cannot come in and re-litigate those issues
again and again. This is not likely to happen, but the mere possibility that this might occur could be stopped with these estoppels.
We would support the notion, not only of applying the estoppel
to issues that were raised, but also to issues which could have been
raised, with the exception that newly found, newly discovered, previously unavailable prior art, that should be a basis for allowing a
re-examination to go forward. So these are a couple of areas that
we would suggest to limit the harassment.
Mr. COBLE. Information- that was not available at the time, is
what you're saying, Mr. Kirk; right?
Mr. KIRK. That is correct.
Mr. COBLE. Subsequently revealed. Did you want to add to that?
Mr. KUSHAN. Yes, I just would add one point. I agree with virtually everything Mr. Kirk has said. The form of re-examination requests that might-be possible in a system which allows challenges
not based on patents or printed publications should require some
kind of structure in the legislation, either an evidentiary showing
to back up the assertion that the claim is invalid under 112, or
some evidence to document the information that would be the evidence of prior use or public sale of the invention.
I think it is important to have some kind of structure in the procedure that ensures that the pleadings are not too easily made to
initiate a re-examination. You should have something there that is
valid and can be a legitimate basis of a proceeding. If I can, just
one more thing. One of the things that we've always looked at in
the PTO, in the way they conduct their work, is there is a certain
capacity to do these re-examinations. If you look at just the statistics on patent expirations due to nonpayment of maintenance fees,
you find a very large number of patents lose commercial relevance
as time passes after they are granted.
So a mechanism which would force the PTO to look at a lot of
patents which are going to die anyway of their own merits because
of lack of commercial significance would not be an efficient way to
conduct a proceeding or structure a system. So I'd encourage-one
of the benefits of having a test like a substantial new question of
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patentability, is that it forces a bit of commercial reality to come
into the equation before a party will go to the PTO and initiate a
proceeding. It's a good mechanism for making sure you don't have
too many of these things initiated.
Mr. COBLE. Let me extend my question in this manner. Can either of you discuss any specific safeguards that may be necessary
as a check on expanding re-examination? Fo- example, establishing
a time-limited cap on when proceedings must be concluded?
Mr. KIRK. The study that we had commissioned internally and
that we approved established a cap of approximately 12 months.
We feel that the 9-month limitation that is in H.R. 1333 is in that
same ballpark. We would find that acceptable. Mr. Chairman, I
think when you consider this, the names can be misleading, because on the one hand, one extreme of a continuum, we have reexamination that is ex parte, with very limited grounds.
At the other end of the continuum, we have a very robust procedure where all grounds of challenge are possible. There is discovery. There is all manner of testimony, et cetera-a very complex,
very involved proceeding. At the low-end of the continuum, with reexamination, that generally can go on for the life of the patent. At
the far extreme, given the severity of that activity, and we personally don't recommend we go that far, but in that direction then you
would want to have a limitation on the period of time that you
could initiate that kind of a proceeding.
But as far as we are concerned, we believe that both proceedings
can live in the same system; that is to say, a more robust, timelimited opposition-type procedure, and a somewhat less rigorous,
but for the life of the patent re-examination procedure.
Mr. COBLE. Thank you, sir.
Dr. Martin, in your testimony, you suggest that people are purposely avoiding citing prior art to have a patent issued, and that
this practice is routinely done. Elaborate, if you will, your basis for
claiming this, and that the PTO is not diligently enforcing its own
rules on searching.
Mr. MARTIN. I think there are two parts of the response to that.
The first part is I would encourage you to just make a simple inquiry of IP practitioners and put the question directly to them, as
we have done on numerous occasions. If you have the ability to
have access to all relevant prior art, would you or would you not
include that in patent prosecution then. With very limited exception, and there are exceptions, but with very limited exception, the
answer is no. The reason for that is, as many people have come to
know how the system works, they identify themselves as being able
to draft claims with a very creative thesaurus, that allow you to
take existing language and draft claims very close to those and get
issuable patents which, unfortunately, aren't enforceable.
We have compelling evidence that that is not only happening
routinely, but we actually have several cases that we have published where that is, in fact, provided as evidence of that being not
our opinion, but others'. The more compelling problem, however, is
what happens at the examiner level, because the really issue of
prior art is not one of the prosecutor. It is, in fact, one of the examiner. The examiner is the one that actually has, now, not only duty,
but he also has in the examination manuals the responsibility to
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search, not only primary classification, but also places in which the
claims may apply in nonprimary classified areas.
The problem that we see is that examiners, given the recent documents prepared by the United States Patent Office, in which the
recommendation is that all patents receive no more than 16 hours
for a prior art search, and that is the USPTO's documents, 16
hours. If you actually go through more than about 10 patents to determine whether they are relevant or not, and read those 10 patents, you have a very difficult time even reading them in 16 hours,
much less going to the level of detail required to determine whetheryou find everything that's there.
A very recent patent that was prosecuted by the law firm of
Finnegan and Henderson had over 250 citations, over 250 citations.
The USPTO, in their PBO status, has recommended that examiners have no more than 16 hours to read the prior art cited in a patent. Now, I read quickly, but I sure as heck can't read that quick,
and the fact of the matter is examiners, if they are going to live
up to the standard of examination, must be afforded the ability to
make a decision routinely, that there is not a time limit on the
prior art examination issue, because insofar as the PBO status has
led down the pathway of performance basis on piecemeal work at
the examination level, we are creating a debacle by doing that; and
what we found numerous times with respect to the examiners is
they simply run out of time, and one of the things that you see as
an action-and we've talked to several examiners very recently at
the Patent Office on this issue, they default to searching primarily
under the classification code in which they have expertise.
That works, were it not for the fact that a recently-issued IBM
patent that was published about in the MIT Technology Review as
one of the five most important patents to watch in the next fiveto-10 years, was actually filed under an electronic apparatus classification in the 300 series of the U.S. classification system. Unfortunately, the majority of the claims in that patent were 705 claims.
If an examiner is going to examine a patent, there needs to be an
internal notification system that says when you get to claims that
are not in your jurisdiction, you need to either involve other examiners for their expertise or have the opportunity to parse up the review among established claims, because the failure to do that, and
this is not the examiner's fault, the failure to do that practically
just says I'm going to go where I'm used to going.
So what they have is the inability to draw in prior art that would
not be in their primary space, and, because of that, as a practical
matter, don't look; and that's confirmed if you look at the shoes,
where you wind up seeing an awful lot of searches that are classspecific. Can't do that now.
Mr. COBLE. Anybody else want to be heard on this, on the panel?
Mr. KusHAN. I would like to touch on a couple points, because
I think the characterizations that are being made about the examiners and how they do their work-they're not-there's a very different pattern of behavior in the different technology areas. In my
area, when I was an examiner, I was in the biotechnology area,
this is before genomics, we had very little difficulty tracking down
relevant prior art, and it's because the examiners were organized
fairly well and you would have a relationship within a certain tech-
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nological field that allowed you to look where you knew things
wouid be.
I have to emphasize that the characterizations that my colleague
is making may be more prevalent in the business method area now,
but two things struck me as not being consistent with my experience. First, most patent applicants who value the patents that are
going to come out are going to do whatever they can to take the
information that is relevant to the invention, and get it in front of
the examiner. The best case scenario is if the most relevant prior
art has been in front of the examiner and the judgment has been
made by the examiner on that basis. A lot of clients that I work
with actively do a search, and they will not pursue an application
if there's something that is going to kill the patent. If it's too close,
they make the judgment they're not going to pursue it. You want
the most relevant information to get into the process, and the good
applicants take that extra step to get that information in.
The second thing is in the different areas that are fairly well-settled, the examiners start to develop a very good peripheral vision
about the technology, and there is a lot of communication, there is
a lot of intuitive knowledge that you can't really describe or document, but that knowledge leads examiners to find relevant information pretty well.
I think the big challenge is getting examiners the tools where
you don't have that intuitive experience and a capability of finding
the information quickly, because, as you noted, there is a time
crunch and there's no way the PTO will ever be able to operate
without having somewhat of a time crunch, given their workload.
So I think it is important to highlight these trends, but then look
at what kind of tools and shifts in examination practices you might
explore to get the information into the hands of the examiners, that
will be the relevant information they need to make decisions.
But I think it's important to not paint the PTO in a homogenous
form or in a profile which suggests that all technology areas have
the same kind of problems. I think these kind of problems are
linked to business method patents and other really fast-growing
technologies.
Mr. COBLE. Mr. Kirk, did you want to insert your oars into these

waters?
Mr. KIRK. Just a couple of comments. I agree totally with Mr.
Kushan, that attorneys and companies that want strong, valid patents are not going to withhold anything, because the chances are
that it is going to come out in litigation. Also, an attorney may lose
his livelihood under rule 56 for committing fraud on the Patent Office-and that is not a popular thing for them. But more importantly, I think the integrity of the attorneys, certainly the 12,000
we have in AIPLA-and I would submit in other big associationsI don't believe that we have that kind of a mentality in our association. People want strong patents. They want valid patents. They
want patents that will stand up in court, and they know in court
that their opponent is going to do a lot more work, spend a lot
more money than the office could ever spend in terms of searching
and trying to find holes in a patent or the claims of a patent.
So, I really have a difficult time understanding that. As far as
the examiners themselves are concerned, admittedly, back when I
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was an examiner, we were still working with rock and chisels; but
if you took your chiseled stone over to another part of the office
when you had a situation that the claims really did not belong in
your art area, you could ask and have the application transferred
to another part of the office for them to examine.
Now, that's been some years. I don't know if that practice is still
current or not, but that certainly was the case.
Mr. COBLE. Thank you.
Mr. MARTIN. Mr. Chairman, if I could just call your attention,
however, to the written statement that I included in my testimony
from Mr. Mosinov of Oblum Spivak. This actually is a gentleman
who I actually have a high degree of respect for. I've seen a lot of
his work and I think it's exceptional; but when you bother to put
in written testimony that there's little or no economic value in conducting a search, and applications can be filed without a formal
search, that seems to rely extremely heavily on FMC v. Hennessy
case, where the duty is clarified as to who exactly has the duty;
but, with all due respect, Oblum Spivak is not a second-rate law
firm. It's a spectacular law firm, and to put that into writing certainly indicates that this is not my opinion.
Mr. COBLE. Mr. Cottone?
Mr. COTTONE. Yes, I'd like to weigh in briefly on some of these
matters. I think that Mr. Martin or Dr. Martin has overstated the
case on this particular problem of the IBM patent masquerading as
an apparatus patent, and indeed having business method claims.
This is kind of a sneaky practice. It has been done over the years.
For the most part, it's an abeTation and a rarely-used tactic. But
the procedures to settle this are already very well in place, and, as
Mr. Kirk said, the transference of cases between art units where
claims start out as claiming--claims one-through-five are strawberries, and claims 10-through-12 are bananas, they transfer them
regularly through the art units. Of course, they cross-reference
after they issue. But I wanted to tackle the issue of Rule 56; and
probably, as I understand from Congressman Berman, 1332's approach, making the IDS more closer to being mandatory.
We have historically Rule 56, which puts the burden--on everybody who participates in a patent-for duty to disclose, and the
duty to disclose rises commensurately with how much you participate in the preparation of that patent. So the attorney of record,
of course, has a monumental duty to disclose; the inventor has a
moderate duty to disclose; and everybody down the line has one, as
well. However, historically, also the information disclosure statement has been voluntary. Every time you see title 37 updated, you
find that the IBS requirements are getting a little bit more-higher
and higher. Indeed, just a few months ago, I had an examiner return an application to me because I put a description of the prior
art and the specification where I've been putting it for 30 years.
The examiner says, "Oh, no, you've got to take it out of the IBS,
out of the specification, and put it in an invention disclosure statement."
Well, I responded that the invention disclosure statement was
voluntary. Our client was Choosing not to authorize me to do that,
and I had met my duty under Rule 56 to disclose-by including it
in the specification, but the disconnect continues. We have a duty
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to disclose, but there's no requirement to produce an IDS. As I understood, Congressman Berman was talking about probably making the IDS more mandatory in 1332. I had not studied the bill in
detail yet. But, in any event, I just wanted to go on record as saying I agee with both Mr. Kirk and Mr. Kushan, that there are perfectly fine procedures already in place in the PTO which are used
regularly for transferring cases and for finding cases where the
claims are bifurcated in some strange ways, and I think that the
example cited b,, Mr. Martin is probably an aberration, where the
system broke down, and the examiner was just not astute enough
to know that claim one said apparatus, but claim 10 said business
method.
Mr. COBLE. Well, we will examine this, folks, in more detail. This
will not be ending, when we terminate today, but I wanted to put
a question to you, Mr. Cottone. It seems that Dr. Martin may be

trying to automate by computer what your Members have done by

hand for years, or manually. Give me your opinion as to how reliable is the search technology that his company offers.
Mr. COTTONE. Thank you for the question. I am not familiar
-with-I am very familiar with the searching techniques. Searching
is NIPRA's raison d'aittre, and we have been in the craft for decades and decades. I'm not familiar with M*CAM, so I can't comment specifically; but I am very much a devotee of automated
searching. However, way back about 5 years ago, I did a personal
investigatioh of several thousand cases which I had personally
searched and developed, 421 cases where we had produce a 102 ref-

erence, that is, a blocking reference. This was done, not in the Patent Office, but out of my own docket.
Luckily, my search notes were clean enough so that I could determine where the 102 came from, and we found some amazing
things, including that hand-searching found the 102, oh, some 60
percent of the time; automated searching found the 102 about, oh,
something like 30 percent of the time; and, about 10 or 15 percent
of the time, the 102 came from a friendly examiner, who said, "Oh,
you're looking for ABC? Go find the Jones patent."
So our historical record tells us-teaches us that automated
searching and manual searching must exist side-by-side. Indeed, in
my testimony, I say that probably the most important reason for
manual searching is to provide a statistically independent look at
the art. Back in 1912, President Taft commissioned a report on the
Patent Office, to try to find out why we were losing so many examiners, and the report said, among other things, that one of the key
things we should do to solve the retention problem was to make
sure that the senior examiners classified the art very, very well, so
that the junior examiners would have a, quote, "closed set of art
to look at, limiting his search time to 1,000 patents or less." But
we have no objection to automated searching, which reaches across
all art units and finds some surprising things.
But, in the end, I think patent searching is going to be a lot like
medicine; that is, we want a good old country doctor with handson, who is going to use the best tools he can get, automated sometimes, hand-search other times, depending on the case at hand. I
think both technologies should go side-by-side; and we think that
they hand-search for the next 8-10 years is a must, because the
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technology for automated searching just is not ready to make that
historical transition.
Mr. COBLE. Thank you, Mr. Cottone.
Gentlemen, thank you all. Thank you in the audience for having
stayed with us. This is very interesting and I am sure will be
worthwhile. In conclusion, I want to remind you again, at the risk
of sounding like a broken record, I want to revisit the diverting of
funds problem. Let it be known that it is indeed serious. I talked
to President Bush about this, about three or 4 weeks ago. I talked
to the Secretary of Commerce about it, alerting each of them of the
significance of the problem.
You all help me on this heavy lifting, if you will, and disseminate
that word to as many Members of Congress as you can. I guess the
appropriators and the administration are both going to be key players here. But I've got to terminate that diverting of funds one way
or the other. Otherwise, there's going to be a problem. Mike, you
touched-on it early on in your testimony.
Again, gentlemen, thank you. The Subcommittee very much appreciates your contribution. This concludes the oversight hearing
on patent quality issues. The record will remain open for 1 week.
Mr. COBLE. Thank you for your presence and your testimony,
and the Subcommittee stands adjourned.
[Whereupon, at 3:31 p.m., the Subcommittee was adjourned.]
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MATERIAL SUBMITTED FOR THE HEARING RECORD

0GApWa0UIAM
P4.,,A.-,

$AM4^
lUft

ba€lm$wrm olra

"ngres

NOWAAM Iam&cwa
LnU * 0 (AW C bAM
CAOlA fC40t
o
o
LS
,WI#Ab
040
Pm$m f.
WuS t A
I
M

Aws"Ma

e£

A

L W.AA,

OW HUNOAtO $IVtsH CONGfRSS

of the united 5ttcs

tiouac of r ptrauum s
COMMITTEE ON THEJUDICtARY

*SJ4 0 AAR oft.*b.
iot"

kb
IUIftm

W.

IALLTIM
I Ig 19VAMM-.
VW.&)AM
0 OLAN.UM
lts m.%
Sl~tAMI.CSS*.Ci,.
....
0S
MF
S.%W.

2138 RAYV"BNHQSf
O <.LLCI#G

~

WASHINGTON,DC2051-4I216

1207)2"--3951

MEMORANDUM
TO:

Members, Subcommittee on Courts, the Internet, and Intellectual Property

FROM:

Howard Coble, Chairman

DATE:

May 7, 2001

RE:

Oversight On Patents: Improving Quality and Curing Defects

1.

Purpose of the Hearing

On Thursday, May 10, 2001, at 1:30 p.m., in room 2141 of the Rayburn House Office
Building, the Subcommittee on Courts, the Internet, and Intellectual Property will hold an oversight
hearing which will explore ways to improve the patent system. Specifically, the Subcommittee will
examine the current system for reviewing the role of relevant technical information ("prior ar")
relating to the issuance of a valid patent. In addition it will look at the system currently in place to
cure defects In issued patents (an administrative proceeding called reexamination), assess its
effectiveness, and determine whether legislationis needed to expand the proceedings to improve the
quality and faimessof issued patents. The following witnesses will testify: Mike Kirk, Executive
Director ofthe American intellectual Property LawyersAssociation (AIPLA) representing the patent
bar; Jeffrey P. Kushan, patent attorney, Partner, Powell, Goldstein, Frazer and Murphy; David E.
Martin, CEO,M-CAM; and, James F.Cottone, President, National Intellectual Property Researchers
Association.
2.

Background

The U.S. intellectual property system isconsidered one ofthe strongest regimes inthe world,
while simultaneously advancing the public storehouse of knowledge and generating numerous
benefits to citizens. Our system features broad protection for technology through patents. Patents
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are government-granted intellectual property that are narrowly-tailored in scope and limited in
duration for the exclusive rights to an invention or discovery. Patents were considered an important

federal policy objective and Included by the Framers in the Constitution.' The first patent law was
enacted by Congress in 1790 and Thomas Jefferson is considered to have been the first Patent
Commissioner.
The U.S. Patent and Trademark Office (PTO) isthe agency that receives and examines patent
applications and awards patents that meet the necessary statutory criteria. 2 It is observed that the
judgment of the PTO and its examining corps in applying the statutory criteria for patentability
during examination has provided a successfully balanced-system for more than 200 years. While
patents are commonly granted on machines, processes, and other applied technologies (e.g.,
biotechnology innovation, software, business methods), there is concern among some critics
regarding the fairness and quality of some patents that may be lacking due to a variety of reasons,
including insufficient resources used during the initial examination process by the PTO.
The U.S. patent system essentially establishes a bargain.for-exchange. Its incentive permits
an innovator to received a narrowly-tailored property right (e.g., limited in scope and duration) in
return for allowing that innovation to be dedicated to the public at a defined point in the future.
Currently, the duration of a patent is 20 years from the earliest filing date. It is Important to
rememberthat thepatentoffice will publish most applications after 18 months ofpendency pursuant
to the American Inventors Protection Act (AIPA).' The average pendency of a patent is
approximately 22 months today. Observers note that the patent system creates incentives for
innovation, while benefitting the public at large by speeding the dissemination of technology on a
wide-spread basis through publication.
Supporters of patents note that without effective patent protection, innovators could rely on
trade secret protection to guard the investment in their ideas. But secrecy arguably hurts the public
interest. Trade secrecy is primarily a means of protection available under state law where new
inventions or discoveries are only known or used internally within a firm or clinic. Critics note that
trade secrets rarely benefit the public," since the duration of trade secret protection is theoretically
unlimited (and as such, the public loses on gaining the right to use the innovation freely). In
'U.S. CONST., Art. I, sec. 8., cl. 8. "To promote the Progress of Science and useful Arts,
by securing for limited Times to Authors and Inventors the exclusive Right to their Respective
Writings and Discoveries."
235 U.S.C. §§ 101 et seq.
I Intellectual Property ind Communications Omnibus Reform Act of 1999, S. 1948, Pub.
L.No. 106 - 113 (Nov. 11, 1999).
"There are practical drawbacks to trade secrecy protection of an invention for the firm or
clinic (e.g., contracts requiring silence by employees, enhanced security measures).

addition, the public does not receive prompt, if any, knowledge of the discovery.
Today, U.S. patent law is largely based on the Patent Act of 1952, which is the modem
foundation of our system. The PTO may grant an innovator a patent if it examines and then
subsequently approves a patent application that complies with the substantive and procedural
statutory requirements of Title 35:
I.
2.
3.
4.

Uiliy ( 101). A patentable invention may be "any new and useful process, machine,
manufacture, or composition of matter."
Novelty (§102). The invention is considered new or not used, known, or commercially
exploited up to one-year before filing the patent application.
Non-obviousness (§103). The invention is intended to be an improvement over the current
state of the art of the technology as viewed by person skilled in the given field (thus not
obvious).
Written disclosure (§112). The statute requires the inventor submitting an unambiguous
description of the invention to the office in "full, clear, concise, and exact terms."

It is also worth noting that once apatent is issued, there are several legal procedures available
as an additional check on the patent office. Ultimately, the decisions of the PTO are based on
humanjudgment in light of the office's limited resources, such as the finite amount of time available
for an application's review and the relevant technological information is available to the public for
consideration.
There ame means available to patent owners and third parties to correct a patent and challenge
the validity as well as the scope of a patent through administrative proceedings and the federal
courts. In these matters and during examination, "prior art," or any information that is relevant in
determining the state of the technological science pertaining to an invention, is very important in
deciding validity and the scope of a patent.
2.1

Recent Congressional Action

In 1999, Congress passed the American Inveitors Protection Act (AIPA). This landmark
legislation contained several provisions aimed at improving the patent system and reducing some
ofits frustrations. The AIPA updated our patent laws and created three provisions that relate to this
issue:
(I) The PTO becomes a more efficient agency that will have greater flexibility and ability
to retain and manage its personnel and resources.
(2) Patent applications will now be published 18 months from filing, which enables the
public to scrutinize the applications in light of applicable prior art.
(3) An administrative proceeding, reexamination, is expanded to encourage its use as a way
for third parties of challenging potentially invalid patents in lieu of expensive litigation.
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2.2

Post-Issuance Patent Quality Review

Since the PTO is theagency with the expertise and "first look" at a patent's validity and
scope, Congress decided that the PTO was the proper agency with the necessary expertise to take
a "second look" at a patent's validity In those cases when new information became available. In
1980, Congress created an exparte (one party) reexamination system.$ This system was considered
useful and efficient, but limited the participation of third parties. In 1999, as part of the AIPA,
Congress created an expanded reexamination system which allowed its use by third parties, inter
partes reexamination.
With Interpartes reexamination, it is believed that the best balance can be achieved toward
the goal of improvhig patent quality and validity. This type of reexamination is praised because it
is intended to be a cheaper and more efficient procedure to review bad or otherwise defective patents
than through the federal courts. The participation by third parties is considered vital because in
many circumstances they have the most relevant prior art available to invalidate a bad patent. In
recent Congresses (104th-106th), small and independent inventors expressed concern that this
system must be balanced or it would duplicate, if not compound, some of the costly and timeconsuming problems of court litigation.
In response, Congress adopted an Inter partsreexamination in the AIPA that was severely
limited. It contained several restrictions regarding the conduct of the process, including estoppel,
the scope of patents reviewable under this system, the effective date, and appeals to federal court.
However, critics consider the current Inter parts system unviable, arguing that it limits the ability
of a third party to challenge effectively bad, overbroad, or defective patents in any discipline, such
as pharmaceutical products, genetic-related inventions, software, and business method fields.
An "opposition" is a more advanced type of patent validity proceeding found in other major
patent systems, including Europe and Japan. It allows a more comprehensive procedure to
challenge a patent's validity, while imposing a strict time limit. In the past, the adoption of an
opposition practice was opposed by a vocal lobby of independent inventors. (Although Congress
never tried to create a foreign-styled opposition process as part of AIPA). In response, however, the
AIPA contained an express provision barring the U.S. from adopting an opposition practice.
In light of the experience with the new law, it is appropriate for the Subcommittee to review
whether the public deserves additional advanced legal tools to fight the continuing problem of
defective patents. Recently, Ranking Minority Member Howard Berman introduced legislation,
"The Patent Improvement Act of 2001," H.R. 1333, aimed at making general improvements to the
patent system and establishing a U.S. opposition system. In addition, several subcommittee

535 U.S.C. §§ 301 et seq.
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members ar pursuing more modest reforms through improvements to the current reexamination
system available under current law (see attached).

Through the hearing, it may be possible to review the experience in Japan and Europe to
determine whether the American public might now benefit from even a scaled-down opposition
system. The challenge for the Subcommittee in this oversight hearing is to review the balance in the
current examination system and determine how to improve it for both inventors and the public.
Specifically, the Subcommittee must proceed to preserve safeguards for patent owners (e.g.,
independent inventors) and promote patent quality assurances for those members of the public who
are concerned about invalid patents as described above.
23

Issues
As part of this oversight hearing the Subcommittee Members will need to review the

following options to improve reexamination:
VTe Scope of Reexamination Review. Currently, reexamination does not allow for all

questions ofpatentability to be considered. Critics argue that allowing such challenges under
§112 during reexamination would be valuable in exposing a broader array of defective

patents.
Type oflnformation Allowed The PTO may only receive a very limited type of information
(prior art) during these proceedings. Especially in the business method area, there may be
other types of documentary information that would be useful in addressing important issues
of patentability.
Removing Restrictions on Federal Court Appeals. The AIPA contained a limitation on a
third-party challenging a defective patent to appeal this decision to the federal courts.
Estoppel. The AIPA also contained a prohibition extremely limiting the use of

reexamination by later prohibiting a party from raising factual and legal issues at a federal
court proceeding.

Time Limits on Actions. Critics of reform argue that any changes adopted must be applied
within a specified time limit (e.g., six to 12 months) thereby mitigating the opportunity to

harass a patent holder while providing greater certainty to the process.
2.4

Outlook
There is sincere and constant concern about defective patents in many fields. In turn, there

is strong consensus that there should be a process to improve the fairness and quality of defective

patents that is fair to all inventors without imposing the burdens, costs, and expenses of federal court
litigation.

N
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3.

Issues

Whether the procedures concerning the examination of applications and issues pertaining to
the vlidty of patent available to the public through the Patent Act, the courts, and the PTO are in
fact adequate to reconsider defective, unfair, or poor quality patents and what remedial legislation,
if any, should Congress pursue to enhance post-issuance quality reviews?

If you have questions about the hearing, please contact Chris Katopis of the Subcommittee
at x5-5741.
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IN THE HOUSE OF REPRESENTATIVES

A BILL
To amend title 35, United States Code, ith respect to
patent reexamination proceedings.

I

Be it enacted by the Senate and tlouse of Representa-

2 tires of the unitedd States ofAmeHca in Congress assembled,
3 SE mi

4

.SHORT TITLE.

This Act may be cited as the "Defective Patent Reex-

5 amination Act".
6 SEC. 2. REQUESTSFORs

7
8

#2

PARTES REEXM NATION ON

ANY BAIS.

Section 311 of title 35, United States Code, is

9 amendedl-

%
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2
(]) by amending subsection (a) to read a tol-

I
2

lows:

3

"(a) REQUEST FOR REEXAMINATION.-

4

"(1)

AT ANY TIME.-Any person may at any

5

time file a request for inter partes reexamination by

6

the Office of a patent on the basis of any prior art

7

cited under the provisions of section 301.

8

"(2) WITHIN 9 MONTHS AFTER IRSUE OR RE-

9

ISSVE OF A PATENT.-Any person may, wAithin 9

10

months after the date on which a patent is issued

11

or reissued, file a request for inter partes reexamina-

12

tion by the Office of the patent on any question of

13

patentability under section 102(a), (b), or (e), see-

14

tion 103, or section 112."; and

15

(2) in subsection (b)-

16
17
18

(A) by striking "The request" and inserting "Any request under subsection (a)"; -and
(B) in paragraph (2), by inserting after "is

19

requested" the following: ", or, in the case of

20

a request under subsection (a)(2) on a basis

21

other than prior art, set forth in detail the basis

22

on which the request for reexamination is

23

made".
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May 17,2001
Honorable Howard Coble
Chairman

Subcommittee on Courts, Intellectual Property, and the Internet
Committee on the Judiciary
B-351A RHOB
Washington, DC 20515
Dear Mr. Chairman:
The National Association of Manufacturers (NAM)- 18 million people who make things
in America - is the nation's largest and oldest multi-industry trade association. The NAM
represents 14,000 member companies (including more than 10,000 small and mid-sized
manufacturers) and 350 member associations serving manufacturers and employees in every
industrial sector and all 50 states. Headquaaered in Washington, D.C., the NAM has 10
additional offices across the country. The NAM wishes to submit the following statement for the
record of the Subcommittee's May 10, 2001 hearing on patent quality.
The NAM notes that the Internet is now helping to deal with controversial new patents.
While we have no operational connection to any of them, there are now new tools for parties
concerned about dubious issuances to gather their forces. BountyQuest.com, for instance,
marries traditional financial rewards with Internet ease to assemble invalidating evidence. As
another example, PriorArt.org affords a public facility by which inventors, often computer
programmers, can post technology for public inspection by any party, including patent
examiners. Furthermore, such efforts can arise in the context of both reexamination and
litigation. Faced with demands by computer programmer Bruce Dickens and his attorney for
payments based on a patent for the windowing technique for Y2K remediation,' numerous
companies contributed prior art to back up the characterizations of the patent as outlandish by
leading Y2K experts. The resulting Internet-based collection 2 provided former Commissioner
Dickinson with ample facts to order a reexamination himself.
Quality Management and Measurements
The matter of the overall quality of patents issued, in the business methods area in
particular, begs for order and discipline. Faced with the need to improve quality themselves,
manufacturers start by taking measurements, and the NAM strongly suggests the same here. Just
as the logic of zero defects as a stated goal has prevailed in industry, we call on the PTO to
'U.S. patent no. 3, 806.063.
The industry prior art Web site evidently is no longer active but was found at www.itaa.urg'year2000"dickcns.hnn.

Manifaclurlng Makes America Strong
1331 Pensyb,,nia Avenue., NW @ Washington. DC 20004-1790 e (202) 637-3147 sFax (202) 637-3182 * dpctor @nmunorg* %ww.nam.org
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declare a goal of zero patent issuances later invalidated by prior art. To be sure, attain perfection
in practice isn't possible; against about 150,000 issuances a year, some mistakes are inevitable.
A key lesson from industry, however, is that setting such a goal starts one on the path of what
can be attained, which is continuous improvement.
First, measurements establish a baseline. For each measurement period, controversial
patents should be counted, considered as the sum of reexaminations, court cases filed, and
Internet-enabled efforts to gather itivalidating evidence. That total should be compared to total
issuances. Then, the PTO should state a public goal to reach the following year. Essentially, it
will become an exercise in improvement to see how far over 99 percent the PTO can go. In
manufacturing, Six Sigma represents a goal not ,yet achieved eve-t by America's leading
manufacturers: reaching 3.4 defects per million. As patent examining involves individual
human judgment, it would be inappropriate to establish such a goal; even in discrete parts
manufacturing, the best yet achieved is about I defect per 100,000, or 5.8 sigma. But this wellknown statistical structure and the continuous improvement that it measures does represent, we
believe, the right approach.
Another measurement that suggests itself is the number of non-patent prior art citations
per issuance. The absence of any such citations in a new patent can be a trouble sign, especially
in the new technology fields such as software. Software lacks the established reference systems
built up in chemistry, for example, and most prior art resides outside the existing patent base.
The NAM applauds the PTO's recent publication in the Gazette and on the agency Web site of
the databases that it relies on 4 and hopes that practitioners will supplement that already extensive
list as appropriate. Nonetheless, the only way to know whether this initiative, or any other, is
working is to measure. While the PTO has initiated some measures along these lines, they
receive only a very brief mention in the most recent published annual report. Instead, there
should be a detailed discussion, including publication of measurements. In so doing, the PTO
would be taking a major step to becoming the effective performance-based organization that it is
supposed to be.
To sum up: the PTO should
"
"
"
"

Adopt a publicly stated policy of zero invalid patent issuances;
Establish a measured baseline with announced, sigma-denominated results;
Set sigma-denominated goals for continuous improvement.
Make this effort a major feature of its annual report.

PTO Funding
The single most evident reason for inadequate PTO performance is Congress's decadelong bad habit of treating the agency as a convenient source of cash. After 10 years, the
cumulative diversion or withholding amounts to about $600 million, or about half of fee
3While scarcely the only such text, the NAM recommends and sells Implementing Six Sigma: SmarterSohtions
Using .StatisticalMethods by Forrest W. Breyfogle (New York: John Wiley),

http://www.nam.org/nanishop/product.asp?dept%5 Fid = !7&pP/o5Fid'432.
4 http://www.uspto.gov/web/menu/busmethp/figurenpl.htm.

collections at the current annual rate. 5 This situation distresses everyone who truly cares about
the effective functioning of the patent system. The NAM is keenly aware that this result has
been the work of the Appropriations Committees rather than the Judiciary Committees. Enclosed
with the testimony is a series of charts detailing how continued and rising fee withholding has
been the key factor in deteriorating PTO performance, with average patent pendency rising from
18 months to 25 months. In our view, it has become irrefutable that the continued funding drain
has yielded deteriorating performance. No comparable statistics exist for quality performance,
but we are urging their creation.
The PTO should get credit for holding the line on time to issuance in the past year,
keeping it from getting even longer than 25 months, under the most trying circumstances. With
respect to quality in the business methods domain, two major steps have made a clear difference.
Moving about 50 examiners from other areas into Class 705, combined with the extra layer of
review instituted by former Commissioner Dickinson, has clearly reduced the number of
issuances in this class and has brought its issuance rate appreciablybelow the averagefor all
classes. At the public workshop on busitiess methods on March 1, PTO managers stated that the
approval rate for Class 705 is 43 percent, as opposed to 65-70 percent for all utility patents.
Management also expressed an intention to hire 20 to 30 more examiners for business methods,
when money becomes available - which today it is not. In effect, the PTO has alleviated the
pain felt in business methods, but only by spreading a little more pain everywhere else.
Fundamentally, however, the PTO should never have been put in that position in the first place.
Moreover, the appreciable drop in allowance rates in this class indicates that permitting
each examiner to devote greater personal attention to each application does make a difference.
Roughly speaking, the allocation of more personnel to class 705 increased the amount of work
time per application by about half, from about two person-days to three. Conversely, the
disturbing judgment of fraud the Rambus case 6 indicated the poor results that can occur when as appears to be the case in the computer memory area - examiners are so pressed to get the
work out that they simply cannot devote adequate attention to each case.
By all means, one should not blame the victim. The PTO did remarkably well to hold
pendency time constant at 25 months in the last year, even as more than a tenth of its workflowgenerated revenues were siphoned off. Greater examining resources, however, would enable
application of the fundamental requirements of invention: subject matter, novelty, utility, and
nonobviousness. With business-methods patents, criticism most often goes to questions of
novelty - or finding prior art - and nonobviousness. Here is the underlying question: How can
the PTO do a betterjob? More examiners can spend more time per application searching for
prior art and examining the case, and, as we have suggested, measurements of issuances with no
prior non-patent art should be taken.

3 For a detailed history, see the 15-association letter to Congress of April 10, 2000,
93
.
httpJ/www.nam.org/tertiaryseuch.asp?TrackD=&DocumentliD-209
6Infineon v. Rambus, decided May 9, 2001 (E.D. Virginia). The jury verdict, following a judge's decision the
previous week dismissing the original infringement suit brought by Rambus against( Infineon, awarded $3.5 million
to Infineon based on a finding of fraud by Rambus. See
http.//www.siliconvalley.comdocs/news/svtop!rambus05!1001.htm.
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Permitting the PTO to spend all the fees it takes in every year - from a public policy
standpoint, the only defensible outcome - would also lift the agency out of the dilemma of
spending money to hire or to automate that has been forced upon it for far too long. High
private-sector salaries - led by law firms in price-inflated Silicon Valley --- continue to result in
a hemorrhage of several hundred patent examiners a year. Nowhere else, other than being a
young military doctor, can a federal employee increase earnings so much by leaving federal
employment. Regrettable as the situation may be, private compensation lies beyond the power of
Congress to affect and must be accepted. Private employment cannot be made less attractive; so
government employment must be made more attractive.
At the same time that the agency keeps staffing up to adequate levels, full funding would
enable automation to proceed as it should. Electronic filing just started belatedly in the last
year. It is still at an awkward early stage in which the applicant's electronic submission is
printed out, processed traditionally, then reconverted again at the end of the process. What is
obviously needed is full electronic case management, end-to-end.
Summary and Conclusions
Mr. Chairman, here is the NAM's vision for the PTO. By the end of the cuirent
Administration, the PTO
"
"

Will have completed the transition to electronic filing and file management;
Will operate as a true performance-based organization with the same continuous
improvement techniques well known in industry;
" Will maintain reasonable and transparent rules neutrally across all fields of technology,
especially as technologies become more interdependent;
" Will be poised to leave its inefficient, disjointed office space for modem unified space at the
new location.
If Congress shares that vision, then these implications are clear:
"

*

Leave all the fees at the PTO, especially to ensure that full automation is achieved before the
move. Conversely, it is hard to see how the PTO can make true progress if Congress
continues to treat it as a convenient source of cash.
Hold annual oversight hearings on quality management, measurements and performancebased organization progress.

I would be pleased to provide any further information and appreciate your consideration
of our views.
Sincerely,

-

Enclosure

David Peyton
Director, Technology Policy

THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (1)
Patents Contribute Centrally to the Expansion....
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THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (2)
And, Patents Lead To Growth and Jobs ....

Patents pull overall state economic performance
STATE
Massachusetts
California
Colorado
Washington
Connecticut
Utah
New Hampshire
New Jersey
Delaware

Arizona

NEW ECONOMY
INDEX RANK
1
2
3
4
6
6
7
8
9
10

Source: State New Economy Index

PATENT PER
CAPITA RANK
4
7
12
21
2
13
8
5
1
16

LEADING EXAMPLE: Healthcare Technology
in Massachusetts
YEAR
PATENTS
JOBS
1992
351
29,064
'1993
425
30,447
1994
464
31,946
1995
467
31,128
1996
615
31,800
1997
846
32,722
Source: Regional Financial Associates, Collaborative Economics
Massachusetts Division of Employment and Training, and CHI Research

A

* -.

THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (3)
But, The PTO Can't Keep Up
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Alliance for American Innovation
236 Massachusetth Avenue, NE, Suite 110, Washington, DC 200024980
Phone: 202-5464700
Fax- 202-546-5779

may 15,

2001

The Honorable Howard Coble, Chairman
Subcommittee On Courts, The Internet
and Intellectual Property
United States Congress
Rayburn House Office Building
Washington, D.C. 20515
Dear Chairman Coble:
The Alliance Por American Innovation is writing to respond
for comments on the hearing for the bills HR 1333 and HR 1332
which were introduced by Congressmen Berman and Goodlatte.
The Alliace For American Innovation is a company
representing independent inventors and small business entities on
intellectual property and trade related matters. The Alliance
"affiliates" are very much aware that pateats and innovation are
crucial to the American economy.
The Alliance affiliates believe that the American patent
system was set up to prosper the country ai to protect the
individual.
In discussions about patents and copyrights at the
Constitutional Convention there was nothing said about protecting
companies, but there was about inventors discoveries.
Nor does
the Constitution mention companies but as 3 class inventors and
writers are protected.
David Ramscy, biographer of the Revolition and
Thomas
Jefferson were anticipating creating an "Anerican Athens" and
stimulating creativity and the arts with tie patent and copyright
clause.
Your proposed changes to the systn reflect only the
concern for large companies and not the inventor and certainly
not as a stimulate to innovation. We have the following concerns
about the legislation:
1.
Patent reexamination:
The changes being proposed in
legislation in patent reexamination will make it extremely
difficult for an independent inventor to ba able to create a
business while at the same time defending is patent in the
"opposition panel of judges".
The process Df obtain4rig a patent
is expensive enough without adding further legal charger for the
inventor.
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HR 1333 and HR 1332
The independent inventor who does not: have the deep pockets
of the transnational corporation is gradually being squeezed out
of consideration of the patenting process because of the cost.
Is this the ultimate goal of the people proposing the changes for
the Patent office? Many-inventors believe that it is.
The
proposed changes are making it too costly for independent
inventors to defend their patents.
The reason for the "opposition panel' is obvious.
The large
companies do not want to go to the Fedcral Court of Appeals where
two-thirds of the cases have backed up the inventor.
Instead
those same large companies believe they stand a better chance at
the Patent Office where you can raise the question of
patentability. The Alliance participated in meetings last year
to develop the regulations on patent reexamination where members
of organizations stated they would save mcney by going to the
Patent Office in reexamination procedures.
The business of the Patent Office is to grant patents and
not be a court, but now you are setting up an "opposition panel
of administrative judges." Allowing rules of evidence and
barring the original examiner granting the patent "smacks" of an
entirely new examination case which may or may not be granted on
-he basis of patentability and technology but on legal grounds.
The rules of evidence and affidavits do not necessarily help
decide the patent on the basis of technology.
The three man
Board of Patent Appeals is a knowledgeable board to decide issues
of technology. This attempt at an "Opposi:ion Panel" sounds like
a first strike for a registration system, whichh the U.S. tried
once and ultimately threw out because it dti, not work.
2.
Estoppel: The estoppel to the Federal Court by the third
party requester should be retained. The reexamination process is
favors someone who does not have the investment, nor the time in
the invention, but can come in with some p:7ior art which may or
may not be valid. If the big company disagrees with the decision
of the Patent Office then they want the ricjht to appeal the
decision which favor the inventor to the Fcderal Court. It is
apparent that the goal is capturing the technology by whatever
means.
The small inventor will not be able to withstand this long
challenge of uncertainty for his patent. The challenge must be
filed in 9 months and the panel has 18 months to decide which is
a long time for an inventor if your pocket is lean of funds),
particularly with the patent term being eaten away since we no
longer have an established term of certainty under the TRIPS.
This process which is uncertain will potentially scare off
investors for a period of 27 months.
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The system being proposed makes it pocneible, according to
the sponsors, emphasizes the question of patentability. Why
would you suppose the "opposition panel" would be more qualified
than the examiner who works day after day in questions of
patentability and talks and exchanges view with other examiners?
Is this experience worthless for the PTO? The sponsors of the
bill are raising issues and not addressing them, but adding on
another layer of bureaucracy favoring trani,national companies and
not the individual.
If the desire is really to obtain quality patents why not
put the funding that would be required fo:r a 18 man "opposition
panel of administrative judges" plus thei:r supporting staff into
higher pay for or hiring more examiners instead of adding more
layers to the process? Why not use the funds in more training
and enhancements of information for examiners? Why not use the
money to file the 2.5 million pieces of foreign art and
information in the files for the examiner:o instead of boxing it
or throwing it out?
The decision to stop filing the foreign art was made in
March 1995. Now we are having hearings in 2001 to develop more
quality patents and introducing radical changes to our patent
system, but nothing has been done for fivea years to make this
vital material available for the examiner:3.
If the object is to make certain tha: prior art is available
then put the foreign filings and the technical bulletins filed by
large companies in the files for the examiners to use in the
issuance of patents. Electronic systems for these particular
files are not as accurate because they are incomplete and need
heavy cross referencing in different data "Zases making it vore
time consuming for the examiners.
We are on a very slippery slope in tie patenting process
with the proposed changes that are now being made and with the
process mandated by earlier legislation. qith 18 months
publication it is now possible to see wha; is in an application
and as one corporate lawyer admitted, "We want to see what is
there and design around it." This whole process is fraught with
a potential for fraud.
3.
We do not believe it is necessary nor desirable for an
applicant to disclose his search for "pri:r art". This is
already covered by Rule 56 and another prDcess is a redundancy.
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The Alliance sincerely appreciates the time and interest of
the committee in these matters. We respectively disagree with
the process we have discussed as not being beneficial for the
patent system and for American inventors.
Sincerely yours,

Steven Michael Shor-t
President
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