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PATENT QUALITY ENHANCEMENT IN THE
INFORMATION-BASED ECONOMY

WEDNESDAY, APRIL 5, 2006

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 4:55 p.m., in Room
2141, Rayburn House Office Building, the Honorable Lamar Smith
(Chairman of the Subcommittee) presiding.

Mr. SMITH. Subcommittee on Courts, the Internet, and Intellec-
tual Property will come to order. Thank you all for your patience
and for waiting. We obviously had a series of votes that we were
not exactly expecting at 4 o’clock this afternoon. Plus there was a
privileged resolution we weren’t necessarily expecting to take up
another half hour. I was told this was an angry crowdawaiting us,
and I am glad you calmed down a little bit and we will proceed as
quickly as we can, but having started late, I also need to say as
well that we are expecting another series of votes in 1 hour, so we
will probably enforce the 5-minute rule fairly strictly, and try to
move along with the testimony with the questions as quickly as we
can.

I will recognize myself for an opening statement. Today, the Sub-
committee returns to the gift that keeps on giving, patent reform
and the 109th Congress. We have devoted much time and energy
to this project. And I expect progress to continue.

In light of our ambitiousness and the competing interest in-
volved, perhaps it is not surprising that we haven’t eliminated all
differences by now. I have announced a new round of hearings for
this spring with the intent of further illuminating a need for re-
form and to nudge the process along. That said, today’s hearing ad-
dresses patent quality enhancement.

While the Subcommittee has documented a steady increase in
application pendency and backlogs at the PTO in recent years, the
view among agency officials in the inventor community is that ef-
forts to address these problems should not take precedent over im-
provement of patent quality. Patents of questionable scope or valid-
ity waste valuable resources by inviting third-party challenges and
ultimately discourage private sector investment.

At the front end of the system, we can do much to enhance the
quality of patents issued by ensuring that PTO is allowed to keep
all of the revenue it raises. While money isn’t the answer to all of
life’s problems, American inventors and the public are best served
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by a fully-funded agency that can devote sufficient sources to hiring
outstanding examiners, retaining experienced workers and modern-
izing PTO operations.

In addition, every patent reform draft reviewed by the Com-
mittee this term has included a provision to allow third party sub-
mission of prior art.

This will help examiners to determine whether the inventions
under review truly are new and nonobvious.

But no matter how diligent and thorough PTO examiners are,
there will also be some patents issued that prompt questions about
scope and validity. This is why the Subcommittee is also committed
to improving patent quality at the back end of the system. This in-
cludes enacting improvements to the underutilized PTO re-exam-
ination proceeding.

Significantly, the Subcommittee also is committed to the creation
of a post grant opposition system that will enable parties to resolve
patent disputes in an administrative setting. In other words, con-
cerns about patent quality can be addressed more quickly and less
expensively in such forum compared to litigation in Federal Court.

The final comment on how we should examine quality, it is self-
evident that all persons and entities affected by the operations of
the U.S. System endorsed patent quality enhancement in the ab-
stract, however, actual patent practice frequently involves the com-
peting and conflicting interests of different businesses and individ-
uals.

For example, a software developer might endorse a specific
change to the current statutory treatment of injunctive relief where
damages computations set forth in title 35. The same revisions
would be opposed by a number of patent interests, especially those
in the biotechnology and the pharmaceutical industries.

Different entities use the patent system in different ways, de-
pending on their respective business models. It is important to ac-
knowledge that dynamic when reviewing changes intended to en-
hance patent quality. That concludes my remarks, and the gen-
tleman from California, Mr. Berman, is recognized for his.

Mr. BERMAN. Thank you, Mr. Chairman, I apologize for being
late.

I believe this may be the 6th hearing on patent reform in this
Congress. I want to start out by sincerely thanking the Chairman
for his hard work in highlighting the need for patent reform in this
Congress.

He brought together a large coalition of bipartisan Members to
support a patent reform bill and managed to almost achieve con-
sensus among the different party interests.

However, I must state that I wonder about the benefits of pur-
suing further hearings on the identical issues we discussed last
year, if there are few new ideas being proposed and no further clar-
ity about which legislative approaches this Subcommittee should
follow regarding patent reform.

I am concerned that merely discussing the issue without any
movement on a legislative proposal will further entrench the par-
ties in their respective positions. The recent cases which have been
settled, NTP, BlackBerry, or have been granted cert by the Su-
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preme Court, eBay versus Merck exchange, demonstrate that the
time to address these issues is sooner rather than later.

Past attempts at achieving more comprehensive patent reform
have been met with resistance. However, the call for legislative ac-
tion is loud.

The New York Times has noted “something has gone very wrong
with the United States patent system.” the Financial Times has
stated, “it is time to restore the balance of power in U.S. Patent
law.” therefore, today Congressman Boucher and I have introduced
a narrowly tailored patent quality bill to address some of the more
urgent concerns.

Once again, I firmly believe that robust patent protection pro-
motes innovation. However, I also believe that the patent system
is strongest and that incentives for innovation are greatest when
patents protect only those patents that are truly inventive. When
functioning properly, the patent system should encourage and en-
able inventors to push the boundaries of knowledge and possibility.
If the patent system allows questionable patents to issue and
doesn’t provide adequate safeguards against patent abuses, the sys-
tem may stifle innovation and interfere with competitive market
forces.

High patent quality is essential to continued innovation. Litiga-
tion abuses, especially those which thrive on low quality patents,
impede the promotion of the progress of science and the useful arts.
Thus we must act quickly—I hope the 109th Congress—to main-
tain the integrity of the patent system.

Thank you, Mr. Chairman.

Mr. SMITH. Thank you, Mr. Berman. I am hoping other Members
will allow their opening statements will be made a part of the
record, but if not, the gentlewoman from California, Ms. Lofgren is
recognized.

Ms. LoOFGREN. I will be very brief. First, I want to thank each
of the witnesses for their really very excellent testimony, which I
have had a chance to read. You know, only a few of us who follow
these patent issues as closely as the Members here do. I, however,
participate in the debate on the floor that is going on at the same
time. So I have to apologize in advance for leaving and I wanted
to especially let the witnesses know that I have read their testi-
mony. I hope to be back for questions and I thank the gentleman
for having this hearing.

Mr. SMITH. Thank you, Ms. Lofgren. Before I introduce our wit-
nesses, would you please stand and be sworn in. Please raise your
right hand.

[Witnesses sworn. ]

Mr. SMITH. Thank you and please be seated. And we are oper-
ating with a makeshift mike up here, which seems to have some
back noise here.

Let me introduce our witnesses and we will proceed. Our first
witness is Jon Dudas, Under Secretary of Commerce for Intellec-
tual Property and Director of the U.S. Patent and Trademark Of-
fice. In his previous life, Director Dudas worked for this Sub-
committee. So we welcome him back.

He earned a bachelor’s degree in finance summa cum laude from
Illinois and a law degree with honors from University of Chicago.
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Our next witness is Jim Balsillie, chairman and CEO of Research
In Motion, or RIM, the manufacturer of the BlackBerry, which I
have in my pocket. He is a graduate of the University of Toronto,
and the Harvard School of Business. A chartered accountant, he
also holds a doctorate from Wilfrid Laurier University in Waterloo,
Ontario.

Our next witness is Robert Stewart, director and chief patent
counsel of UBS AG in the Americas. Headquartered in Switzerland,
UBS AG is the world’s largest wealth management firm for private
clients. Mr. Stewart’s responsibilities include intellectual property
litigation, prosecution, licensing mergers and acquisition and con-
tractual matters for UBS AG. He studied electrical engineering at
Polytechnic University located in Brooklyn, and earned his law de-
gree from Georgetown University.

Our final witness is Mark Lemley, the William H. Neukom Pro-
fessor of Law and director of the Program in Law, Science and
Technology at Stanford law School. In addition to his teaching and
writing, Professor Lemley is of counsel to the San Francisco law
firm of Keker and Van Nest. He earned his undergraduate degree
with distinction from Stanford University and his law degree from
University of California Berkeley.

Mr. SMITH. Welcome to you all. We have your statements and
without objection, they will be made a part of the record. As I men-
tioned we would like to try to stay in the 5-minute rule so we can
try to finish with our questions before the next series of votes com-
mences, and with that, Mr. Dudas, we will begin with you.

TESTIMONY OF THE HONORABLE JON W. DUDAS, UNDER SEC-
RETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND DIRECTOR OF THE U.S. PATENT AND TRADEMARK OF-
FICE

Mr. DubpAs. Thank you. Mr. Chairman, Ranking Member Ber-
man and Members of the Subcommittee, thanks for holding this
important hearing on patent quality.

Every private property system requires certainty of property
rights and a fair method to adjudicate disputes. The quality of pat-
ents is a fundamental element of establishing certainty. The intel-
lectual property system in the United States is the envy of the
world, and it is a shared responsibility of the courts, the Congress,
and the Administration to ensure that the best system in the world
gets even better. With the activities in the Supreme Court and in
this_,l Committee, it is clear this is a responsibility taken quite seri-
ously.

It is also a responsibility that the Administration takes quite se-
riously, and we at the USPTO are proud of the progress we have
made. I have testified in the past that we would be improving the
way we hire, the way we train, the way we promote, the way we
reconfirm skill levels, the way we emphasize quality throughout
the examination process, and the way we conduct our quality re-
views.

We have, and I am happy to report that we have shown measur-
able improvement in every quality goal I just mentioned. That in-
formation is more specifically laid out in my written testimony. But
even with improved patent quality, what can you do if you believe
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the USPTO has made a mistake? Congress, in anticipating such
concern, gave broad rights to all applicants and literally everyone
who is concerned about another’s patent. And these systems for
challenging patents have improved as well.

On any patent the USPTO issues, any person has a right to re-
quest a reexamination of a patent that the USPTO has issued. It
can be requested at any time. And it can be requested on any pat-
ent.

We have greatly improved this process by establishing a central
reexamination unit. And in doing so, we have dramatically in-
creased the thoroughness, consistency, the quality and the timeli-
ness of reexaminations. Where once it could take more than 4 years
to even see an action is brought down to nearly 2 years in almost
all cases. We believe we will have all cases, most all cases done
within 2 years, completed within 2 years at the Patent and Trade-
mark Office fairly soon.

So patent applicants, and those who wish to challenge patents
issued to others, have important and many options and many re-
sponsibilities, and indeed rights. And as I have learned working on
important issues in this Committee for 5 years, with every right is
a responsibility. So, while most are quick to remind policy makers
of their rights, some are a bit more hesitant to raise the issue of
their responsibilities. But a private property right system depends
on the responsible behavior of all, not just Congress, the courts and
the Administration, but every applicant and every entity interested
in other patents has responsibilities as well.

Every applicant has a duty to disclose all relevant information
and only relevant information. Some applicants give us no relevant
information and some give us reams and reams of irrelevant or
useless information, virtually burying that which is important—in
some cases, not in most. We also sometimes receive multiple con-
tinuations, essentially do-overs after a patent application has been
rejected in an effort to wear down an examiner who rejected it the
first time, or in the hope that another examiner will get the case
and grant the patent.

There are many legitimate uses for continuation as well, but we
want to address this behavior.

Applications with inordinate numbers of claims are also a prob-
lem. All these are choices that some applicants make, choices that
degrade the quality of the patent process and the patents issued.
The USPTO has proposed rules to address some of these issues and
we are considering other proposed rules to address the rest.

There are many things we need to do at the Patent and Trade-
mark Office, and there are many things we need to do throughout
our system. But I'd like to take off on the theme that the Chairman
and Ranking Member pointed out. I think everyone involved has a
responsibility to promote sound proposals that will improve patent
quality, even if it means they will not get everything they want im-
mediately.

There are two proposals pending before this Subcommittee that
are widely supported throughout the intellectual property commu-
nity that I think will directly and dramatically improve patent
quality. I think we should all support public participation of prior
art submissions and post grant opposition. There is plenty of oppor-
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tunity to work in good faith to resolve the many remaining issues
that are more controversial.

But we may be able to make a real difference now. And we may
need to get those provisions enacted now. Both provisions allow ev-
eryone to better exercise both their rights and their responsibil-
ities.

Public prior art submissions allow anyone to give the USPTO in-
formation believed to help with the quality examination. Post grant
opposition allows anyone to challenge an issued patent in the most
effective and most efficient manner. We have to approach it with
the right balance but philosophically these are largely supported by
nearly everyone in the intellectual property community.

I look forward to working with the Subcommittee on these provi-
sions. I look forward to working with the Subcommittee to swiftly
resolve the many other important issues we face. I am honored to
be here and I look forward to answering all your questions.

Mr. SmiTH. Thank you, Mr. Dudas.

[The prepared statement of Mr. Dudas follows:]



7

PREPARED STATEMENT OF THE HONORABLE JON W. DUDAS

STATEMENT OF
THE HONORABLE JON W, DUDAS
UNDER SECRETARY OF COMMERCE. FOR INTELLECTUAL PROPERTY
AND
DIRECTOR OF TITE. UNITED STATES PATENT AND TRADEMARK OTTICE
BEFORE THE
SUBCOMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY
COMMITTEE ON THE JUDICIARY
United States House of Representatives
Oversight Hearing
on

“Patent Quality Enhancement in the Information-Based Economy”

APRIL 5, 2006

Introduction
Chairman Smith, Ranking Member Berman, and Members of the Subcommittee:

Thank you for inviting me to testify today on this important issue. Patent quality is our
top priority at the United States Patent and Trademark Office (USPTO) and is the central
focus in everything from our day-to-day operations to our strategic planning. We have
already implemented several initiatives to improve quality, and will continue to evaluate
and implement additional initiatives. We also have proposed changes to our rules of
procedure, and we plan to propose more in the future — that will have a positive impact on
patent quality.

Background

The importance of intellectual property (IP) is growing -- within the business community,
the United States economy, and around the world. According to a recent USA for
Innovation Report, U.S. intellectual property today is now worth between $5 trillion and
$5.5 trillion, equivalent to about 45 percent of the U.S. GDP -- and greater than the GDP




of any other nation in the world. And, U.S. IP industries contribute nearly 40 percent of
the growth achieved by all U.S. private industry -- and nearly 60 percent of the growth of
U.S. exports.

Patent applications have increased every year -- a good sign that innovation and
competitiveness are alive and well in America.

In fiscal year 2005, we received over 400,000 patent applications -- an eight percent
increase over the previous year. Of equal significance, the complexity of patent
applications is growing. A greater percentage is now filed in more complex areas such as
biotech and telecommunications. These require many more hours to examine than
traditional areas, such as general mechanical and chemical. So, our number of hours
needed to examine the average application filed is increasing as well.

That volume and growth rate present significant operational challenges as does the
increasing complexity of those applications.

Tt is now taking our Office an average of 21.1 months to take first action on a patent
application, and 29.1 months to issue a final decision. The vast majority of that time does
not represent actual examination but rather a waiting-in-line status. Without policy and
operational changes, our backlog would have continued to grow to unacceptable
proportions.

So, the USPTO is taking many steps to address the backlog and improve quality. We
hired nearly 1,000 patent examiners last year, and we will hire more than another 1,000 in
fiscal year 2006. Before this hiring, we had fewer than 4,000 examiners, so this will
represent hiring more than 50 percent of the current professional staff within two years.
We are also piloting a Patents’ Hoteling Program, which will allow hundreds of patent
employees to do their jobs from home.

uality of the Patent Examination Process

At the USPTO, we have a strict definition of quality. “Patent quality” means that the
application examination has been conducted to conform with current law and Office
procedure.

The USPTO reviews randomly sampled patent applications — both during the
examination process and when the examiner believes the application is ready to be
allowed. We check those applications for any type of error. If there is even one allowed
claim that our quality reviewers believe should have been rejected or one significant
deficiency that would negatively impact the proper advancement of prosecution in the
case — that counts as an error.

We have a tremendously dedicated, knowledgeable workforce. Our patent examiners are
professionals, and they hate making mistakes. Because of their expertise, we have a very
rigorous error standard. Using that standard, in fiscal year 2005, our overall error rate

was 4.6 percent. Those are errors we caught on all patent examinations before they were



issued. Significant progress has been made since the midpoint of fiscal year 2005. Over
the past 12 months, our allowance error rate has dropped from 5.6% to less than 4%.

In the past two years the USPTO has instituted a number of measures to improve patent
quality and also has implemented new metrics to measure the results. Results indicate
that quality is improving. The percentage of patent examiners certified for promotion to
full performance level increased from 59% in FY 2004 to 70% in FY 2005. The number
of preliminary stage office actions complying with applicable laws and rules during
examination improved to 86.2% from 82% the previous year. We continue to show
significant improvement in this area, with 89% of these office actions currently
complying with applicable laws and rules. The compliance rate for allowances improved
from 94.7% to 95.4% from FY 2004 to FY 2005.

Initiatives to Improve Patent Quality

The USPTO is working diligently to address quality throughout the patent application
review process to ensure the best possible results.

Patent Reviews

We currently have two levels of review for a sample of applications for each examiner.
Allowed applications are reviewed as an end-check. Applications are also reviewed at
various stages of prosecution. Further, individual technology centers review a sample of
allowed and in-process applications.

The USPTO has determined that providing end-check reviews only is not the most
accurate and efficient way of assessing quality. We are working this year to place more
of our resources into building quality into examiner work product by enhancing the
review during the various stages of prosecution. We are exploring ways to leverage the
expertise of our quality reviewers so as to use their expertise up front in the examination
process rather than using them primarily as end-checkers.

Our concept is to team our current technology center quality reviewers with the Office of
Patent Quality Review (OPQR -- an office independent from the patent examination
corps) reviewers to do an in-depth assessment of the work product within all art units of a
technology center. On a biweekly basis, this team would review sample cases from a
particular art unit (a limited group of examiners: 15-20), assess the results, and
develop/deliver specific training using examples from the reviews from the unit. This
will more specifically tailor the development of training to effectively treat issues at the
art unit level, as opposed to a one-size-fits-all training model. Also, we are making better
use of the OPQR reviewer experience through the sharing of best practices with the
technology centers in an effort to improve the quality of examiners' work product.
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Customer Panel Quality Survey

As part of our effort to build quality into examiner work product, we are considering an
effort to broaden customer input by conducting quarterly customer surveys on patent
examination quality. The surveys would be administered to a representative customer
panel and would focus on key examination quality issues.

New USPTO Patent Training Academy

This year our patent organization has implemented a new university-style training
program for almost two-thirds of the 1,000 new hires expected this year. This training
program is intended to not only provide more intensive technology-based training
following an aggressive curriculum, but also free supervisors from this responsibility so
they can focus more of their time to mentor and train the junior employees already in
their units.

This training program will last for eight months and is intended to return new hires to the
examining corps who are capable of writing complete office actions for supervisory
review. It is our intention to increase this training program to cover all incoming
employees in fiscal year 2007. This new training model will create a higher quality,
better-trained new examiner who will be able to examine applications more accurately
and thoroughly than our traditional one-on-one training model provides.

Examiner Certification and Recertification

The USPTO has implemented a thorough certification process for any employee secking
to be promoted from the GS-12 level to the GS-13 level. This process includes a review
of the work product of the examiner and a certification exam similar to the patent bar
exam that patent attorneys and agents must pass. In order to help examiners prepare for
the certification exam, we offer a one-week patent law and evidence class, which also
assists them in their day-to-day examination practice. Tn 2004, 178 examiners passed the
certification exam; in 2005 we improved, with 275 examiners passing the exam. The
promotion to GS-13 represents a level of independence in which the supervisor is no
longer responsible for day-to-day intensive review of the examiner’s work product. In
order for the examiner to achieve this level of independence, we are ensuring that they
have the skills required to perform their job requirements with a high level of quality.

In addition to the certification process, we are also currently recertifying our primary
examiners. Every three years, we assess the quality of our most senior employees by a
thorough review of their written work. This process involves a detailed review of both
allowances and rejections written by the examiner and continuing education on patent
practice and procedure. By the end of FY 2006, over 1200 primary examiners will have
undergone recertification. About 95% of examiners have been successfully recertified in
each of 2004 and 2005. The 5% of examiners who were not recertified were subject to an
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improvement period and repetition of the recertification review process the following
year.

These two programs ensure that those employees who are ready to be promoted are
promoted, while others who may require additional coaching and training are provided
that opportunity.

Proposed Rules Changes to Improve Patent Quality

Patent applications that are complete, clear, well-drafted with well-identified and
pertinent references take less time to properly examine. Better application input
contributes directly to more efficient processing and to quality, thereby benefiting both
the examiner and the applicant.

We have proposed a new patent rules package that encourages patent applicants to be
more open and rigorous throughout the application process. Specifically, our rules
package proposes to instill more discipline in filing continuations on patent applications
and to focus examiners on representative claims in complex patent applications.

Continuations

In today’s legal system, parties in a dispute do not have an infinite number of appeals.
Currently, our patent system allows for almost unlimited reworking of applications
through “continuations.”

In fiscal year 2005, more than 85,000 of the USPTO’s 400,000 new patent applications
were a continued prosecution of an application that had previously been before an
examiner in the examination process. That is, almost one-quarter of the applications that
examiners had to review were ones they had previously rejected, that the applicant had
then changed in the hope that they now would be acceptable. Our proposed changes will
not limit the ability of an applicant to file one continuation. However, second and
subsequent requests for continuations would be subject to a more stringent review
process before the requests are granted. It is the second and subsequent continuations
that account for about 20,000 of the 85,000 total continuations we receive each year.

Representative Claims

Another critical part of the patent application is “the claims,” which of course define
what is being patented. Every year, a small number of applications are filed with an
extraordinary number of claims.

We have proposed rules that will help us find the right balance between allowing
inventors to submit such applications when needed, while making it feasible for
examiners to effectively examine such a high volume of claims. We have proposed a
system in which the applicant and examiner can focus on a set of representative claims
initially. In other words, if we received an application with 50 claims, we might look
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only at the first 10 claims throughout the process of rejections and amendments. Then,
assuming the representative claims were accepted — but before the final patent was
issued -- we would examine all the claims. We think this approach will improve
efficiency and quality.

Legislative Initiatives

There are two proposals pending before the Subcommittee that are widely supported
throughout the intellectual property community and would directly improve patent
quality: a post-grant review procedure and a new procedure for submission of prior art.
The USPTO continues to review other proposals before the Subcommittee.

Post-Grant Review Procedure

A new post-grant review procedure, recommended by the USPTO and under
consideration in this Subcommittee, is intended to improve upon existing administrative
reexamination alternatives. Tt would serve as a quicker, lower cost alternative to
expensive litigation in reviewing patent validity questions. Such a procedure would
complement rather than displace ongoing quality-focused initiatives at USPTO, which
include measures to address the hiring, training, certification and retention of an adequate
number of examiners.

We look forward to working with the Subcommittee in developing a post-grant review
procedure that effectively serves the interests of the patent community.

Submission of Prior Art

While the USPTO currently has a procedure for submission of prior art after publication,
which allows submission by third parties within two months of publication, the procedure
does not allow explanations or other information about the patents or publications. This
Subcommittee is examining a procedure for the submission of third-party prior art as part
of H.R. 2795, the Patent Reform Act of 2005.

We encourage consideration of a change to the statute governing this procedure to allow
protests or oppositions by third parties after pre-grant publication. Such a change would
allow those interested parties to explain why the prior art would have a negative impact
on the patentability of the claims. This process, which would provide the examiner with
information he or she might not otherwise obtain, should result in a higher quality, more
reliable patent.

We look forward to working with the Subcommittee to develop a submission procedure
that effectively and fairly balances the interests of the patent applicant, interested third
parties and the general public.
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Business Methods Patents

An area of particular concern in terms of quality is business methods patents. There has
been some suggestion that these patents have less stringent standards than those for other
patents.

In fact, last year, the USPTO allowed 11 percent of all business methods applications
(those in our Class 705 Data Processing: Financial, Business Practice, Management, or
Cost/Price Determination). All business methods allowances go through a review
process that involves either a patentability conference or a “second pair of eyes” review
process. We focus on allowance conferences. However, we conduct a “second pair of
eyes” review for those senior examiners who do not participate in allowance conferences.

In fiscal year 2005, we hired 34 examiners for a total of 132 examiners in the business
methods area. In fiscal year 2000, our hiring goal is 26 new examiners. So we anticipate
having 150 examiners in the business methods area by the end of the year, including
attritions.

Further, the USPTO is continuing our partnership efforts with industry and the patent
community on business methods patents, and these partnerships have historically been
very productive.

Conclusion

The ever-increasing importance of [P in today’s economy is putting greater pressures on
the patent examination system. The USPTO has taken important steps to improve patent
quality and is considering and planning more initiatives to keep up with future demands.

We know that a more quality-focused, efficient patent system benefits everyone and is
vital to the American economy. We appreciate this opportunity to discuss with the
Subcommittee our efforts to help ensure that our patent system will continue to serve
innovation in the 21st century.

Thank you.
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Mr. SMITH. Mr. Balsillie.

TESTIMONY OF JAMES BALSILLIE, CHAIRMAN AND CO-CHIEF
EXECUTIVE OFFICER, RESEARCH IN MOTION

Mr. BALSILLIE. Thank you very much. Chairman Smith, Ranking
Member Berman, and Members of the Subcommittee. My name is
Jim Balsillie, and I am chairman and co-chief CEO of Research In
Motion. I am pleased to appear here before you to speak on the
issue of patent quality in the context of RIM’s experience in the
U.S. Patent system.

RIM is the leading developer for innovative wireless solutions for
the worldwide mobile communications market. RIM’s BlackBerry
products and services are used by tens of thousands of corporate
and Government organizations around the world. Our largest mar-
ket is United States, which accounts for more than half of RIM’s
revenues. And our biggest customer is the U.S. Federal Govern-
ment.

RIM is proud to serve the Department of Defense, the Depart-
ment of Homeland Security, and the U.S. Congress, just to name
a few of our valued Federal customers.

As the Members of the Subcommittee are aware, last month,
RIM paid over $612 million to settle a patent lawsuit brought
about by a patent holding company NTP. Despite the fact that the
Patent Office had rejected all of NTP’s patents, and it was very
likely to declare these patents invalid, RIM was forced to pay one
of the largest settlements in U.S. History in order to end the uncer-
tainty caused by the lawsuit.

By appearing before you today, it is my hope that we are helping
to advance patent law reform. The NTP case raises many ques-
tions, but there are a few that are particularly relevant to the
scope of this hearing.

First, and perhaps most puzzling for those who follow the NTP
case, it is the role of the Patent Office versus the courts, particu-
larly in the context of the reexamination process. In our case, our
all of the five asserted NTP patents were completely rejected by the
PTO in multiple office actions upon reexamination. At the time of
the hearing on the injunction on February 24th, two of the three
patents remaining had final office actions issued that rejected all
of the claims on at least 3 grounds each.

The remaining patent had all of its claims rejected as
unpatentable on at least four grounds, including a determination
that RIM had invented what NTP was trying to claim for itself.

Even with these patent office rulings, the District Court judge
appeared unmoved, and his comments during the proceedings sug-
gested that he viewed the Patent Office rulings as irrelevant to his
decision.

A recent article in Newsweek Magazine that compared the NTP
case to a judge in a murder case pondering execution while ignor-
ing new DNA evidence that exonerates the accused. Congress
should, at a minimum, provide industry with certainty as to the
relevance of reexamination proceedings.

Second, it is generally agreed that the Patent Office does not
have the resources it needs to effectively review more than 300,000
applications it receives each year. Consequently, concerns have
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been raised about the length of time it takes to process a patent
application and the quality of patents that ultimately issue. The
Patent Office has introduced two proposed changes to address
these concerns. The first attempts to limit the number of claims in
a patent. The average number of claims in a patent is 22.

In the NTP case, NTP’s eight patents had an average of 240
claims each, with one having 655 claims. The NTP patent with 655
claims was initially issued by the Patent Office without a single
documented office action.

The second proposed change attempts to place some restrictions
on continuation practice. Eight of the nine claims ultimately issued
to NTP were continuations filed more than 8—more than 7 years
after the initial NTP patent was filed. The Patent Office concluded
that six of the nine claims were based on RIM’s own technology.

NTP was able to aggressively use the continuation process to
copy RIM’s ideas and seek an injunction that would prevent RIM
from practicing what it invented. We think the facts in our case
support the need for reform in these areas.

Third, there is the matter of when an injunction is the proper
remedy for patent infringement. We understand and appreciate the
concerns that the pharmaceutical biotechnology and some inde-
pendent vendors have expressed about changes to this standard.
However, we firmly believe that the concerns raised by the tech-
nology sector can and should be addressed without harming others.

We want to help Congress work with all others interested in im-
proving the patent process so no other company in any industry ex-
periences what RIM endured.

Making technology products available to the public requires an
aggregation of hundreds of different ideas in the development of
products.

In our case, the District Court was prepared to provide an in-
junction against us, our partners and customers, even though NTP
had publicly acknowledged that they desired a monetary solution
and that the threat of an injunction increased their leverage for a
higher payout.

Congress has directed courts on how to apply injunctive relief in
section 283. At a minimum, it should not allow judges to under-
mine standards established in the law by this body. This would
dramatically reduce the daily Russian Roulette that patent asser-
tion companies are playing on the whole U.S. Tech and telecom
system, which is currently condoned.

Further enabling a patentee to obtain compensation for a patent
that far exceeds the value of the patent invention cannot help but
impact the economic and social benefits that the patent system was
introduced to achieve and may well deter rather than promote in-
novation.

We hope that Congress will keep these serious risks and costs in
mind as it goes forward with Patent law reform. Mr. Chairman,
thank you again for the opportunity to appear before you today. I
will be pleased to take any questions you may have.

Mr. SmiTH. Thank you, Mr. Balsillie.

[The prepared statement of Mr. Balsillie follows:]
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PREPARED STATEMENT OF JAMES BALSILLIE
INTRODUCTION

Chairman Smith, Ranking Member Berman and Members of the Subcommittee,
my name is Jim Balsillie and I am Chairman and Co-Chief Executive Officer of Re-
search In Motion. I am pleased to appear before you today to speak on the issue
of “Patent Quality,” and am grateful for the opportunity to share with you RIM’s
experience with the United States patent system.

Research In Motion (RIM) was founded in 1984 and is a leading developer of inno-
vative wireless solutions for the worldwide mobile communications market. Through
the development of integrated hardware, software and services that support mul-
tiple wireless network standards, RIM provides platforms and solutions for seamless
access to time-sensitive information including email, phone, Internet and intranet-
based applications. RIM’s award-winning BlackBerry products and services are used
by tens of thousands of corporate and government organizations around the world.

RIM technology also enables a broad array of third party developers and manufac-
turers to enhance their products and services with wireless connectivity to data.
RIM operates offices in North America, Europe and Asia Pacific and has approxi-
mately 5 million subscribers in over sixty countries. Our largest market is the
United States, which accounts for more than half of RIM’s revenues. Our biggest
customer in the United States is the federal government. RIM is proud to serve the
Department of Defense, the Department of Homeland Security and the U.S. Con-
gress, just to name a few of our valued federal customers.

As the Members of the Subcommittee are certainly aware, last month RIM paid
$612.5 million to settle a patent lawsuit brought by patent holding company, NTP.
Despite clear evidence that the Patent Office had rejected the NTP patents and was
very likely to declare these patents invalid, RIM was effectively forced to pay one
of the largest settlements in U.S. history in order to end NTP’s highly publicized
threats and the associated uncertainty felt by RIM’s U.S. partners and customers.

Underlying virtually every debate about patent laws are two distinct views of the
nature of patents. Simply put, are patents an absolute property right, or a property
right that must be construed in the context of its Constitutional objectives?

The latter point of view is not new. The Supreme Court in Graham v John Deere
Co. reiterated Thomas Jefferson’s conclusion that the primary objective of intellec-
tual property is to promote the Country’s social and economic benefits and not to
protect inventors’ so-called “natural rights.” In other words, patent rights are grant-
ed as a means to an end, and not the end itself. If the patent right is asserted in
a manner that does not promote social and economic benefit, then it has become
unmoored from its Constitutional foundation.

Many, however, are of the view that, because the Patent Act grants the ‘right to
exclude,” in order to give effect to this right, patentees must have virtually auto-
matic injunctive relief for a breach of their rights. Those that hold this view also
generally believe that patentees ought to be free to seek whatever compensation
they are able to extract for their invention—even if that compensation bears no cor-
relation to the value afforded by the invention in their patent.

In the end, Congress must choose which characterization of patent rights better
reflects its objectives for patent law and the Constitutional mandate that granted
patent rights must promote the useful arts. If nothing else, RIM’s experience in the
NTP case demonstrates that there are significant undesirable social and economic
costs contrary to promoting the useful Arts when patents are treated as an absolute
property right. We hope that Congress will consider these costs carefully in deciding
which is the appropriate characterization of patent rights.

We understand and appreciate the concerns that Pharmaceutical, biotechnology
and some independent inventors have expressed regarding changes to patent laws.
We continue to firmly believe, however, that the concerns raised by the technology
sector can be addressed without harming these other sectors. By appearing before
you today, it is my sincere hope that we are helping to advance meaningful patent
law reform, thus helping to assure that no other company experiences what RIM
endured over the past five years. I believe that RIM’s experience will prove instruc-
tive for all who care about innovation, competitiveness and free enterprise.

ROLE OF THE U.S. PATENT AND TRADEMARK OFFICE

The NTP case raises many questions, but there are a couple that are particularly
relevant to the scope of this hearing. We should first ask: “What is the role of the
U.S. Patent and Trademark Office (PTO) in the patent system and how can the
quality of patents be improved?”
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REEXAMINATION PROCEEDINGS

Perhaps the most puzzling thing for those who followed the NTP case is the role
of the patent reexamination process in pending litigation. If the patent system is
to function properly, policymakers must clearly define what role the reexamination
of patents should play in the patent system and what impact they should have on
any court proceeding.

The Patent Office has realistically acknowledged that, with 300,000 applications
per year, mistakes are inevitable and the easiest way to deal with this problem in
the short term is to focus their limited resources on improving the processes to reex-
amine patents after they have issued. While historically the Patent Office reexam-
ination process has been criticized, in 2005, the Patent Office established an elite
group of examiners to complete reexaminations with the ‘special dispatch’ required
by Statute and its own procedures. According to these procedures, priority is to be
given to patents that are in litigation.

RIM commends the Patent Office for implementing these much needed changes
in the reexamination process. However, in our case, this initiative came too late. If
these new procedures and commitment to special dispatch had been implemented
earlier, the first office actions for the reexaminations, which began in December
2002, would have issued by April 2003, several months before the district court
ruled on NTP’s first injunction request. Instead, the first office actions did not start
to issue until March of 2005.

All of the five asserted NTP patents were completely rejected by the PTO in mul-
tiple Office Actions upon reexamination. At the time of the hearing on the injunction
on February 24 of this year, two of the three patents remaining in suit had final
office actions issued that rejected all of the claims on at least three grounds each.
The remaining patent is in inter partes reexamination in which an action closing
prosecution (substantially the same as a final office action in the ex parte reexams)
had issued rejecting all claims in the 592 patent on at least four grounds each, in-
cluding anticipation of each claim by RIM’s own technology—i.e., a determination
that RIM invented what NTP was trying to claim for itself.

Even with the Patent Office issuing these rulings, the District Court hearing the
case was unmoved. Although the Court did not formally enter a ruling at that time,
the Judge’s comments during the proceedings emphatically suggested that he
viewed the final office actions as irrelevant to his decision—in spite of the fact that
(1) the liability ruling on which injunctive relief would be granted was based on def-
erence given during trial to the Patent Office’s expertise in initially granting the
patents, (2) the PTO specifically indicated in its office actions during reexam that
it was seeking to address the concerns raised by the Court about reexamination tim-
ing, and (3) several patent practitioners have noted the exceptional quality of these
office actions (as compared to the original examination to which deference was given
at trial even though no substantive examination was apparent). Countless media ar-
ticles commented on the Court’s indifference to the PTO’s rejections, including a re-
cent article in Newsweek magazine that compared the NTP case to a judge in a
murder case pondering execution while ignoring new DNA evidence.

As this Subcommittee contemplates patent reform, RIM respectfully suggests that
this circumstance should be addressed and that clarity be given as to the relevance
of reexamination proceedings, possibly by providing formal guidance to the courts
on what deference to give the Patent Office’s reexamination proceedings during its
different stages as the Court weighs the procedural options in litigation (e.g., stay
the litigation or limit injunctive relief pending the outcome of the reexamination).

GRANT OF PATENTS

It is generally agreed that the Patent Office does not have the resources it needs
to effectively review the more than 300,000 applications it receives each year. Con-
cerns have been raised both about the length of time it takes to process a patent
application, and the quality of patents that ultimately issue, (e.g. broad and vague
specifications, broad and inconsistent claim language, ‘obviousness’ of claimed inven-
tions, patents seeking to claim technology that already exists in the public domain,
ete.).

Few would contest that the Patent Office is overburdened. Last year, Patent Com-
missioner John Doll was reported saying, “When you've got 1.3 million cases in
backlog, and it’s taking [four to six] years to take a first office action, you've got
to ask the question: Is the patent system still actually working, or are we just
stamping numbers on the applications as they come through?”

Commissioner Doll is not alone. In a survey by the Intellectual Property Owners
Association of the nation’s top patent lawyers, over half rated the quality of patents
issued in the U.S. today as less than satisfactory or poor. Unless the Patent Office
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gets more resources, including additional qualified examiners, and is able to reduce
the demands on its existing resources, the future may not be much better. According
to the survey, over two-thirds of respondents said they thought the patent process
would get longer, not shorter, over the next three years. And nearly three-quarters
said they thought they would be spending more time, not less, on patent litigation
over the coming years.

LIMITATION ON NUMBER OF CLAIMS

One of the ways to reduce the demands on the Patent Office’s existing resources
is to deter patentees from filing excessive numbers of claims in a patent. Why is
the number of claims important? The Patent Office’s recent figures suggest that the
average number of claims in a patent is twenty-two. However, a small number of
patentees file patents with many times this number of claims. For example, in the
NTP case, NTP’s eight patents had an average of 240 claims each, with one having
665 claims!

Patents with an excessive number of claims put a huge burden on the process and
can compromise the quality of the patents issued. The analysis required to ensure
that the language in a patent claim is unambiguous, properly disclosed in the pat-
ent, and not claiming known technology that is already in the public domain, is by
its nature a time-consuming one. Our understanding is that with the huge volume
of patent applications, examiners’ performance is assessed based on “counts” allotted
to them when specified activities are completed. They receive the same number of
“counts” for allowing a patent, regardless of the number of claims in that patent.
Therefore, a patent with an excessively large number of claims may receive less
scrutiny per claim and thus be more likely to issue without the substantive exam-
ination required to ensure high quality patents.

In our case, an NTP patent with 665 claims issued without a single documented
office action. The prosecution history consists solely of references to undocumented
meetings with the applicants. Indeed, Qualcomm noted in its request for a director-
initiated reexamination of the NTP patents, “[wle understand that the U.S. Exam-
iner allowed over 1690 claims in five U.S. Patents...without ever issuing an action
on the merits, with the exception of one double-patenting-only rejection on the 172
patent.”

Excessive claims also result in considerable expense for parties defending actions
by patent holders. Patent assertion companies may send letters to a large number
of industry participants “suggesting” the desirability of a license, as NTP did to 47
companies, including RIM. The cost of a legal opinion as to the infringement/validity
of claims increases with the number of claims. Further, the litigation cost and bur-
den on the defendant of preparing a defense in court increases with the number of
claims. For example, NTP sued RIM under all of its claims—over 1,900 in eight pat-
ents. Even though NTP ultimately reduced this number to 16 claims in five patents
shortly before trial, the strain posed by the initial large number of claims had NTP’s
desired effect of prejudicing RIM’s ability to fully and fairly defend itself in the fast-
paced litigation of the so-called “Rocket Docket.”

The Patent Office recently has proposed rules changes to limit the initial review
of a patent application to ten claims (which would generally include all independent
claims) unless the applicant prepares an “examination support document” to reduce
the workload of the examiner with respect to additional claims. RIM understands
the Patent Office is encountering resistance to its proposed changes from the patent
prosecution bar, but nonetheless encourages Congress to support the Patent Office’s
endeavors to address this problem.

LIMIT CONTINUATIONS

Another issue of patent quality relates to the ability of patent holders to file mul-
tiple continuation applications during the life of the patent. In the aftermath of the
NTP litigation, we have to ask if the ability to file continuations in this manner is
consistent with the objectives of progressing innovation.

Why are continuations an issue? While there are bona fide reasons to file a con-
tinuation, patentees can (and do) use continuations to gain a monopoly over later
innovations that they never envisioned. In particular, a continuation enables a pat-
entee to draft new claims based on what it has learned about the products of others,
years after the patentee initially filed its patent. Giving a patentee the ability to
draft claims that copy the independently developed technology of another com-
pany—claims the patentee otherwise would not have thought of—and then use those
copied claims to shut down or hold-up that company is contrary to the most basic
principles of fairness, and to the Constitutional mandate that patents must promote
innovation.
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In the case of NTP’s suit, four of the five patents asserted at trial were continu-
ations. After RIM’s success on appeal, there were nine claims in three patents left
at issue in the suit, all but one were from continuations. Six of these claims were
in the ’592 patent, which was a continuation filed more than eight years after NTP’s
first patent application. NTP filed the 592 patent application six months after RIM
launched the BlackBerry solution, and NTP sued RIM on that patent the day after
it issued. NTP plainly crafted the 592 patent claims to specifically cover what RIM
already had independently developed. Indeed, in the reexamination of the 592 pat-
ent, the Patent Office determined that RIM—not NTP—was the first to invent what
NTP claimed in its 592 Patent. Thus while RIM never copied the inventions in the
NTP patents, NTP was able to aggressively use the current continuation process to
copy RIM’s ideas and seek an injunction that would prevent RIM from practicing
what RIM invented.

Shortly after commencing its lawsuit, NTP refused RIM’s request to explain pre-
cisely why it thought RIM infringed NTP’s patents. NTP indicated that it did not
matter whether or not RIM would be found to infringe in the initial trial, because
NTP would simply draft another continuation based on what it learned at trial and
sue RIM again. In fact, NTP even attempted to add over 32,000 claims in its reex-
amined patents, including claims intended to cover a design that RIM had confiden-
tially disclosed to NTP.

The Patent Office is proposing restrictions on continuation practice by requiring
a patentee to explain why the claims sought in a second or subsequent continuation
could not have been included in the original application or first continuation. RIM
understands that these proposals are being resisted by the patent prosecution bar
for a variety of reasons, some of which reflect valid concerns and a need for further
clarification by the Patent Office, (for example the potential impact on existing pat-
ents drafted with a view to the continued availability of continuations, and the im-
pact on divisional practice) and others that may simply reflect an interest in resist-
ing any limit on the service they provide for their clients. RIM encourages Congress
to support the Patent Office achieving reform in this area.

REMEDIES FOR PATENTEES

A second key question raised by the NTP case is: “Should there be limitations
placed on the compensation available to patentees?” In order to ensure that the
costs associated with patents do not outweigh the social and economic benefits af-
forded by them, restrictions must be in place to ensure that the compensation for
a patent bears some reasonable relation to the actual value of the invention in that
patent. Bringing a single wireless technology product to market and into the public
hands is very risky and involves a myriad of complex technologies—e.g., display
screen technology, RF technology, application software, etc. Such products typically
involve hundreds of inventions as well as the development, production and distribu-
tion of hardware and software components. If there are no limits on the compensa-
tion each patentee can seek for each of the hundreds of inventions in those products,
there may not be sufficient remaining resources to bring the product to market—
or even to compensate other patentees. In the NTP case, the Federal Circuit con-
cluded that the patented invention in the NTP patents was the integration of an
existing email system with a wireless system.

The patents left it to RIM and others to design and build a two way handheld
with desktop computer-like processing power, handheld email applications and oper-
ating system software, battery management systems, encryption software, special
keyboards, communication protocols across the email and wireless system, redirector
software and a relay infrastructure to route data between the email system and the
wireless network—as well of course as the pre-existing email system and wireless
network. In other words, the NTP patents did not come close to disclosing what is
required to place in the hands of the public an actual, commercially viable and use-
ful product. Inventor’s rights are important. But if the ultimate objective is to put
technology into the hands of the public at a reasonable price, no single patentee
should be able to demand compensation that far exceeds the value of its actual and
specific contribution to the ultimate product or system.

Although some may ask “why can’t we let the marketplace take care of the prob-
lem”, the reality is that the current law on injunctions effectively gives patentees
a gun, and the availability of a gun to one party in negotiations tends to skew the
results that would otherwise naturally occur in the marketplace. Patentees are ef-
fectively able to use the Courts as a weapon to extort settlement amounts far great-
er than the reasonable market value of their patents.
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INJUNCTIVE RELIEF

As was widely reported during the course of the NTP litigation, and especially in
the last six months, RIM faced the very real possibility of an injunction being im-
posed by the District Court by patents asserted by a patent assertion company.l
NTP further leveraged this threat against RIM by hiring a public relations firm to
instill fear amongst RIM’s customers and shareholders by way of a publicity cam-
paign, effectively threatening millions of American customers in order to put addi-
tional pressure on a public company to capitulate to excessive demands. Even with
a solid workaround design, the uncertainty inherent in a threat of an injunction cre-
ated some disruption of our business. An injunction was not warranted in the NTP
case, and the possibility that an injunction was available in such circumstances
demonstrates the need for reform. These circumstances include not only those dis-
cussed in this section, but the Patent Office reexaminations described earlier, in
which the Patent Office had fully and finally rejected all the remaining claims in
suit as unpatentable at the time of the hearing in the District Court in February
2006.

In the general case, injunctive relief for patent infringement 1) should not be vir-
tually automatic, and 2) should not be made available where the patentee has clear-
ly acknowledged it is seeking monetary compensation and is using the injunctive
remedy as leverage solely to obtain money in excess of market value. Although there
is a clear need to ensure that small inventors can receive reasonable compensation
in a timely manner for their patents, these objectives can be accomplished without
a virtually automatic injunction.

Remedies, as opposed to rights, are typically tailored to the individual cir-
cumstances. Injunctions are viewed as extraordinary remedies in other areas of the
law and are generally only available upon a demonstration of the inadequacy of
money as a remedy—i.e. where the nature of the harm caused to the injured party
is such that it cannot be compensated for with money. Even though in Section 283
of the Patent Act Congress appears to have applied the same traditional four part
test for the availability of injunctive relief as applies in other areas of the law, the
courts appear to ignore this Congressional mandate by creating an attenuated
version of the test for patent cases. It is easy to see how in many instances damages
would not be an adequate remedy in a patent case, but this should not make it an
essentially irrebutable presumption. Where a patentee’s business depends on exclud-
ing others from using its invention, money would probably not be an adequate rem-
edy. However, an entity whose business is granting non-exclusive licenses has by
its nature relied on a business model built on an inclusive, rather than exclusive,
use of the technology by others. Such a patentee has no bona fide need to exclude
and can be adequately compensated with money. And to be clear, we are not sug-
gesting that such a patentee does not get any remedy. The issue is not whether they
get a remedy, but what is the appropriate remedy. In such cases, the proper remedy
is monetary relief rather than injunctive.

Some argue that this impacts a patentee’s ability to choose its licensees. The re-
ality is that once a patentee has made the decision to grant a non-exclusive license,
as opposed to an exclusive one, a patentee is not generally selective about its licens-
ees. Unlike copyright or trade marks, patents tend to cover broad ideas (rather than
narrow implementations), and the quality of the implementation of a broad patented
idea would rarely reflect negatively on the patentee. Certainly, it would be unusual
to find a patent assertion company that was selective about its licensees. The stand-
ard non-exclusive licensing business model in our industry is simple—maximize rev-
enue by maximizing the number of licensees. A monetary award, rather than injunc-
tive relief, should not impact on the patentee’s ability to acquire other licensees. In-
deed, because courts can award enhanced damages and must award at least a rea-
sonable royalty, it is difficult to see how it could promote innovation by enabling
a patentee that is not engaged in putting technology into the public’s hands to shut
down one that is, solely to enable the patentee to extort more than a reasonable
royalty. The argument frequently heard that patentees need an injunction to avoid
courts imposing their views of a reasonable royalty is specious. Courts award dam-
ages in every other area of law, and injunctions in those areas are not issued as
a matter of course simply because the litigant might have a different view as to the
appropriate amount of the award.

One final point on injunctive relief: even if Congress concludes that damages are
an inadequate remedy for patentees engaged in the business of granting non-exclu-
sive licensees generally, injunctions should not be generally available to patent as-
sertion companies. The activities of patent assertion companies are inherently at
odds with the objectives of patent law. If every patentee decided to avoid the costs
and risk inherent in going into business and instead waited for someone else to
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come up with the same idea and implement it and then charge the second company
to stay in business—the costs of the patent system would soon outweigh its benefits.
The patent assertion model is not the business model of independent inventors and
universities seeking to introduce new technology to the market by licensing their
technology to third parties for its commercialization. The patent assertion business
model requires that the invention already be in the marketplace, else there is lit-
erally no one for them to assert the patents against. This business model effectively
results in consumers paying twice for innovation—first for the real and substantial
independent research and development costs incurred by the alleged infringer and
second for the royalties paid to the patentee so that the alleged infringer can use
that independently developed technology. There are additional economic costs be-
cause the royalties paid by the alleged infringer are not available for research and
development or investment in capital infrastructure that might bring prices down.
These costs can be significant and may even threaten the ongoing availability of a
product or viability of a company, as there is no limit on the amount that the pat-
entee can seek in compensation for the use of its patent—and no incentive for the
patentee to limit its demands to an amount reflecting the value of its invention.
Congress should take steps to ensure that Courts properly apply the traditional test
for injunctive relief in patent cases it mandated in Section 283, and do so in light
of the specific Constitutional objective that patents must promote the useful arts.

WILLFULNESS

A finding of willful infringement entitles a patentee to an award of up to treble
damages. The standards by which willful infringement is established must also be
considered. Does it further the Constitutional objectives of the patent system to
place the entire burden of determining whether there is an infringement of a patent
on an alleged infringer, as is currently the case? Recent case law suggests that a
patentee need only provide notice of a patent to a defendant to establish willful in-
fringement. Under recent case law, patentees apparently are not required to make
a clear claim of infringement, or to support their allegations of infringement in
order to successfully allege willful infringement. This means that, with the cost of
the stamp to deliver a vague letter mentioning its patents to a company, patentees
can impose on that company costs easily exceeding tens of thousands of dollars to
acquire legal opinions as to the validity and infringement of any patents provided.
The patentee does not have to lift a finger to determine whether there is infringe-
ment, yet they can impose substantial costs on a targeted defendant to seek legal
opinions that meet the rigorous requirements that case law requires for those opin-
ions to be deemed competent.

In the NTP case, NTP mass-mailed letters to 47 companies, including RIM in Jan-
uary 2000. RIM responded with a letter to NTP asking for additional information
about its patents. NTP claims never to have received the letter, and made no fur-
ther effort to contact RIM until NTP filed suit. Nonetheless, RIM was found liable
for willful infringement based on what RIM did or did not do after receiving NTP’s
letter. The fact that the patent owner took no interest and forwarded no claim
charts or otherwise showed there was an infringement simply did not matter. A re-
cent case in the Court of Appeals for the Federal Circuit further suggests that, even
if NTP had acknowledged receipt of RIM’s letter, it would have no obligation to re-
spond to inquiries or to provide support for its claims of infringement in order for
it to obtain enhanced damages for willfulness. Thus, even though a patent owner
does not deem the potential infringement worthy of investing time and money to
do a proper infringement analysis and may never even bring a claim of infringe-
ment, the targeted defendant must do so or risk treble damages and the brand of
“willful infringer.”

To illustrate the economic costs inherent in this bias towards patentees, one need
only consider the NTP case. With 1920 claims in the NTP patents, each of the 47
companies would likely have to spend at least $200,000 for a legal opinion of inva-
lidity and/or non-infringement. Thus, for about $19 in postage, a single patentee like
NTP can require 47 companies to divert over $9 million from other industry endeav-
ors to obtain legal opinions regarding NTP’s patents. Although it is currently rare
for that many claims to be asserted, it is common for companies to receive dozens
of such letters each year and to spend several hundreds of thousands or more each
year on external legal opinions alone (not including the salaries and overhead for
those that deal with these issues).

It seems outrageous that companies must invest this sort of money in formal legal
opinions as a result of vaguely crafted patent notice letters where the patentee has
determined it is not worth its time or money to provide even a basic explanation
as to why there may be infringement.
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RELATION OF COMPENSATION TO VALUE OF PATENTED INVENTION

Without any restriction on the amount of compensation a patentee is entitled to
for its patented invention, there are a number of circumstances in which, rather
than promoting the useful Arts, patents can result in a reduction in the technology
available to consumers or at least a significant increase in its price.

One such instance is where the royalty rate for a particular patent fails to take
into account that a single product requires patent licenses with multiple technology
companies covering hundreds of patents. For example, the royalty rate determined
by the jury at trial in the NTP case was 5.7% of the gross revenue on RIM’s
handsets, software and services. Considered in isolation 5.7% may not seem an oner-
ous royalty. However, were each of our existing patent licensors to be entitled to
this same 5.7%, neither RIM nor any other technology company could afford to bring
the product to market.

Similarly, significant economic and social costs can result from permitting a pat-
entee to recover damages not only on the revenue of a party supplying products that
directly or indirectly infringe a patent, but also on bona fide third party products
or services used in combination with these products where those third party prod-
ucts or services would not themselves directly or contributorily infringe the patents.
For example, there is a growing tendency for patentees with patents covering, for
example, a small component of a handheld or a handheld software application, to
seek royalties based not only on revenue generated by the handheld manufacturer’s
products, but on carrier network service revenue as well. These types of patents
likely add no innovation to the wireless carrier network, which essentially acts as
a pipe to deliver data from the handheld. The carrier’s business model requires it
to make services available to a wide range of products with no real depth of tech-
nical knowledge about these products. If in fact the handheld component or software
application does infringe a patent, in these circumstances the carrier might well
look to the supplier to indemnify it for any resulting damages. If those damages are
calculated based upon not only the manufacturer’s revenue, but the revenue from
carriers’ services as well, the manufacturer may be required to pay damages on
money it has never received, and the total damages may exceed its total revenue
for the infringing product. This is not only inconsistent with industry patent licens-
ing practices; it simply is not economically feasible.

A patent system that affords patentees ready access to compensation reflecting
the value of their patents would seem better suited to achieve both protection for
the patentee and the promotion of the useful Arts. RIM encourages Congress to pro-
vide guidance to the Courts and certainty to industry to achieve this end.

CONCLUSION

Mr. Chairman, thank you again for the opportunity to appear before you today.
I hope that my testimony has been helpful to you and Members of the Subcommittee
as you consider reforms to the patent U.S. patent system. If I can be of any further
assistance to you with this very important work, I am at your service. I will be
pleased to take any questions you may have.

1 A patent assertion company is an entity whose primary business is enforcing
its patent portfolio against technology companies that have independently re-
searched, developed and commercialized similar technology. Such patent assertion
companies typically do not practice the patented technology at all, but merely ex-
pend their energies in drafting claims in their pending continuation patent applica-
tions to claim for themselves successful products independently developed by others.
Their business model is very different from that of independent inventors and uni-
versities that work to place in the hands of the public products that are not already
in the marketplace by partnering with industry to commercialize their patented in-
ventions, typically providing substantial know-how to implement their invention and
related technology.

Mr. SMITH. Mr. Stewart.

TESTIMONY OF ROBERT A. STEWART, DIRECTOR AND CHIEF
PATENT COUNSEL OF AMERICAS, UBS AG

Mr. STEWART. Thank you. Chairman Smith and Ranking Mem-
ber Berman. My name is Robert Stewart, and I am the chief patent
counsel for UBS AG in the Americas. I am pleased to testify today
on behalf of the Financial Services Roundtable and BITS, which
are affiliated financial services trade associations. The Financial
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Services Roundtable represents over 100 of the largest diversified
financial institutions who account directly for millions of jobs. The
Financial Services Roundtable would like to commend Chairman
Smith and the rest of the Subcommittee for their time and effort
in an attempt to strengthen the quality of the U.S. Patent system,
and encourage innovation without discouraging economic activity.

In particular, I would like to commend Congressman Berman for
the introduction of his thoughtful bill today.

As you know, the financial services community is intensely inter-
ested in patent quality and litigation issues, and is grateful for you
for considering these matters.

It is perhaps too easy and convenient to place the entire burden
for patent quality on the staff of the U.S. Patent and Trademark
Office, who I will refer to as the PTO.

We believe that Director Dudas and his staff continue to over-
come the challenges facing the PTO, including reducing the backlog
of pending applications. However, the fact remains that over
800,000 applications are pending in PTO and examiners aren’t able
to spend enough time to provide meaningful examination. As a re-
sult, patent quality has suffered and patents of dubious quality
threaten to destruct lawful economic activity. Patent quality can be
improved by improving the disclosure of relevant prior art, improv-
ing the quality of district court decisions, and the inclusion of an
effective post grant opposition proceeding, and we mustn’t forget
litigation reform measures.

We can improve the disclosure by ensuring that relevant art is
disclosed in a meaningful way to examiners that are pressed for
time. Any examination by the PTO is only as reliable as the infor-
mation that the examiner is readily able to apply to the claims
under review.

And in furtherance of this goal, we are quite pleased that H.R.
2795 has a third party submission procedure which will allow for
more effective disclosure of relevant prior art to the examiners at
the PTO.

Also, Congress should adopt an interlocutory appeal of claim in-
terpretation. The Federal circuit frequently overturns claim inter-
pretations, and as you may be familiar with Kimberly Moore’s
work, 35 percent of District Court claim interpretations were over-
turned between 1996 and 2003. The inconsistent claim interpreta-
tions between the District Court and the Federal Court are rep-
resentative of the U.S. Patent system’s wasteful use of limited judi-
cial resources.

So to further improve the efficiency of the judicial resources, an
interlocutory appeal to the Federal circuit should be permitted
after a Markman hearing, where the claims are interpreted by the
District Court. This new procedure will help mitigate the judicial
inefficiency that occurs when a full trial is conducted based on an
incorrect interpretation of the patent.

In addition, Congress should support specialized patent courts.
Many District Court judges have no special or technical patent ex-
pertise, and have never been admitted to practice before the U.S.
Patent and Trademark Office, whereas patent attorneys hold tech-
nical degrees and pass a special patent bar. Therefore, we encour-
age preferential venue in the 10 District Courts that currently han-
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dle the most patent matters and professor Moore has also been
very instructive on this particular matter as well.

We also strongly support the establishment of a post-grant oppo-
sition proceeding with a second window that will allow anyone who
is threatened with a patent infringement action to follow a request
for an opposition proceeding within 6 months after receiving notice.
Without the 6-month window, many organizations may not expend
the resources necessary to invalidate a patent in an opposition pro-
ceeding.

The second window could be subject to a clear and convincing
standard of proof.

As for litigation reform, the patent quality problem cited above
make the need for litigation reform all the more compelling. Con-
gress can and should provide financed firms and other businesses
with the additional safeguards against frivolous claims without im-
pairing the important protections afforded to intellectual property.
As owners of intellectual property, we have as much interest as
anyone in protecting true innovation that benefits society has a
whole.

Specifically, Congress should clarify the damages role with re-
spect to willfulness and apportionment, limit venues to the place
of incorporation, expand the scope of prior user rights beyond busi-
ness methods, and modify the standard for injunctive relief.

In conclusion, the Financial Services Roundtable is a strong be-
liever in the U.S. Patent process as fundamental to a healthy U.S.
Economy.

Given the importance of the patent process, the PTO should be
fully funded without fee diversion and given adequate resources to
perform its duties. At the same time, it is not enough for the PTO
to turn out patents in greater quantity if those patents are not of
the highest quality.

I know that Director Dudas shares this view, and we appreciate
his dedication to patent quality issues. Moreover, because of in-
creases in frivolous claims of patent infringement, we encourage
you to continue your focus on appropriate defenses and other tools
for litigation risk management. We look forward to participating
further as you develop and move legislation to improve the patent
laws. Thank you.

Mr. SMITH. Thank you, Mr. Stewart.

[The prepared statement of Mr. Stewart follows:]
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Introduction

Chairman Smith, Ranking Member Berman, and members of the Subcommittee, my
name is Robert Stewart. 1 am the chief patent counsel at UBS AG for the Americas. 1 am
pleased to testify today on behalf of The Financial Services Roundtable and BITS, which
are affiliated financial services trade associations.

The Financial Services Roundtable (www.fsround.ore) represents 100 of the largest
diversified financial services companies providing banking, insurance, and investment
products and services to American businesses and consumers. Member companies
participate through their chief executive officer and other senior executives nominated by
the CEO. Roundtable member companies account directly for millions of jobs.

BITS (www bitsinfo.org) was created in 1996 to foster the growth and development of
electronic financial services and e-commerce for the benefit of financial institutions and
their customers. BITS provides intellectual capital and addresses emerging issues where
financial services, technology and commerce intersect. BITS's Board of Directors is made
up of the Chairmen and CEOs of twenty of the largest U.S. financial services companies,
as well as representatives of the American Bankers Association and the Independent
Community Bankers of America.

As you know, the financial services community is intensely interested in patent quality
and litigation issues, and is grateful that you are considering these matters. The subject
of today’s hearings is “Patent Quality Enhancement in the [Information-Based Economy”.

It is, perhaps too easy and convenient to place the entire burden for patent quality on the
staff of the U.S. Patent and Trademark Office ("PTO"). We believe that Commissioner
Dudas and his staff continue to perform admirably to overcome the challenges facing the
PTO including reducing the backlog of pending applications. However, the fact remains
that over 800,000 applications ' are pending at the PTO and Examiners are unable to
spend enough time to provide a meaningful examination on complex applications.”> Asa
result, patent quality has suffered, and patents of dubious quality threaten to injure
inventors, licensors, licensees and to disrupt lawful economic activity.

My testimony will cover needed improvements in the areas of patent quality and
litigation.

PATENT QUALITY

" U.S. PATENT AND TRADEMARK OFTICE, PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR
2004, available at www.usplo.gov/web/ollices/com/annual/2004/060405_tableS himl (last visited April 27,
2003).

2 FEDERAL 'TRADE COMMISSION, 1O PROMOTE INNOVATION: THE PROPER BALANCE OF COMPETITION AND
PATENT LAW AND POLICY, A REPORT BY TIIE EDERAL TRADE COMMISSION, October 2003, at 5.
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Patent quality can be improved by (1) improving disclosure of relevant prior art to the
PTO, (2) improving the quality of district court decisions in patent disputes, and (3) the
inclusion of an effective post grant opposition proceeding with a second window. In
addition, there are various other provisions that can be adopted which will make our
patent system an effective and efficient mechanism capable of achieving its mandate to
support our economic engine.

Improving Disclosure

The application process must be reformed to ensure that relevant art is disclosed in a
meaningful way for Examiners that are pressed for time. Any examination of the PTO is
only as reliable as the information that the Examiner is readily able to apply to the claims
under review.

In furtherance of this goal, we are quite pleased that H.R. 2795 has a third party
submission procedure, which will allow for more effective disclosure of relevant prior art
to the Examiners at the PTO.

Improving Quality of District Court Patent Decisions

The quality of district court patent decisions can be improved by enhanced handling of
claim interpretation issues between the district court and Federal Circuit and by funneling
patent cases to judges that have the most experience handling patent disputes.

District court patent claim interpretations frequently are overturned by the Federal Circuit
(e.g.. 35% of district court claim interpretations were overturned from 1996-2003).% The
inconsistent claim interpretations between the district court and the Federal Circuit are
representative of ways in whichthe current system has a deleterious impact and further
erodes our Nation’s limited judicial resources.

To further improve the efficiency of judicial resources, an interlocutory appeal to the
Federal Circuit should be permitted after a Markman hearing. This new procedure would
help to mitigate the judicial inefficiency that occurs when a full trial is conducted based
on an incorrect interpretation of the patent at the district court proceeding and the Court
of Appeals for the Federal Circuit modifies or reverses that interpretation and orders a
new trial based on that modified interpretation or reversal. Litigants may end up paying
for the attorney fees and expenses for two trials, instead of a single trial.

Patent Law Specialization in District Courts

Many district court judges have no special technical expertise, patent law experience, and
very few have been admitted to practice before the U.S. Patent and Trademark Office. At
law firms, patent attorneys specialize in patent matters and often hold engineering
degrees. District court judges that hear patent disputes should be held to no less stringent
standards than practicing patent attorneys in order to protect the public interest. Because
the distric